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When Hospitals Merge to Save Money, Healthcare Dealmakers—CVS Health

Patients Often Pay More drops $8B into home health; Trinity
Health buys out MercyOne for
$613M & more

Nov. 14,2018
By Dave Muoio * Oct 6, 2022 04:48pm

— GMBUSINESS Markets Tech Media Success Perspectives Videos

Modern
Healthcare Amazon to buy One Medical for $3.9 billion as
it expands healthcare footprint

° By Catherine Thorbecke
Home > Mergers & Acquisitions Updated 9:00 AM EDT, Fri July 22, 2022

October 06, 2021 05:09 PM

CONNECTICUT

'‘Mega-mergers' dominated in 2021, analysis
finds

STEVEN ROSS JOHNSON

Yale New Haven Health signs deal to buy
Manchester, Rockville and Waterbury
hospitals. Lawmakers warn of health care
consolidation.

By Stephen Singer
Hartford Courant » Oct 06, 2022 at 9:43 am



Types of consolidation

_ _ Horizontal
* Horizontal, vertical, cross-

market

* Buyers: other providers,
payers, private equity

* Types of transactions:
mergers, acquisitions,

affiliation agreements, joint F' sl e
contracting, joint ventures g




Health care consolidation trends

EXHIBIT 2

Percentages of Metropolitan Statistical Areas (MSAs) whose Herfindahl-Hirschman Index % Of ma rkets that are
(HHI) was above 2,500 for hospitals, physician organizations, and health insurers, 2010-16 .
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Source: Fulton, BD. Health Care Market Concentration Trends in the United States: Evidence and
Policy Responses. Health Affairs. 2017;36(9):1530-1538.




Hospital consolidation

A | Hospital referral regions 1,629 hospital mergers
from 1993-2017

* 90% of hospital
markets are highly
concentrated

* In most markets a
single hospital controls
>50% of market share

Herfindahl-Hirschman Index (HHI) of Market Concentration
|:| Unconcentrated (HHI 100 to <1500)

. Moderately concentrated (HHI 1500 to <2500)

. Highly concentrated (HHI 22500)

Source: DM Cutler;F Scott Morton, Hospitals, Market Share, ané€onsolidation,
JAMA. 2013;310(18):1964-1970

D Not located in any hospital referral region 1 3



Vertical consolidation on the rise

Exhibit 1 Percent of US physicians in practices owned by hospitals or health systems, by
specialty group, 2010-18

Physicians

Source: Whaley et al. Physician Compensation in Physician-owned and Hospital-Owned Practices. Health Aff.

2021;40(12)-1865-874

From 2010-2018,
hospital
ownership of
physician
practices
increased 89%

(from 24%-46%)

Most transactions
are too small to
receive antitrust
review
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Consolidation drives prices higher

¢

* |t all comes down to market power

» Market power is amassed through
consolidation (horizontal mergers,
vertical consolidation, joint
ventures)

» Higher priced providers are not
higher quality



Evidence of the impact of consolidation

Horizontal hospital consolidation increases prices 20-60% (Cooper et al. 2020)
Horizontal physician consolidation increases prices 8-26% (Austin & Baker 2015)

Vertical consolidation associated with 14.1% increase in physician prices (Capps,
Dranove, Ody 2019)

Hospital mergers did not affect patient outcomes, readmissions, or mortality, but
patient satisfaction declined (Beaulieu et al. 2020)

Hospital ownership of physician practices led to higher readmission rates and no
better quality measures (McWilliams et al. 2013, Neprash et al. 2015)

16



Policy Tools to Address Health Care Consolidation

1. Transparent Data

2. Mitigate consolidation
and abuses of market
power

3. Oversee health care
rates and growth

All-payer claims databases
Enhanced hospital financial reporting
and hospital cost analysis

Pre-transaction notice, review, and
approval for health care transactions
Banning anticompetitive health
insurance contract terms

State AG action against
anticompetitive conduct

Cost growth benchmarks
Health insurance rate review —
affordability standards

Limit outpatient facility fees
Public option

Out-of-network price caps
All-payer model, global hospital
budgets

Hospital Price Transparency Rule
Transparency in Coverage Law
Federal APCD (or federal help for state
APCDs)

Health care merger review under the
Clayton Act

Reporting under Hart-Scott-Rodino Act
Federal antitrust enforcement against
anticompetitive conduct under
Sherman Act

Medicare site neutral payment (limiting
facility fees)

No Surprises Act

Public option

Employer public option

Caps on commercial prices or price
growth




CBO boils health policy down to 1 slide

Policy Approach

Promoting price
transparency

Promoting competition
among providers

Capping the level
or growth of prices

Mechanism Effects on Prices

Targeting consumers’ and employers’ Very small price
limited sensitivity to prices paid to providers reductions

Small price

Targeting the market power of providers .
geting P P reductions

Moderate to large

Requlating prices paid to providers . .
gulating prices pal provi price reductions

Source: CBO, Policy Approaches to Reduce What Commercial Insurers Pay for Hospitals’ and Physicians’ Services

(Sept. 2022)
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Bad News — It’s Not Just Hospitals Anymore...

* 90% of Metropolitan statistical areas are
concentrated for hospitals

* 1,412 hospital mergers from 1998 — 2015

 PCP employment: 27 -> 44% over 10 yrs to 2016
— Specialist...65%...00f
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Why Should Policymakers Care?

Index (1993=100)

Figure 1. Index of labor productivity, output, and hours worked
for private community hospitals
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Sowrce: U.S. Bureau of Labor Statistics, Office of Productivity and Technology
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Tools To Address Consolidation

25



Do No Harm

1. More Rate Regulation/Price Caps
— Promotes a static, not dynamic market
— Subject to regulatory capture

— Doesn’t work: Certainly hasn’t controlled costs in
Medicare FFS =

Capijation Episodic Bundling

Cost=f(P, V,I)

l_'_J
FFS

2. Certificates of Public Advantage

— Industry using state authorities to C|rcumvents FTC
oversight

— Replaces competition w/state oversight

26



A Living System: Encourage Dynamism

1. Improve antitrust enforcement

— Provide FTC authority for anticompetitive behavior for
nonprofit (hospitals)

— State competition index for targeted enforcement

2. Eliminate payment policy arbitrage
— Eliminate CMS inpatient only list
— Promote site neutral payment
— Reform 3408B

3. Allow competition: encourage entry
— Eliminate Certificate of Need

— Allow Physician-Owned Hospitals
— Stark Law reforms to promote new clinical enterprises

27
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A Lens for Viewing the Not-for-Profit Healthcare Market

* The historical regulatory approach toward not-for-profit healthcare has been
based on the narrow theory that prices to consumers are negatively impacted
by consolidating providers

* But this is an overly narrow way of viewing the healthcare market

* Regulation toward the provider community should be seen through the lens of
the macroeconomic environment within which health systems currently
operate

KanmanHa” ©2022 Kaufman, Hall & Associates, LLC. All rights reserved. 30



Everything In the American Economy Is Getting Bigger...
Except for Not-for-Profit Healthcare, Which Is Significantly Impacting the Sector’s Ability to Compete

Net Revenues, 2010-2021 (S in Billions)
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*Sources: Statista and individual company’s audited financial statements.
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The Pandemic, Inflation, and the Regulatory Environment Have Seriously
Weakened Not-for-Profit Healthcare With the Following Results

* More than half of hospitals are projected to have negative operating margins through 2022, an
increase over pre-pandemic levels

— Under an optimistic scenario, 53% of hospitals would have negative operating margins in 2022
— Under a pessimistic scenario, 68% of hospitals would have negative operating margins in 2022

* Expenses are significantly elevated from pre-pandemic levels
— Total expenses are projected to increase nearly $135 billion over 2021 levels

— Labor expenses are projected to increase by $86 billion, while non labor expenses are projected to
increase by $49 billion

* U.S. hospitals are likely to face billions of dollars in losses in 2022 under both optimistic and
pessimistic scenarios
— Under an optimistic scenario, hospital operating margins would be down 37% compared with 2022
— Under a pessimistic scenario, hospital operating margins would be down 133% compared with 2022

* As a result, many hospitals are no longer able to meet all the clinical services that are
required by their respective communities

KanmanHa” ©2022 Kaufman, Hall & Associates, LLC. All rights reserved. 32



How Anti-Consolidation Regulation Impacts Communities

* As an example, consider the scenario of a two-hospital city in which one hospital is
successful and another is struggling to maintain sufficient volume

* A merger would offer a systematic approach to managing a complex transition to
reduce duplication and to create the best mix of services, locations, and clinical quality

* Health system executives view the merger option as a far more positive approach for a
community than the alternative—which allows one organization to decline financially
and clinically over a period of years

e Over the past 20 years, the regulatory apparatus has made it close to impossible for
hospitals to merge in a two-hospital town—most recently preventing the merger of
the two hospitals in New Brunswick New Jersey

* Such a regulatory approach actually raises local healthcare costs and forces the
maintenance of service lines whose quality is suspect

KanmanHa” ©2022 Kaufman, Hall & Associates, LLC. All rights reserved. 33
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For more than forty years, Ken Kaufman has been one of the
leading thinkers on the future of healthcare. He is the Chair of
Kaufman Hall, a management consulting and software firm
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organizations of all sizes with their most critical strategic
challenges. He is also the author of seven books and hundreds
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the Healthcare Financial Management Association for lifetime
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Qualifications, Assumptions and Limiting Conditions (v.12.08.06):

This Report is not intended for general circulation or publication, nor is it to be used, reproduced, quoted or distributed for any purpose other than
those that may be set forth herein without the prior written consent of Kaufman, Hall & Associates, LLC. (“Kaufman Hall”).

All information, analysis and conclusions contained in this Report are provided “as-is/where-is” and “with all faults and defects”. Information furnished
by others, upon which all or portions of this report are based, is believed to be reliable but has not been verified by Kaufman Hall. No warranty is given
as to the accuracy of such information. Public information and industry and statistical data, including without limitation, data are from sources
Kaufman Hall deems to be reliable; however, neither Kaufman Hall nor any third party sourced, make any representation or warranty to you, whether
express or implied, or arising by trade usage, course of dealing, or otherwise. This disclaimer includes, without limitation, any implied warranties of
merchantability or fitness for a particular purpose (whether in respect of the data or the accuracy, timeliness or completeness of any information or
conclusions contained in or obtained from, through, or in connection with this report), any warranties of non-infringement or any implied indemnities.

The findings contained in this report may contain predictions based on current data and historical trends. Any such predictions are subject to inherent
risks and uncertainties. In particular, actual results could be impacted by future events which cannot be predicted or controlled, including, without
limitation, changes in business strategies, the development of future products and services, changes in market and industry conditions, the outcome of
contingencies, changes in management, changes in law or regulations. Kaufman Hall accepts no responsibility for actual results or future events.

The opinions expressed in this report are valid only for the purpose stated herein and as of the date of this report.

All decisions in connection with the implementation or use of advice or recommendations contained in this report are the sole responsibility of the
client.

In no event will Kaufman Hall or any third party sourced by Kaufman Hall be liable to you for damages of any type arising out of the delivery or use of
this Report or any of the data contained herein, whether known or unknown, foreseeable or unforeseeable.

KanmanHa” ©2022 Kaufman, Hall & Associates, LLC. All rights reserved. 35
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LIMITING THE
ANTICOMPETITIVE

USE OF SYSTEM
POWER

Oversee Future Consolidation

* Increased Notice of Proposed
Transactions

« Administrative Review Process

Restrict Use of Market Power

¢ Prohibit Anticompetitive Contract
Terms

e Restrict Pricing Power of Dominant
Providers
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LIMITING THE
ANTICOMPETITIVE

USE OF SYSTEM
POWER

Oversee Future Consolidation

* Increased Notice of Proposed
Transactions

« Administrative Review Process

Restrict Use of Market Power

¢ Prohibit Anticompetitive Contract
Terms

e Restrict Pricing Power of Dominant
Providers
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STATES WITH LAWS RESTRICTING USE OF SPECIFIC
CONTRACT TERMS

All-or-nothing or Affiliate Contracting Restrictions Anti-tiering/anti-steering Restrictions

@ Legislation restricting all-or-nothing provisions + Major lawsuit @ Legislation restricting anti-tiering/anti-steering provisions + Major lawsuit
@ Major lawsuit alleging anticompetitive contract use @ Major lawsuit alleging anticompetitive contract use
@ Law banning all-or-nothing contract provisions @ Law restricting anti-tiering or anti-steering contract provisions
Current session bill to restrict all-or-nothing contract provisions Current session bill to restrict anti-tiering contract provisions

No restrictions on all-or-nothing contract provisions No restrictions on anti-tiering or anti-steering contract provisions 43




LEEs @n Insurance Flexible PR Enn-
Cost Growth Out-of- or Public Direct Rate Based
Affordability : Global :
Benchmark Network Standard Option Budget Setting Payment
Rates andards udgets Model

Spectrum of Options to Constrain Provider Pricing Power
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October 26, 2022 | 12:00 PM — 1:30 PM ET
Rebuilding Trust in Public Health Messaging

This briefing will provide a brief overview of successful federal, state, and local examples
of public health messaging, historical examples of mistrust, and how public health officials
overcame these barriers. This panel will also discuss potential strategies for rebuilding
trust in public health officials and institutions, such as further diversifying the workforce,
effective and consistent communication, improving data collection on subpopulations,
and tailoring public health messaging to specific communities.
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