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Our Speakers: Gary Ahlquist and Rick Edmunds

» Gary Ahlquist is a Senior Vice President and managing partner of the firm’s commercial
global health business. Gary’s client work spans the health and insurance sectors with an
emphasis on corporate and business unit strategy. He is one of the pioneers of the
consumer health movement in the United States and speaks frequently at leading forums
on the topic. He is widely published and was one of the authors of “Health Care’s Retall
Solution” in the Spring 2007 issue of strategy+business.

Contact :
Tel. 312/578-5708

Rick Edmunds is a Vice President in the Global Health Practice based in McLean,
Virginia. As head of the North American Life Sciences sector, he works primarily with
leading pharmaceutical and medical product companies. Rick’s primary areas of expertise
are in strategy, performance improvement, organization, and mergers and acquisitions. He
was a driving force behind Booz Allen’s recent research on consumer and physician
readiness for a retail health care market, and has authored a number of pivotal articles on
consumer-driven health care including “Health Care’s Retail Solution” in the Spring 2007
edition of strategy+business. He speaks on this and other topics at industry events—most
recently at the World Health Care Congress.

Contact:
Tel. 703/377-0770
edmunds_rick@bah.com




Today’s discussion—an emerging retail healthcare market

» Historical perspective

» Trends and future evolution of the healthcare market
— Demand
— Supply
— Intermediaries

— Competitive environment

» Implications for industry participants




| Discussion Topics

‘ » The Retall Healthcare Landscape

» Implications for Industry Participants




Continued healthcare cost increases—inherent and structural issues

Annual Growth in Employer-Sponsored
Health Insurance Premiums’
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(1) Annual health insurance premium for a family of four

Source: Kaiser / HRET Survey of Employer-Sponsored Health Benefits 1999-2006,

Booz Allen Hamilton analysis

Inherent and Structural Issues

» Benefits decisions made by employers
and government payors (“wholesalers”)

» Few financial incentives for consumers to
care about value or their own health

» Hence, passive consumer involvement

» Limited coordination across healthcare
system and misaligned incentives




Broad industry shift from a wholesale to a retail healthcare market

Requirements for a Robust Retail Health Care Market

Intermediaries
New Intermediaries to Align
Supply and Demand

» Market makers
» Solution providers
» Health-wealth managers

Demand " Supply
Engaged & Informed 4 Restructured
Customers : : Supply
» Information and » Greater transparency
decision-support tools » New channel and
» Incentives for healthy format innovations

behavior Alignment of provider/
supplier incentives




D Demand >,

Cost shifting continues — 60% in high cost plans by 20207

Enroliment Projections for CDHP & Other High Cost Sharing Plans
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HDHP/ Other= ~60% of Insured Market
(~120M Members)

CDHP=~20-25% of Insured Market
(~40M Members)

—

2005 2006 2007 2008 2009 2010 2015 2020

- CDHP

HDHP/ High Cost-Sharing Plans

Note: projections based on expert interviews and secondary research; should be viewed as directional estimates
Sources: Expert interviews, U.S. Census, OECD Review of Health systems, JAMA and Health Affair articles

KEY TRENDS:

» Significant growth in high cost
sharing plans—CDHPs, HDHPs

» Driven by cost increases & efforts
for universal coverage

» CDHP market expected to “cap out”
at 20-25% of private market

» Influenced by government policies,
service quality, pricing, portability




P Domand 8

Consumers will shop — won’t change trusted PCP relationships
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Consumer likelihood to do each of the following in order to get a better price on health care

Very or extremely likely

Use generic Use PCP Change from

branded drug specialist drug to another

Get lab tests Use RN
instead of instead of one branded done at different practitioner

facility

instead of
doctor

[ Traditional

[ HDHP/CDHP

Source: Booz Allen Hamilton Consumer Survey 2007

T

Change hospital
for inpatient
care

T

Use older Rx
instead of
newer one

Change PCP
seen for office
Visit
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Supply side not ready for consumerism —major restructuring needed

CURRENT STATE: FUTURE REQUIREMENTS:

» Limited transparency and » Greater competition, transparency—
competition, provider-centric view physicians play a key role

Government & leading employers More consumer-centric measures—
pushing for greater transparency treatment options, outcomes

Payment drives structure—push for More choice in care delivery—
fundamental payment reform bundling services, more convenience

New care delivery formats Evolutionary restructuring of payment
emerging—aided by health IT system—move beyond P4P

Government sets standards for HIT

Most of system not connected, ) .
interoperability

“Islands of automation” exist
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P supply
=

Physicians see consumerism as enduring trend—have concerns

Physician perception of staying power of
consumer-driven health care

Share of Respondents

Passing fad Enduring trend

B All physicians

Source: Booz Allen Hamilton Physician Survey 2007

Physician perception of impact of initiatives or trends on
their practice in the next 3 to 5 years

Share of Respondents

Consumer-directed healthcare [CDHC]

Pay-for-performance incentives from
payers [P4P]

Evidence-based medicine

Growth of retail-based clinics staffed by
non-physicians

None of these will have a big impact on
my physician practice

Offshoring of medical services 8%

0% 10% 20% 30% 40% 50% 60% 70%

B All Physicians
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Push for greater transparency — standards, cost / quality data

CURRENT CHALLENGES:
(FROM BOOZ ALLEN RESEARCH)

» Consumers looking for an integrated and
trusted source for health information

Physicians, a highly trusted source, only
able/willing to provide quality data

Unclear how doctors can play dual role of
trusted adviser and supplier of services

Players who have historically provided
cost and quality advice are least trusted
(e.g., plans, employers, govt.)

Unclear whether health plans can re-
position themselves as trusted advisors

Or whether new entrants/others will
capture the data and advice role

CA7S

X Aetna

Leap ahead

T 3 Cleveland Clinic

=
THELEAPFROGGROUP

Informing Cheices. Rewarding Excellence,
Getting Health Care Right.

Reporting quality and price
data for hospitals, nursing
homes, home health

Beginning to share pricing data
(e.g. out of pocket costs), MD
and hospital quality ratings

Providing employees with
information & tools, requiring
plans to increase transparency

Increasing provider
participation in standards
setting

Establishing agreed-upon
metrics for quality, gaining
broader stakeholder support
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Transparency, technology enable supply-side innovation

Home Care
&
Monitoring

Greater self-diagnosis, referrals, at
home treatment and monitoring

Hospitals
of the
Future

Specialization and innovation. More
convenient locations

Geisinger “Warranty” for Open
Heart Surgery

Retail &
Worksite
Clinics

Convenient locations—routine &
chronic care

Innoyauonsumecare
Paljyapy

% ! Expanded
‘1§ Physician

Medical

Offerings

Concierge &
Advisory
Services

Doctors offices, diagnostic testing,
other services co-located

More services and procedures done in
office. E-visits & house calls

Physician and nurse-based models.
20 week pregnancy ultrasound in office

Broader offerings

One year concierge services for $129
(Revolution Health)

Legacy Medical Village, Texas
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New payment models needed to drive transformational change

Results

Process
Adherence

Cost
Control
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Activity &
Complexity

Current and Potential Future
Provider Payment Models

Pay for
Results
eBay
BundTe for
Caseé\Healthcare
Matu Rates
P4P

Gain

DRGs, Sharing

APCs, Case
ates, Other
Capitation

Fee for
Service

[

L

Transformational
Change

Incremental
Change

Status
Quo

Degree of Transformation

Source: Booz Allen Hamilton analysis, adapted from Redefining Health Care; Porter, Teisberg, 2007

FUTURE PAYMENT MODELS:

» Mature P4P: uses FFS
chassis with better metrics,
transparency, incentives

» Bundled Case Rates: EBM
guidelines determine services,
case rate set

» eBay for Healthcare: market
sets price for health services,
value placed on quality

» Pay for Results: pay for
maintaining/ improving health
or outcomes of acute care




> Intermediaries >,

New intermediaries help consumers navigate a complex health market

CURRENT STATE: FUTURE TRENDS:

» Payors (employers, plans, govt.) are » Three new intermediaries required:
intermediaries in a wholesale market

— Market Makers
Intermediary role changing with shift
to retail health paradigm-unmet needs — Solution Providers

Many plans seeking to become “the — Health-Wealth Managers
information company”—trust issues

Battle among payors, NGOs, pharma,
In a post-managed care world, need others for “market maker” role
to better manage care of chronically ill

Solution providers (providers/ others)
Cost shifting and HSA assets will package and coordinate care
producing health-FS convergence

Integrated health-wealth products and
total solution providers emerge




> Intermediaries >,

Intense battle for the “market maker” role—third parties entering

Organization:

WebMD

y an office visit to the future of healthcare,

revolution

ConsumerReports

MedicalGuide.org

Source: Company website search, Company presentations, Booz Allen Hamilton analysis and interviews




D Competition =

Government has large influence on innovation and competition

CURRENT STATE: FUTURE TRENDS:

>

MMA and subsequent rulings paved
the way for CDHPs—fiscal policy key

Federal government promoting HIT
and transparency—interoperability &
standards

MHS, VA & Medicare ahead of many
with HIT adoption, innovation

Abundance, however, of state laws
that constrain competition/ innovation

CON, licensing and care provision
rules, balanced billing prohibitions

>

Additional flexibility in CDHP rules/
design, but unclear how far it will go

Push for safe harbor laws against
lawsuits for self-reported medical
errors

Consensus on high level, outcomes-
based quality measures (hospitals)

Innovation constrained on physician
side due to payment reform issues

Mixed bag at state level—some
easing, other attempts to constrain
new competitors
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For plans / other payors —what future role to play?

Intermediaries
To Align Supply and Demand

» Market Makers
» Solution Providers
» Health-Wealth Mgrs.

egulatory and Legislativgg
Environment
(Govt. Role)

Demand | Supply
Engaged & Informed Restructured
Customers Supply

» Intermediary roles require
greater trust, new capabilities

» Can plans move into this position
given their starting point?

» Are new partnerships required to
build credibility/ skills?

» What role should plans have in
provision/ mgt of care?

» What is the range of health/FS
products to make/ distribute?




For providers, “consumerism” intensifies current challenges

Areas Impacted by Shift to a Consumer Oriented Marketplace

Consumerism
Impact on
Hospitals

Physician
Relations

Information
Transparency




For pharma, partnerships needed and new capabilities

Pharmaceutical Company Strategies

Help physicians address the changing consumer expectations of
them

Increase efforts with important information sources like pharmacists

Build a true “consumer research” capability across product teams

Advocate value-based plan design (customized benefits at individual
level)

Build new consumer-oriented, and physician supported, offerings

Conduct trials/OR more explicitly tied to consumer views on value
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» Please type your question/s in the Q&A box
(similar to an instant messenger box) on the
right bottom hand side of your screen and
press send.




Further Resources:

To read the article, “Health Care's Retail Solution,” please use the following link:

To read the article, “Prescription for Change,” please use the following link:

Slides and recording: A recording of the event and the presentation slides will be posted at:

Contact Information:

Gary Ahlquist,

Rick Edmunds,

www.boozallen.com/health




Thank you!




