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Investing in Population Health Strategies Creates Financial Risk

Rene Letourneau, for HealthLeaders Media , October 27, 2014

The fiscal downside of value-based purchasing: Hospital spending used to be for capital
equipment and facilities, but the health system of the near future requires investment in
clinical integration and other operating costs.
Value-based purchasing and population health requires investment by provider organizations—in strategies designed to reduce hospital admissions
and readmissions, prevent overutilization of the emergency department, and cut duplication of expensive imaging and other diagnostic tests.

Yet, while necessary, allocating resources to create the kind of integrated system that will be required to achieve these goals has a fiscal downside,
says Mark Hepler, chief financial officer at Munson Healthcare, an eight-hospital system based in Traverse City, MI.

Investments that can't be capitalized
"One of the big challenges we face is our investments now in our future as we prepare for more value-based purchasing—and we believe that is the
best way for the healthcare system to go. But as we move away from fee-for-service reimbursements, the investments we have to make are not
capital investments. They are operating investments that cannot be capitalized or amortized," Hepler says.

"We are investing in retooling our system for a future that looks at the flow of revenue significantly differently. … In the past, we spent most of
our dollars investing in capital equipment and facilities. Now we are investing in integrating our physicians and becoming a clinically integrated
network. Those costs don't lend themselves to being capitalized over time, and they have an impact on cash flow and margins, which are important
to the rating agencies."

To mitigate the risk of a credit rating downgrade, Hepler says he is spending more time than ever crafting fiscal projections that factor in the
various scenarios that could play out as the healthcare industry evolves.

"I used to do a financial plan every two years, but now I am doing it twice a year," he says. "There is a lot more focus on the 'what-ifs' and the
implications of health reform … and you have to keep market share as you are making this change."

Payment models are changing, but slowly
Although Hepler believes the movement toward population health management and value-oriented payment models is inevitable, he believes his
organization has the advantage of having more time to prepare than health systems that are located in urban areas.

"We are rural, so we are not impacted as quickly as some in more urban markets," he says. "It gives us a little more time to respond. Right now,
about 1% of our revenue is value-based. We are still 99% in the fee-for-service environment, and that is how our docs are paid. I don't think the
shift is going to happen real fast here because we are a little insulated."

Munson is using that time to continue its efforts to reduce the cost of delivering care, which has been a main area of concentration for the
organization since the inception of the Patient Protection and Affordable Care Act, Hepler says, noting that lowering costs is critical for success in
a value-based payment world.

"We have to realign costs with revenue. We've been about cutting cost for quite a while. We started when the ACA reductions started in 2010. We
knew we would lose $160 million in reimbursements from Medicare over 10 years. We have taken an incremental approach to the cost cutting. We
have already gotten a lot of the low-hanging fruit, and now we are focusing on throughput, length of stay, time spent in the OR, and duplication of
services and diagnostic tests. We are working on being more efficient and leaner."

'Team effort' is critical 
Despite the many changes physicians have faced in recent years to the way they practice medicine, Hepler says they are still willing to do their part
to help Munson lower the cost of doing business to move successfully to a population health care delivery model.

"We've had a good response from our physicians," he says. "Our docs are stepping up. They get it. They understand what we are facing, and they
are willing to help us. … It has to be a team effort. Our clinicians have had to make significant changes to the way they access the computer
system because of meaningful use. They are learning a new EMR and a new coding system with ICD-10, but they are also trying to help us reduce
our costs."

"We are approaching our services more regionally now," Hepler adds. "We are looking for the best site of service, and when we become a fully
clinically integrated network, our docs will be directing care around our system to the points of highest quality and lowest cost."

Additionally, the finance department is cutting expenses by beginning to centralize and standardize some billing and collections tasks, he says.
"We are really more of a federation than a consolidated system, but that is one thing we are doing now. Everyone is looking to cut costs and for
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more efficient ways to run the revenue cycle and to perform back-room functions."

'Most intense time' in healthcare
While he believes Munson is heading in the right direction with these strategies, Hepler says the added complexity that comes along with
redesigning clinical and financial operations and preparing for changing payment models and IT requirements makes this a trying time to be in
healthcare.

"I have been in the healthcare business for 30 years and there have been a lot of challenging times, but this seems to me to be the most intense
time."
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