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Focus of Today’s Presentation

» Introduce Walter Consulting

» Discuss impact of environmental changes on PAC

» Review IRF & SNF short-term & long-term action
items

> Discussion
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National Rehab and Post-acute Consulting Experience

= Over one-third of the +/- 100 freestanding NFP IRFs nationally
= Multiple proprietary IRFs and systems

= Major academic medical centers and integrated health systems
= Community hospitals and faith-based organizations

s Freestanding and hospital-based SNFs

= Freestanding and hospital-based HHAs

= Proprietary and NFP LTCHs ;1\ 3

Post-acute Clients

m Clients in 40+ states
m Other
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Despite Challenges to PPACA, The Health Reform Train Has
Left The Station

Premier ACOs
Medical Homes
Bundled Payments
Readmission Penalties

Continuing Care Hospital

Accountable Care Organizations

—HealthLeadéFé

Reform Now Past the Point of No Return
Jan. 6, 2012

Multiple Tracks for This Journey

Cost EEF' Quality = Shared Financial Risk

[$64,000 Question - How will this effect IRFs, SNFs, and other PAC providers? }
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There Will Be Significant Changes In PAC Practices!

= Although multiple changes are occurring at the same time, and it is
hard to plan with an uncertain future, PACs can probably take to the
bank several key planning assumptions

1. IRFs, SNFs, and other PAC providers will remain predominantly dependent
upon Medicare and State funding sources

2. At both the Federal and State levels, there will be less money, rather than
more money

3. IRF, SNF, and other PAC provider reimbursement will be tied to
demonstrable quality indicators

4. IRF programs will not likely to see huge market growth

5. Health systems that are at-risk financially (with ACOs, bundled payments,
etc.) will seek out the lowest cost option and demand high quality
performance

@ What does this mean for YOU?



Planning Assumption |: Less Money Rather Than More

IRF & SNF Strategic Implications

1. IRFs & SNFs will need to be “lean and mean”; highly efficient; no
fat; expense reduction critical!

2. Demands efficiency and cost effectiveness at all levels

3. Both providers need to “make hay while the sun shines” before
reimbursement tightens — 2 to 3 year planning horizon

= Example: One filled IRF bed will generally increase Operating
Income by $300,000 per year — this is only 2 incremental
admissions/month

4. May challenge some providers to rethink their book of business,
I.e., Can we afford to remain in all service lines even if some

operate at loss?

5. Do we need to “right size” certain programs?
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Post-Acute Utilization Rates

2007 US Acute Care Admission Rate by Age Cohort

40%

34.0%

Nationally, approximately 40 percent of all 35%
Medicare acute care discharges utilize 30%
post-acute services 25%

111 g b = = = 20%
Best Practices” for effective systems is in

15% 11.4% 11.4%
the 42 — 50 percent range o 8.49%
3.6%
5%
e | L e I
<15 15-44 45-64 65+ Total
2006 National Post-acute Utilization Rates

Discharge All Best Practices (b)

» 34 percent of the total age 65+
population will likely require an

Disposition Medicare (a Low High

IRF 3.2% 4.0%  6.0% AE,

SNF 17.3% 12.0%  15.0% acute care admission each year
HHA 16.0%  22.0%  24.0% « 40%-50% of those patients will
LTCH 1.0% 15%  2.0% . )

Hospice 2.1% 2.5%  3.0% require PAC services

Total 39.6% 42.0%  50.0% « As such, about 15 percent of any

(a) Source: MedPAC June 2008 Annual Data Book.

(b) Source- Walter Consulting. Shared risk Medicare populations

will likely require post-acute care }
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Planning Assumption ll: Reimbursement Tied to Quality

IRF & SNF Strategic Implications

1. IRFs and SNFs must define/be current on “Quality” reporting
requirements

= Caution: High FIM outcomes do not mean anything without
comparable CMI, LOS, Days Onset, eftc.

2. Technology will be critical success factor

3. Progressive providers will continually push the envelope to
improve quality

4. In addition to clinical quality standards, the most successful PAC
providers will target quality improvement for non-clinical areas as
well (patient satisfaction, billing, documentation, etc.)

5. “That which is measured improves”

@CONSULTING



Planning Assumption lll: Limited IRF Growth

IRF & SNF Strategic Implications

1. Must make sure IRF is capturing every possible referral today —
most IRFs leaving potential referrals “on the table”

2. In spite of limited growth in the universe of IRF patients, many
IRFs are not capturing all potential patients — large losses in many
markets to SNFs and/or LTCHs

3. Complete a disciplined market assessment/demand analysis to
ensure that you are capturing all potential referrals

2002 - 2011 Medicare IRF Discharges by Qtr (a)

40,000

30,000

20,000

10,000

(1,
\ Medicare — Total \
CONSULTING (a) Source: e-rehab AMRPA reports (e-rehab subscribers only.)




Planning Assumption IV:

Health Systems Will Seek Low Cost Providers

IRF & SNF Strategic Implications
1. Virtually all IRF and SNF referrals come from acute care providers

2. Under shared risk models, health systems may choose to provide
their own IRF, SNF and other PAC services

3. IRFs and SNFs that are dependent upon unrelated referral
sources will need to create at-risk financial arrangements that are

a win-win for both sides

6.0%
4.0%
2.0%
0.0%
-2.0%
-4.0%
-6.0%

-8.0%

(a)
(b)
CONSULTING

4.4%

-7.0%
Est. FY 2009 Total Est. FY 2011 Medicare
Hospital Margins (a) Margins (b)

2011 AHA Chart Book.
Source: 03/11 MedPAC Report to Congress



As Fee-For-Service Fades, A Continuum of Care Critical

— For IRFs and SNFs, it will be harder to be a “one-trick pony” in the future
environment of shared financial risk

- Particularly under a bundled payment and ACO models, but also with
readmission penalties, those providers that can manage a patient through
multiple levels of care will likely emerge as the strongest competitors

* Need to determine what is the least expensive way to provide rehab and
skilled services, and it might be in an SNF bed, home care, or outpatient

+ Multiple levels of care may be provided internally, or through collaboration
with other community providers

- Hospital-based providers may be better positioned strategically for bundled
payment than freestanding, but these providers still have to demonstrate the
efficiencies and specialized program outcomes typically associated with larger
providers

@CONSULTING




Establishing a Continuum of Care

= If a sufficient critical mass of potential patients exists, internal development of
new programs may be appropriate to keep patients in system

- Providers should first complete demand analysis, financial feasibility, etc.
- Internal development assumes sufficient space, capital, etc.

= However, partnership may be the best option for many providers

@CONSULTING
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Case Study: Creating Partnership With Community Provider

Situation: Two hospital health system in Midwest; 50,000 discharges; 90-bed
IRF; no SNF services; preference to use system capital for other growth
needs rather than SNF development; desires SNF partner to help with acute
care throughput and to manage difficult-to-place patients (i.e., Self-pay)

Process: Initial screen identified 5-6 local SNF partners that would meet
system needs: bed capacity; reputation; physician preference; other.

RFP sent to these targeted providers

Measureable quality metrics:
= Readmission rates

= ED visits

= Mortality rates

» Five-star Rating

= Patient satisfaction

Solid financial position; ability to invest in
programs and services as needed

Willingness to create new business
model

Partner Requirements Partnership Requirements

Improved clinical integration between

acute care and SNF:

» Selection of SNF facility/program
Medical Directors

» Staff education

» |nformation exchange

Acceptance of some level of unfunded
patients (although potential for limited
subsidies)

Financial incentives based upon specific
targets, including readmission rates
compared to targets
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Many Freestanding Providers May Be Facing A “Moment of

Truth”

= As much as the preference is to remain “Switzerland” in the community, that
reality may not last much longer...

= It will be much better to be on the front-end of this process rather than the

back-end

Freestanding
* Multiple referral sources
* Independent
* Weak upstream linkages

Part of System

System Trade-offs

* Fewer referral sources
» Part of a system
» Strong upstream linkages

» Freestanding IRFs and SNFs will likely always receive the catastrophic referrals
(IRFs) and custodial care referrals (SNFs), but the IRF and skilled care referrals may
be in jeopardy in the new world without tighter relationships with the referral sources

» This will also be good news for systems seeking community partnerships

@CONSULTING
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Special Word Of Caution For IRFs

In today’s competitive environment, with cost of care becoming more important
each day, it may be easier for many SNFs to duplicate core IRF services than visa
versa

The highest SNF rehabilitation categories pay SNFs for 720 minutes of therapy
per week, or an equivalent of 2.4 hours of therapy per day, five days per week

The highest SNF rate (RUX) pays providers $740 per day. Other Ultra High and
Very High categories pay $500 - $700 per day. Most SNFs do very well financially
at these rates, as their cost structure is so much lower than most IRFs

Because of higher overhead and practice patterns, however, most IRFs will have a
much more difficult time recreating a lower cost SNF product

With increasing pressure to manage patients in lowest cost setting, IRFs need
to understand their competition, and it may not always be other IRFs

@CONSULTING
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Case Study: IRF and SNF Programmatic Overlap

= Situation: 250 bed acute care hospital in Pacific NW; 100-bed SNF and
CCRC 2 miles away; closed 18-bed IRF five years ago due to declining census;
considering new 15-bed IRF to create continuum of care for bundled payments

= Findings: Since the closure of the IRF five years ago, the SNF had essentially
recreated this rehab program for most of the IRF patients but at a lower cost

- The IRF PM&R physician became medical director of the SNF subacute
rehabilitation program; SNF team conferences held regularly; patient goals
established & met; and acute care managers report no increased difficulty in
placing patients since IRF closure — “all of these patients now just go to
SNF”

— Data analysis supported local perception that SNF program was taking care
of most of the IRF patient population

-

A
/

/ y
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Case Study: IRF and SNF Programmatic Overlap

= Data Findings: Far fewer patients were discharged to IRF than expected, and
far more patients were admitted into SNF than expected. Additionally, over 90
percent of SNF patients were in the highest rehabilitation categories

- It was clear that all of the “bread and butter” ortho/neuro IRF patients were
currently being admitted into the SNF for rehabilitation. The only potential
IRF patients that were actually admitted into an IRF were the 50 trauma and
very high acuity stroke patients.

FY 2011 Rehab Demand Analysis FY 2011 SNF Pt. Days by RUG
Rehab Program Potential Actual Variance RUG Category % Pt. Days
Acute Rehabilitation 350 50 -300 Rehab Ultra High 56.7%
Subacute Rehab 800 1,075 275 Rehab Very High 34.4%
Total 1,150 1,125 -25 All Other 8.9%

Total 100.0%

Because the SNF makes money on these rehabilitation patients, and
there is also a belief that, under a bundled payment, the lowest cost
setting “wins”, decision made not to pursue IRF development

@CONSULTING
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How Do We Manage Competing Programs Today?

= In health systems that currently have both an IRF and SNF, it is critical that
coordination be key!

- Often times, when IRF managers are asked “Who is your biggest
competitor?”, the response is “The subacute unit down the hall.”

Big Mistake!

— All things being equal, in today’s environment, if a rehabilitation patient
meets IRF admission criteria, from a financial perspective, that should be
the desired placement option for most systems — this is subject to change,
however, with health reform initiatives emerging

- In today’s environment, an HB-SNF should target those acute care
patients that cannot be placed in the IRF or other community programs

¢+ Focusing on those SNF patients with the best financial return may not
be in the best interest of the health system

= These two programs must be joined at the hip, ideally under one manager,
with appropriate program objectives and metrics. Physician, staff, and case
manager education also critical

@CONSULTING
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Case Study: Planning For The Future

Financial Class

Medicare

Managed Care
Medicaid
All Other

Total

IRF

1,100
400
100
100

1,700

SNF

2,800
200
100

3,100

= Over time, Medicare pattern will

need to more closely mimic

Managed Care patter

= Short-term strategy to focus
program development on Medicaid

and Self-pay populations, to use
as incubator to develop skills

@CONSULTING

LTCH HHA
2,000 3,400
100 600
- 100
2,400 5,200

700
100
100

900

FY 2011 Discharges by Disposition by Financial Class

Hospice All Other Total

2,000 23,500
600 21,000
600 13,100
300 4,400

3,500 62,000

2009 National Cost Per Discharge (Medicare)

$40,000
$35,000
$30,000
$25,000
$20,000
$15,000
$10,000

$5,000

$0 -

- $37,500

@
o
3
=3
-3

$9,300
. $5,750

LTCH

IRF SNF HHA
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Two Biggest Questions Today for IRFs and SNFs

1. Do we participate in the Bundled Payment Demonstration project?

* Yes

« Assuming economic incentives in place, it provides an opportunity to learn
emerging payment model with less risk, and with limited target populations

» If part of a health system, you might not have a choice

2. If we do participate, what will it take to succeed?

 Low cost - if you are not low cost, you may be bypassed for alternative programs
(e.g. SNFs, HHAs, community-based programs)

« Demonstrable high quality — without it, business will go to your competitors
> Quality = readmissions, medical management, functional gains, etc.
« Tight integration with both upstream and downstream providers

> Handoffs will be critical — timing, exchange of information, expectations, etc.

@CONSULTING
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Two Options At This Time for PAC Providers

Model 2 - Inpatient + PAC Model 3 - PAC Only

» Acute care partner controls » May be easier for freestanding
the patient PAC providers with multiple levels
Pros * If part of a system, there may of care to implement (SNF, HHA,
not be a choice other)
« PAC providers will likely be » At mercy of acute care provider to
Cons smaller piece of overall pie refer patient

» Because the number one problem for many IRFs and SNFs has been
patient flow (i.e., volume), swimming upstream and becoming part of the
bundled payment is likely the desired position

» A PAC-only bundled payment may have all of the system in place, but no
patients...

@CONSULTING
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Enter The Continuing Care Hospital

Regulatory Summary

m Defined as an entity capable of meeting the requirements/skills of IRF, LTCH, and SNF

m Provider to receive a single payment for inpatient stay and all care 30 days following
discharge, including HHA

Payment not to exceed what otherwise would have been paid
Quality measures will apply
Pilot project to start no later than Jan 2013

KAIthough there are a lot of unknowns (such as the 60 Percent Rule, 3-day qualifyi&

stay, payment & whether all beds need to be in same location) this may be an
opportunity to significantly extend continuum of care

> In general, the ability to provide multiple levels of care will strengthen a PAC
provider in the market place

» CCHs may, however, open the door for additional competition from other PAC
providers

» PAC providers, particularly those not part of a system or without multiple levels of
care, should follow this closely and apply for participation in the demonstration if the
dollars are there

@CONSULTING
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Next Steps: Four Priorities for 2012

Bring in every IRF & SNF admission today that is possible

Every incremental admission strengthens your organization for the short-term, and
better positions you for the long-term

Complete a demand assessment to make sure you are capturing all potential referrals
and admissions

Assess marketing and admissions processes to ensure effectiveness in developing
referrals and converting referrals to admissions

2. Make sure you are the low cost provider

Evaluate your cost of care and compare to local providers as well as “best in class”

Look at operations, staffing, and productivity, but also support and overhead functions
that make up a large component of total cost

Evaluate not just IRF & SNF programs, but OP and any part of the continuum that might
be included in a bundled payment

@CONSULTING
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Next Steps: Four Priorities for FY 2012

Develop plan for Continuous Quality Improvement

Evaluate all components of organization, not just readmissions or those included in FIM

score (e.g., billing, housekeeping, transport, etc.)

If overall performance compares favorably to industry (such as readmissions), identify
those areas of lower performance and develop plan for improvement

Link performance to compensation if possible

4. Complete Strategic Plan

Begin to decide today where your organization would like to be in 2015-2016 — develop a

vision
Evaluate alternatives and decide how to best achieve that vision

Be proactive as to where you would like your PAC programs to be strategically as
systems consolidate & organizations assume greater financial risk under bundled
payments

Develop a written strategic plan to serve as your road map for the future

There will be Ilot of opportunity for forward-thinking PAC providers, but the work
needs to start today to ensure long-term success in this dynamic environment!

@CONSULTING
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Strategic Planning Process: Potential Key Planning Initiatives

Potential Action Steps m

Establish financial targets

Ensure operational efficiencies

Implement staff accountabilities

|dentify, stretch, and reward staff with leadership and growth
potential

Other

Define quality measures/targets

Develop “best practice”

Eliminate barriers between programs/functions (e.g.,
admitting, finance, clinical staff, etc.)

Evaluate reporting relationships/organizational structure?
Implement TQM

Other

Assess need for potential new alignments — may not be able
to remain “Switzerland”

Determine the relationships that will secure future

Develop at-risk model for consideration

Be prepared to give up as much as you get....

Strengthen
Financial
Position

Ensure
Quality
Services

Strategic
Alignments

o000 O 000 0o 0o pOoop

Clear overlap among Initiatives and Potential Action Steps, but priorities need to be determined. J
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Strategic Planning Process: Potential Measureable Action Plan
m Step 1: Establish quality targets

Strategic Target

FY 2011 FY 2012 FY 2013 FY 2014 FY 2015+

—Reduce readmissions by 10 percent
-Define and implement “best practice” protocols for high volume diagnoses
(> two-thirds admissions)
—-Ensure days onset equal to or better than nat’ | average for two-thirds patient
Quality  population
~Ensure tiers/comorbidities equal to or better than nat’ | average for two-thirds
patient population
—Ensure patient satisfaction at least 75" percentile
—Other
—Reduce direct operating expense per patient day by 3 percent
-Reduce administrative/overhead expenses by 10 percent over three year
period
—Ensure that denials decrease by 3 percent annually
—-Improve billing/revenue cycle function by 5 percent

Finance

Action items need to have responsible party, timelines, and financial
incentives for completion (i.e., rewards and penalties)

@CONSULTING
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Strategic Planning Process: Potential Quality Work Plan

Impact on Quality

Targets

Ease of Impact on
Implementation Financial Targets

Initiative Greatest Impact = 1 Easiest = 1 Greatest Return = 1
Implement “Best Practices” 1 3 1
Address internal operational

barriers 1 2 2
Implement TQM process 1 3 1
Implement EMR 2 3 2
Ensure MD contractual financial

incentives have measureable 1 2 1
quality targets

Other

(_)ther

(_)ther

Comment

Does this require program consolidation?
What kind of tools might be required to determine
“best practice?

What is the appropriate structure to achieve long-
term goals?

How do we prioritize initiatives?

What is the timing?
Cost of implementation?

How do we do this when physicians are not
employees?

@CONSULTING
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Bottom Line on Health Reform For IRFs, SNFs and PAC Providers
Four Critical Success Factors

Strategic Implication

Low Cost

Measureable
Outcomes

Alternative
Business
Models

Continuum of
Care

@CONSULTING

There will clearly be less revenue under the current fee-for-service
model in future years, so economic efficiencies imperative
Additionally, under a bundled payment model, successful PAC
providers must be able to demonstrate lower total cost than
competitors or than an acute care provider can do on its own

Both IRFs & SNFs must demonstrate outcomes equal to or better
than the industry, ideally with fewer days/visits, etc. to improve
bottom line — FIM, readmissions, any new CMS quality measures

Freestanding PAC providers must embrace alternative business
models that are likely to emerge, including multiple shared risk
scenarios (bundled payment, capitated amounts, etc.)

Health systems and PAC providers must evaluate their continuum
and determine how they will provide all levels of care required under
bundled payment (CCH? Partnerships? Other?)
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Questions?

Walter

CONSULTING
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Contact Information

Daniel B. Walter
Senior Principal
Walter Consulting
404.636.9700

dan.walter@walterconsulting.com
www.walterconsulting.com

@CONSULTING

@cousuumc

29



