m} American Hospital

Association

Thinking like P&G: Rethinking your approach

to a new healthcare consumer
AHA 2015 Leadership Summit

July 23, 2015

TaE BosToN CoNSULTING GROUP

Please note that the views expressed by the conference speakers do not necessarily reflect the
views of Health Forum and the American Hospital Association.




Session focus

Hospitals and health systems are on the precipice of a new era of consumerism

Consumers will be more informed, discriminating, and capable of making
decisions that affect health insurance and service purchase and utilization

The question for health systems is how to use an evolving consumer to their
advantage. This session focuses on three topics critical in this new paradigm:

QThe evolving role of the consumer as an active player in product / location choice
eThe most effective tools for building a robust/competitive consumer knowledge
eThe strategic decisions a consumer centric view enables health systems to make

We will frame our discussion around learnings from our experience in
consumer centric product development and tactical guidance

We will discuss approaches from CPG, retail, and auto industries —including
max-diff/conjoint analysis — that are relevant for health systems

Please note that the views expressed by the conference speakers do not necessarily reflect the views of Health Forum and the American Hospital Association.
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Today's objectives

G Understand the mechanisms through which consumers have increasing
influence in insurance product and care location decisions

e Assess the risks and pitfalls from delaying a consumer centric strategy

@ Articulate the specific questions critical when developing a consumer
centric strategy

@ Understand the tools available to build market specific consumer knowledge

Q Understand the strategic decisions enabled by a consumer centric approach
to product development

Please note that the views expressed by the conference speakers do not necessarily reflect the views of Health Forum and the American Hospital Association.
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Agenda

Evolving role of consumers in healthcare decision making
Effective tools for understanding consumer preferences

Strategic implications for hospitals and health systems

Please note that the views expressed by the conference speakers do not necessarily reflect the views of Health Forum and the American Hospital Association.
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Novel research approach to understand your market

e objectve Y

Understand how consumers
purchase health insurance
and "shop" for care

Please note that the views expressed by the conference speakers do not necessarily reflect the views of Health Forum and the American Hospital Association.
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Key trends converging to drive "consumerization"

0 Care providers
determined at
time of insurance
purchase

Greater shopping
for healthcare,
"activated" by

rising cost shares

Heightened
expectations for
the care
experience

Emergence of
consumer
oriented care
settings

Please note that the views expressed by the conference speakers do not necessarily reflect the views of Health Forum and the American Hospital Association.
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Emergence of large market of individuals shopping for health
insurance

Prevalence of provider owned/narrow network health plans results
in patients "locked in" to single or sub-set of systems

Trend towards low price products both on public exchanges
creates large market of consumers with high cost shares and
deductibles

Employers shifting employees to high-deductible plans

Digital age creating expectations for tailored services immediate
responses

Trend towards custom high-quality experiences in other industries
raising expectations in health care

Rise of retail and urgent care clinics providing alternative
Concierge clinics offer guaranteed access, elevated experience
Tele-medicine emerging providing near immediate clinician access

Tae BostoN CoNSULTING GROUP
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@ Insurance purchase

Healthcare is becoming more consumer-driven....

%) United States health insurance enroliment, 2019 (projected)
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|| consumer driven [ Traditional

Please note that the views expressed by the conference speakers do not necessarily reflect the views of Health Forum and the American Hospital Association.
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@ Insurance purchase

... and consumers responding favorably to high quality
narrow networks — signing up in significant numbers

Relative utility of different network bundles to consumers

50 -~
40 - Highest utility created by
narrowest network, as long as
30 - system considered excellent
20 -
10 -
0 .
Network 1: Network 2: Network 3: Network 4: Network 5:
Good & average Good & average Good & average Single excellent Excellent and
hospitals hospitals hospitals hospital good hospitals

Nearly 50% of exchange buyers selected

a narrow network plan in 20141

1. Fierce Health Player, April 2015
Please note that the views expressed by the conference speakers do not necessarily reflect the views of Health Forum and the American Hospital Association.
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@ Healthcare shopping

Americans choosing high co-pay bronze and silver plans

on the Public Exchanges ...

_ Essential Medical
Tier benefits covered cost covered?
| 1
'« Ambulatory patient . 60%
. services .+ Lower premiums
Bronze .+ Emergency services | High OOP cost
|+ Hospitalization i
.« Maternity/newborn care |
.+ Mental health & | 70%
: | substance abuse I+ Low-med
Silver . disorder services, i premiums
i including behavioral '+ Med-high OOP
>: health treatment | cost
e Prescription drugs |
'+ Rehabilitative services | 80%
Gold i * Laboratory services . * Med-high
|« Preventive & wellness | premiums
| services & chronic ' * Med-low OOP cost
' disease management® |
_ '+ Pediatric services, . 90%
Platinum ' including oral & vision | * High premiums
. care '+ Low OOP cost
g

1. PPACA approved preventive services fully covered under each plan. 2. Excludes premiums
Source: HHS website, CBO analysis, BCG analysis

Please note that the views expressed by the conference speakers do not necessarily reflect the views of Health Forum and the American Hospital Association.
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Target group
description

1.6M (20%) as of April 2014
 Healthy individuals
* Very cost-conscious
* Moderate risk-takers

I
| |
: I
: I
: I
I
I5. 2|v| (65%) as of April 2014 :
I - Relatively healthy :
I individuals I
I+ Potentially low income/cost- |
I conscious individuals I
I« Moderately risk-averse I
0.7M (9%) as of April 2014
* Older/less healthy
individuals
* Wealthier, risk averse
population

0.4M (5%) as of April 2014

 Sickest pop. high OOP
costs

« Wealthy, very risk averse

8
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@ Healthcare shopping

... With greater cost shifting to consumers, most frequently
In the form of HDHPs

Employee contribution share of HDHP enrollment expected to reach
healthcare costs rising fastest! ~17M by 2015, growing at 33% CAGR
Costs ($K) '10-'15 HSA/HDHP enroliment (M)
25 - CAGR 20 -
5.9%
15 -
< 81% )
10
5.9%
5 -
2010 2011 2012 2013 2014 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

] Employee out-of-pocket

B Employee Contribution
I Employer Subsidy

1. Milliman Medical Cost Survey, 2010— 2014 2. Kaiser Family Foundation 3.The Commonwealth Fund

Please note that the views expressed by the conference speakers do not necessarily reflect the views of Health Forum and the American Hospital Association.
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@ Healthcare shopping

As they assume a greater responsibility for costs,
consumers are becoming "activated" to shop for services

HDHP consumers are more likely to

look for cost information ... ... as well as price shop
Respondents (%) Respondents (%)
90 - @ 100 -
87
80 -
85 - 51
54
83 64
60 - 79

80 -

75 A

70

No Non-HD Regular HD Super HD No Non-HD Regular HD Super HD
deductible Deductible

|| Non-price shopper [ Price shopper

Note: "Price shopping" for a service entails actively considering the cost of the service in your decision on where to receive your care." QH3: Who do you ask or where do you look for
information about healthcare costs? Super HDHP N = 273, Regular HDHP N = 288, non-HDHP N = 1,356, no deductible: 1,334. Category definitions: No deductible: Deductible of $0, Non-HD:
Deductible of less than $1,250 individual and $2,500 family, Regular HD: Deductible between $1,250 - $2,500 individual and $2,500 - $3,999 family, Super HD: Deductible greater than $2,500
individual and $4,000 family

Source: BCG Health Insurance and Utilization Survey, October 2014, BCG analysis

Please note that the views expressed by the conference speakers do not necessarily reflect the views of Health Forum and the American Hospital Association.
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9 Heightened expectations

Inspired by improvements in other industries, today's
healthcare consumer has heightened expectations

Curated
Consumption

SoME | mES

st 580

Play-sumers

i

Co-creation/
Customization

Smart Digital
Shopper

L1

Attainable
"Make it easy for me to Luxury "Give me luxury
discover what | need" @ at the right price"
Lifestyle
"Let me have Reflection . .
AT ) < Get to know me

an experience"

"I know what's
best for me"

"l will pay more for things
| believe in"

"l use technology to be
a smart shopper"

"Give me products that
cater to my well being"

%3 1< oA e

Important to understand how these profiles
influence desires and behavior

Source: BCG Retail 2020, BCG Women Want More, BCG Megatrends, BCG Emerging Trends in Retail, BCG Megatrends, 2011 TrendWatching Trend Report

Please note that the views expressed by the conference speakers do not necessarily reflect the views of Health Forum and the American Hospital Association.
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@ Growing retail channel

Concurrently, retail and telemedicine have emerged as
convenient, lower cost alternatives to traditional settings

Retail clinics

Provide high quality, lower cost care

Deliver value to consumer
¢ Convenient hours, locations and
shorter wait times

Moving towards greater integration
with health care networks
« Share patient care management
« Share patient information (electronic
health records)

the medical clinic in

CVS

a o
1- minute
T— TARGET

clinic

Oftakecarecinic  Qopruminic

+Urgent Care

\/

('RediCIinic ThelMfi Clinic.

Convenient Neighborhood Medical Care

Please note that the views expressed by the conference speakers do not necessarily reflect the views of Health Forum and the American Hospital Association.
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Telemedicine

AMERICAN WELL'

Physicians and nurses linking
electronically to patients and hospitals

Facilitates faster and better access
to care:
* In community ERs without onsite
specialists
 For patients in rural areas
» For homebound patients

Can defer unnecessary ED visits

Enabled by emerging connectivity and
diagnostic technologies

health@®E

Global Telemedicine The Future of Medicine...Now!
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Agenda

Evolving role of consumers in healthcare decision making
Effective tools for understanding consumer preferences

Strategic implications for hospitals and health systems

Please note that the views expressed by the conference speakers do not necessarily reflect the views of Health Forum and the American Hospital Association.
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Overview of consumer survey structure

Consumer survey sections

Demographics Health system preferences

Health insurance choices

Health utilization and plan attributes MaxDiff

Abbreviated health Shoppable services
risk assessment?! and utilization Conjoint
Health insurance Patient experience

Health plan preferences
and perceptions

Network preferences Conjoint

Will discuss MaxDiff, Conjoint in detail

Please note that the views expressed by the conference speakers do not necessarily reflect the views of Health Forum and the American Hospital Association.
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Retail and CPG-inspired tools to test consumer behavior

MaxDiff

Ranking exercise used to derive the
relative attractiveness of attributes
» Used to assess relative importance of
product attributes for health plans,
» Helps to design health insurance
products to meet the needs of different
segments

How does a MaxDiff exercise work?

Out of a set of options choose what's
most / least important

.., Female lead is less important e
thana major star /more importantthan =
action sequences E

Please note that the views expressed by the conference speakers do not necessarily reflect the views of Health Forum and the American Hospital Association.
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Conjoint

Forced choice exercise used to derive
key decision drivers and price
sensitivity in healthcare decisions
 Insurance conjoint assesses decision
drivers and premium sensitivity to
insurance network composition
« Utilization conjoint assesses decision
drivers, price sensitivity for select
"shoppable" services

How a Conjoint Analysis works

Copyright © 2015 by The Boston Consulting Group, Inc. All rights reserved.



MaxDiff

How does a MaxDiff exercise work?

Out of a set of options choose

what's most/least important

Then obtain several "paired
comparisons" from each task

Flease consider how important different features are
when selecting a movie to rent.

Zonsidering only these S features, which is the Most
Important and which is the Least Important when
selecting a movie to rent?

hWlast Least
Important Important
® The film has a major star O

@ The film won an Acadermy Award O

The film features lots of action
o Sequences ©
The film is based on a best
© selling book ©
The movie has a strong female
o lead C

Click the 'Mext' button to continue...

A series of similar tasks
are completed

Please note that the views expressed by the conference speakers do not necessarily reflect the views of Health Forum and the American Hospital Association.
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Flease consider how important different features are
when selecting a movie to rent.

Considering only these 5 features, which is the host
Important and which is the Least Impaortant when
selecting a movie to rent?

Most Least
Impaortant Important
O] The film has a major star O

@] The film wion an Acadermy Award O)

The film features |ots of action
© sequences ®
The film is based on a best
© selling book ©
The movie has a strong female
O lead o

Click the "™Next' button to continue...

e.g., Female lead is less
important than a major star /more
important than action sequences

Copyright © 2015 by The Boston Consulting Group, Inc. All rights reserved.



MaxDiff

Sample output: Importance of attributes can be analyzed by

segment

H[2:Z@;r?]-;?;iEﬂcg:ﬂﬁ;g;ed Relative preferences across groups (relative % change)
MaxDiff attribute resp:\r::jents 18-25 26-34 35-44 45-54 55-64 65+

Attribute 1 15 1 2| -1 |6 |12 8 [

awibwe2 [N T 14 Al s o 8
ambwes T 1 s 2 1 o
L T R (O CHNEY R T R
| Specialist Co-pays 6 |: :|9 -1 0 ]3 40 |:
Swbwes O T Y AT
ECT A TR () R IE] N )
Attribute 8 8 16| 12| Y 8 e 35
awibwes @ 2| 4| - 2 el ol s
Atibwelo  @@We | 2 e 2 aof] e 2]
Awbwe1s @S | Ji 8[ s 4 of - s
Awibwe12 @4 | 14 o Js BRI o
Awbwe1s s - s e e - s I 7
Awibwe1d @2 | e [ - s| o s s

Attribute 15

0 6 12 18
Please note that the views expressed by the conference speakers do not necessarily reflect the views of Health Forum and the American Hospital Association.
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How does a conjoint analysis work?

Conjoint

Asking consumers
directly what they prefer
does not work

Conjoint forces consumers
to trade-off between options

Conjoint enables
sophisticated
preferences simulation

Importance level

Brand O QO O O

Price O

®© O ® @

Q QO O
Traveltme O O QO @
Q QO O

Seat comfort O

Consumers tend to rate many
attributes as "very important"

Ranking attributes gives very
inaccurate results as it is far
from actual choice environment

Does not allow to test "levels"
for each attribute

Please note that the views expressed by the conference speakers do not necessarily reflect the views of Health Forum and the American Hospital Association.

BCG AHA Leadership Summit Presentation 7-23-15 vFINAL.pptx

Brand Amtrak GreyhouncSouthwst

Travel time 4 hours 10 hours 10 hours

Seat Large, Small, Small,
comfort  spacious confined confined
Price $200 $75 $400

| would buy Q Q Q

Consumers are offered a series
of choices (10+ cards)

Conjoint tends to better reflect

the actual consumer choice
environment

Tue BostoN CoNSULTING GROUP

Large,
spacious

$130

3.5

Conjoint enables to forecast
choices for each respondent on
any combination of attributes

Respondents can be segmented
in groups with similar preferences

18
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Conjoint

Sample output: Conjoint identifies most important attributes
when choosing between service offerings or health plans

Masked client example

Relative importance of attributes in conjoint simulation
Importance (%)

100 - | I [ R
. . |
Top 5 comprise 73% total importance | | [ 3 2
| 5
] A . 6| s
8011 N\ B
10
60 - . . .
12 Conjoint will measure relative
importance of attributes (e.g.,
40 - 13 savings vs. in-network systems)
17
20
21 Example: Insurance conjoint
O T T T T T T T T T T T

Leading OOP cost Client Provider No Provider Provider National Provider Provider Provider Total
competitor savings Bin referral Cin Din network Ein Fin Gin
network required network network included network network network

Please note that the views expressed by the conference speakers do not necessarily reflect the views of Health Forum and the American Hospital Association.
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Conjoint

Sample output: Understanding consumer tradeoffs around
single-purchase (e.g., surgical procedures) decisions

Masked client example

Distribution of consumer utilities by conjoint element

Utility
Positive -
Greatly exceeds national rate
: n 2,500
Provider C .
Neutral/ Provider D "~ Better than national rate 1,500
Average ‘ ~1,000- e
Provider E
i A 500
Provider F |
Provider G No different than national rate

A %0
Health system Clinical Quality Savings offered

Conjoint can measure tradeoffs within

each attribute tested (e.qg., value of brands

Please note that the views expressed by the conference speakers do not necessarily reflect the views of Health Forum and the American Hospital Association.
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Conjoint

Sample output: Simulations will test which other providers
would add most value to client's narrow network offering

Masked client example

Conjoint: share of preference for combinations of narrow network vs. broad network

Network Delta
Share of Preference (%)?!

Systems A+C SyStem A+B X-y%

—X&— Systems A+B+D
—&— Systems A+D

—— System C only
—+*— Systems A+B Systems A+D X-y%

—#— System A only

Systems A+B+D X-y%

Systems A+C X-y%

Monthly savings

Analysis will yield price elasticity for

different network combinations

Please note that the views expressed by the conference speakers do not necessarily reflect the views of Health Forum and the American Hospital Association.
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Agenda

Evolving role of consumers in healthcare decision making
Effective tools for understanding consumer preferences

Strategic implications for hospitals and health systems

Please note that the views expressed by the conference speakers do not necessarily reflect the views of Health Forum and the American Hospital Association.
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Tools in prior section can help health systems
answer three critical consumerism questions

0 Who are my key customers? What populations do | need to attract and
where do | need to win?

e How to position ourselves at the insurance purchase? Do we need to
participate broadly with all payers? Forge narrow partnerships with payers
and/or other providers? Launch our own plan?

e What health care products do we need to offer? How do we position
ourselves to be shopped and selected by our target patients?

Please note that the views expressed by the conference speakers do not necessarily reflect the views of Health Forum and the American Hospital Association.
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O \Who are my customers?

Understanding competitive positioning with consumers by service line

Masked client example

Consumer preference for hospital X vs. hospital Y (relative %)

Transplants 21%
Heart care 20%
Cancer 18%
Bariatric surger 12% .
e ° Hospital X has
i 0
Plastic surgery 11% strong
Physical therapy 11% performance in
Neurology 9% high impact
Orthopedics 6% service lines that
Imaging may be drivers of
- network choice
Outpatient surgery I_—Iospltal Y closes gap
_ _ in areas that are less
Outpatient testing differentiated in
Inpatient stay consumer's minds
Pediatrics
ER 1%
Women’s/GYN 0%

Maternity/OB -1%

Please note that the views expressed by the conference speakers do not necessarily reflect the views of Health Forum and the American Hospital Association.
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® How do we position at time of insurance purchase?

Understanding willingness of buyers to accept narrow plans
Masked client example
Narrow network preferences

A plan that costs less but has a more limited range of A plan that costs more money but allows you to
doctors and hospitals you are allowed to see see a broader range of doctors and hospitals

_

60 100 9% resp.

j

What if that meant that you would not be able to visit the
doctors and hospitals you usually use? Would you still
prefer a plan that costs less?

What if you could save 10% on your health care costs by
using a more limited range of providers? Would you still
prefer a plan that costs more but includes a broader
range of doctors or hospitals? What about 25%7?

j j
Switch to Switchto  Switch to
Still prefer lower cost higher cost, limited limited Still prefer broad
limited network broader network if save 10% if save 25% even if 25% more

X% open to narrow networks
Please note that the views expressed by the conference speakers do not necessarily reflect the views of Health Forum and the American Hospital Association.
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® How do we position at time of insurance purchase?
Quantifying pricing advantage/disadvantage with target populations

System 1 has higher market share

than CLIENT when comparing With diminishing returns, CLIENT
similar products needs to determine ideal discount
Share of preference (%) Share of preference (%)
60 - 100 -
$xx to get
80 - to "fair share"
/
60 Pl
40
0 $xx to get
20 4 to parity
O 7 0 T T T T T 1

CLIENT System 1

Monthly savings offered by CLIENT only ($)

Masked client example ~#- CLIENT —#- System 1

Please note that the views expressed by the conference speakers do not necessarily reflect the views of Health Forum and the American Hospital Association.
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® How do we position at time of insurance purchase?
Evaluating potential partnerships and offerings

Projected changes to market share relative to broad network offering

Provider A gains market share by offering

narrow network, regardless of what B does Both Provider Prov A+C & Prov B
Provider A offers Provider B offers A and B offer offer narrow
narrow network narrow network narrow network networks

(15% discount) (15% discount) (15% discount) (15% discount)
Provider A m u I . .
providers | mn 11} T
Provider C 1 1 u I
Provider D 1 1 1 1
Provider E 1 1 1 1
Provider F 1 1 1 1
Provider G 1 1 1 1
1Share decrease IShare increase Masked client example

Please note that the views expressed by the conference speakers do not necessarily reflect the views of Health Forum and the American Hospital Association.
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O What health care products do we need to offer?
Understanding consumer willingness to pay for different services

Masked client example

Don't value

Consumers don't care
about:

1. Feature A

2. Transportation support

3. Feature B

4. Subscription plan for
routine care services

5. Feature C

6. Disease mgmt
programs

/. Feature D

8. Feature E

9. Feature F

10. Feature G

BCG AHA Leadership Summit Presentation 7-23-15 vFINAL.pptx

Emerging Consumer
Expectations

Consumers like and
expect for free:

Feature H

Refill Rx online
Feature |

Feature J

Digital appt reminders
Feature K

Feature L

Feature M

. Clinician email service
10. Ability to email doctor

©Coo~NOORWNE

Tue BostoN CoNSULTING GROUP

Would pay

Consumers love and are
willing to pay for:

1. Second opinion
services

2. Same-day/next-day

appt guarantee

Feature N

Feature O

Alternative therapies

Feature P

Feature Q

Feature R

Feature S

©0~NO AW

Please note that the views expressed by the conference speakers do not necessarily reflect the views of Health Forum and the American Hospital Association.
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O What health care products do we need to offer?
Tradeoff between savings and willingness to travel

Masked client example

Sample: Tradeoff between savings, distance to travel, & share preference

Share preference (%) All else equal, $xx savings Distance to
, could double share within travel to
Can maintain current ! 10 mile radius Provider
share preference | — —o—1
within 20 mi by —=— 5
offering $xxx savings | —e —A— 10
—— 20
Similarly, would require 40
~$xxx to compensate for —+— 80
40 mi of travel

For 80 miles of travel, Provider A
would have to provide ~$xxx in
savings to maintain current share

Savings offered by Provider A only ($)
Conjoint can measure price sensitivity

against any attribute tested!?

1. Includes brand, referral source, patient experience, clinical quality, distance of provider from home, and appointment availability
Please note that the views expressed by the conference speakers do not necessarily reflect the views of Health Forum and the American Hospital Association.
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O What health care products do we need to offer?
Understanding value of different attributes by procedure type

Utility Masked client example

= = == - — 3
150 - | |
A I :
m 100 - B | DayX c :
o A X Miles
50 - B | \ B Y Miles
>
n ¢cF— - A bay ¥ \ e N4 Person C Type C Type F
Neutral / | A lpayz ] L e S T
2 average | E I g DavA E I 2 Mil & Person B - TypeEJ}
C- ay iles Type B
= 50 - D Other | payp b | XXMies ~ PersonA Typea VP Type D
4]
) | I
c  -100 - E : Day C :
S
F
o -150 — -1 — —+ — —
c
= Oou(;ckc;ft Provider | Next appt. Site of care | Distance Recommen Qualit
P brand | time I from home -dation y
cost I :
150 - : |
A |
8 100 - | |
"= B v I | ,
50 \X A miles A days
o | & mi Person E
S NeutraV | ] R miles 0 BAAYS  cdays -4 PersonA "TCTT T
S average | C s U I C mil E days p B
0 T | mi e/s D miles F days [ Person Person D
B -50 1 D Average | E miles Person C
S i [
-100
= E |
-150 - — — — — =
|
Ui Provider Distance Next appt. Recommen .
pocket | : . Site of care
brand from home time -dation
cost |
|

Please note that the views expressed by the conference speakers do not necessarily reflect the views of Health Forum and the American Hospital Association.
BCG AHA Leadership Summit Presentation 7-23-15 VFINAL.pptx TaE BosToN CONSULTING GROUP 30

Copyright © 2015 by The Boston Consulting Group, Inc. All rights reserved.



Thank you for your time today! Please feel free to reach out
to us with any questions

Sanjay Saxena, MD Brett Spencer, MD
Partner and Managing Director Partner and Managing Director
West Coast Payer / Provider Sector Lead North America Provider Sector Lead

* saxena.sanjay@bcg.com * spencer.brett@bcg.com
* (415) 310-0950 * (312) 219-1447
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