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We will discuss ...

® Why merger and acquisitions (M&A)

® Why M&A in the healthcare industry

® How Trinity’s M&A strategy drives its IT management

|
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Strategy 101 (1/2)

® Competitive strategy: how a business firm competesin a

particular business or industry (Institute for Strategy and Competitiveness,
HBS)

= how a company can gain a competitive advantage through a
distinctive way of competing

® Examples?
" introducing new products
" lowering prices
" entering new markets
" providing superior services

" M&A, diversification, vertical integration
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Strategy 101 (2/2)

® Competitive advantage: strategic advantage a firm has over its
rivals within its competitive industry

= A product or service that customers place greater value than
on similar offerings from competitors

= Some competitive advantages do not last long (i.e. temporal
competitive advantages),

" since competitors keep copying, imitating, or replicating.

® Sustainable competitive advantages is a basis for long-term
profitability for the firm

= achieving financial performance that consistently
outperforms industry peers
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Steps in Strategy Formulation

® Where to play: look out industries or markets and figure out
which one is profitable

" The five forces model for competitive analysis

® How to play: choose specific business strategies

" The three types of generic strategies

® Play with what: know what is needed to succeed in the
competitive industry (tools, skills, muscles, ...)

= Core competencies
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Cost Strategy
Low Cost (Price) High Cost (Price)
Broad Cost Leadership Differentiation
Market
Competitive
Scope
Narrow
Market Focused Strategy
Low-Cost Focus High-Cost Focus
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Why merger and acquisitions (M&A)?
® Why does a company acquire and merge another?

® Find out with your classmates!

WHAT IS MERGER & ACQUISITION ?
D+0-Ca- &

: ar = ->
6-Co- O

Acquisition

0-0-R-&

Merger
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Why M&A?

® To enter a new market for growth

® To reduce costs (economies of scale, synergies)
® To diversify (economies of scope)

® To acquire new assets (e.g. factories, brands)
® To achieve vertical integration

® To kill competition

® To get bigger!




EW TEMPLE

—— UNIVERSITY® MIS 3534 Fall 2016 — Week 3 — IT and Competitive Strategies (ll)

11

CONSOLIDATION STRENGTHENED THE U.S. AIRLINE INDUSTRY
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Average return fare worldwide and US airlines yields
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Why M&A in Trinity Health?

Hospitals & Facllities

@ Homa Care and
Hospice Locations

& Mission Heatth Ministries
@ PACE Canter Locations
@ Continuing Care Fackities
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Why M&A in Trinity Health?

® To enter a new market for growth

® To reduce costs (economies of scale, synergies)
® To diversify (economies of scope)

® To acquire new assets (e.g. factories, brands)
® To achieve vertical integration

® To kill competition

® To get bigger!
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Economies of Scale

Total
Costs
Variable
Cost
Fixed
Cost
# of Product

® What are the fixed costs in hospital?

® \What are the variable costs?

MIS 3534 Fall 2016 — Week 3 — IT and Competitive Strategies (ll) 16

Average Costs
= Total Costs/ # of Product

>
# of Product
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Economies of Scale

Total Hospital A Total Hospital B
Costs Costs
Variable Variable
Cost Cost
Fixed Fixed
Cost Cost
# of Product # of Product
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Economies of Scale in M&A (1/2)

Costs
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Economies of Scale in M&A (1/2)

® Fixed Costsin hospitals
= Capitals — building, medical equipment, license

= Supporting functions — HR, finance/accounting, IT,
procurement

® By M&A, the hospitals can save the fixed costs by consolidating
capitals and supporting functions, reducing the average costs.




Tl TEMPLE

=8 UNIVERSITY® MIS 3534 Fall 2016 — Week 3 — IT and Competitive Strategies (Il) 20

How Pays Hospitals?
(They are not customers!)

Florida Hospital's Payer Mix
by Patient Volume (2012)

Self-Pay
12% Medicare

Other 4%

3%

Public
Payers

Private
Payers

Medicaid
Private Insurance 24%

37%
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Have you tried to understand your bill?

Explanation of benefits
for a claim received for ALEX W GOLDSTEIN

Summary of a claim for services on March 7, 2011

G $208.61 CIGNA will pay $208.61 to ROBERT M LERCH MD on 03/24/2011.

Amount Billed S§400.00 This was the amount that was billed for your visit on 03/07/2011.
' Discoumt $151.39 ::I: sy:)\:‘e; jgﬂé?;;.ClGNA negotiates discounts with health care professionals and facilities to
: | What CIGNA :

*
*

AR N EEEEEEEEEEEEEEEEEEEEEEEEEEEE NN NN NN NSNS EE NN NN NN NN NN NN NS NN NN NS NN NN NSNS NN NSNS NN NSNS SN NN NN EEEEEEEEEEENEERS

This is the amount you owe after your discount, what your CIGNA plan paid, and what your
What | owe $ 40.00 accounts paid. People usually owe because they may have a dedu.ctnble, have to pay a .
© percentage of the covered amount, or for care not covered by their plan. Any amount you paid
since care was received may reduce the amount you owe

You saved $360.00 (or 90%) off the total amount billed. This is a total of your discount and what
your CIGNA plan paid.

You saved 90% To maximize your savings, visit www.myCIGNA.com or call customer service to estimate
treatment costs, or to compare cost and quality of in-network health care professionals and
facilities.
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Why Is "Getting Bigger” important?

) aetna Anthem @9 E%%ECigna,
MetLife Humana. -AARP
@ ASSURANT PROGRESSIVE ¥SUSAA®

Y § KAISER PERMANENTE:  UnitedHealthcare

Trinity Health b

Livoric, M| Products or
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Fee-for-Service vs.

Service Charges Detail
Resident Assessment Date Points Res Service Charge Service Total
I Billie J. 7/30/2009 27.75 $40.00 $1,110.00
Service Service Points Service Charge
Staff Orders Routine Medications 0.25 $10.00
Staff Dispenses Medication 6.00 $240.00
Coordination of Communication between Physician and other Health 0.25 $10.00
Professionals
Physician Orders 0.25 $10.00
Assignment of medications 0.75 $30.00 F ee - fo r -va I u e
Bathing Assistance: Stand by 3.50 $140.00
Dressing: Choose and lay out clothing 1.25 $50.00
Grooming: Assist with make up 0.75 $30.00 $1 5 OOO
Mobility assist via wheelchair to/from dining room 6.75 $270.00 !
Reminders for upcoming activities 0.25 $10.00
Social: 1on 1 3.50 $140.00
Bed making 0.75 $30.00
Transportation: requires assistance arranging non-scheduled transportation 0.50 $20.00
Pet Care - Feed 2.00 $80.00
Financial management services: assist with paying bills, phone calls to 1.00 $40.00
providers, etc

‘Min-Seok Pang: ~Sep.19.2016
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Special Commission on the Health Care iy
Payment System’s Recormmendation

CURRENT FEE-FOR-S5ERVICE
PAYMENT SYSTEM

THE PROBLER
Care Is fragmented instead of
coprdinated, Each provider is paid for
doing work in Balation, and no one i
respansible for coordinating care.
Cluality can suffer, costs rise and there is
likthe acoountabslity for either.

5 5 5 5
MOSPITAL  SPECIALIST  PRIMARY M
CARL HELALTH

PATIENT-CENTERED GLOBAL
PAYMENT SYSTEM

THE SOLUTIGN
Global payments made to a group of
providers for all cane. Providers are not
ressrrndied for delivering more cane, but
for delivering the right care to mest
patient’s needs,

GOVERMNMENT, PAYERS AND PROVIDERS WILL SHARE RESPOMNSIBILITY FOR PROVID
INFRASTRUCTURE, LEGAL AND TECHMICAL SUPPORT TO PROVIDERS IN MAKING THIS TRA

Physician Radiologest
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Why M&A in Trinity Health?
® To get bigger

" todecrease the bargaining power of buyers (vis-a-vis
insurance companies)

" sothat the insurance companies pay more for its services
® To reduce costs (economies of scale, synergies)
® To diversify (economies of scope)

= Under the fee-for-service model, hospitals do not have
much incentive to reduce costs.

* The transition from fee-for-service to fee-for-value requires
to reduce costs and improve the quality of care.
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IT Management at Trinity
® What is a Unified Service Organizations (USO) (p. 3)?

= |t aims to reduce the fixed-costs in supporting functions (e.g.
HR, finance, supply chains, and IT).

® Why does Trinity implement a “Common Digital Platform”?

® Why is IT important in hospitals?

" |T in hospitals is mission-critical. Well-functioning IT is
essential for quality care for patients.
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Electronic Medical Records
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Electronic Prescribing Software

DO‘ I ORS Select Patient Prescription Report Help I Contact Us
Manage Medications Additional Options Log Out
ACC ESS Manage Allergies Members Area Refresh / Clear

Doctors Access Doclor

Practloo. Docuxs Access Cent Practice Usern

Patient Demographic Information

Patient: DAVID R MARLER (#7182) [Prescribe] [Change Demographics] DOB: 05/17/1951 Gender: Male
Phone: g§_1§_)~490-6;&42(?1m_.e)______-~__ I L LOV: No last offce wsit [Vigt Today]
Pharmacy: | CVS/pharmacy #7526 - 4703 NOLENSVILLE RD. NASHVILLE. TN ¥ {View] [Changs] Formulary: Not entored [Add]

__ Eligibility status is currently bolng obmnod

 Your practice iroup has }mgmLmymwuitiﬁ

Select Medication for Prescription
Hame: | | [Find] [__Catagory Search |

Favorites: | -Choose a Favorite- v | Use || ViewEdi |

[“] mnderal LA [propranclol) Capsule Sustained Action 24 he 60 mg - 1 capsule by mouth three temes a day as directed Dusp 30 Rﬂ #1 {last 10-’0?/2009} by DoDa

Actions: [Renea] [Prascebe] [Stop]
[¥] Levatol (penbutolol) Tabiet 20 mg . 1 tablet by mouth once a day as needed Disp. 30 NR (last: 08/25/2009) by DoDo

Actions: [Renen] [Brescobe] [Stop)

‘ None ‘

No allergies (NKDA)

Mone ,

Note: In the case of a pharmacy-related fax machine failure, we will contact your practice and inform you that it is necessary to call in the prescription to the
_pharmacy directly. If your office is closed or it is after business hours, we will notify your answering service.

28
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Common Digital Platform (1/2)

® “Genesis also provided a common software package across the
enterprise for each of five key functions” (p. 4)

= electronic health records

= computerized physician order entry
= adverse drug event alert

" revenue management

= supply chain management

® Why is this necessary?
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After the Genesis Strategy
VY VY VY
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® \What is the improvement in Trinity?
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Common Digital Platform

® What if a patient at Hospital A needs to get a lab test at Hospital
B and meet a specialist at Hospital C?
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Common Digital Platform
® What would happen if each hospital uses a different kind of

EMR?
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Common Digital Platform (2/2)

® The Common Digital Platform reduces the costs
= notonly in managing day-to-day IT operations
= butalso in integrating the IT of acquired hospitals.

® |t enables effective communicationand coordination among

hospitals and other care providers (e.g. specialists, primary care,
labs).

= reducing errors and wastes of time

" improving the quality of care
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Trinity’'s M&A Strategy and Digital Platform

® Without the Common Digital Platform, Trinity could not have
achieved the objectives of M&A.

" toreduce costsin IT management (economies of scale)
" toreduce costsin patient care
= toimprove the quality of care

® |n addition, without the platform, the organization could have
become so big and complex

= thatits cost could increase compared to before M&A.




