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Editor’s Note: This is our second article on the Future of Hospitals in Post-COVID America. The first article, published
in July, examined the accelerating pace of industry consolidation and hospital rationalization. This follow-up article
explores potential policy solutions for providing greater access to appropriate and affordable healthcare for residents in

medically underserved communities.

The Red Line in Chicago runs 23 miles north-south from Evanston
through downtown into the South Side. In the prosperous
Streeterville neighborhood served by Grand Station, a newborn
baby has a life expectancy of 90 years. Ride a few stops south to
low-income Englewood, and life expectancy drops 30 years."

The Streeterville-Englewood life-expectancy gap is the nation’s
largest within a single metropolitan area.? A complicated mix of
societal and economic factors drives that disparity, but Chicago’s
South Side is not unique. Adverse social determinants of health
(SDoH) increase healthcare costs and diminish health and quality
of life in hundreds if not thousands of American communities.

Existing healthcare and social services fail to adequately address
those challenges. The COVID-19 pandemic’s disproportionate
impact on lower-income communities and the chronically ill
makes social determinants even harder to ignore. Reorganizing
US healthcare’s hospital-centric care delivery system will help
drive better outcomes.

Bolstered by massive government funding under the CARES
Act, many health systems around the country have managed to
weather the first COVID wave. They now await a second wave
expected fall 2020.

Hospitals serving affluent neighborhoods, like Streeterville,
benefit from favorable payer mixes and strong balance sheets.
Their futures seem secure. Some providers even view the current
disruption as an opportunity to enhance their market positions,
grow via mergers and acquisitions, expand their service offerings,
accelerate digital adoption and transition to value-based care.

In contrast, hospitals serving less advantaged communities have
fewer financial resources to support transformation and meet
population health needs. Challenged by aging infrastructures,
an adverse payer mix and distressed patient populations, these
hospitals are closing at an accelerated rate, making access

to appropriate care even more difficult for residents of those
communities.

The worsening plight of these “safety net” and critical access
hospitals makes more governmental funding and/or policy reform
increasingly likely. As Cain Brothers’ Managing Director Carsten
Beith noted in the podcast discussing our first article:

Listen to co-authors talk about the
thinking behind this article on the
House Calls Podcast

available on on &

When you look at everything that COVID has brought to light in
terms of disparities in care delivery and socioeconomic status,

I think we're going to see substantive changes in healthcare
policy, reimbursement and delivery, and significant reallocation of
healthcare resources to underserved communities.?

Beith’s co-author, Jim Moloney, concurred: “We're on a very
accelerated path toward a much bigger role for the government
in our healthcare reimbursement models.”

This article explores how enlightened healthcare policies in
concert with private sector investment and market forces can
deliver higher quality, more affordable, and more consistently
accessible care to lower-income communities.



https://www.4sighthealth.com/the-future-of-hospitals-in-post-covid-america-part-1the-market-response/
https://www.cainbrothers.com/research-type/house-calls-podcast/
https://podcasts.apple.com/us/podcast/house-calls/id1483699530
https://open.spotify.com/show/2pd4bfikt1H2v0amLfUHJK
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WHEN MARKET FORCES ALONE AREN'T ENOUGH

When properly functioning, markets allocate resources to meet
consumer needs efficiently and profitably. Unfortunately, some
communities and regions lack market conditions conducive to
enabling broad access to appropriate care.

On July 29th, 2020, Chicago’s Mercy Hospital and Medical
Center announced it would close in early 2021.# Serving largely
Medicaid and self-pay patients, Mercy loses $4 million monthly
from operations and requires over $100 million in new capital
investment. Its closure will further reduce care access for residents
on Chicago’s South Side.

This is not a new phenomenon nor is it limited to inner-city
hospitals. 120 rural hospitals have closed in the past 10 years,®
including 18 in 2019. As Forbes Magazine noted in February
2020, “the regions with the highest number of rural hospital
closures are some of the nation’s poorest and most vulnerable.”¢

Urban and rural hospitals serving low-income communities
confront existential environmental, fiscal and operational
pressures that include the following.

Overreliance on centralized, hospital-based, acute care
delivery. In medically underserved markets, patients have
less access to services outside of centralized hospitals.
Although a greater emphasis on primary, preventive, chronic,
behavioral health, elder and home care would be optimal,
traditional Fee-for-Service payment formularies tend to direct
vital resources toward hospital-based acute care and higher-
margin specialty services.

Older, sicker, more-costly populations. Patient populations
with a higher prevalence of smoking, obesity, addiction,
behavioral health issues and chronic disease strain costs and
utilization. Social determinants, such as a lack of adequate
housing and healthy food, make it almost impossible for area-
hospitals to meet their residents’ comprehensive care and
wellness needs. “Sickcare” prevails.

An adverse payer mix. Hospitals in low-income communities
serve a higher percentage of patients through government-
funded healthcare programs, primarily Medicare and
Medicaid. This translates into lower treatment payments for
equivalent procedures, since private health insurers pay nearly
double Medicare rates for hospital-based services.” Notably,
government programs pay significantly higher reimbursement
rates for rural hospitals designated as critical access or sole
community providers. A report by the Behavioral Science and
Policy Association observed that hospitals serving a higher
percentage of commercial-plan covered patients often have
superior financial performance and better care outcomes. It
concludes that payer mix correlates strongly with care quality.?

Lack of access to funding/capital. Hospitals in difficult
markets often lack the financial strength to fund facility and
technology upgrades as well as to reorganize services in ways
that address broader community health needs. COVID-19 has
exacerbated this predicament by reducing care volume and
organizational cash flow.



PROMISING APPROACHES

Market forces work best where there are large patient
populations, ample competition and well-paying clientele
(including commercial insurance and Medicare). When markets
are unable to organize services efficiently and effectively,
governments can intervene to achieve desired outcomes
through targeted interventions and appropriate regulatory
measures.

Healthcare markets are regional and idiosyncratic. They defy
one-size-fits-all policy solutions. Approaches to addressing
fragmented delivery and social determinants must include a
flexible mix of public, private and community-based efforts. The
following examples illustrate a range of blended public-private
solutions for medically underserved communities.

Regional Transformation Plans: Regional transformation
plans align a broad array of stakeholders to deploy resources
to achieve better care and health outcomes.

In 2018, not-for-profit health system Mission Health, based
in Asheville, North Carolina, announced its sale to for-profit
health system HCA. Sale proceeds funded the Dogwood
Health Trust?, the nation’s largest per-capita foundation, '
which addresses issues related to social determinants of
health in western North Carolina.

Beyond Mission, The North Carolina Department of Health
and Human Services is also working informally with Blue
Cross Blue Shield of North Carolina to incorporate payment
formularies that emphasize preventive and primary care. Five
of the largest health systems in the state are now operating
under BCBS's new capitated payment contract. As NC HHS
Secretary, Dr. Mandy Cohen explains, “l want to buy health
with our dollars, not necessarily buy health care.”"
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Back in lllinois, a proposed merger of four struggling safety-
net hospitals on Chicago’s South Side'? illustrates how urban
transformation programs could work. Announced in January
2020, their publicly and privately funded plan envisions a
reconfigured health organization with one or two hospitals,
aligned community health centers, integrated health records,
coordinated care delivery, and consumer-friendly digital
access.

Enhanced Primary Care Programs: Changing payment
models can improve care delivery and outcomes. Relying on
risk-adjusted per member per month payments, a number of
enhanced primary care companies have emerged to care for
targeted populations largely through dual-eligible, Medicare
Advantage and Medicaid managed care programs.

Such companies provide an array of services that enhance
the quality of their care delivery by addressing social
determinants. These include transportation, housing,
nutrition, socialization and education services tailored to
individual needs and preferences. Their twin goals are to
keep their members healthy and provide timely appropriate
treatment when necessary. To accomplish these goals, they
employ integrated care teams, concierge-level services and
digital technology platforms through convenient retail and
virtual locations.

Notable enhanced primary care companies include Chicago-
based Oak Street Health, Miami-based ChenMed, Atlanta-
based AbsoluteCare, New York City-based Cityblock,
Miami-based Cano Health and Boston-based lora Health.
Walgreens and VillageMD recently announced a partnership
to open 700 primary care clinics around the country over the
next 5 years."

4



ﬁ

These are all well-funded, for-profit companies that are asset-
light and poised for growth as payment models increasingly
reward value-based care provision. Most are urban focused.
Companies that offer enhanced and accessible primary and
chronic care services in more rural markets include Bethesda-
based Aledade, which is building a national network of
physician-led ACOs, and Walmart, which is testing its own
network of retail health clinics.

Global Budgets: Where the relative absence of market forces
impedes the transition to value-based payment models,
global budgets have shown promise in improving care quality
and coordination while reducing overall costs.
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Maryland’s Total Cost of Care (TCOC) program is a global
budget solution for health systems that incentivizes cost
containment and care coordination. Hospitals receive annual
budgets based on historical volumes and operating costs,
regardless of patient insurance. Launched statewide in

2014 as the Maryland All Payer-Model, the TCOC program
achieved a 48% reduction in preventable complications, $429
million in hospital savings'™ and $679 million in total Medicare
savings'® by 2017.%

Similarly, the Pennsylvania Rural Health Model, initiated in
2017, also seeks to reduce costs, improve access and ensure
quality for that state’s rural hospitals."”” The program added
8 hospitals in 2020, bringing the total to 13, with payment
coming from a combination of public and private payers.'

CONCLUSION: TAMING HEALTHCARE'S GRAY RHINOS

The first article in this series began by discussing “Gray Rhinos,”
the term author Michelle Wucker uses to describe highly
probable, high-impact events that society chooses to ignore
because the solutions are complex, inconvenient and fortified by
perverse incentives that reinforce the status quo."”

US healthcare is replete with Gray Rhinos, its hospitals first
among them. Many hospitals serving low-income rural and
inner-city communities are failing despite a desperate need for
appropriate, accessible and affordable healthcare services for
local vulnerable populations. COVID-19 has only intensified the
pressure these hospitals and communities face, heightening the
urgency to address their financial and structural challenges.

Solutions must cater to local needs and preferences. Too often,
reform efforts overlook regional nuances. Well-intentioned
programs impose one-size-fits-all standards and processes that
increase stakeholder burdens and frustrations.

CATCH UP ON PART 1

American healthcare was already sick before COVID-19, but the
pandemic’s impact has made health disparities more apparent.
Clearly, the nation requires better balance between healthcare
service delivery and public health, particularly in low-income
communities. More of the same will continue to yield suboptimal
health outcomes.

In South Africa’s Archbishop Desmond Tutu’s words: “There
comes a point where we need to stop just pulling people out
of the river. We need to go upstream and find out why they're
falling in.”

Any redesign of the American hospital system must go
"upstream” to address the societal basis for bad health
outcomes. Doing so will help revitalize the nation as it strives to
emerge from one of the most difficult periods in its history.

Part 1 in our “Future of Hospitals” series examines how market forces are
consolidating, rationalizing and redistributing acute care assets within the
broader industry movement to value-based care delivery.

Click here to read it.



https://www.4sighthealth.com/the-future-of-hospitals-in-post-covid-america-part-1the-market-response/
https://www.4sighthealth.com/the-future-of-hospitals-in-post-covid-america-part-1the-market-response/
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This report has been prepared and circulated for general information only and presents the authors’ views of general market and economic conditions and specific industries
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particular needs or investment objectives of any individual or entity. The investment strategies, if any, discussed in this report may not be suitable for all investors. This report
does not constitute an offer, or a solicitation of an offer to buy or sell any securities or other financial instruments, including any securities mentioned in this report. Nothing

in this report constitutes or should be construed to be accounting, tax, investment or legal advice. Neither this report, nor any portions thereof, may be reproduced or
redistributed by any person for any purpose without the written consent of Cain Brothers and, if applicable, the written consent of any third-party information provider.

“Cain Brothers, a division of KeyBanc Capital Markets” is a trade name of KeyBanc Capital Markets Inc. Member FINRA/SIPC.

KeyBanc Capital Markets Inc. and KeyBank National Association are separate but affiliated companies. Securities products and services are offered by KeyBanc Capital
Markets Inc. and its licensed securities representatives. Banking products and services are offered by KeyBank National Association. Credit products are subject to credit
approval. Copyright © 2020 KeyCorp.
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