Market insights

4 health system growth archetypes

Health system posture and outlook

Health system growth in 2022 is not easy. Facing margin
pressures and the outpatient shift, multi-hospital systems across Published — October 2022
the wider sector are in different boats when it comes to their
growth prospects.
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Introduction

The summary results in this brief were captured through our annual strategic planners
survey. It was conducted in May 2022.

We asked health system strategy executives a series of questions related to their
growth outlook—uwith detailed questions about their current and future plans.

Cumulatively we had 57 respondents answer the survey. We took a narrower cut of the
data selecting respondents who were “VP level of above” ending with a sample size of
45.

From their aggregate responses, clusters of expressed behavior emerged and formed
the basis for this piece. To add additional detail to these responses, a smaller cohort of
respondents participated in qualitative interviews.
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SUMMARY

4 health system growth archetypes

Our annual strategic planner survey of health systems across the United States shows a mixed
outlook for growth—with all health systems facing headwinds.

From this 2022 snapshot of responses from VPs and above across 45 health systems, we find
that they fall into four camps when it comes to their approach to growth (see table below).

Cumulatively, despite rising labor costs and inconsistent demand, most health systems (59%) are
trying to attract and treat more patients through existing provider businesses (organic growth) in

addition to buying new businesses (inorganic growth).

To augment this quantitative analysis, we interviewed respondents, and two clear conclusions

bear out:

1. Afocus on attracting and treating is mission critical for 100% of hospitals—with

most focusing heavily on maximizing referrals.

2. Therisk appetite for acquisitions by health systems is lower than previous
years, likely leading to a slowdown in M&A activity—or at least big-ticket deals.

Four health system growth categories

01. Survival mode

02. Regimented focus

03. Cautious expansion

04. New pastures

Health system paring

down the network and/or

rationing services

7%

of total respondents

Health system focused
on maximizing the
operation of the existing
network

34%

of total respondents

Health system focused on
growing and operating the
network

54%

of total respondents

Health system

focused on operating

and growing the

network & expanding

into nontraditional

revenue streams
5%

of total respondents
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1 Survival mode

Archetype in brief

Health systems in survival mode are not growing. They are trying O
to stave off decline. They are likely to have negative operating O
margins, limited non-operating investments, and negligible cash

reserves.

Of responding health systems fell into

' i this cat
What this archetype looks like on the ground IS category

Health systems in survival mode were likely struggling financially before the
pandemic. The drop in volume, shocks to the labor market, and spikes in cost
of goods pushed their financial situation from bad to worse. Many of these
systems rely heavily on federal emergency funding to prop up their finances.
And when those programs end, hospitals in survival mode will face several
difficult choices.

In terms of operations, hospitals in survival mode are likely to be reducing FTE
count (mostly on the non-clinical side), reexamining all capital expenditures,
and shutting down services.

The number one up-at-night issue for survivalist mode is staffing—patrticularly
nursing staff. Because hospitals in this group lack cash reserves to pay for
premium labor, they struggle to staff critical hospital functions. This creates a
vicious cycle whereby they lack the staff to operate, which dampens their
revenue. That, in turn hampers, their ability to pay competitive wages, which
leads to understaffed units.

Capital investment for hospitals in this growth archetype was likely modest
before the pandemic. All of these health systems are re-evaluating their capital
priorities today—likely pulling them back even further. Our survey results point
to growth through referrals and maximizing productivity instead of acquisition of
complementary provider businesses.
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What this archetype should do to succeed

* Network integrity: Maximizing the referrals to the hospital is key. This requires all access points to the
system (including the ED, referring physicians, directing contracting, and direct-to-consumer) to be
optimized. This is a plan won in increments, and it requires continued effort and vigilance.

* Productivity: Together with network integrity, shortening length of stay and nurse productivity help with
margin pressure and ensuring that hospitals capture all available volume. Pulling forward discharge
planning, and team-based unit workflow can yield clear returns here.

 Differentiated employee value proposition: Productive hospital operations are impossible without
staff. Given the competition for health care talent and the cash limitations of health systems in survival
mode, consider focusing on the non-monetary aspects of your employee value proposition—flexibility,
individualized career progression, and non-monetary performance recognition.

* Principled service rationalization: Financial pressures can force health systems in this category to
shutter services. Proactive evaluation of service lines with an eye for why they may be underperforming
before shutting them down can reduce unforced errors.

What others can do to be a better partner to this archetype

* Burnout mitigation and energy management: Survey data shows that clinical staff in the acute care setting
are at highest risk of burnout. Strategies, tools, and approaches to helping staff stay resilient will be well
received by health systems in this group.

» Task reallocation/outsourcing: Because many health systems in this archetype are under-staffed, any
resources or technologies that off-load tasks or make decisions faster are valuable.

» Cost savings/efficiencies: Vendors or partners that provide for immediate, realized cash savings will be in
high demand from health systems in survival mode.
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?) Regimented focus

Archetype in brief

Health systems in regimented focus are concentrating on growth O
through their existing business operations. They ideally are only O
temporarily in this growth posture. Among health systems, this

group is most likely to be changing the size and timing of capital

investments. Of responding health systems fell into

. . this categor

What this archetype looks like on the ground 9o
Health systems in the regimented focus category are maintaining laser focus
on organic growth fundamentals. This encompasses everything from
increasing screenings, to network integrity, to direct contracting.

Like many other organizations, health systems in this growth category are
struggling to alleviate margin pressure—particularly caused by the war for
talent. Health systems in this group likely have the means to pay for premium
labor. Our interviews found that many systems in this category have been
successful at increasing their employed ranks—even if the costs to do so have
been higher than in the past.

The dividing line between health systems in survival mode and regimented
focus is that regimented focus health systems are choosing this posture to
mitigate risk and encourage operational focus. Survivalist health systems are
forced to their posture because of their organization’s financial health (lower
cash reserves, diminishing non-operating income from investments, etc.).
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What this archetype should do to succeed

* Physician partnership: The return of outpatient volume augers a future longer-term shift where
procedures and care are delivered. Shifting the referral default to in-network outpatient providers will be
key to protecting health system incumbency and market share. Tightening their relationships with
referring physicians will also be critical to harnessing this volume change.

* Internal innovation: Most health systems in this category would like to grow through both operations
and acquisitions. And while a focus on the existing clinical operating model is critical for now, it doesn’t
preclude market scanning for future opportunities. Continuing this scan for innovation—on a limited
scale—can position these health systems to accelerate out of the regimented focus posture when it
makes sense.

» Systemness: Operating a series of business units in unison can provide real scale and savings
opportunities. This is the idea of “systemness,”and it is hard (but replicable) work. When applied to areas
like procurement, information technology, and revenue cycle, it can unlock significant savings and
revenue opportunities.

What others can do to be a better partner to this archetype

» Referrals management: Strategies and approaches to maximize referrals and share of wallet are critical to
this group’s growth thesis.

* Talent pipeline: Health systems in this category might feel a little better about their talent prospect, but they
still want to make sure they have a sustainable pipeline for talent. New sources and solutions for talent (or
talent development) are critical to navigate regimented focus for growth.
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3 Cautious expansion

Archetype in brief

Health systems in cautious expansion are focused on growth O
through their existing business operations and through O
acquisitions. The balance of their efforts skew to current

business operations because of market uncertainty, rising cost of
capital, and increasing competition for target acquisition.

Of responding health systems fell into
this category

What this archetype looks like on the ground

Health systems in the cautious expansion category have a growth posture
very similar to the past but with added caution because of market uncertainty
and an increase in cash-rich competitors.

Cautious expanders are not immune to margin pressures. The main difference
here is that their cash on hand, and access to capital, make them more
resilient, than health systems in survival mode or regimented focus to weather
economic and financial challenges.

Health systems in this growth cohort are focusing on organic growth
fundamentals—network integrity, staffing etc.—in addition to acquisitions. As
one VP put it during the interview process, “we are absolutely still looking at
potential acquisitions, but right now | can’t dilute the balance sheet.”

Cumulatively, this points to a health system that is far more judicious about
acquisitions.
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What this archetype should do to succeed

» Disruptor tracking: Health systems in this cohort are slowing their growth moves, while other players
are potentially accelerating their acquisitions. Therefore, it is critical that health systems in this category
maintain an eye on new market entrants—and even consider some defensive acquisitions.

* Physician cooperative models: Patient steerage and clinical decisions remain the common dominator
in any successful health care product. And while the default to cooperating with doctors is ownership of
the practice, cautious expanders would benefit from evaluating other cooperation alternatives.

« Scenario planning: It can be increasingly difficult to confidently pick paths forward with uncertainty in
the operating environment. Health systems in the category would benefit from developing more flexible
scenario planning capabilities as a way of remaining strateqically flexible while tracking the market.

What others can do to be a better partner to this archetype

» Market and trend analysis: Cautious expanders are likely still occupied with margin management. Accurate
and differentiated insights on market dynamics will help health systems in this cohort keep an eye on
acquisitions.

* Innovations in affiliation models: If the market trends toward higher borrowing costs but deeper
connectivity across the continuum will dictate future success, any alternatives to the ownership model have a
better opportunity for adoption than previous periods.
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/l New pastures

Archetype in brief

Health systems in the new pasture growth cohort are continuing O

to grow by operating their existing businesses plus adding to O
their portfolio through acquisition. Additionally, health systems in

this cohort are investing in start-ups and other technologies to
grow—operating as business incubators and venture funders.

Of responding health systems fell into
this category

What this archetype looks like on the ground

Health systems in this cohort are trying to compete both within the traditional
provider landscape and with investors who are identifying and bringing new
health care businesses to market.

These systems frequently have very robust market intelligence functions
plus prior experience with incubating and selling off intellectual property,
businesses, or services.

Not all health systems that self-identified in this category boast national or
international brands. But they all indicated that their future growth trajectory
was contingent on non-traditional revenue sources.
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What this archetype should do to succeed

» Strategic partnerships: To offset the higher risks associated with new product development, health
systems in this category should consider building out their partnership capabilities to develop and
shepherd new businesses. Think novel combinations of skills and intellectual property to build products
and services.

 Differentiated investment proposition: There is no shortage of potential investors for new health care
start-ups. Capital alone does not differentiate the health system from other potential investors. A clear
idea of what the health system can bring to the table and maximize the chances of success are crucial to
winning bids.

* Product incubation: Coupled with the above, health systems have differentiated knowledge, expertise,
and visibility into the clinical environment. Health systems need to both communicate that expertise and
transfer it to the ventures they partner with.

What others can do to be a better partner to this archetype

* Market sizing and intelligence: While health systems in this cohort feel very confident in their market
intelligence functions, no one has full visibility into all market angles. While the barrier to prove value to this
cohort is exceptionally high, the rewards of partnership are clear.

* Funding and contracting innovation: Hospitals and health systems working on new ventures continue to
need partners with financial expertise. These are organizations who can help structure deal terms, find
investors to share risk, or source additional capital.

* Knowledge management: Many health systems in this cohort are very large and complex enterprises.
Because the future of their growth is contingent on sourcing, synthesizing, and evaluating data, solutions that
organize and present information to key decision-makers is mission-critical to their success.

1. CVS Specialty (owned by CVS Health), Accredo/Freedom Fertility (owned by Cigna/Express Source: Fein, AJ, 2022 Economic Report on U.S. Pharmacies
Scripts), and Optum Specialty Pharmacy (owned by UnitedHealth Group/Optum RX). and Pharmacy Benefit Managers, March 2022; Federal Trade

2. Advisory Board is a subsidiary of UnitedHealth Group, the parent company of UnitedHealthcare Commission, Open Commission Meeting Transcript, February 17,
and Optum. All Advisory Board research, expert perspectives, and recommendations remain 2022.
independent.
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LEGAL CAVEAT

Advisory Board has made efforts to verify the accuracy of the information it provides to members. This report relies on data obtained from many
sources, however, and Advisory Board cannot guarantee the accuracy of the information provided or any analysis based thereon. In addition,
Advisory Board is not in the business of giving legal, medical, accounting, or other professional advice, and its reports should not be construed as
professional advice. In particular, members should not rely on any legal commentary in this report as a basis for action, or assume that any tactics
described herein would be permitted by applicable law or appropriate for a given member’s situation. Members are advised to consult with
appropriate professionals concerning legal, medical, tax, or accounting issues, before implementing any of these tactics. Neither Advisory Board
nor its officers, directors, trustees, employees, and agents shall be liable for any claims, liabilities, or expenses relating to (a) any errors or
omissions in this report, whether caused by Advisory Board or any of its employees or agents, or sources or other third parties, (b) any
recommendation or graded ranking by Advisory Board, or (c) failure of member and its employees and agents to abide by the terms set forth herein.

Advisory Board and the “A” logo are registered trademarks of The Advisory Board Company in the United States and other countries. Members are
not permitted to use these trademarks, or any other trademark, product name, service name, trade name, and logo of Advisory Board without prior
written consent of Advisory Board. All other trademarks, product names, service names, trade names, and logos used within these pages are the
property of their respective holders. Use of other company trademarks, product names, service names, trade names, and logos or images of the
same does not necessarily constitute (a) an endorsement by such company of Advisory Board and its products and services, or (b) an
endorsement of the company or its products or services by Advisory Board. Advisory Board is not affiliated with any such company.

IMPORTANT: Please read the following.

Advisory Board has prepared this report for the exclusive use of its members. Each member acknowledges and agrees that this report and
the information contained herein (collectively, the “Report”) are confidential and proprietary to Advisory Board. By accepting delivery of this Report,
each member agrees to abide by the terms as stated herein, including the following:

1. Advisory Board owns all right, title, and interest in and to this Report. Except as stated herein, no right, license, permission, or interest of any
kind in this Report is intended to be given, transferred to, or acquired by a member. Each member is authorized to use this Report only to the
extent expressly authorized herein.

2. Each member shall not sell, license, republish, or post online or otherwise this Report, in part or in whole. Each member shall not disseminate
or permit the use of, and shall take reasonable precautions to prevent such dissemination or use of, this Report by (a) any of its employees and
agents (except as stated below), or (b) any third party.

3. Each member may make this Report available solely to those of its employees and agents who (a) are registered for the workshop or
membership program of which this Report is a part, (b) require access to this Report in order to learn from the information described herein,
and (c) agree not to disclose this Report to other employees or agents or any third party. Each member shall use, and shall ensure that its
employees and agents use, this Report for its internal use only. Each member may make a limited number of copies, solely as adequate for
use by its employees and agents in accordance with the terms herein.

4. Each member shall not remove from this Report any confidential markings, copyright notices, and/or other similar indicia herein.
5. Each member is responsible for any breach of its obligations as stated herein by any of its employees or agents.

6. If amemberis unwilling to abide by any of the foregoing obligations, then such member shall promptly return this Report and all copies thereof
to Advisory Board.
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