


The Yellow Brick Road from Today’s Healthcare System
to the Future. Does it Exist? Can it be Built?

The Future:
(The Emerald City)

?

Today: (Kansas)

» Siloed Payment
* Uncoordinated Care
* Volume-Based Payments

e |Inefficient
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Why Talk About Post-Acute Care?

« Demographics
 Spending Trajectory

o Utilization of Services by Medicare and Medicaid
Beneficiaries

Healthcare Reform Suggests that Post-
Acute Care may be at the Leading Edge of
Delivery System and Payment Reforms




Demographics: Growth in Population over 65 Years
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The population over age 65 is expected to almost double between
2010 to 2040, from 40 million to 80 million

Source: U.S. Census Bureau.



Medicare Spending on Post-Acute Care
Services After the Passage of Health Reform

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
LTAC 5.1 5.1 5.4 5.9 6.4 6.9 7.4 8.0 8.6 9.3
IRF 6.0 6.4 6.9 1.4 8.0 8.7 9.3 10.1 10.8 11.7
SNF 26.2 28.4 30.2 318 334 35.3 37.2 394 41.7 441
Hospice 13.2 13.8 14.6 15.1 15.8 16.3 17.1 17.9 18.9 19.8
Home Health 19.2 20.2 215 23.1 24.8 26.6 28.5 30.6 32.9 35.3
Total 69.6 73.9 78.6 83.3 88.3 93.6 99.6 1059 1129 120.1

*Sources: LTACH, IRF, HHA, SNF: OMB 2011 budget estimates (post-reform); CBO estimates of impact of reform;
Hospice: CBO 2009 baseline (pre-reform); CBO estimates of impact of reform



Most Medicare Beneficiaries Suffer from
Multiple Chronic Conditions

Medicare payments per beneficiary rise with increasing comorbidities.

Medicare beneficiaries with 5 or more chronic conditions represent only 15% of total
beneficiaries but account for 25% of Medicare spending.

Number of Mean Medicare Medicare
Chronic . Percent of Total . Expenditure per | Expenditures for the
Conditions . Beneficiaries . Beneficiary . Group as % of Total
0 ’ 7.1% ’ $2,850 ’ 2.8%
1 16.5% $4,522 10.5%
2 23.0% $5,722 18.5%
3 22.3% $7,117 22.3%
4 16.4% _ $9,094 21.0%
5 or more 14.7% . $12,044 | 24.9%

Source: Avalere analysis of the Medicare Current Beneficiary Survey Access to Care file, 2005.
Notes: Includes all Medicare payments, including any MA capitation. These findings are based on weighted data. Each
beneficiary in the survey is given a weight so that the survey findings may be aggregated to reflect the total Medicare population.



Medicare Patients Use of Post-Acute Services
Throughout an “Episode of Care”

The Department of Health and Human Services commissioned research to evaluate service use
and cost for Medicare beneficiaries following discharge from an acute care hospital. The chart
below specifically shows the percentage of Medicare patients admitted to different post-acute sites,
taking into account both the initial discharge destination and subsequent sites of service used
throughout an episode of care.
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What Did Healthcare Reform Say
About Post-Acute Care?

 Payment Pressure (Medicare & Medicare Advantage)

« Community Living Assistance Services and Supports
(CLASS) Act

e Quality and Transparency

e Aggressive Testing of New Payment and Service Delivery
Models for Acute and Post-Acute Care



Source of Revenue to Fund Coverage Expansion

Federal Sources of Funds, in Billions, Over 10 Years

Hospitals*, $201

Medicare
Post-Acute
Care/Long-Term Advantage, $206
Care, $110 Other
Medicare/Medicaid

Savings, $118

Device and Lab, -
$22

Pharma

PAC/LTC Savings Manufacturers, $65

Plans, $60

Home
Health,

Mandates, $69
SERR Hospice, $6.8 Taxes, $378

*LTACHSs and IRFs are included in Hospital Savings, not in Post-Acute/Long-Term Care Savings

Source: CBO and JCT Score of H.R. 4872, the Reconciliation Act of 2010, proposed March 18, 2010, in combination with the Senate
Patient Protection and Affordable Care Act (H.R. 3590), as passed December 24, 2009. Score published March 20, 2010.

Note: Other Medicare/Medicaid Savings proposals include Medicare Commission, imaging, ASCs, fraud and abuse and others.
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How Might “Post-Acute” Care Be Re-Defined in the
Years Following Healthcare Reform?
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As the Healthcare Reform Landscape Evolves, Paradigm-
Shift Is Occurring in Healthcare Delivery and Payment

Old Paradigm

Silo-ed payment system with
separate payments at each
site of care

Payments based on service
rather than quality and/or
outcome

Different payments for similar
patients

Limited coordination or shared
risk among providers

CMS constrained in testing
and implementing new
payment models

New Paradigm

Bundled payments for most providers
In Medicare across settings

Direct link between payment and
outcome

Site-neutral payment, i.e., payment
based on patient characteristics not
site of service

Encourage care coordination and
primary care; allow providers to share
In savings

Broad CMS authority to test and
Implement new payment models

1Z




Large-Scale Delivery and Payment System Reforms
Will Have a Significant Impact on Post Acute Care

« Care coordination
 Medical home

Accountability for Care

+ Bundling
+ Value-based purchasing
» Reducing rehospitalizations

Quality, Cost-Savings,
and Efficiency

+ Site-neutral payment Payment System
+ Long-term care reform Reform




Demonstrations, Pilots, and Permanent Programs

Demonstrations and pilots that may represent opportunities / threats for Post Acute Care
Providers:

Accountable Care Organizations

Continuing Care Hospitals

Payment Bundling Pilot

Medical Homes

Hospital Readmissions

Money Follows The Person (MFP) Rebalancing Demonstration
Value-Based Purchasing

Independence at Home

Best Practices for Nursing Facilities

Opportunities are not limited by statute; CMS will welcome new ideas and
iInnovative projects beyond what is included in legislation. Congress has
given CMS broad authority and substantial funding to test new models.
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Post-Acute Care Partners — Environmental Change

MCOs

Hospitals

Physicians

Issue

* MA payment pressure
*Value based payments

e Focus on episodic payment
« ACOs/other regional change
* Medicaid/Duals interest

*Increased payment pressure

* Reduced bad debt burden

» Greater accountability
+Post-Acute discussion started and

accountability

*Increased payment pressure
- *HIT funding / expectations
. *Enhanced status for primary care

Implications

* Reduced provider payments
Interest in Post-Acute know-how
~+Premium on outcomes
*Regional engagement

* Opportunity for partnership

Interest in collaboration that
enhances payments / outcomes

Potential for shared risk
Develop new models

Interest in new models
Potential for shared risk
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KINDRED’S LONG-TERM STRATEGIC INITIATIVES ALIGN
WITH GOALS OF HEALTH REFORM

Develop Centers of Clinical Excellence

Develop Post-Acute Service Lines and better manage patients
across the continuum (i.e., LTAC to subacute or SNF to
Homecare/Hospice/ALF)

Cluster Market Development

Enhance Depth Across the Care Continuum — Hospice and Home
Health
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DEVELOPING CENTERS OF CLINCIAL EXCELLENCE AND
EXPANDING CLINICAL PROGRAMS

Develop Centers of Clinical Excellence

» Orthopedic and other Rehab

e Cardio/Pulmonary Rehab

 Complex Wound, Stroke Recovery and other Medically Complex Care
* Respiratory Therapy, including Vent/Trach Care

» Diabetes, Renal Care and Infectious Disease Management, including
dialysis services
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KINDRED'S DEVELOPING POST-ACUTE SERVICE LINES

Develop Post-Acute Service Lines and better manage patients
across the continuum (i.e., LTAC to subacute or SNF to
Homecare/Hospice/ALF)

Kindred is developing service lines to manage patients across the post-
acute and long-term care continuum

Provider Categories Care Dimensions
Kindred LTACs (83 Active physician supervision
Hospitals) Nursing hours per patient day
General Inpatient Rehab Respiratory therapy hours per
Facilities day
Kindred Hospital-Based Sub- Multidisiplinary team approach
Acute Units (12 units) Rehab therapy
Kindred Transitional Care Typical length of stay

Centers (32 Centers)
Kindred Transitional Care _
Units (102 Units)

Kindred Long-term Care (84)
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KINDRED'’S “CLUSTER MARKET” STRATEGY IS DESIGNED
TO IMPROVE POST-ACUTE CARE COORDINATION IN LOCAL
HEALTH CARE DELIVERY LOCATIONS

Cluster Market Development

» Diverse Post-Acute Service Lines and Clinical Programs to Support a “Continuum of
Care”
» Coordinated Admission Process to Ensure Appropriate Patient Placement

» Strong Linkages with Acute Hospitals, Health Systems and/or Managed Care Payers,
Depending on Market

* Physician Continuity of Care Across Settings
« |-T Linkages, Including Electronic Health Records
« Agreed Upon Admission Criteria and Clinical Capabilities

Potential benefits include improved care coordination, reduced re-
hospitalizations and potentially lower costs.
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DIVERSE GEOGRAPHIC SPAN WITH INCREASED FOCUS
ON “CLUSTER MARKETS"” TO SUPPORT INTEGRATED
AND COORDINATED CARE DELIVERY MODELS

O
O O -
O O %
O
O
O O
O
83 HOSPITALS OO

222 NURSING CENTERS
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KINDRED’S EARLY EXPERIENCE IN CARE COORDINATION AND
CONTINUUM OF CARE MANAGEMENT

« Cleveland: Improving Care Coordination through Collaboration with a Large,
Non-Profit Health System (Cleveland Clinic).

 Indianapolis: Improving Care Coordination through Diverse Post-Acute
Service Lines and Integrated Medical Leadership.

o Pittsburgh: Improving Care Coordination through Collaboration with a Health
Plan Affiliated with Large Academic Medical Center (UPMC).

« Las Vegas: Improving Care Coordination through Collaboration with Managed
Care Payors and onsite interdisciplinary care management teams with active
physician participation.

e San Francisco: Improving Care Coordination through collaboration with a fully
iIntegrated Health System / Payer (Kaiser).
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Improving Care Coordination through Collaboration
with a Health System - Cleveland, OH

Large, Non-Profit Health System
(Cleveland Clinic)
operates ~
APPROXIMATELY 3000
ACUTE CARE BEDS

Health System care model
includes employed
Physicians

Health System has Electronic
Health Record (EHR)

Key
System
Characteristics

Kindred
Post-Acute
Service Lines

2 Long-Term Acute Care Hospitals
1 Hospital-based Sub-Acute Facility

2 Area Skilled Nursing and
Rehabilitation Centers

1 Assisted Living Facility

Continuity of Rehabilitation Services
across Sites of Care

Coordinate with Cleveland Clinic on provision of post-acute services to better manage
care transitions from acute to post-acute care.

Cleveland Clinic physicians have Kindred privileges and continue to care for their patients
that reside in Kindred’s post-acute settings.

Cleveland Clinic physicians document in Clinic’s EHR while seeing patients residing at

Kindred (still a work in progress).

Regular Meetings with Kindred and Cleveland Clinic leadership with a collaborative focus
on continuity of care, reducing re-hospitalizations, and quality.

Clinical Programs include Wound Care, Ventilator Care, Infection Management, and

short—term Orthopedic and Neurological Rehabilitation.



Coordination with an Integrated Health System,
Kaiser Permanente

San Francisco, CA

Ke Two large providers, Kaiser and Ki 5 Area Skilled Nursing and
y indred Y
Market UCSF, operate ~ 30% of the Post-Acute Rehabilitation Centers, 2 of
o hospital beds in the market. _ _ which focus on Transitional
Characteristics  aiser operates an integrated model, Service Lines Care patients
including a Health Plan, and Continuity of Rehabilitation
employed Physicians Services across Sites of
Care

Centralized post-acute assessment and admissions function to place patients in the most clinically
appropriate setting

Distinct clinical specialization and coordination of services

 Two facilities focus on short-stay patients, including care for medically complex patients and
rehabilitation services. Virtually all patient admissions to the five skilled nursing facilities are
managed through these two facilities

« Three facilities support longer-term patient / resident care needs

Two Medical Directors, one dedicated to the Transitional Care Centers, and one dedicated to Nursing
and Rehabilitation Centers with longer-term residents.

Two dedicated Kaiser Physicians for the five facilities, one dedicated to Transitional Care Centers,
and one dedicated to Nursing and Rehabilitation Centers with longer-term residents

Kaiser physicians utilize their electronic health record in the post-acute care setting, maintaining
continuous record of patient care.






Factors to Consider When Choosing a Post-Acute

Partner: Culture, Capabilities and Flexibility

e Quality and Transparency

e Diversity of Service Lines and “Continuum of Care” Capabilities

o |-T Capabilities / Willingness to Create “Connectivity”

e Aligned Incentives and Willingness to Share Risk (e.g.,
Rehospitilizations)

 Flexibility and Willingness to Adapt to Existing and Changing

Local Market Dynamics

All of these factors help chart a course towards a
future healthcare system that is more “integrated.”
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Follow the Yellow Brick Road from Today’s Healthcare
System to the Future. A Path to Success.

The Future: (The Emerald City)

 Integrated Payment
 Integrated Care
» Value-Based

e Lower Cost

Flexibility

| -T
Connectivity

Diverse Service Lines

Aligned
Incentives
Care
) Management
Quality /
Transparency

Today: (Kansas)
 Siloed Payment
e Uncoordinated Care

* Volume-Based Payments

e Inefficient




Follow the Yellow Brick Road from Today’s Healthcare

System to the Future. A Path to Success.

The Future: (The Emerald City)
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 Siloed Payment
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