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“If something cannot go
on forever, it will stop.”

- Herbert Stein

Former chairman of the Council of Economic Advisers,
Presidents Nixon and Ford




US healthcare spend grows at GDP + 1% to 3%
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Non-clinical sources of “waste” exceeds clinical sources

Annual US healthcare expenditures, as % of GDP
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Expert labor costs are unsustainable

Without innovation, cost of unit care growing faster than GDP due to its reliance on

expert labor.

Conceptual Rate of Cost Increases:
Low vs. High Innovation
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Healthcare labor force is growing quickly

Clinical and non-clinical labor growing faster than rate of US job growth

70%

IT
S0 Change in employment groups
° from 1997 to 2012 Health
support
occupations
50%
409 Other
’ . healthcare
Phlysu:lans. practitioners
urgeons
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Source: Glied et al
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here does the money go? \

* 50% of revenue paid for worker compensation
(23% labor cost = physicians + nurses)

+ 35% revenue paid for services and supplies
(of which 37% is professional + technical services)

Health labor vs. overall economy

» Health labor growing faster than economy
(increased 25% vs. 11% across U.S. economy)

* Average earnings rising nearly 2X faster
among health workers (28%) vs. overall economy (15%)

K(physicians 35%; nurses 31%; management 25%; IT 13%)

Administration
& management

1,903,080



Healthcare has been losing productivity

Services productivity has declined overall since the 1980s, especially in healthcare

Productivity by selected sectors

Retail

Threefold gap
between the
most and least
productive services
companies

Information

Manufacturing
Finance

Services

‘Hospital/long-term care
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— Average annual rate of change 1987-2014—

Source: Brookings Institution; WSJ, While the Services Sector Booms, Productivity Remains Elusive, November 2016
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Value is neither cost nor outcome for patients

“In your own words, how would you define “value” in healthcare?
Please be specific.” (unaided response)

Neither Cost or Outcome
Not Sure

Patients Cost

Outcome

Cost & Outcome

1 1 1 1
10 20 30 40

Cost
Neither Cost or Outcome

Physicians Cost & Outcome

Outcome

Source: Quintiles, The New Health Report 2011



Value to buyer is not the same as to seller

Getting your money’s worth...

Buyer’s view Seller’'s view
(relative) (absolute)

,fCX) Benefit Benefit
(total) (price paid)

Cost Cost

Value constructs as proposed by Ron Adner’s “The Wide Lens”



Cost and trust dominate patient preference

Top patient preference for select health system attributes

Out of Pocket Cost
Trust and Respect
Multidisciplinary care

Shared Decision making
Attention to Personal situation

Experience of care provider
Care transitions

Waiting time for appointm gl&
Travel time to p geiilel:ls

0 2 4 6 8 10

Relative Importance

3,900 Respondents asked to rate 21 attributes for 3 scenario ( current health, new lung cancer diagnosis, diabetes)

Source: Muhlbacher, A., Schulman, K., et al Health Service Research, April 2016
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Care and compassion

The qualities of services that empower people today will drive expectations and
inform the services of tomorrow

Simple
Easy to navigate
and use

Coordinated @ Seamless

Consistent experiences
at every touch point

Connect and synch
healthcare info

Personalized Transparent
Intelligent, tailored health Open and timely access to
experiences healthcare info

Secure

Health data is private
and protected

Source: FJORD Era of Living Services 2015



Competition and expectations are coming from everywhere
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Millennial adults place more value on service than price

Various factors affect switching behaviors across segments, including experiences with live help

(Millennials) and receiving the best value (Gen Xers)

Reason(s) for switching health insurer:

| wasn't getting good value for
my money

: Member service representatives
weren't knowledgeable

| wanted to stay with my
preferred doctor/hospital

| didn't like the range of plan
options that were available to
me

Insurance company was difficult
to do business with

Overall poor quality of the
member experience

| lost trust in the company

Actions that could have prevented the switch:

Offered me better pricing

Resolved my issue(s) on first

Offered me preferential treatment

Recognized me for doing business
with them

Provided me better live or in-person
customer service

Contacted me proactively to let me
know about ways to enhance my
experience with them

Offered me better digital/virtual
service and support options

@ Millennial adults W Gen Xers M Baby boomers

74%

47%

Base: HIX members who chose to switch insurers; Questions:1) Which of the following best describes the reason(s) why you switched insurance companies? 2) What could the health
insurer have done differently in order to keep you as a customer?

Source: Accenture 2016 Shopper Survey
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Healthcare will become more virtual

Virtual health benefits the already served, not just the underserved

- Matching supply to demand

- One to many

- Asynchronous

- Augmented experience

- Digital Therapy

Source: Silvercloud
- 14



Virtual health tools unlocks productivity

Three uses of virtual health among primary care physicians

Typical Office Visit

o

Annual
Patient Exam:

Time savings equal to:
37,000 PCPs

Annual economic value,
~$7 BILLION

Ongoing Management

Hypertension
management:

Time savings equal to:
1,500 PCPs

Annual economic value

$300 MILLION

Patient Self-Management

7

Diabetes
Management:

Time savings equal to:
21,000 PCPs

Annual economic value
' ~$2 BILLION

Virtual health
allows more clinical

care to get done
without expanding

Source: Accenture, “Virtual Health: Untapped Opportunity to get the most out of Healthcare,”

the workforce
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Social Software

Delivers healthcare while increasing self-care and self-service

Business-class social networks

nim Existing members login
‘:” IL]I iiiai‘”m
her

e for heath Forgotien your password? | Login |

- Self-service platform
What's on your mind? Sign up to wallpaper
Ml 1 can't put my 1 want to understand JOTai I want to feel Emall address:
say this to with others who

e feelings info words the way | feel | “hellkeme better

What is wallpaper?

| signup |

Community created content - o - |
What's on your

Four ways to join

1. Enter your code

Gaming mind?

E vour tr ig Wi Na
Get through your troubles on Big \/\._h\le Wall. Be Ahats & code numbar?
safi en and anonymous. 95% of members say

| Jain |

, open an y
they feel better as a result.

2. Or check if free in your
area
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Source: www.bigwhitewall.com; Wicks, P. et al. Nature biotechnology May 2011




Artificial Intelligence

- Intelligent _ . .
_ Automation of routine vs. judgement tasks
automation U.S. employment by type of work
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- Humans +
machines 50
- Social + 40
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Source: Economist, March of the Machines, 2016



Will these professions become automated?

Probability of automation of select professions

Audiologist Brokerage clerk
Choreographer : Insurance underwriter
Dentist Legal secretary

i Elementary teacher i Loan officer

i Physical therapists :  Procurement clerks
Physician, surgeon : Referees, sports officials :
Psychologist Tax preparers :
Public relations Telemarketer

Social worker Watch repairer

47% of U.S. employment at risk for automation

Source: Economist, March of the Machines, 2016 Frey, C. Osborne, M. The Future of Employment www.oxfordmartin.ox.au.uk 2013



Pace of adoption

The Shark Fin adoption curve is gradually then suddenly

- High volume of seemingly random
market experiments

- Experiments take place in market

- Often originates from innovators
outside of industry

- Operating on the regulated edges

Trial Users

Big Bang Market Segments ~ * Failed experiments signal the change
about to arrive

Old Curve of Market Innovation

Innovators Early Adopters Early Majority Late Majority Laggards

Source: Big Bang Disruption: Strategy in the Age of Devastating Innovation 19



How fast will new technology replace old?

Pace of substitution is determined by fit into technology and business model ecosystem

ILLUSION OF RESILIENCE
Stasis followed by rapid
substitution

ROBUST RESILIENCE
Slowest substitution

* Fully electric vs. gas-fueled
cars

* Cloud vs. desktop
computing

* GPS vs. paper maps
* MP3s vs. CDs

High

CREATIVE DESTRUCTION
Fastest substitution

* Inkjet vs. dot printers

ROBUST COEXISTENCE
Gradual substitution

* Flash vs. hard disk drives

Challenge new technology

Low

Low High
Opportunity for old technology

Source: HBR, Right Tech, Wrong Time, Nov 2016 R. Adner, R. Kapoor
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Known Knows
Sense
Categorize
Respond

Unknown Unknowns
Probe
Sense

Complicated

Known Unknowns
Sense
Analyze
Respond

Chaotic

Unknowable
Act
Sense
Respond

Source: Source: Snowden D, Boone M. A Leaders Framework for Decision Making; Harvard Bus. Rev. Nov. 2007

Services Innovation requires experimentation

Digital technology enables services is more unknown unknowns

21



Laennec Stethoscope

“That it will ever come into
general use, notwithstanding
Its value, is extremely doubtful
because its beneficial application
requires much time and gives a
good bit of trouble, both to the
patient and to the practitioner
because its hue and character
are foreign and opposed to all
our habits and associations.”

- The London Times 1834
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