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Rising Hospital Charges Under Greater Scrutiny

Pricing transparency, consumer driven healthcare and what U.S. Health and Human Services Secretary Mike Leavitt dubs “payer
power” are just a few of the new buzzwords in the U.S. healthcare market. What these terms have in common is their relation to the
increasing scrutiny of hospital charges. While numerous factors contribute to medical inflation, hospital costs remain the single largest
contributor, representing one-third of the projected $2 trillion spent on U.S. health care services last year. The $570 billion spent on
hospital care in 2004 represented an 8.6% increase over 2003 levels (compared to a 7.9% increase in the total healthcare expenditure
from 2003-2004). The forecast is for a 7.9% increase in hospital expenditure in 2005 over 2004 levels.
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“The bad news is hospital costs remain the single biggest driver of medical inflation today,” according to a spokesman for Pacific
Business Group on Health, a consortium of employers who buy health insurance. “The good news is it is forcing employers and
insurers to look at what they're buying, and who they are buying it from.”
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FEATURE STORY

Rising Hospital Charges Under Greater Scrutiny Continued from page 1...

ee e CHARGE LEVELS VARY ACROSS

THE NATION

There are substantial differences in charge levels by hospital,
and these differences have not always been readily available to
domestic or international claim payers. The highest charging

Definition

A hospital chargemaster (also called a charge description master)

contains the prices of all services, goods, and procedures for which
a individual charge exists. It is used to generate a patient’s bill.

hospitals tend to be clustered in California, Texas, New Jersey,
Pennsylvania and Florida. The problem seems particularly Average Total Charge to Cost Ratio by State 2003/2004
acute in California, where hospital costs are growing twice the
pace of the national average. While California’s aggregate
costs have risen sharply in recent years, hospital charges vary Rank State Average Total Charges
enormously across and within the state’s geographic market. as a % of Total Costs
For example, the charge for heart surgery is three times as
much in Sacramento as in San Diego, while the average 1 New Jersey 447.07%
charge for a hysterectomy in Sacramento ranges from $13,921 2 Florida 373.73%
at the lowest cost hospital to $43,931 at the highest. 3 California 371.43%
As a result of public pressure, in July 2005, California’s state 4 Pennsylvannia 332.44%
government required each hospital to submit a copy of its 5 Alabama 305.41%
chargemaster and a list of charges for 25 commonly performed
. . 6 Arizona 301.07%
services or procedures. A sample chargemaster is posted on
the government’'s website. For a nominal fee, anyone can 7 Nevada 296.47%
purchase a chargemaster CD rom that includes pricing 8 Tennessee 273.91%
!nformatlgn on a.II California hospitals. ThIS movg was the f|r§t 9 Texas 272 55%
in a growing national trend towards making hospital data public .
to guide consumers’ healthcare spending behavior. L Rl A Rl
) ) » 11 South Carolina 258.59%
In December 2005, the Institute for Socio-Political Change o .
released its annual “The Nation’s Most and Least Expensive i e A0
Hospitals” report examining the charge to cost ratios for the 13 Virginia 253.96%
major centers commonly found in hospital financial reports. 14 Washington DC 240.15%
These categories |rlwclude.d operatlng rooms, recovery rqoms, 15 llinois 236.08%
emergency rooms, intensive care units, drugs sold to patients,
. . o . 16 Georgia 232.92%
coronary care unit, cardiac catherization laboratory, medical
supplies charged to patients and many others. Among other 17 Kentucky 226.08%
data, the Report highlighted the states with the highest and 18 New York 224.45%
Iowe§t overall charge to cost ratios, including information on 19 Missouri 224 45%
hospitals with ratios in excess of 1000%, and others at 100%.
20 Arkansas 222.59%
Definition
Billed Charge — Also called gross charge, it is the ‘list price” for a
procedure according to the chargemaster maintained by a hospital. Source: Institute for Health and Socio-Economic Policy, December 2005

IMPACTING PRICING

FACTORS

One of the reasons prices rose so much in recent years is that hospitals tried to increase the amount they collected from private
payers by raising the starting point (billed charges) for reimbursement negotiations. However, providers continue to report shrinking
margins, and the increasing cost and challenge of providing quality care to a growing, aging (and sometimes, uninsured) population.

So just how are billed charges calculated? There is no single formula or method. Similar to other industries, hospital “sticker prices”
are determined by operational costs and profitability margins. Several factors that impact these two areas include labor costs, capital
expenditures, investments in the newest technologies, drug costs, medical supplies, operational efficiencies, uncompensated care for
the uninsured, declining government payments (for Medicare and Medicaid programs), bad debt write offs and medical liability
insurance costs.

Continued on page 3...
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FEATURE STORY

Rising Hospital Charges Under Greater Scrutiny Continued from page 3...

eee UNDERSTANDING NET PRICE
) . Definition
While payers may suffer from sticker shock at current levels of

Net Price — The final price after all contractually-binding discounts
billed charges, the appropriate focus is on the ultimate payment, are applied.

i.e., the net price.

One way to lower costs is provider selection. With the growing “price transparency” movement, payers will have increasing access to
comparative hospital cost and quality information, which can help to proactively impact the size of the bill before it is incurred. For
example, in 2004, the California Public Employee Retirement System (CALPERS) collaborated with its HMO Provider network to
include only those hospitals able to meet certain cost and quality standards, and excluded 38 hospitals and 17 physician groups who
failed to meet certain cost and quality standards. The excluded hospitals resulted in 10 of the hospitals meeting the price and quality
standards and being added back into the network.

Hospital efficiency is another area that can contribute to achieving lower net prices. A key efficiency measurement is patient length of
stay. According to Milliman USA (a firm that tracks health care spending) the average length of stay for a coronary bypass (without
coronary catherization) ranged from 6.92 days to 10.14 days for large hospitals in Boston, Massachusetts, for Medicare patients in
2003. This is evidence that practice patterns can differ even within a single area. While choosing low cost providers seems an obvious
way to reduce expenses, efficiency and quality of care factors must be addressed. This is important because the lowest inpatient
charge per day may come from facilities with the highest length of stay, resulting in higher final costs.

Another obvious factor impacting net prices is provider discounts. Discounts vary widely between geographic areas and carriers, and
to a lesser degree, within a given geographic area. In Pennsylvania, the discount from billed charges ranges from 15% to 45%,
whereas in Maryland, the maximum discount allowed is 2% because the state controls hospital charges and payments. Discounts may
be lower in rural areas, as hospitals have less competition when they negotiate discount rates than those in urban areas. However,
billed charges may also be lower, leading to lower net costs. Selecting the right partner to help you identify the best PPO discount
arrangement for your plans is mission critical.

Finally, once a patient is discharged, there is the opportunity to lower costs through the use of bill editing and auditing programs that
scrutinize a bill for errors or inappropriate over-utilization. Then through a claim arbitration process, a payment reduction may be
secured with the provider.

“At Hygeia, we believe that a focus on net prices (which is a more inclusive measure than just "savings") is the path to strategic
advantage for our clients,” explains Larry Taylor, Chief Marketing Officer, Healthcare Payers. “We have the information and the tools
that empower our clients to benchmark these areas, and improve their cost management.”

e e e REGAINING CONTROL THROUGH A NET PRICING STRATEGY

There are many reasons for the variations in hospital charges, some more controllable than others. Domestic and international payers
are challenged to determine what areas they can or should legitimately tackle, and the financial impact that can be expected.

SAMPLE HYGEIA NET COST REPORT HOSPITAL A HOSPITAL B
Average Average Average Payer Average Average Average Payer

DRG DRG Description Charge LOS Savings Net Cost Charge LOS Savings Net Cost
089  SIMPLE PNEUMONIA & PLEURISY AGE >17 W CC $18,770 5.4 40.0% $11,262 $16,871 5.0 45.0% $9,279
143 CHEST PAIN $9,557 1.8 40.0% $5,734 $10,749 16 450% | 99912
014  SPECIFIC CEREBROVASCULAR DISORDERS EXCEPT TIA $19,881 4.9 40.0% $11,929 $22,916 52 45.0% $12,604
139  CARDIAC ARRHYTHMIA & CONDUCTION DISORDERS W/O CC $7,361 2.3 40.0% $4,417 $8,700 2.1 45.0% $4,785
121 CIRCULATORY DISORDERS W AMI & MAJOR COMP, DISCHARGED ALIVE $28,842 71 40.0% $17,305 $25,874 6.3 45.0% $14,231
088 CHRONIC OBSTRUCTIVE PULMONARY DISEASE $15,623 4.6 40.0% $9,374 $15,581 4.4 45.0% $8,570
127 HEART FAILURE & SHOCK $16,937 5.0 40.0% $10,162 $16,531 46 45.0% $9,002
526 PERCUTANEOUS CARDIOVASC PROC W DRUG ELUTING STENT W AMI $58,978 5.2 40.0% $35,387 $64,130 43 45.0% $35,272
182 ESOPHAGITIS, GASTROENT & MISC DIGEST DISORDERS AGE >17 W CC $14,981 4.3 40.0% $8,989 $15,498 3.5 45.0% $8,524
138  CARDIAC ARRHYTHMIA & CONDUCTION DISORDERS W CC $12,402 34 40.0% $7,441 $13,622 3.2 45.0% $7,492

Continued on page 4...
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Rising Hospital Charges Under Greater Scrutiny Continued from page 1...
So how does a payer know what the right price is (i.e. the lowest net cost) for each U.S. medical claim?

Data is key. Access to and the expert analysis of medical cost and utilization information and PPO network performance is the starting
point for an in-depth evaluation of a current cost containment strategy. Through advanced data analysis, an organization can identify
the targeted areas for systematically reducing costs. Then the next, obvious step is expert execution of the strategy.

After more than a decade in the U.S. cost containment business, Hygeia leverages one of the most comprehensive medical cost and
utilization databases in the industry with award-winning technology to help our clients lower “total net costs” on their U.S. medical
claims. We combine traditional cost containment products, cost analysis tools and technology interfaces with new, strategic methods
such as Custom PPO Networks, Large Dollar Claim Early Warning Notification, Arbitration Bill Reviews, Charge Fairness
Benchmarking™ and our Prospective Payment System.

For more information about a specific product or service, or to request a no obligation, no risk analysis of your U.S.
healthcare claims, contact a Hygeia representative at payerpartner@hygeia.net.

Travel Health Insurance Association (THIA) Conference Report

The 8th annual THIA Conference was held at Marriott Harbor Beach Resort in Fort Lauderdale, Florida on April 4-7, 2006. Hygeia has
been a conference supporter and sponsor for the last six years. The conference attracted more than 150 attendees.

Hygeia Sponsors Presentation on Florida Tourism

We were pleased to arrange the presentation by Thom Stork, Vice Chair of the Florida Tourism Commission and
Chairman of Visit Florida, the official tourism marketing organization for the State during the morning session on
Wednesday, April 5th. Thom provided an overview of the Spring/Summer 2006 Florida tourism season and
reviewed the issues impacting Canadian visitors.

Hygeia Hosts Tour at Preferred Provider

More than 20 clients participated in a tour of Preferred Partner, Aventura Hospital and Medical Center. The group was welcomed by the
hospital’s CEO. Then Chief Financial Officer Lester Eljaiek and Chief Operating Officer Rick Kennedy made a joint presentation of the
hospital’s services and operational procedures, covering areas such as emergency
and non-emergency admission, insurance verification, patient care, medical
technology, medical record authorizations, HIPAA, discharge planning and case
management protocols. Staff members representing all the key areas of the hospital
were in attendance to answer any questions. After the presentation, the group
received a tour of the hospital. Aventura Hospital and Medical Center represents one
of the top volume Florida hospitals for Hygeia clients.

“We recognize the importance of working to reduce costs while a patient is still in ’ )

hospital,” explained Reid Cawston, Director of Account Management. “This is a key O
reason we coordinate hospital tours to help our clients gain a greater understanding of Aventura. HOSpltal
the inner workings of U.S. hospitals to support their case management programs. and MEdlcal center

Afternoon at The Races at Gulfstream Park

We were pleased to spend an afternoon with some of our
valued Canadian clients and industry partners for a fun
afternoon at Gulfstream Park, Florida’s premier thoroughbred
racing and entertainment venue. High stakes rollers and
cautious observers enjoyed the fast-paced afternoon.

From Left to Right: David Angelone — Hygeia (profile), Lester Eljaiek — Aventura Hospital and Medical Center,
Chris Gilliss — Preferred Benefits Alliance, Michael Camacho — CSI Brokers, Virgil Bretz — Hygeia
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PROVIDER SPOTLIGHT

NEVADA

Hygeia has made several improvements to our Standard PPO Network product that will help payers further reduce
healthcare costs in Nevada. Effective April 1, 2006, we have improved our rates with several facilities and offer the top tier
of discounts that these hospitals offer to any payer.

This improvement represents an average 5%-25% increase in savings for our payer clients.

eee|N THE NEWS

:;\:,?:ear PStation Democrats in t.he Nevada Statg Legislature .have recently
Desert Springs-Hespil MediatOeffor-=Las Vagas propo§ed a series of mga;yrgs almed at Iowe.rlr?g health.c:.are
Northern Nevada Medical Center Reno costs in that stgte. The initiatives !nclude providing subsidies
Spring Valley Hospital Medical Center La8 Vadas for small bu3|n§§ses to contrlbute. Fo workers’ health
St. Mary’s Hospital rRE, |nsuran§e, requm_ng congru.ent pr|C|ng fo_r insurance
SummeHiffEIdSpital Medical Center Las Vegas companies and unl.nsured patients, Iowgrlng |nterfest rat_es
Valley Hospital Medical Center LasiVedas and fees on medical debt, and creating websites with

detailed information on healthcare quality and costs. The
proposed websites would allow consumers to view hospitals
rankings based on quality and average costs of common
DRGs, as well as allowing patients to compare the costs of
the same medications at different pharmacies.

Source: Nevada Democrats Unveil Health Proposals, kaisernetwork.org, 3/21/06

ARIZONA

While adding new providers is a key area of focus for Hygeia’s Standard PPO Network product, we also continually work to
improve our existing provider relationships. The improved rates at the following facilities represent the top tier of discounts
that these hospitals offer to any payers. Effective March 1, 2006, the improvement will result in an average 5%-29% increase
in savings for our payer-clients.

Arizona
eee|N THE NEWS Provider Location
Arrowhead Community Hospital Glendale
Population growth in Arizona cities like Phoenix and Tucson, Banner Desert Medical Center Phoenix
along with an increasing number of aging residents, and Banner Good Samaritan Medical Center ~ Phoenix
historically low interest rates, is spurring a hospital Banner Thunderbird Medical Center Glendale
construction boom across the state. More than 14 new Havasu Regional Medical Center Lake Havasu City
Arizona hospitals are planned, under construction, or have Maryvale Hospital Medical Center Phoenix
been built since 2003. Healthcare advocates are welcoming Mayo Clinic Hospital Phoenix
the addition of new hospital beds, as the strain on health Page Hospital Page
resources has become apparent in long waits at emergency Paradise Valley Hospital Phoenix
rooms and for surgical care. The new wave of hospital Payson Regional Medical Center Payson
growth could provide consumers with improved options for Phoenix Childrens Hospital Phoenix
healthcare as competition among providers increases. Scottsdale Healthcare - Osborn Scottsdale
Scottsdale Healthcare - Shea Scottsdale
) ) ) Tucson Heart Hospital Tucson
Source: New Hospital Aboard Growth Wave, Arizona Daily Star, 1/6/05; A
Mesa General Set for Bigger Role, East Valley Tribune, 3/18/06 Tucson Medical Center Tucson
University Medical Center Tucson

Western Arizona Regional Medical Center Bullhead City
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MARKETWATCH

New Drug-Coated Stents Outperform Old Devices

Recent studies have shown that drug-coated stents used to open clogged arteries outperform bare-metal stents. There
are currently two drug-coated models on the market — the Cypher by Johnson and Johnson, and the Taxus by Boston
Scientific. Medtronic Inc. is racing to introduce its own version of the drug-coated stent, Endeavor, to the marketplace.
Endeavor has been approved for sale in Europe, and is seeking approval in the U.S.

The competing heart stents are coated with drugs

designed to keep scar tissue from causing a new HOW |S d CDronary Stent |mp]a nte"d?

blockage at the site of a repair. Doctors use the

tiny mesh tubes to clear obstructions that may et

lead to heart attacks. A drug-coated stent typically A stent is mounted on a e
. 5 balloon catheter. e e A A,

costs about $2,000, and patients who receive the N e —

stents also require a clot-preventing drug called

Plavix for several months after the procedure, The balloon is inflaled  se——
which can mean even higher costs for patients. and the stent is expanded. < e
However, in the data gathered so far, the drug-

eluting stent has been extremely successful in The balloon is memoved  ee—

reducing restenosis from the 20-30% range to and the stent s implanted @ -

; P in the vessel, : o

single digits. The specter (and expense) of repeat

procedures will likely be reduced, helping to

decrease and/or eliminate long-term treatment

costs. image peovided courtesy of Cordis Corporamon

Source: Two Drug-Coated Stents Perform Equally Well, Forbes, 2/21/06; Study Boosts J&J’s Stents, TwinCities.com, 3/21/06

Lower Healthcare Costs May Lie With FDA

The U.S. Food and Drug Administration, which regulates pharmaceuticals, has a
backlog of requests for approvals of generic drugs that, if approved, could offer financial
relief to the consumers of American healthcare.

Over the next 10 years, dozens of patents for name-brand prescription drugs will expire,
allowing generic drugs to enter the marketplace at a savings to patients. The drug
Zocor, for example, which helps patients control their cholesterol, will compete with a
generic version beginning this summer, and experts predict that the drop in price could
eventually be 10-50%.

Some consumer advocates, however, worry that the sometimes slow place of FDA
approvals could make the wait for competitive pricing unnecessarily long. The FDA
currently has a backlog of 800 applications for generics and predicts even more new
submissions this year. To address concerns about the timeframe of its review process,
an FDA official recently proposed that generic firms pay user fees to the agency much
like brand-name companies do now. The fees would be used to hire more reviewers
with the goal of speeding the approval process.

Source: FDA backlogs delay remedy for high prices, by Glenn Singer, South Florida Sun-Sentinel
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STAFF RECOMMENDATIONS

Staff Recommendations

e e e CONFERENCES

SIIA TPA & MGU/Excess Insurer
Executive Forum

April 18-20, 2006

Charleston Place Hotel, Charleston, SC
A continuing education and networking

environment for Third Party Administrator

and Stop-Loss/Excess Insurer
professionals seeking solutions that
enhance productivity, collaboration,
communications and profitability.

Visit www.siia.org for more information.

Hygeians Attending: Larry Taylor, Craig Cameron,
John lori

SALGBA Annual Conference

April 30-May 3, 2006

Downtown Louisville Marriott,
Louisville, KY

The annual National Conference of the
State & Local Government Benefits
Association. Educational courses for
CGBA certification and/or CEU credit
which focus on topics of interest to those
in the human resource benefits field.
Visit www.salgba.com for more
information.

Hygeians Attending: Craig Cameron

Canadian Life and Health Insurance
Association (CLHIA) Claims Section
Annual Conference

May 2-5, 2006

Hyatt Regency, Calgary, Alberta

The conference features knowledgeable
speakers from industry and government,
offers workshops on industry issues, and
provides an opportunity for networking
and the exchange of information and
ideas.

Visit www.clhia.com for more
information.

Hygeians Attending: Jacques Le Tual, Reid Cawston

The International Travel Insurance
Conference (European) 2006

May 8-10, 2006

Brighton Hilton Metropole, Brighton,
England

The conference agenda will address the
most topical issues relevant to all sectors
of the European travel insurance market.
Visit www.voyageur.co.uk/itic/ for more
information.

Hygeians Attending: Philip Brun, Larry Taylor, Reid
Cawston, John Marshall

e e e PUBLICATIONS

Driving Customer Equity : How Customer Lifetime Value is Reshaping
Corporate Strategy, by Roland Rust, Valarie Zeithaml, and Katherine Lemon

In their efforts to become more customer-focused, companies everywhere find
themselves entangled in outmoded systems, metrics, and strategies rooted in their
product-centered view of the world. Now, to ease this shift to a customer focus,
marketing strategy experts Roland T. Rust, Valarie A. Zeithaml, and Katherine N.
Lemon have created a dynamic new model they call “Customer Equity,” a strategic
framework designed to maximize every firm's most important asset, the total lifetime
value of its customer base.

Health and Healthcare 2010 — The Forecast, The Challenge, Institute For the
Future, Josey Bass Publishers

The Institute For the Future, an independent non-profit research firm specializing in
long-term forecasting and analysis on health, society, and business issues, reviews
America’s health system and analyzes trends from a wide range of sources.

For a free copy of the recommended publications, please contact
our Communications Department at m.andwele@hygeia.net.

e e o WEBSITES

www.ahd.com —
The American Hospital Directory’s (AHD)

www.hospitalcompare.hhs.gov —
A collaboration of the Centers for

data services now include free listings of
hospitals and their key statistics. State-
by-state summaries enable analysts to
scrutinize regional trends and market
dynamics. Detailed hospital information
and custom reports can be purchased
from AHD.

Medicare and Medicaid Services (CMS)
and Hospital Quality Alliance providing
17 quality measurements for 3,896
hospitals.
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FREQUENTLY ASKED QUESTIONS

About Medicare

with Emily Ames, Department of Information Services

e e ¢ Whatis Medicare?

Founded in 1965, Medicare is an insurance program administered by the Centers for Medicare and Medicaid
Services (CMS), an agency of the U.S. government. It covers people age 65 or older, people under age 65 with
certain disabilities, and people of all ages with End-Stage Renal Disease (permanent kidney failure requiring
dialysis or a kidney transplant).

Twelve (12) percent of the U.S. population (35.9 million) is eligible for Medicare benefits.

e o ¢ How does Medicare Reimburse Providers?

Medicare pays for covered products and services in 15 different settings including hospitals, ambulatory care centers, nursing
facilities, and physician and therapist offices. Provider payments are based on predetermined rates and are unaffected by their
posted (billed) charges, or the hospital’s actual expenditure on the patient. The foundation of Medicare’s Prospective Payment
System for medical services is based on how efficiently providers should run their operation and deliver quality patient care. These
reimbursements are updated annually, consistent with changes in provider input costs, technology, practice patterns, market
conditions and other factors that may affect efficient providers’ costs over time. Medicare sets a national base payment rate.
However, adjustments are made for local market conditions as input prices differ among markets across the U.S., and these
differences generally affect efficient providers’ costs.

e o ¢ How does Medicare Impact Non-Medicare Payers?

Medicare payments for inpatient (hospital) account for the largest component of its spending. These payments also provide the
largest source of revenue for US hospitals — comprising 23 percent of hospital revenues. When combined with Medicaid
(healthcare coverage for low-income individuals and families) payments, government reimbursements to providers can represent
up to 50% of their revenues.

In a recent move designed to reduce an overwhelming budget deficit, the U.S. House of Representatives approved legislation to
reduce Medicare funding by $6.4 billion. While this represents a modest reduction in Medicare expenditure, it increases financial
pressures, according to providers. Medicare reimbursements provide hospitals an overall margin of 1-2% (with slightly more for
inpatient care and less for outpatient care).

While billed charges are the same for all payers, as a result of declining government reimbursements, provider charge higher net
prices (known as cost shifting) to all non-government payers, i.e., commercial payers and the uninsured. However, private payers are
able to negotiate discounted rates, with commercial payers (insurers, large employers, HMOs, PPOs) having the greatest success.

Another way that Medicare impacts private payers is that many commercials payers have adopted Medicare’s fee-for-service
payment models to try and control costs. Like Medicare, commercial payers try to leverage their relationships and claim volume to
negotiate set reimbursement rates for specific commonly-occurring DRGs with physicians and hospitals.

Finally, Medicare’s administrator, CMS also publishes extensive data on hospital cost, utilization, efficiency and quality that can be
used by commercial payers to benchmark the performance of their cost containment programs.

Contact Hygeia...

PAYER MARKETING DEPARTMENT
877-540-9788 (toll free in North America) or 305-594-9291 ext 2265 | email:payerpartner@hygeia.net

CLIENT SERVICES
888-249-4342 (toll free in North America) or 416-595-1094

CORPORATE HEADQUARTERS HY G EI A
877-540-9788 (toll free in North America or 305-594-9291 | email: info@hygeia.net

Editor: Michele I. Andwele
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