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Amerinet — A Legacy of
Industry Leadership

e Core values

e Full-line portfolio

« Compliance and
commitment contracting

* |IDN support

e Supply chain management

e Data management support
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Value Drivers — Network of Solutions

Competitive contract portfolio

« 12 comprehensive program areas
 Amerinet Choice ©

Custom Contracting

» Clinical preference
 Amerinet Options ©

Data-Driven Savings
* Diagnostixm
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Amerinet Executive Solutions

Providing Unique Pathways to
Margin Improvement
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Margin Improvement Solutions

Partnership

Total
customer- [ Supply chain Clinical Revenue cycle/ Information

focused management consulting ~ management | and education
portfolio
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Physician Preference Management

Overview of Trends
Hospitals need to improve operating margins, but
«Significant portion of operating costs determined by
private practice physicians
sEXcess costs come directly out of operating margin
*Rising costs of new technology

Direct-to-consumer advertising increases demand for
high-price treatments

*Fixed payment rates

Copyright Amerinet
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Operating Costs Determined

by Private Practice Physicians

2005 Device Costs as Percentage of Costs by DRG 72%
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Source: Innovations Center interviews and analysis
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Market Trends:
Consolidation of Implant Suppliers

Winner Take All f

Boston Scientific emerged triumphant, outbidding lohnson & f
Johnson for Guidant, Key dates in the takeover dance.
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Market Trends -
Rising Spine Implant Costs

$14,000 - Lumbar Fusions

[12004 B 2005
$12,000 A $11,280

$12,927

$10,019
$10,000 - Cervical Fusions
$7,891
$8,000 - $7,207
$6,000 A $5,000

$4,087 $4,966
$4,000 - $3.866

$2,000 A

$0 -

2 Level 3 Level 1 Level 2 Level 3 Level
Source: Orthopedic Network News, Vol 15, No4, October 2004
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Financial Impact of BMPs in Spine Care

FY2005

FY2006

497

498 497 498

$12,498*

$12,498* $13,7474 $13,7477

FY2003

DRG 497 498
INFUSE® + LT
Cage Avergae $9,684 | $9,684
Cost per Case*
Reimbursement $15,808| $11,523
Add-on Payment $0 $0

0
Techpology as % 56% 27%
of Reimbursement

$17,526| $13,188
$1,995 | $1,995
64% 74%

*Estimated 2005 and 2006 average cost based on 10% increase

T Estimated 2006 average Medicare reimbursement based on 5% increase

Source: Sg2 Spine Care Focus Report, Page 23
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Market Trends

Orthopedic Implant Expense Inflation 1991-2005
DRG 544 Total Joint Reimbursement

60%
- Cumulative
40% Change in Hospital
payment: + 19%
0)
2Ui8 —&— Cumulative
Change in
0% o FpeRIEE T ] T o T T 1 E— PhySiCian
payment: -34%
_20% -8 Cumulative
Change in Average
\‘\‘Y‘\‘ﬂw Selling Price: +56%
-40%

Original data from Orthopedic Network News, January 2005
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Operating Profits of Medical Device
Companies: Average 23%
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Data pulled from public company financials. Operatin gprofist
excluded taxes, interest, and special charges 2005
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R&D Spend Of Medical Device Companies as a
Percent of Revenue: Average 9%

Zimmer

Synthes

Edwards Life
Science

St Jude Medical

Boston Scientific

Medtronic

0% 2% 4% 6% 8% 10% 12%
Data prlied fiem public company finaneials. 2008

14%
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The Shifting Economics of Joint
Implants Youth Technology

Average Implant Cost, Surgeons Fees and
Sales Commissions for High Demand Hip
Implants, U.S. Market, 2004-2005

High Demand (ceramic) implant $7,988

Medicare physician payment for total $1,452
hip replacement

Sales commission for high demand $1,579
h|p |mp|ant Copyright

Amerinet
2005
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Market Trends: Further Reductions in
Reimbursement on the Horizon

IPPS Proposal & Implementation — Key Dates

April

|

CMS
Releases
Proposed
IPPS rule

IPPS
Proposal
Published
in Federal
Register

o
@

June July Aug Sept Oct

Loov [ T A

s |

Comment _

period on FYO07 Mit\i(lgc';re
IPPS IPPS A

Proposal Final Begllns, Rm?j
closes Rule Due Implemente

Source: 5/06 Federal Registry
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Implant Procedures Sample Reimbursement Changes
June Projection Versus August 1 Ruling

ICDs Drug Eluting Stents Spine Total Joint
Reconstruction
1% (14%) 8.25% 4.5%
. . r‘
(0.7%)

(6.0%)

June Projections August 1 Final Ruling

(22.7%)

(35%)
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Amerinet’s Clinical Advantage Process

Partner with Hospital on Projects

* Provide data collection

e Obtain corporate suite “buy-in” and support
« ODbtain physician engagement in process

e Provide reimbursement trends

 Monitor the program and achievable savings

Copyright Amerinet 2005
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Success of Controlling
Device Costs Relies on Engaging
the Physician

Copyright Amerinet
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Engaging Physicians Requires
Credible Data

 The measurement of true costs within surgery
or any clinical department can be challenging

e Discovery of true fixed and variable costs can
often be difficult to decipher

Copyright Amerinet 2005
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Data Is “Power”
The Foundation of the Partnership

e Collect accurate cost and reimbursement data and
determine historical device mix utilization

* This data will provide Corporate Suite “buy in” and support

 Determine the maximum price the organization can pay
for a device

* Provide hard data to physicians and vendors to show the
cost basis



~\merinet Sample Facility Spine

Average DRG Reimbursement
Compared Against Total Variable Costs

DRG 520 Cervical
Fusion W/O CC - 60
Cases

$10,762

DRG 519 Cervical $14,722

Fusion WCC - 18 Cases $10,848

DRG 498 Lumbar Fusion $17,712

W/O CC - 31 Cases $24.168
DRG 497 Lumbar Fusion $19,854
W CC - 36 Cases $26,184

$0 $4,000 $8,000 $12,000 $16,000 $20,000 $24,000 $28,000 $32,000

I Average Implant Cost - All Items & LOS Costs B Average Reimbursment

Based on reimbursement for DRG 497, 498, 519 & 520. Excludes Procedures with zero reimbursement
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Sample Spine Facility
Estimated Lumbar Constructs

$14,000
$12,000
$10,000
$8,000
$6,000 +
$4,000 +
$2,000 -
$_ ]
Xo X A N
P & & S N\ \\ o oY oY%
& Q R v o \\ K\ K\
S S S S
& &

w Lumbar 1 Level M Lumbar 2 Level M Lumbar 3 Level
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Sample of Variable Cost Compared to Reimbursement
Primary Total Hips

$9,846

Medicare
$11,590
81 Cases

Implant cost of $5,796 & LOS Cost of 3.77 Days @ $1,537

$12,697

Non-Medicare

$11,701

28 Cases

Implant cost of $6,414 & LOS Cost of 3.44 Days @ $1,537
T I | |

$0 $2,000 $4,000 $6,000 $8,000 $10,000 $12,000 $14,000

F Variable Cost (Implant Cost & LOS Cost) B Average Reimbursement

*2 Zeropay hip procedures were removed from reimbursement, average cost and LOS calculations
*Calculations based on data “Implantable Devices Report”

Copyright Amerinet
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Average Primary Total Hip Implant Cost by Physician
12/05 — 4/06

6%

Physician B
9%

Physician C
27%

Physician D
21%

Physician E
21%

Physician F
5%

Physician G
3%

$3,000

Regional Average

Physician A _ $8,136

P N : 5

T I 5: 15
T 5: 5o

I N ;011
T R 5. ¢

T N s

$11,000
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Sample Facility

Estimated Savings - Knees

Current | Current New
Suggested CAP 4 Mo. | Average CAP
Code Usage Price Price Savings
Standard Knee - 0 A Not disclosed Not disclosed
Cement
Standard Knee 40 $7.268 Not disclosed Not disclosed
Increased Motion 32 48 238 NotdiSeiotd Not disclosed
Knee
Pressfit Uni Knee 4 $5,186 | Notdisclosed Not disclosed
Cemented Uni Knee 1 $3,659 Not disclosed Not disclosed

Annualized Savings

$557,913

Copyright Amerinet
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Patient Demographics:
Dr Smith High Demand Hip Procedures

# of Patients

O NN W P~ 01 O

N\

A\
/o \

\

55 &
under

56-60

T et

61-65 66-70 71-75 76-80
Age Group
——ASA 2 ASA 3

81-85

86+

Copyright Amerinet
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Reaching Physician Consensus:

Recommendation for a Product Committee Evaluation
Committee (PEC)

* The basic format consists of a physician-based
committee that reviews new technology before it reaches
the department and determines which new technology Is
worth the price and whether it fits within the department’s
Inventory and expense budget.

e This committee should also include the department head
and the director or assistant director of materials
management.
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Premium Implant Request Form

Yes
Category

morbid obesity
3. ASA score < 2 (using definitions below)
4. Non-smoker
5. Non substance abuse

6. Physically active

history and physical or chart notes.

ASA Score Definitions: ASA Score |
ASA Score ll
ASA Score lll
ASA Score IV
ASA Score V
Date:

Physician Signature:

No

1. Patient < 60 years and / or with a 30 — year life expectancy

2. Excellent physiological health with the abscess of major
co-morbidities, i.e., diabetes, cardiac or stroke history, or

The surgeon must submit this form a minimum of two weeks prior to the surgical date to the Director of Surgical Services.

A normal healthy patient

Patient with mild systemic disease, not functional
limitations

Severe systemic disease, definite functional
limitations

Severe systemic disease that is constant threat to
life

Moribund not expected to survive 24 hours without
surgery

Patient Name:

Date of Surgery:

Please include copies of the patient’s

Copyright Am

rinet
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Custom Contracting Strategies

There are two options for cost reduction on orthopedic
Implants:

— Better matching of patient requirements with
appropriate demand levels

— Reducing acquisition cost

e Limit suppliers
« Discount off list
e Tiered pricing

e Capitated pricing
e Risk share

Copyright Amerinet
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Methodology Necessary to Implement an
Effective Partnership Program Wlth
Physicians )

Hospital and physicians need to
agree that there is something to
be gained by each party.
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Gainsharing: Engaging Physicians-
Aligning Incentives

Reward cost-effective quality outcomes
« Efficiencies
— Reinvest savings into specific program development

— Provide operational concessions/efficiencies to
Improve physician workflow

e Cash
—Share savings directly with physician group(s)

Copyright Amerinet
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Samples of Recent Programs

« Community Hospital, Non Profit, 250 Bed

— Ortho Savings: $1.3 million, year one tri to dual
source

« Community, Non Profit, 350 Bed

— Ortho Savings: $750,000 year one, renegotiated year
two $858,000 savings multi to dual source

Copyright Amerinet
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Samples of Recent Programs

 University Setting
— Ortho Savings: $520,000, year one

— Cardio Savings: $480,000 year one, multi-source to
dual source

e Community, Non Profit, 300 bed
— Cardio Savings: $435,000 tri to dual source

— Ortho Savings: $237,000 year one, renegotiated year
two $372,000 savings multi to dual source

Copyright Amerinet
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Controlling/Reducing Implant Cost Through
Amerinet’s Clinical Advantage Process

e Partner with your facility

o Gather, benchmark data and present findings to the
Healthcare Leadership & Physician Champion

 Engage Physicians

o Seek input from specialty committees on contract criteria
« Bid process and award contract(s)

e Follow-up/Implementation, six month review

Copyright Amerinet



~A\merinet

Amerinet’s Solution
Amerinet Clinical Advantage®

Balancing:

— Financial rewards

— Patient outcomes

Clear clinical, financial objectives
Post-project reporting and measurement
Partnership with facility

Copyright Amerinet
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Margin Improvement Solutions

Partnership

Total
customer- [ Supply chain Clinical Revenue cycle/ Information

focused management consulting ~ management | and education
portfolio

Thank yeu for your time today

Copyright Amerinet
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