
Mark T. King for the degree of
Doctor of Philosophy in
Public Health presented
On April 21, 2005.

Title: Integrated Health Systems and thejinpact on Rural Hospitals and Communities

Abstract approved:

AN ABSTRACT OF THE DISSERTATION OF

Leonard H. Friedman

PURPOSE

Rural hospitals began to make significant changes in the 1 990s by becoming

integrated with larger health systems. The literature has correlated several key

measures that determine the success of integrated health systems. These measures

were quality, financial strength, community benefit, physician outcomes, and service

changes. The purpose of this study is to determine if these same factors are applicable

to rural hospitals that integrated in Oregon.

METHODS

Introductory letters and surveys were sent to all rural hospital CEOs in the state

(N=38). Twenty hospital CEOs responded, nine rural integrated hospitals and eleven

non-integrated hospitals. Financial data was gathered from the rural hospitals and

from the State of Oregon. Qualitative data was gathered from individual telephone

interviews with fifteen of the twenty CEOs. Two sample t-tests were conducted to

compare integrated verses nonintegrated hospitals. The following data were reviewed:

financial data (net income), community benefit data (charity care, Medicare and
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Medicaid write-offs), physician data (income changes, number of physicians), and

service data (services added, types of services). Paired t-tests were used to compare

pre- and post-integration hospitals.

FINDINGS

The study found that there was greater percentage of charity care provided by

integrated rural hospitals than non-integrated rural hospitals. It also found that there

was a greater likelihood that integrated hospitals will add urgent care to its service mix

after integration. The study found that emergency care physicians in non-integrated

rural hospitals had greater income increases than in integrated hospitals. The study

did not find there to be any difference in the net income, the Medicare/Medicaid write-

offs, the services added, or the number of physicians added, between integrated and

non-integrated hospitals. Data an quality measures were not available for comparative

analysis.

CONCLUSIONS

There were not conclusive findings to say that integration has improved the financial

performance, the community benefit, the physician access, or the services provided by

rural hospitals in Oregon. Additional studies should concentrate on expanding the

research to a regional or national level. Also, continuing to work with State and

Federal agencies to develop consistent quality measures will benefit this research.
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Integrated Health Systems and the Impact on Rural Hospitals and Communities

Chapter 1 -- Introduction / Problem development

a. Problem Statement

Much has been written about integrated delivery systems over the past fifteen

years. In the 1 980s, many large hospitals in larger metropolitan areas joined together

to handle the rising competitive marketplace and the changes in reimbursement from

the federal government. A wave of writings in the early 1990s led many heath care

leaders to see integrated systems as a way to handle the change that they saw coming.

In the early- to mid-1990s, integrated systems seemed to flourish and grow. The

systems added rural providers to their groups.

A new wave of writings in the early 21st century raises questions about the

integration phenomena of the 1 990s. The concerns center around quality of care

issues, physician satisfaction, and financial success of these new systems. These

concerns are legitimate and leave unanswered the question of whether or not

integrated systems are successfully changing the face of healthcare.

As one reviews the literature, one finds that not much has been written about

the impact on rural communities of entering into these system arrangements. An

article about a rural Wisconsin integrated system appears in the literature (Cerne,

1993, pp. 54-58). However, nothing is written about rural hospitals and systems and

the comparison of these to non-integrated hospitals in a region or state.

The questions that arise are: have mergers and affiliations of Oregon rural

hospitals with larger regional or metropolitan health systems had a positive impact on
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the health care delivery system in rural communities? Have integrated health systems

(IHS) in the state of Oregon been beneficial to the rural communities that they serve?

For the purposes of this study, an integrated health system (IHS) is defined as

an organization where the largest hospital in the system is located in a major

metropolitan or regional center. In Oregon, this includes Portland/and its suburbs,

Salem, Eugene, Corvallis, Medford and Bend. Rural hospitals are then defined as

hospitals that are located outside of one of these areas - in a rural community.

An IHS is a health care entity that includes horizontal and/or vertical

components as part of its continuum of services. These components include one

hospital and (1) an additional hospital or hospitals; and/or, (2) a physician practice or

practices; and/or (3) a health insurance product or products; and/or (4) a long-term

care provider. At least two of the elements are part of the entity.

For the purposes of this project, the benefit to and impact on the rural community is

defined in five ways. First, have physician services been significantly increased in the

communities served by IHSs since integration? This will look both at the growth in

number of providers, specialists and types of specialty services.

Second, what is the overall physician reaction to the IHS? This will look at

their involvement in governance/management, overall satisfaction, and income

change.

Third, have the members of the IHS remained financially strong since the

integration event? This will look at financial ratios and information to determine

success.
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Fourth, has the community benefited from additional charity care and/or social

accountability programs?

Finally, has the quality of care been impacted by the IHS? This will look at

morbidity and mortality data changes in the member hospitals of the IHS.

This project will look at all rural hospitals that are part of systems in Oregon and

contrast these with Oregon rural hospitals that have not been part of a health system.

The hospital will need to be able to provide three years of post- and pre-merger data to

qualify as part of a system.

b. Historical View

As a people, we have realized the benefits of working together to reach

common goals, even survival. The forces of change often have brought about unlikely

coalitions that have helped move groups forward. "The very emergence of the earliest

tribes or clans and their evolution into villages, then cities, states, and then nations

would suggest that alliances are a part of social, organizational, and geopolitical

growth" (Kaluzny, et al., 1995, p. 53).

Both societal and political forces have significantly impacted health care

during the last century in the United States. These forces have shaped the way care is

delivered, the costs of care and the quality of care. One or more of these forces has

reshaped each era of healthcare in our nation.

Since the 1930s, private insurance has been affecting the delivery of healthcare

to our society. Blue Cross and Blue Shield first formed and this product began to
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provide a benefit to many people when healthcare was unaffordable prior to the

insurance. Kaiser Steelyards created a new form of insurance in the 1 940s, which has

had a significant impact on the delivery of care in the U.S., throughout much of the

late 1980s and 1990s.

A federal program, the Hill-Burton Act, created the opportunity for significant

growth of hospitals into rural communities throughout the middle part of the twentieth

century. In fact, the 1 000th hospital funded by the act was opened in Lebanon,

Oregon in 1952. This program made access to healthcare services more immediately

available. It also provided a mechanism for some members of our society to receive

free care - through the grant vehicle that funded rural hospitals. This was paid for

over the years by the provision of charity care to members of society that could not

pay for the care.

The passage of the Medicare Act of 1965 and the "tag-on" program Medicaid

heralded a new era of healthcare in the United States. These two programs provided

"guaranteed" federal dollars for healthcare. These funds helped to fuel the rapid

growth of services, education of providers - physician's and nurses, and development

of new technologies that has reshaped our understanding of how we treat disease.

These programs originally paid for services rendered on a cost basis. Thus, the more it

costs a hospital or physician to provide services to patients, the more money would be

reimbursed to the provider. Over time, these programs helped the growth of health

care technology and have funded significant advancements in radiology, surgery,

laboratory, and pharmacy.
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The advent of the Medicare program also brought on years of separation

between hospitals and physicians. The program was developed with separate payment

systems, Part A and Part B, for these two groups. One wonders what might have

happened to the consolidation of physicians and hospitals if these payments would

have been commingled at the start of this major federal program. (Hurley, Volume

9:4,p.?).

The new focus on healthcare and government intervention in the payment

stream brought a renewed sense of growth to the industry. Hospitals could expand and

add new buildings and equipment without worry of payment. The costs of this

expansion would be borne by the government or private insurance. Friedman and

Goes state that "in this environment of relative munificence, healthcare spending grew

unchecked. Even those who had no health insurance could receive care as a result of

cost shifting, which transferred the costs of uncompensated care onto commercial

carriers or government payers" (Friedman & Goes, 2001, p. 4).

Rising costs throughout the late 1 960s and 1 970s, brought the issue to the front

of the 1 980s election. Newly elected President Ronald Reagan was committed to

placing controls on Medicare and Medicaid. This resulted in a change in

reimbursement for services to a fixed payment based on diagnostic related groups

(DRG5). These payments standardized payments across hospitals through the United

States and no longer based payments on the costs of services. Numerous hospitals

closed in the 1 980s because they were unable to shift fast enough to meet this

changing payment system.
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Several key issues were important in stimulating the integration of hospitals

and physician groups through the 1 980s and 1 990s. Burdetti reports that the first of

these is that the impact of competition, which tried to control costs, led to the need to

offer, "one-stop shopping." The service would provide the hospital and doctors the

ability to offer a range of services at one location. A second issue was that antitrust

laws prohibited doctors and hospitals to collude to compete against rising managed

care insurance. However, in a partnership relationship, i.e. an integrated system, the

barriers were minimized. Burdetti adds that three additional influences were

important: that of the federal and state programs in promoting health enterprise

integration; that of the changes in private sector financing, which seemed to support

hospital and physician integration, and; that of the desires for improvements in quality

of care, leading to the belief that systems approaches might best bring this desire about

(Burdetti, et al, 2002, p. 203).

c. 1990s

During the late 1 980s and early 1 990s, a new crisis appeared on the healthcare

horizon - significant inflation. Healthcare costs were rising at one-and-one half to two

times the rate of inflation, as shown in Table 1. (Additional detail in available in

Exhibit A - Medical Inflation Rate) This raised significant issues among businesses

that paid employee healthcare premiums and workers compensation claims. As an

effort to help control costs, a small number of metropolitan hospitals began to form



alliances and created mergers to help them remain competitive in the changing

environment.

Derived from US Department of Labor data-
Bureau of Labor Statistics Website (www.bs.ov)

Exhibit A

Along with the new crisis, a second issue became more recognized as the costs

rose; the increasing number of uninsured Americans became evident. Healthcare

became one of the key issues in the 1992 Presidential election.

A new President vowed to change the system and provide healthcare coverage

for all Americans. Many political forces joined efforts to try and create a synergy to

address the significant issue. However, no resolution was achievable in the 103rd

Congress, and the issue was dropped from the national debate. However, Burns and

Pauly report that this national focus led to greater integration because hospitals and

7

Table I -- Medical Inflation Increase

Year Times the rate of inflation

1988 1.59

1989 1.60

1990 1.67

1991 2.07
1992 2.47

1993 1.97
1994 1.85

1995 1.61

1996 1.17

1997 1.22

1998 2.00

1999 1 59
2000 1.21

2001 1 64

2002 2.94
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physicians wanted to be prepared for a new world, whether it materialized or not

(Burns & Pauly, 2002, p. 130).

During this period, providers, realizing that a political solution was not desired,

began to work together to control costs. Several system changes rose to the front of

this change: hospitals affiliating with physicians, hospitals seeking merger partners,

hospitals and physicians taking risk in managed care contracting, and vertical

integration expansion in the industry.

During this time, more hospitals began to realize that survival alone would be

very difficult. They looked for situations where they could begin to address the cries

about their efficiency, effectiveness and high costs (Kaluzny, et al., 1995, p. 72).

Hospitals began to realize that many of the forces that helped them succeed in the past

would not work in the new era: individual initiative, political clout, astute platming,

and luck. They began to understand that attitude and behavioral changes were

required to cooperate and share risk. (Murphy and Hardy, 1994, p.1).

"Most not-for-profit hospital mergers, acquisitions, or affiliations, are based

more on shared values, boards of trustees, and management relationships between

institutions, or commonality of medical staffs" (Montgomery, Volume 7:3, p.26).

Some or all of these pieces appear to be critical to the success of a merged or allied

organization. It is said that

In most medium and large markets, the specter of health care reform has
stimulated collaboration among providers, involving both vertical and
horizontal integration. Health care professionals clearly understand that
competitive advantage will be held by organizations that can maintain low
costs, document high quality, and promote broadly accessible services. Single,
stand-alone health care entities typically have neither the breadth of health care
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services nor the diversity of geographic access points to attract consumers.
Therefore, health care planners and providers are evaluating numerous options
for working collaboratively rather than competitively (Murphy and Hardy,
1994, p.2).

There are numerous factors that affect this integration and merger processes.

Shortell, et al. report that "the pace and type of integration called for is largely driven

by market and external forces. These include the degree of overall managed care

penetration in the marketplace, the specific degree of capitated payments that exists,

the degree of competition among systems and networks, the activities of major

employers and business coalitions, and the state health reform legislative initiatives"

(Shortell, et al., 1996, p.31).

Burns reports that "as was the case with vertical integration, hospital merger

activity peaked in 1996 and has steadily declined ever since. This decline probably

reflects the dwindling number of acquisition targets in local markets and the mounting

evidence regarding lackluster post-merger performance in both health care and other

industries" (Burns & Pauly, 2002, p. 135).

The changes did have positive impacts in the mid-1990s. The U.S.

experienced reduced healthcare inflation - it entered the single digits for several years.

It appeared that managed care was controlling the costs of healthcare services, and the

industry was able to change its world with federal government intervention. However,

the early 21St century has brought with it rising healthcare inflation. Healthcare costs

are rising at ten to thirty percent per year during the first years of this decade and we

are entering a period of crisis again.



d. The Number of Freestanding and Merged Hospitals in Oregon

D'Aunno and Zuckerman reported in 1987, that two principal factors have

fueled much of the consolidation in the healthcare industry. First is an abundant

supply of physicians; this has lead to the increased competition for patients between

hospitals. Second is the increasing number of for-profit hospital chains, which has

created a different approach to business - a profit motive that fostered competitive

strategies that has required non-profits to respond. As of 1985, forty-three percent of

the hospitals in the United States were a part of a system. And in 1995, 300 systems

accounted for fifty percent of the nation's hospitals (D'Aunno & Zuckerman, 1987a,

p. 536) (Kaluzny, et al., 1995, pp. 148-149).

Oregon has not been left out of this national evolution in the healthcare

industry. In 2003, Oregon had 63 hospitals. Chart 1 breaks out Oregon hospitals into

several categories: geographic location, financial structure, affiliations, and regional

systems. Oregon has 25 urban and 38 rural hospitals. Of the 28 system hospitals in

Oregon, 9 are flagship, 7 are urban, and 12 are rural. Flagship hospitals are major

tertiary hospitals that serve as the major referral hospital for major specialty services

(neurology, cardiac and other specialty care staffed 24/7 by physicians in these

specialties). Urban hospitals are hospitals within cities of 50,000 or more people or a

suburb of a 50,000 plus city. Rural hospitals are located in cities or towns of less than

50,000 people and not a suburb of a major city.

10
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Major metropolitan hospitals began looking at affiliations and mergers in the

late 1 980s. Six systems emerged in the metropolitan areas of Oregon by the early

1990s. In Portland, five were dominant Legacy Health system, Providence Health

system, Adventist Health system, Kaiser Permanente, and Oregon Health Sciences

University (OHSU). Three of these systems included two or more hospitals, physician

groups, health insurance companies, and long-term care providers (Legacy,

Providence and OHSU). The Adventist Health system included one hospital and

physician groups. The Kaiser system had two hospitals; however, Bess Kaiser closed

in the late 1 990s. The sixth system is Peace Health, including Sacred Heart Hospital

in Eugene and several other hospitals in Washington and Alaska.

By the mid-1990s, two other regional health care systems were beginning to

form: Asante Health System in Medford and Samaritan Health Services in Corvallis.

St. Charles in Bend was working with affiliated relationships and not mergers during

this period. However, they did form Central Oregon Health Services in 2001. As of

August 2003, twelve rural hospitals were affiliated with one of these health systems.

(See Table 2 Additional information in Charts Appendix: Chart 1 and Chart 2)

Also, three national systems had relationships with rural hospitals by the mid-

1990s. These three groups were (1) Catholic Health Initiatives (CHI), (2) another

Catholic system and (3) Triad, a for-profit system. As of August 2003, six rural

hospitals were affiliated with one of these health systems.



Table 2 -- Integrated Health Systems - Oregon

Hospital - Flagship
Adventist Medical Center

Rogue Valley Medical Center
St. Charles Medical Center

Legacy Good Samaritan Hospital

OHSU

Sacred Heart Medical Center

Providence Portland Medical Center

Good Samaritan Regional Medical Ctr.

Kaiser Sunnyside

Hospital - Rural System Members
Tillamook County General Hospital

Three Rivers Community Hospital
Central Oregon Community Hospital

Cottage Grove Community Hospital
Peace Harbor Hospital

Providence Hood River Memorial Hospital

Providence Seaside Hospital

Providence Newberg Hospital
Samaritan Albany General Hospital
Samaritan Lebanon Community Hospital

Samaritan North Lincoln Hospital

Samaritan Pacific Communities Hospital

Good Shepherd Medical Center

Holy Rosary Medical Center

Mercy Medical Center

St. Anthony Hospital

St. Elizabeth Health Services
Willamette Valley Medical Center

Source - OAHHS Webpage

System
Adventist

Asante

Cascade Health Services

Legacy

OHSU

Peace Health
Providence

Samaritan

Kaiser

System

As of August 2003, twenty hospitals remained as the only hospitals not part of

a merged or larger corporate organization. (See Table 3)

Adventist

Asante

Cascade Health Services

Peace Health
Peace Health

Providence

Providence
Providence

Samaritan

Samaritan

Samaritan

Samaritan

Catholic

Catholic Health Initiative

Catholic Health Initiative

Catholic Health Initiative
Catholic Health Initiative

Triad

12



Table 3 - Oregon Hospitals
Rural Non-system Members

Ashland Community Hospital

Bay Area Hospital

Blue Mountain Hospital

Columbia Memorial Hospital

Coquille Valley Hospital

Curry General Hospital

Grande Ronde Hospital

Harney District Hospital

Lake District Hospital

Lower Umpqua Hospital
Merle West Medical Center

Mid-Columbia Medical Center

Mountain View Hospital

Pioneer Memorial Hospital - Heppner
Pioneer Memorial Hospital - Prineville

Santiam Memorial Hospital

Silverton Hospital

Southern Coos Hospital & Health Center
Wallowa Memorial Hospital

West Valley Hospital
Source - OAHHS Webpage

Often, the principal selling points for mergers to communities included many

conditions: the quality of care would be enhanced by a merged organization, the costs

would be controlled under a merged entity, greater access to physicians would occur

because we can be more competitive at recruiting with a consolidated organization,

elimination of duplicate services would be encouraged, and thus reduce costs, the fact

of shared administration will reduce costs, vertical integration will make more

services available to consumers in the continuum, and a consolidated organization will

be able to survive in a fully managed care world.

13
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Kaluzny, et al. describe a period of time in the late 1970s, from which the

research shows that multi-hospital systems fared better with bond rating than stand

alone facilities, and that systems were better able to attract staff to rural facilities,

while urban facilities were not (Kaluzny, et al., 1995, p. 161).

Shortell, et al., report that there are limited options for rural providers. The

three described are (1) going it alone (without any partners), (2) forming a rural

healthcare system or network with regional providers, or (3)joining forces with a

system that is part of a Metropolitan Services Area (MSA). Shortell and his team

believe the first is really not a viable option, and the second is very difficult because it

is hard to develop a full complement of services (Shortell, et al., 1996, P. 313).

One of the principal reasons for creating a merged organization (vertical) is to

control the processes of production. A hospital's purpose is to coordinate and manage

patient care. The merged organization allows the systems to accept responsibility for

the whole continuum, to locate patients at the appropriate level of care, and to place

resources in the needed locations (Kaluzny, et al., 1995, p. l4l-l45).p

Shortell, et al., believe there are several measures that can be used to judge

hospitals and systems. These include:

financial criteria (costs of services provided per enrolled member
adjusted for health status of the populations served)
access criteria (such as the percentage of Medicaid enrollees below and
near the poverty line for whom the system provides care)
quality criteria (the provision of appropriate care is consistent with
established guidelines and protocols)
outcome criteria (severity-adjusted clinical outcomes for selected
conditions and procedures and patient satisfaction data)
community wide health status measures -- such as

a infant mortality



o preventable mortality and morbidity
o immunization rates
o population-based measures of health and well-being (Shortell,

et al., 1994, p. 62)

Shortell, et al. have developed a good list of measures in which to evaluate

health systems. However, these measures are not easily available without extensive

data gathering that would include insurance companies, Medicare data and quality

data that is very hard to quantify or gather. The study had hoped to look at the

following quality hypotheses to measure the impact on integrated rural hospitals.

However, during the data gathering stage it was determined that the measures for

quality were not available.

Quality Hypotheses

Mortality data will be lower for rural hospitals that are part of

integrated health systems than rural hospitals that are not part of

integrated health systems.

Morbidity data will be lower for rural hospitals that are part of

integrated health systems than rural hospitals that are not part of

integrated health systems.

Hypothesizes for this study have been identified in the following key areas:

financial, physician and service. A total of nine hypotheses will be tested in the

analysis of the data gathered about rural hospitals in Oregon. The hypotheses are as

follows:

15
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Financial and Community Impact Hypotheses

The net income percentages of rural hospitals that are part of an

integrated health system will be better than that of rural hospitals that

are not integrated.

The net income percentages of rural hospitals that are integrated will be

better than their net income before integration.

Rural hospitals that are part of an integrated system will have higher

levels of charity care and social accountability funds than rural

hospitals that are not integrated. (Social accountability funds data was

not available, but Medicare and Medicaid data was available and thus

used in the research.)

Physician Hypotheses

When physicians are involved on the board of rural hospitals in

integrated health systems, the hospital will have better financial

performance than integrated rural hospitals that do not include

physicians on the Board.

Rural hospitals that are part of integrated health system will have more

physicians working in the community after integration than rural

hospitals that are not integrated.

Physicians that work at rural hospitals in integrated health systems will

have higher incomes after integration than physicians in rural hospitals

that are not integrated.
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Service Hypotheses

Rural hospitals that are part of integrated health systems will have more

clinical services available to the community after integration than

before.

Rural hospitals that are part of integrated health systems will have more

clinical services available to the community than rural hospitals that are

not part of integrated health systems.

The literature review looks at these five areas: quality, financial, community

gains, physician roles and services. It also explores other characteristics of successful

mergers. It will conclude with structures of mergers and governance issues. Even

though quality measures were not available for analysis in this research, quality is a

major area for future research thus the literature review will look into this area.
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Chapter 2 Literature Review

Hospitals and other health care providers enter into merger types of

relationships for a variety of reasons and goals. These purposes vary from system to

system and region to region. Some systems have more than one goal or purpose.

These may, at times, compete with each other. However, three key theories stand out

as the principal rationale for hospitals and other healthcare providers to seek

partnerships: improved efficiencies, improved quality, and improved market power.

The theory of improved efficiencies is driven by one of the following: better

management of global capitation, or the ability to form larger patient and provider

pools to spread risk and to reduce the cost of contracting by sharing this among more

providers (Burns & Pauly, 2002, p. 129) (Burdetti, et.al., 2002, p.205). Improved

quality was represented in two ways: to offer a seamless continuum of service where

patients did not see a difference as they went from one service to another, and to

provide the system, to assume responsibility for the health status of the whole

community (Burns & Pauly, 2002, p. 129) (Burdetti, et.al., 2002, p.207).

The third theory involves improved market power. This is driven by the desire

of hospitals to maintain or establish its market strength in a region. By controlling the

elements of the integrated system, it has greater market power. This market power

gives them greater bargaining power at the negotiations table (Burns & Pauly, 2002, p.

131).

As we look to integrated health systems for solutions to economic stability and

vitality for hospitals and healthcare in rural communities, now is the time to ask the



19

question of whether or not the initial ventures into alliances and mergers with systems

have made a difference. Researchers offer different criteria in which to evaluate the

success of mergers.

Kaluzny and his fellow researchers state that performance would be judged in

the context of an economic dimension (e.g., economies of scale, new sources of

revenue and capital), an organizational dimension (e.g., market position, human

resource management), and a social/political dimension (e.g., access to care,

availability of services) (Kaluzny, et al., 1995, p. 14). This broad scope covers many

aspects of the environment in which a merger might exist.

To better help define the framework of our concepts, we need to have a clear

understanding of the definition of integrated health systems. Shortell defines an

organized deliveiy system as a network of organizations that provides or arranges to

provide a coordinated continuum of services to a defined population and is willing to

be held clinically and fiscally accountable for the outcomes and the health status of the

population served (Shortell, et al., 1994, p. 47). This system definition grew out of the

healthcare reform process in 1993-1994. Though the presence of the clinical

accountability piece had diminished in the last part of the 1 990s, the premise of

accountability for the health services of a community remain an important piece of

most integrated health systems.

Integrated health systems (IHS), as defined by this author, are healthcare

organizations that include two or more hospitals and other healthcare providers that

may include a physician group(s), long-term care components, home-health agencies,
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specialist physicians, and other providers. A common board that oversees the

managerial and financial component of the system entity incorporated into the IHS

manages the IHS.

Alliances, on the other hand, are loosely tied organizations that may include a

variety of providers working toward one or more common goals. However, their

operations are not financially or managerially bound to each other. They can get in

and out of the relationship fairly easily. The managerial and financial glue that holds

an integrated health system together is not present in an alliance.

a. Characteristics of Successful Mergers / Integrated Health Systems

Weisgua and his team of researchers have identified three key elements of

successful integration: flexibility, the external environment, and provider and

employer participation. They have found that the ability of the local leadership, the

organization and the relationships between the participants to trust is key. If the

external environment is placing pressure on the elements of the system, they are more

likely to come together, i.e. "the threat of managed care." Finally, the active

participation of hospital and physician leadership is needed for a system to be

successful (Weisgrau, et al, 1999, pp. 237 - 241).

Bilyinsky conducted a survey of integrated delivery systems and reported the

findings in 2002. Though some systems are not surviving the challenges of today's

marketplace, he reports that some systems are succeeding. Bilynski states that there

are seven secrets to success:



Focus on core competencies
Bigger is not necessarily better
Success has not bred complacency
Execution, execution, execution [the ability to complete the task of
integration]
Quality versus quantity of physician integration [having physicians
with good clinical skills versus just having more physicians]
Reduce duplication of services
Controlled future growth (Bilynsky, 2002, p. 12).

Burns & Kuramoto conducted a study of six integrated health systems in

Illinois. As a result of the study, they found three elements that were present in all six

systems studied: standardization, interpenetration, and culture. Integration

standardization occurred in three areas: functional, physician and clinical.

Interpenetration occurs when the operating entities of the system develop

interdependence. This is developed through having senior leadership at different sites,

which is responsible for both the operations of the unit and the system wide program.

This forced senior leadership to think both locally and globally. And finally, the

development of a common culture within each system helped to bind the system

together. (Burns & Kuramoto, 1999, pp. 32 -33)

Holm and Brogadir have identified six key strategies for creating an

environment that is conducive to forming successfully integrated relationships and a

culture that nurtures the relationships over the long term.

Offer physicians choice. Hospitals and health systems must offer
physicians the choice to accommodate varying expectations and goals as
well as comfort levels as they relinquish autonomy and assume risk.
Allow integration to evolve, but aim for significant integration.
Ensure the quality and efficiency of hospital services and medical staff.
If hospitals and health systems want to attract physicians as partners, they
must demonstrate their healthcare delivery expertise and prove their

21
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willingness to address operational and systemic inefficiencies identified by
practicing physicians.
Pursue acquisition only in rare circumstances.
Evaluate the short-term and long-term financial effect of integration
models.
Build partnerships that add value. One of the principal failures of the
traditional PHO [physician-hospital organization] model is that most PHOs
simply converted existing hospital and physician payor contracts to PHO
contracts and then "taxed" physicians to pay for the PHO infrastructure and
management (Hoim & Brogadir, 2000, p. 10).

These various different studies help to sift out the several factors that appear to

be necessary for successful integration. These are (I) community involvement, (2)

common goals, (3) the ability to work together with the different interests, (4) a trust

and respect between partners, (5) physician involvement, (6) documented gains for the

system and community, and (7) improved quality of care.

i. Community

Communities are usually the main support of local hospitals. When we look at

rural hospitals, we see that often, the hospitals are the center of the economic base of

the community. Often, the hospital is one of the top five employers in a rural

community. If it is non-profit organization, it often is a rallying point for community

support, both financial through fundraising for special projects, and volunteer time for

boards and auxiliaries. Community leadership is often involved in shaping opinions

of the institution and leading its growth and evolution into the future.

Communities need to participate in the process of the evolution of the hospital

into an integrated health system. It is important for the community, which has both

financial and temporal investments in the institution, to understand the reason that the
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change from a freestanding hospital to being part of an integrated health system is

needed. When the answer is clear and not some abstract promise that "change is

'needed to make things better," acceptance of the change is more widespread (Charns

& Tewksbury, 1993, p. 106).

Friedman and Mullins report that "central to this vision is the belief that all

integrated network outcomes must benefit the community as well as the provider. This

concept was critical to the process of negotiations where economic interests are

challenged" (Friedman & Mullins, 1995, p. 25). Clearly articulated outcomes and

benefits to the community are an important piece of successfully developing an

integrated system.

Friedman and Goes dampens this with the idea that economies of scale are not

easily reached. In their article, they propose that many supposed economies of scale

are not really achievable in the integrated delivery systems. They go on to state that

"in reality, these systems often acted to dampen competition and reduce strategic

uncertainty in all but the most competitive markets" (Friedman & Goes, 2001, p.5).

Two ways exist for the integration of hospitals into health systems. First, there

is the possibility of horizontal development. Horizontal integration usually involves

the collaboration of a tertiary hospital working with smaller hospitals. This occurs

when two or more hospitals work collaboratively to develop a system. One or more of

the hospitals may be rural and lie outside of a Metropolitan Service Area (MSA);

however, this is not required in a horizontal integration. These horizontal

developments could be "effective if they had the necessary leadership and resources to
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expand the scope of activities of existing providers to meet new responsibilities"

(Christenson & Moscovice, 1993, p. 66).

Second, they can be developed in a top-down approach. Vertical integration

occurs when a hospital(s) integrates with physicians, a health plan or long-term care

facility. The typically larger hospital comes into the community and provides support

to assist the operations of the local health system. This could be through access to

insurance plans, specialty physicians, and/or capital. The top-down systems could be

"effective if they were sensitive to local issues and concerns and were able to identify

and support the positive attributes of rural medical practice" (Christenson &

Moscovice, 1993, p. 67). Table 4 compares vertical to horizontal integration. Each

needs a flagship hospitals and then may have one or more of the other components

listed.

Table 4 - Types of Integration

Facility / Enterprise Vertical Integration Horizontal Integration

Flagship Hospital A A

Other tertiary hospital B

Acute care hospital B

Primary care
physicians

B

Specialist physicians B

Health care plan B

Long-term care facility B
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Community participation, in helping with the integrated delivery system,

appears to be important to its future success. Communities need to be able to hold the

health system accountable for its services. The community has to have a mechanism

to help shape the delivery of health services to its members. It needs to feel like it is a

part of the visioning and leadership processes that guide an integrated health system.

Cummings and Abell say it "will be critical to the success" of health systems

(Cummings & Abell, 1993, p. 39).

ii. Vision / goals

As an integrated health system (IHS) begins to take form, and through its life

as an entity, it is important to have a vision and goals. The IHS may be hampered in

the creation of a vision and goals because by its very nature, it is bringing together

different entities in a common direction. These entities are lead by different people,

perhaps with different orientations toward business and people management. Burns

and Thorp state that physicians characteristically have been taught to function

independently in problem solving and to be action oriented. Hospital employees, on

the other hand, are trained to function in a collaborative and more deliberate manner

(Burns & Thorp, 1993, p. 18). These differences make it important for IHSs to be

guided by the common purposes and goals of its members, with those members

equally committed to accomplishing these goals (Kaluzny, et al., 1995, p. 56 & 57).

The goals need to be clear and committed to by all the players in the IHS. A

variety of studies have found that leadership plays a key role in helping IHSs be
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successful when they obtain a common vision and work actively for the success of this

vision. The goals need to be geared toward meeting the needs of all the common

interests: patients, physicians and hospitals. Leadership needs to come from all three

groups as they work as one, make decisions as one, and remain committed to these

goals, irrespective of criticism and praises that occur (Kaluzny, et al., 1995, pp. 56 -

57), (Gorey, 1997, pp. 6 - 7), (Linenkugel, 2001, p. 10).

Shortell reiterates the importance of "a focused and visionary leadership team."

As an integrated health system faces the demands of an environment with limited

resources, it can be successful if management can prioritize its efforts. He further

elaborates on the concept of "visceral integration." He describes this as a situation

where the partners are "emotionally and financially committed" to the success - this

reaches beyond just understanding there is a commitment (Shortell, et al, 2000, pp. 35

- 37). Executives are committed to making it work and provide both the human and

financial capital to make the integration work.

iii. Working together

Shortell and his colleagues report that it is important for the three traditional

levels of health system operations - clinical, management and governance, to find

ways to work together and be focused on common activities. They need to take this to

the next step and make sure that operational structures are developed that cross the

continuum of services (Shortell, et aL, 1995, p. 141).
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Integrated health systems require an active management team dealing with the

ever-changing environment. Management must remain flexible and be responsive to

the opportunities and threats that wish to shift it from its purpose and mission;

essential management needs to help refocus the team back toward its common purpose

and vision, or help reshape this vision if changes in the environment dictate that

change is needed. Kuluzny explains that alliances "do not work well--perhaps they do

not work at all--when they are left on their own, when few people or components are

actively involved in them, and when no time is spent and no attention paid!" (Kaluzny,

et al., 1995, p. 33).

Friedman and Goes believe that cultural change is a critical piece of the merger

that needs to be managed and understood by the IHS's managers. Managers need to

make a conscious decision to bring a new culture out of the old cultures being

blended. If they fail to pay attention to culture, the IHS will struggle for years.

"Working to create a new culture demands open communication at every level and a

willingness to accept hard-fought incremental changes, work hard to help frightened

workers deal with the new system, and accept a significant amount of uncertainty and

ambiguity" (Friedman & Goes, 2001, p. 19).

The leadership team needs to realize that old methods of decision-making and

control need to evolve to a new level that involves sharing this across the new

organizational framework. The new partners in the merger, (physicians, other

hospitals, etc.) need to feel a part of the process and be able to freely articulate the

issues and challenges from different perspectives. This process often requires a CEO
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and Board leadership that is willing to "handle conflict constructively and to build

consensus through compromise" (Gorey, 1997, p. 8). Gorey goes on to state that "in

the PHOs that seemed to have achieved some initial success, the hospital had what

physicians described as an 'enlightened' or 'progressive' CEO, who was able to share

control with the physicians, who had a sincere appreciation for the contributions that

the physicians made to the PHO, and who viewed physicians as the hospital's

customers" (Gorey, 1997, p. 9).

iv. Trust! respect

Trust and respect are two key characteristics of successful mergers and

alliances. First, any potential partners need to have values and cultures that are

mutually compatible (Kaluzny, et al., 1995, pp. 56 - 57). These commonalities across

organizations are key to successfully building up the trust and respect necessary to get

each entity through the tough times that will be a part of any joining. Like in a

marriage, commonness helps to build trust between the partners because this gives a

common framework in which to judge and evaluate decisions, outside influences, etc.

Gorey goes on to report that this needs to transcend to the different interest groups

within the new IHS. He describes how important it is for physician leaders to have the

respect and trust of the physicians in the group (Gorey., 1997, pp. 6 - 7).

Friedman and Mullins also report on the value of organizations' resolving

issues with the use of trust and goodwill (Friedman & Mullins, 1995, p. 24). Many



organizations enter into partnerships with the best intentions, yet find that different

issues emerge, derailing the best of intentions.

v. Miscellaneous

There remain several key issues that have not been discussed that need to be

discussed in thoughts about successful IHS. These are manageable discomfort, a

focus on operations, and geographic concentration.

Shortell and his colleagues describe a zone of manageable discomfort

(Shortell, et al., 1996, p. 113). This arises when members of the organization realize

that, as they come together, each member may feel a period of uncertainty and anxiety

about the future. However, each member is able successfully to live and function in

this state of discomfort. The management of an IHS is able to grant staff and members

the time and patience necessary, to allow them to proceed through this state and

provide the tools to manage through this time.

Shortell discussed the need to maintain operational goals. It remains important

for management to realize that a commitment to the success of its operating units

remains a high priority. This is particularly true for its hospital operating units.

Several areas come to the front in this regard. First, these operating units must be

committed to the strategy of integration. Second, management must understand what

integration means for them. Third, management must identify the functions that it

plans to integrate. It needs to make sure the staff are trained and prepared and the

systems are capable of the integration (Shortell, et al., 1996, p. 64).

29
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Systems are more successful when they are able to create the necessary

concentration of operating units and integrate the right number of entities into its IHS

(Shortell, et al., 1994, p. 57), (Shortell, et al., 1996, p.64), (Bilynsky, 2002, p. 14).

The geographic synergy provides for economic efficiencies that provide for successful

long-term financial management of the integrated group. With entities too far apart, it

can become a logistical problem for management to coordinate the efficiencies that are

gained through integration and thus, losses mount. Equally important is determining a

strategy for the number of units in the IHS. The system's infrastructures must be in

place to be able to handle the size of the new entity.

b. Physician's role in mergers

An integrated health system (IHS) is dependent upon a successful partnership

with physicians within the community in which the IHS operates. Several authors

argue that the successful integrated systems are the ones that include physician

involvement form the very beginning. They need to be involved in top management

and government aspects. Besides leaders, the complete medical staff has to have

opportunities for ongoing involvement in and input into the decisions (Kenkel, 1993,

p. 39), (Maynard, et.al., 1995, pp. 355 - 356), (Kaluzny, et al., 1995, p. 187), (Shortell,

Ct al., 1995, pp. 145 - 146).

Successful IHSs will be able to identify those physicians on the staff who have

the skills to help guide and shape the organization. These leadership skills go beyond

the traditional skills needed to be a physician. These include "people' skills,
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analytical ability, business acumen, 'big picture' vision--while also commanding

respect among other physicians and staff' (Shortell, et al., 1996, pp. 239 - 240). The

successful organization is able to identify the few physicians among the whole that can

combine the respect of the rest of the staff and yet master these new management

skills and integrate them into their daily practices.

Rural physicians typically bring two unique differences to the table from

hospital administration when joining an IHS. The first difference is they do not have

the financial means to develop their practices with modern information systems; they

may not have the resources to provide for managed care contracting and other modern

day management tools, (e.g. marketing, quality improvement initiatives, and

recruitment) (Burns & Thorp, 1993, p. 8).

The second difference is rural physicians tend to be more entrepreneurial with

shorter timeframes to accomplish goals than hospital management (Murphy and

Hardy, 1994, p.7). Typically, to accomplish some of the management improvement

items means that this will add additional expenses to the physician, which in turn

means less take home money. While administrators operate on a budget and usually

no matter what happens in the year, the take home pay remains the same. These

differences can sometimes help explain the approaches these two groups will take

when approaching problems.

When physicians and hospitals are willing to work together for the common

interests of the community, it has been found that rural IHSs become successful

(Kaluzny, et al., 1995, p. 183). This can require that the hospitals and the physicians
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give up some of their goals to ensure the success of the new entity and thus, the

improvements of services and benefit to the community. Some of the common

interests of the community are "to gain economies of scale and scope, enhance the

acquisition and the retention of key resources, expand their revenue and service base,

increase their influence, and improve market position" (Kaluzny, et al., 1995, p. 8).

There are numerous factors contributing to the success of working with

physicians and bringing them into the systems. These include addressing real practice

needs - for capital, infrastructure, providing long-term stable management, supply

promised expertise - especially in information systems (IS) and contract risk

management, articulating mutual performance expectations with doctors, and creating

opportunities for both sides to share risk and rewards" (Hudson, 1997, p. 22). Hudson

also talks about the need to focus on services and provide clinical autonomy as two

additional factors necessary (Hudson, 1997, p.22). Shortell research suggests that

"providing an adequate foundation of physician leadership programs, ongoing practice

management support services, and extensive involvement of physicians in

management and governance is critical. Without these building blocks in place, the

specific organizational arrangements of whatever form tend to unravel" (Shortell, et

al., 1995, pp. 145 & 146). Holm and Brodgadir report that "systems need to provide

physicians choice to accommodate varying expectations and goals as well as comfort

levels as they relinquish autonomy and assume risk" (Holm & Brogadir, 2000, p. 10).

There are benefits to IHS organizations that have the patience and diligence to

work with physician groups and integrate them into their organizations. Shortell has
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groups of physicians were active users of the IHS. These are

Greater total revenue per adjusted patient day

Greater net patient revenue per adjusted patient day

Greater total cash flow

Greater net cash flow (Shortell, et al., 1996, p.101)

Bilynski's work in 2002 finds IHSs do better when they are able to develop a

system that utilizes fewer physician integration models. However, systems are not

able to reach agreement on which integration models work best. He reports that a

large percentage of systems lose money on system-owned practices (Bilynsky, 2002,

p. 13). Hoim's studies find that physicians need to have choice. As physicians give

up autonomy and risk, it is critical for systems to meet physician expectations and

goals in order to be successful (Holm & Brogadir, 2000, p. 10).

Burns and Pauly report that integrated delivery systems have been successful

in some regions due to factors not easily copied by other groups. They are specifically

thinking of the Carle Clinic, Marshfield Clinic, Geisinger, Scott and White. The

elements include

"the anchoring of the IDN [integrated delivery networks] around a core
multispecialty group established seventy or eighty years ago, giving ample
time to develop a coherent medical culture; the IDN's location in a rural area
that buffers it against competition and market entry by commerôial plans; and
early development of the health plan during the 1 970s that provided an
accumulation of managed care experience. A related set of advantages account
for the success of Kaiser and the Mayo Clinic, which other IDNs have failed to
imitate" (Burns & Pauly, 2002, p. 133).

33
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There are several factors that can negatively impact the success of integrated

systems as it relates to physicians. Burdetti outlines three key factors that may

represent barriers for organizations working to integrate physicians. First is a "lack of

focus on physicians' issues." The ability of physicians to have input regarding how

care is provided is important to physicians, yet is often left out of policy discussions of

integrated systems. This issue has a profound impact on physicians' attitudes and

behavior.

Second is "divisive productivity incentives." Burdetti found that most

systems he studied had problems in this area. Often, the physicians were seen as "loss

leaders" in their hospital systems. However, physicians did not feel that they were

rewarded adequately for the contributions to the overall system. Third is a lack of

physician leadership (Burdetti, et al, 2002, p. 208). Holms and Burns report that

systems have failed because the organizational relationships with physicians have

been damaged (Holm & Burns, 2000, p. 356). Physicians have also suffered during

this decade of partnership experimentation. "They have lost ground financially and

have watched their autonomy erode as they have joined or been acquired by new and

often fledgling entities that have shown little knowledge or understanding of the

practice environment" (Holm & Brogadir, 2000, p. 8).

c. Community gains from mergers

All organizations have a mission and purpose in their respective communities.

During an organization's life, the mission's value may ebb and flow to the
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community's benefit or detriment. Periodically, in an organization's life, the mission

may take on new prominence and value. These times are often during periods of great

change for an organization. Linenkugel reports that "despite the myriad reasons to

effect a merger in the first place, the ability to raise that mission to a higher plane by

virtue of the merger itself is a significant and worthwhile accomplishment for the

community served" (Linenkugel, 2001, p. 117).

As an organization joins with another organization, the community's sense of

ownership may go through a period of transition as well. A sense of ownership of a

community hospital will take shape over a period of years. The organization and the

community develop a dependence upon each other as they go through difficult times.

In mergers, the local sense of ownership goes through significant change, if not loss,

as the community hospital may feel swallowed up by the larger hospital. Overcoming

this critical ownership question to allow the community its "ownership" is an

important element of merger success. Rebuilding the level of trust and dependability

that created the original strong sense of ownership will take time as the new merged

entity takes over the operations of the rural hospital. Linenkugel states this concept in

her research this way, the "loss of the ownership as a result of a merger is difficult, if

not almost impossible, to restore, but successful hospital mergers somehow get close"

(Linenkugel, 2001, p. 91).

The concept of IHSs typically is "sold to" communities based on the economic

efficiencies and economies of scale that can be generated from a new, often larger,

entity. Several researchers have stated that the community can benefit from several of
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these ways: (1) reduced costs because of increase buying power of merged entity; (2)

reduced costs because entity can reduce duplicated services when there exists capacity

in the system; (3) financial departments can consolidate and operate more efficiently;

(4) other administrative programs can come together and help reduce overall costs; (5)

medical staff functions to reduce redundancy and two ways of operating; and (6) the

addition of new services for the communities (Chams & Tewksbury, 1993, pp. 29 &

30), (Linenkugel, 2001, pp. 130-131), (Maynard, et.al., 1995, p.352).

Medical supply and drug companies are often billion dollar businesses and

rural hospitals may have an annual operating budget of only tens of millions of dollars.

Kaluzny, et al. report that unlike some other industries, hospitals are usually

significantly smaller than their suppliers. By forming partnerships with other

providers, they can begin to pooi their respective purchasing power to receive better

pricing (Kaluzny, et al., 1995, p. 55).

Maynard states in his study that one of the principal pressures from the

community for merging with another entity was to reduce duplication of services

(Maynard, et.al., 1995, p.352). Dravone reports that service reduction has not always

occurred in system development. He looked at eleven systems and six specialty areas:

magnetic resonance imaging (MRI), open-heart surgery, radioisotope therapy,

neonatology, cardiac catheterization, and therapeutic radiology. He and his colleagues

concluded "that multihospital systems do not consistently reduce high-tech service

offerings" (Dranove, et al, 1996, p. 100).
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However, accounting has been one department that has seen consolidation

early on in the IHSs. This is largely due to the fact that it is one department in which

there are two people often doing one job. Consolidation allows for those functions to

be provided at two sites by one person. "A single service department can provide

high-volume, well-coordinated patient billing-if the employees who are coming

together understand why they have to do so are given the latitude to forge their own

working relationships" (Linenkugel, 2001, pp. 75-76).

Administrative infrastructure is another key function that can be consolidated

to reduce administrative overhead and redundancy. Looking at personnel policies,

administrative practices and information systems of the combined entities and

developing a new set that may include a combination of the old or only one of the old,

is important to early success of the new entity. These pieces are key to having a

framework in which the new entity can function and operate (Linenkugel, 2001, p.

78).

Like administrative infrastructure, medical staff infrastructure is an important

first step in bringing two organizations together to operate as one. Maynard and team

report that credentialing, URIQA, and medical staff office functions were easiest to

merge. All were completed within the first year, usually within two to three months.

Establishing a common set of bylaws was also perceived as relatively easy for most of

the hospitals, again usually accomplished within the first year. However, some

hospitals required up to three years to implement plans for combining bylaws

(Maynard, et.al., 1995, pp. 353 & 354).
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Finally, communities benefit from IHSs because the IHSs can bring new

services to a community that standing by itself may not have been financially viable

(Peters, 1994, P. 2), (Linenkugel, 2001, P. 118). They are able to pool their resources

to offer a long-awaited service or be able to start a new service and not have to worry

that a competitive hospital will do the same and compete for the same patients and

make both operations inviable. Bilynski reports that 78% of the systems surveyed

added or expanded a case management program (Biiynsky, 2002, p. 14).

Likewise, the better performers were able to take a politically charged issue of

consolidation and reduce duplication. Bilinsky reports that through better case

management systems have been able to "reduce duplicate procedures." The systems

have been able to make the tough choices, then reduced or consolidated services.

"The best performers have shown such a willingness. Of the best performers, 56%

indicated consolidation of procedures at one site versus only 46% of all respondents"

(Bilynsky, 2002, p. 14).

Again, the literature is mixed on this issue. Burns and Pauly report that there is

evidence that efficiencies are seen from clinical consolidations. However, there are

two significant barriers that are hard to overcome: "extreme geographic and political

hurdles." These two often make it impossible to consolidate departments among

merged health organizations (Burns & Pauly, 2002, p. 135).

Dravone reports that two studies found "the benefits of horizontal integration

stem from greater efficiencies in marketing hospital systems to the community rather

than from efficiencies in the production of services" (Dranove, et a!, 1996, p. 100).



d. Quality of care

As IHSs move forward with the integration of services across their

organizations, continued focus on quality of services are a key to success. Kuluzny

looks at this issue in four ways. First, services need to be designed with consideration

of how the service is experienced by the patient. Second is finding a way to provide

high-quality patient care so that at each entry point in the system, it appears seamless

to the patient - with continuity. Third, rural areas need to develop information

systems that allow for the patient to move through the various levels of service and

medical information needed is available at each level. Finally, there must be an

assessment as to whether or not each of the above elements improves quality while

controlling costs (Kaluzny, et al., 1995, pp. 42 43 & 68).

Friedman and Goes caution that "despite the glut of expert advice, the industry

continues to fall further behind in the effort to achieve the desired level of information

competency. Health networks have spent billions of dollars on IT, yet few have

tangible results to show for it" (Friedman & Goes, 2001, p. 12). Skinner reports that

information technology will need to improve its performance for health care.

Performance can be improved by accountability of value for investment with clear

objectives, like higher quality care at a lower cost (a leadership approach that looks at

customer needs, costs, and deliverability), and a determination of the measure of value

before the investment is made (Skinner, 2003, pp. 14-15).

This move toward quality services is best if not done in isolation by a few

administrative personnel. Quality care is truly going to come into existence when

39
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there is a collaborative, trusting relationship between administrative staff and

physicians. Burns & Thorp state that "the new models should be sensitive to and

respect the medical group's control over medical practice and quality assurance

activities" (Bums & Thorp, 1993, pp. 18 & 19).

Efforts to improve quality are best implemented in a true culture of

empowerment and delegation (Shortell, et al., 1995, p. 149). IHSs need to look at

what clinical issues are strategically critical to their success and develop plans to

monitor and evaluate these measures.

Organizations are in business to achieve their core mission. This is providing

quality patient care in a costefficient manner for the community it serves. However,

it is reported that

what is lost in th(e) pressure to attend to financial interests are the patients,
their families, and their communities that define the organization's existence.
IHSs (and the rest of the industry for that matter) must remain faithful to the
core value of service to people who come to providers at their most vulnerable
moments. When IHSs forget that they are in business to create value for their
patients first, they lose their focus. After all, providing care for and
maintaining the health of the patient and the community bind every healthcare
provider and every partner of an IHS together into a coherent whole.
(Friedman & Goes, 2001, p. 17)

Shortell et.al. describe a need for systems to develop a seamless continuum

that links the elements together. He believes that the consumer must see and

experience the system as integrated and without seams. Historically, systems have

focused on this through alliances and acquisitions; however, systems need to find a

model of integration that requires an "interactive, interdependent relationship to be



formed among the various 'integrated' entities." The health system must shift its

focus to a new set of activities. These are:

a focus on maintaining wellness;
providing access to a continuum of care and services that are "value
added";
delivering care in the most cost-effective manner and in the most
appropriate location; managing a network of services that it likely will not
own; and
actively managing quality (Shortell, et al., 2000, pp. 36 - 38).

e. How mergers are structured

Leonard Friedman writes an intriguing article titled "Why Integrated Delivery

Systems Have Failed." In it, he and his co-author Goes report that there are numerous

ways that integrated systems have failed. They say that systems that have tried to

emulate the Kaiser model with integrated salaried employed physician have failed

(Friedman & Goes, 2001, p. 5).

Mergers involve a bringing together of two or more entities into a combined

organization. This can take many forms and can have many variations within the

forms used. The literature has many discussions on the various models that are

typically used in healthcare. This section will focus on the three general models and

try to shed light on the apparent models used throughout Oregon's health systems.

Table 5 details these models.
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The first style of a merged organization is where one organization is consumed

by another - one entity model. Under this model, the identity of the usually smaller

entity is absorbed into the larger. The smaller organization disappears and the

buildings and operations are conducted under the name of the absorbing organization.

Though this model is used through many sectors of business, this model has not been

as prevalent during the past ten years in Oregon's health care sector. See Exhibit B

for model style.

The second model involves the use of a corporation that serves as a "parent" to

organizations underneath, which choose to operate in partnership with the other

organizations in the structure parent corporation model. The organizations may

form the parent together at the beginning of the merged organization or the parent may

have been formed and the parent is accepting a new member into the group. See

Exhibit C for model style.

Table 5 - Types of Organizational Models

Characteristics One Entity Parent Board Alliance I Federation

One Corporation X

Separate Corporations X X

Parent Corporation X

Common Financials
(at least in parent)

X X

Affiliated corporation X
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Kaluzny et al. identify two potential types of parent organizations: a super

parent model and a limited parent model (Kaluzny, et al., 1995, p. 67). The super

parent model requires that organizations belonging to it hand over control of

operations to the parent. The parent board has the right to appoint board members of

the member organizations, approve budgets, negotiate managed care contracts, and

approve long-term strategic planning. The benefits to the member organizations

include reduction of redundancy and access to greater capital because of a larger asset

base. This type of relationship is harder to depart from if an organization is not happy

with the results after joining the super parent. In a limited parent model, not as much

control is given to the parent. Typically, the members have control of the new parent

organization and have not given as much power to the parent. This offers some

savings through reduction of administrative costs (Kaluzny, et al., 1995, p. 67).

Forming integrated health systems (IHSs) usually involves setting up a parent

corporation that typically controls the three main business divisions: hospitals,

physician groups, and foundations - fundraising, education and research. Generally,

these types of systems are set up to be non-profit, tax-exempt organizations.

However, an IHS can be for profit, too.

Burns and Thorp report that

In terms of the division of labor, the parent governing board ratifies the
budgets of the subsidiaries, reviews their strategic plans, and acts as
arbiter in the event of disputes. The medical subsidiary employs all
physicians, provides adequate specialty and geographic coverage across
the network of delivery sites (satellite clinics), and performs quality
assurance, utilization review, and peer review functions. The hospital
subsidiary performs most administrative services (e.g., marketing,
finance, and management information systems), provides capital for



44

expansion, and provides the systems to integrate administrative with
utilization data. It also relieves physicians of the administrative hassle
of medical practice. (Burns & Thorp, 1993, p. 15)

A third type of organization structure is what is called an alliance, or federation

model. This involves three or more organizations that pooi their resources to achieve

a common purpose. This type of organization does not involve a change in ownership

of the participating members. Thus, these types of relationships are easier to enter and

exit. These entities are formed to accomplish a common purpose and usually, to

appoint a management group to oversee the operations. See Exhibit D for this model.

Three features set federations apart from the other two forms of structure

discussed in this section. First, membership in the federation usually has specific

criteria for each federation. The group can choose to exclude members that do not

meet this criterion. Second, federations involve more than two organizations and are

thus more complex than joint ventures or mergers that link two organizations. Third,

activities and planning are usually delegated to a management team of representatives

from the various member groups (D'Aunno & Zuckerman, 1 987b, pp. 325 & 326).

This makes it harder to control and manage them, as different interest groups can exit

more easily than under a merged organization.

The most confusing component of an integrated health system is how the

physician offices interrelate to the parent organization. The first type of interrelation

to be defined is the managed services organization (MSO) which operates as a

corporation, that may either be for profit or nonprofit. The MSO may be part of the

hospital, a joint venture, or an independent corporation. Typically, the MSO provides
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management services to one or more medical practices and serves as a framework for

joint planning and decision making in the business affairs of the practice.

Burns and Thorp report that the MSO may purchase the tangible assets of the

existing physician group at fair market value to avoid concerns of private inurement.

These assets are then leased back to the PC as part of a full-service management

agreement, under which the MSO employs all non-physician staff and provides all

supplies and administrative systems required by the group in exchange for either a flat

fee or a set percentage of group revenues (Burns & Thorp, 1993, p. 11). Diosegy and

Simpson also report that "under this structure a hospital supplies office administration

services, billing or computer services, and the like to physicians whose time is thereby

freed to provide medical services to patients" (Diosegy & Simpson, 1994, pp. 22 &

23).

A second type is the physician-hospital organization (PHO) model. The

foundation provides the clinic premises, provides all administrative / financial /

marketing services, employs all non-medical personnel, and serves as a vehicle to

accumulate and retain surpluses that can be used to finance new equipment, facilities,

and operations. In the tax-exempt nonprofit PHO, surpluses are not taxed and may

qualify for tax-exempt financing under certain conditions. These tax-exempt

organizations are created to provide professional medical services to patients (Diosegy

& Simpson, 1994, pp. 22 & 23).

For hospitals, the PHO constitutes one method for organizing physicians to

help develop the integrated health system. Under this model, physicians are relieved
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of the administrative issues and can focus their attention on the clinical aspects of their

practices. Typically, PHOs provide physician groups' access to capital -- whether

borrowed externally through tax-exempt debt, transferred from the hospital, or

generated internally through operations -- without having to borrow it themselves.

Burns and Thorp tell us that "organizationally, the PHO and the hospital are on

a level plane. Each is free to concentrate on its own special projects or operating

issues. The PHO is governed by a combination of representatives from the PC, the

hospital, and/or the community" (Bums & Thorp, 1993, pp. 14 & 15). Table 6

outlines these structures.

As organizations move toward one of these styles of structure, Shortell, et al.

detail the five historic barriers that will limit management's ability to successfully

bring together organizations. These are "(1) historical roles and responsibilities, (2)

inability to understand and internalize the new health care environment, (3) shortage

Table 6 - Physician Organization Structures

MSO P110

Non-Profit Corporation X X

For-Profit Corporation X

Own Asset May X

Employee Staff X X

Manage Operations X X
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of talent with the "right" skills, (4) fear of losing control, and (5) fear of failure"

(Shortell, et al., 1996, PP. 233 & 234).

PHOs have tended not to perform well throughout the late 1990s. Bums and

Pauly report that these types of relations between hospitals and physicians peaked, and

we have seen a decline. PHOs were at a high in 1996; 33 percent of hospitals reported

being involved in this type of relationship, and in 2000, 26 percent. Likewise, MSOs

were at 22 percent in 1996 and were at 13 percent in 2000 (Burns & Pauly, 2002, p.

130).

Several reasons have been given to explain why the national decline of

physician and hospital partnerships. These include a lack of appropriate infrastructure

to support these systems, the decline of managed care, and the failure to improve

hospitals' financial bottom line (Burns & Pauly, 2002, p. 131). Two questions that

remain are whether or not there are pockets of successes, and what may be the reason.

Oregon's hospitals and physicians have not seen the dramatic decline of these types of

partnerships.

f. Governance

Change is inevitable when one looks at integrated health systems. When two

or more organizations come together, they are required to change in order to

accommodate or bring in the new partner. Two systems have had to make significant

changes in their governance models as they have evolved into systems. Copley has

eleven boards for its various different systems' components: hospital, physician group,
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mental health, senior-residential community, home health, and hospice (Sandrick,

2001, pp. 48 - 49). The Greater Rochester Health System consists of 19 corporations.

Bringing the Boards and management together is a challenging proposition (Hunt,

1996, p. 50).

The Board takes a lead role in facilitating and advocating change. The Boards

of entities that decide to join in a new relationship will ask questions like: Will we be

successful in what we are trying to do? How will the communities perceive us?

These are normal and can be expected of any organization going through integration

with another provider.

The Boards' responsibilities include understanding that the change is necessary

for survival. They must champion and be willing to address the idea that change is

necessary and it must guide that change. As it plans to evolve into a new organization,

the Boards of the integrated entities will need to change their way of doing business -

operations practices will change. Charns and Tewksbury report that "organizational

change is much more than redrawing an organizational chart. It is not only the

alteration of procedures, systems, and formal accountabilities but also the reorienting

of people's behavior" (Charns & Tewksbury, 1993, p. 100). Shortell reports that

organizations will change, and system integration brings this on very fast. Thus, "the

existing governance and management structures were inadequate to guide the

organization in its new state" (Shortell, et al., 2000, p. 35).

Governance leaders will need to adjust themselves to the change and find new

ways of governing in the integrated system. Though governance leaders may not have
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all of the answers to how the new organization will work, they need to be comfortable

with this uncertainty and lead the new organization through the ambiguity that is

inherent in change. (Charns & Tewksbury, 1993, P. 102). As they look at changing

governance, they need to keep in focus the reason they came together: "to coordinate

care for patients. And improve outcomes" (Shortell, et al., 2000, p. 36).

In the future, governance of the health system (whether it involves multiple

Boards or not) must support the system's goals, and if multiple boards are maintained,

each must ensure that its operating unit contributes to the system's future success

(Shortell, et al, 2000, p. 38).

Governance of integrated health systems is more successful when they unify

from the beginning of the integration. The importance of bringing the boards together

and moving forward under a common structure cannot be overstated. Along with

moving the board together, it is important to have an overlap of governance that

includes representatives from different leadership interest groups (Linenkugel, 2001,

p. 147), (MacDonald, 1994, p. 53). Integration must take into account the needs of the

various different stakeholders in order to be successful. If the integrated groups focus

on only on one stakeholder, it will begin to disenfranchise the other stakeholders that

are not a part of this group (Friedman & Goes, 2001, p. 11).

Numerous changes are occurring at the governance level of systems. As

systems have evolved, they have moved away from policy-making boards at the

operating levels. Many systems have found that policy making at the community level

is a deterrent to successful integration of the system because these local decisions may
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not include understanding at the system's macro level. Friedman and Goes report that

"a common problem with failed IHSs is the unwillingness of the partner organizations

to let go of their autonomy" (Friedman & Goes, 2001, p. 13).

Some systems have begun to move policy decisions to the system level, where

its senior management is what creates a consistent working relationship. The local

Board then becomes advisory in nature and focuses on understanding local community

needs, fundraising to assist in reaching those needs, and monitoring the progress

toward its goals (Shortell, et al., 1995, p. 142).

Leaders of IHSs need to make a compelling case for the vision of the future for

which they are trying to prepare. This vision must be seen as what is right for the

larger community in the future. This key component of its leadership role will help to

guide the IHS to success. Friedman and Goes state that IHSs fail

because the organization and its leaders lose sight of the original mission of
integration, because complexity overwhelms caring and the human element in
both the organization and the delivery of the service, and because the
organization becomes consumed with looking inward and squabbling over
minutiae, while forgetting about what matters most: the customer who buys
and uses the product. (Friedman & Goes, 2001, p. 27)

However, not all systems have been able to achieve this high goal of a

common vision and values. These systems require a lot of work to integrate, bring and

hold them together. Many managers have had "unrealistic expectations about the ease

with which these diverse parties could join together and meet each other's expectations

for creating value and benefits" (Holm & Brogadir, 2000, p. 8).
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g. Financial

The literature is mixed on the financial value of integration to hospitals and

health systems. Studies show that systems that have been successful at integration

have shown better financial performances. Shortell, et al. report that systems tend to

have greater net revenues, greater cash flows, and greater total operating margins.

They report that these findings need to be taken cautiously because they come from

cross-sectional data and may not take into account other influences (Shortell, et al.,

1994, pp. 53 - 54). An executive of a successful merger reports that savings in

mergers can be achieved when systems look at savings from expenses, combined

purchasing agreements, and department consolidations that lead to operational

efficiencies (Linenkugel, 2001, p. 55).

One of the key findings of Shortell in 1996 included the fact that systems did

better when senior management was focused on system-wide financials rather than on

individual operating unit financials. The measures that Shortell used included cost

reductions, financial results, patient satisfaction, enrollment growth, and system

market share. The key focus of successful systems is on the external competition

(Shortell, et al., 1996, pp. 244 - 245).

Another study conducted by Bums and Pauly reports that integration has not

increased the financial performance of hospitals (Bums & Pauly, 2002, p. 128).

Traditional motivators for mergers in the for-profit sectors do not translate into the

same gains for non-profits: e.g. "obtain capital in the equity markets."
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Several reports detail that hospitals have not fared well when they have

purchased physician practices and moved the doctors to an employed relationship.

Hospitals often experience huge financial loses in the acquisition and management of

these practices (Holm & Brogadir, 2000, p. 8), (Bums & Pauly, 2002, p. 132).

The reasons for this are the following: "high acquisition prices, adverse PCP

selection, insufficient practice cash flows, lack of productivity and at-risk

compensation incentives, and other factors, failed to gamer more managed care

contracts and covered lives, and failed to greatly increase physicians' "alignment" with

their organizations" (Burns & Pauly, 2002, p. 132).

Likewise, horizontal integration has mixed results. Since the 1980s, the

studies have shown little evidence of improved financial ratios for combined hospital

systems. These new systems have not been able to improve the "cost per admission,

profitability, service provision to the community, charity care, or patient outcomes."

(Bums & Pauly, 2002, p. 134) Dravone's report in 1996 confirms these findings. His

study concluded, "system hospitals do not, in general, have lower patient care costs

than their nonintegrated counterparts have" (Dranove, et al., 1996, p. 100).

However, other benefits can be reached by non-profit integration, including

"the acquiring firm's belief that it can better use the assets of the target firm, the desire

to enter new markets without expanding existing capacity or to speed up entry, to

achieve synergies through enhanced performance of the combined firm, to glean

economies of scale, and to increase market power by eliminating competitors" (Bums

& Pauly, 2002, p. 130).
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h. Final Thoughts

The involvement of rural hospitals and health systems has been documented

with limited success. The full impact on the communities served and the health and

well being of the organizations that have integrated has not been fully researched. It

seems logical to take the next step and compare the outcomes of rural hospitals that

have integrated and compare them to rural hospitals that have not integrated.

The core items that research has found to help systems that have integrated are

important variables to use. The variables can be compared across systems and non-

system hospitals.
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Chapter 3 - Research Methodology

This study examined at hospitals in the state of Oregon. These hospitals were

broken down into five categories: Urban; Flagship; Specialty - children's, VA; Rural -

identified as part of a system; and Rural - not part of a system. Chart 2, in the Charts

Appendix, lists the hospitals that have been classified into each area. The chart shows

that twelve (12) hospitals are classified as urban; seven (7) are classified as flagship;

four (4) are classified as specialty; twelve (12) are classified as rural that are known to

be part of a state-wide system; six (6) are rural that are part of a national system: and

twenty (20) are classified as rural and not part of a system. This accounts for the 63

hospitals in the state.

The purpose of this study is to look at rural hospitals. Rural hospitals have

been divided into two groups - those that are known to be part of a system since

January 2000 and those for which it is not known whether the hospital has been part of

a system since 2000. The purpose of this date is so that at least three years of financial

data can be gathered to evaluate financial status pre- and post-integration.

The research used several methods to collect the data necessary to conduct the

survey. A conversation was held with the Oregon Association of Hospitals to solicit

their support of this study. A statement of support was included in the participant

solicitation letter sent to survey recipients. The first method of data collection was to

use two instruments to ask the CEO of each rural hospital a series of questions. The

instruments are attached in Research Instruments Appendix 1-a Integrated Rural

Hospital Survey and 2-a Non-Integrated Rural Hospital Survey. Second, financial
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data was gathered for the three to five year period before the integration with a larger

hospital and for the three to five year period after the integration. The survey

instrument asked the respondents to send to the researcher financial information for

these time periods. If the data was not available from this method, secondary data was

gathered be gathered from the hospital's IRS-990 filed with GuideStar.org, a

clearinghouse for non-profit data. If it was not available for this source it was

gathered from the State of Oregon Office of Health Policy. Third, a telephone

interview was conducted with each CEO, responding to the written questionnaire. The

instrument is attached in Research Instruments Appendix, 3-a Individual CEO

Telephone Interview. Fourth, quality data, e.g. morbidity and mortality, was to be

gathered from the State's Health Division.

Table 7 lists the various different research variables that are a part of the study.

The integrated rural hospitals' variables included data from two time periods: first,

pre-integration - 1996 through 1999 and second, post-integration - 2000 through

2003. While non-integrated rural hospitals' variables included data from only one

time period: 2000 through 2004.

Several of the variables for integrated rural hospitals required data from both

time periods but were reported by CEOs as the change from the time periods. These

variables include (1) number of physicians added to the community, (2) types of

services added, and (3) types of services eliminated.
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a. Analysis Process

The data was analyzed in several ways: the t-tests for two-sample inference

(independent or unpaired t-test) and the t-tests for paired data. These two tests

provided comparative analysis on the difference that integration had on rural Oregon

Hospitals.

The t-test for two-sample inference is used when independent groups of

subjects are compared. These groups are usually created through random assignment,

although samples of convenience or intact groups may be used. Groups are considered

independent because each is composed of an independent set of subjects, with no

Table 7 - Research Variables

Variable Pre-integration Post-integration

Total net income 3- or 5-year average 3- or 5-year average

Charity care 3- or 5-year average 3- or 5-year average

Medicare write-off 3- or 5-year average 3- or 5-year average

Medicaid write-off 3- or 5-year average 3- or 5-year average

Physicians added to community X

Physicians in governance X X

Physician estimated Annual income 3- or 5-year average 3- or 5-year average

Services Added X

Services Eliminated X
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inherent relationship from repeated measures or matching. The research used two-

sample inference testing to compare integrated versus non-integrated hospitals on a

variety of variables.

In paired t-tests, subjects are matched on relevant variables, such as age and

intelligence. Sometimes twins or siblings are used as matched pairs. More common is

that researchers will use subjects as their own controls, exposing each subject to all

experimental conditions and then comparing the responses across these conditions.

This test analyzes different scores within each pair, so subjects are compared only to

themselves. Statistically this has the effect of reducing the total error variance in the

data because most of the extraneous factors are the same across treatment conditions.

The paired t-test was used to compare hospitals before and after the integration. This

analysis demonstrated the statistical difference between the time period before

integration and after the integration.

The key question asked in the study on the financial performance of these two

groups was have the members of the IHS improved financially since the integration

event? The study looked at net income to determine the answer to this question.

The key questions asked in the study on the community benefits of integrating

in a health system were (1) has the community benefited from additional charity care,

Medicare/Medicaid, and/or from social accountability funds? And (2) has there been a

positive change in services added to the community since the merger?

The key questions asked in the study on physician areas were (1) have

physician services been significantly increased in the communities served by IHSs?
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This area looked at growth in numbers since integration primary care, emergency care

and specialty care. (2) Have the physicians in integrated communities seen positive

changes to net income because of integration?

The two-sample t-test looked at the survey averages for the non-integrated

rural hospitals and compares the averages to integrated rural hospitals to determine if

there is any statistically significant difference.

b. Research Process

Two different survey instruments were developed: one for integrated rural

hospitals and one for non-integrated rural hospitals. Five different CEOs from

hospitals and health systems in Oregon were asked to pre-test the instruments. These

were not CEOs that would be answering these questions as part of the survey.

Initially, an e-mail was sent asking for their participation in the pre-test. Three

responded favorably and two did not respond. However, five were sent surveys while

three responded with completed surveys and comments.

After the pre-test responses were received from the CEOs, modifications were

made to the survey instruments. The Oregon State University Institutional Review

Board (IRB) Expedited Review Application was completed for the study. After a

series of changes the IRB approved the study.

On May 21, 2004, thirty-eight packages with return envelopes were sent to

each of the rural hospitals in the study. The cover letter outlined the parameters of the

study and asked participants to complete the study within three weeks and send back
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the survey instruments and financial data. At the end of three weeks, eight survey

instruments were received with five sets of financial data.

A series of telephone calls to each of the CEOs were placed. Three direct

contacts were made. Messages were left on answering machines or with secretaries

requesting completion of the survey to the CEOs where no direct contact were made.

By June 18, four more surveys with two more financial data records were returned.

Another series of calls were made with ten direct contacts made, and several reported

misplacing the survey.

On July 5 a second survey was sent out to each of the twenty-six CEO that had

not completed a survey with a request to complete it within two weeks. Finally, a total

of nine surveys from integrated rural hospitals, and eleven surveys from non-

integrated rural hospitals were received. Three of the integrated rural hospitals and

eight of the non-integrated rural hospitals sent financial data.

Next the internet was used, specifically www.Guidestar.org, to gather

information from reported IRS 990 forms, annual financial reports required of non-

profit organizations. However, only three of the hospitals could be found via this

method. The names of each of the CFOs of hospitals that had not completed the

financial data for the study were collected. Via telephone calls and e-mails all of the

financial data was gathered, except for one hospital in the study. The final hospital

data was gathered from The Office of Health Policy and Research in the State of

Oregon. Also, when holes in a hospital's financial data existed, the data was gathered

from this source. It was felt that as much primary data that could be gathered would
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provide a solid basis to conduct this research instead of relying only on the secondary

data. Some of the information that was needed was not always available for a specific

hospital in the secondary data source.

Each of the CEOs was contacted to solicit his/her involvement with a

telephone interview to gather qualitative data about his/her hospital. That process took

about three months, and fifteen of the twenty responders were surveyed using this

survey instrument. The CEOs not surveyed were: one that had retired from his

position and left no forwarding number, one who refused to participate, and three who

did not respond to three e-mails and three telephone calls to schedule an appointment.

Since 2003, one of the non-integrated hospitals has joined an integrated health

system. None of the rural hospitals in the study or rural hospitals that did not

participate has closed. Likewise, none of the integrated hospitals have left the systems

they are part of.

Table 8 and Table 9 provide an overview of the demographics of the integrated

and non-integrated hospitals in Oregon. They provide a summary of each hospital by

revenue, number of beds, integration year (if applicable), distance from MSA city, and

population. Each table is further broken down to reflect the hospitals that participated

in the study and those that self-selected out of the study by not completing a

questionnaire. The integrated hospitals, whether participating in the study or not, are

similar in average revenue, average size, average distance to MSA and average

population. The same is true for the non-integrated hospitals. Integrated hospitals are



larger in average revenue, average bed size and average population than non-

integrated. Non-integrated hospitals are further from MSA cities than integrated.

** - Approximate miles to MSA City
NA = Not Available
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Table 8 -- Integrated Hospitals Demographics
Integration

Year
Distance
MSA** PopulationHospital Revenue Beds

Integrated
Hospitals -
responded

1 S46,952,000 30 NA 60 4,352

2 $38,854,000 48 2000 14 13,481

3 $41,845,000 21 NA 60 7,263

4 $85,946,000 64 1999 8 40,852

5 $62,333,000 49 1998 18 12,950

6 $39,061,000 31 2000 55 7,437

7 $47,419,000 74 1998 65 10,985

8 $235,985,000 153 NA 70 20,017

9 $33,348,000 25 NA 145 9,860

Average $70,193,667 55 55 14,133

Integrated
Hospitals -
not responded

10 $154,111,000 98 1998 23 23,003

11 $9,870,000 14 1999 20 8,445

12 $54,291,000 31 1997 50 5,831

13 $38,250,000 45 1998 75 5,900

14 $57,667,000 36 1997 20 18,064

15 $52,017,000 42 2001 45 9,532

16 $55,110,000 45 NA 155 13,154

17 $44,297,000 49 NA 195 16,354

18 $128,404,000 67 1996 40 26,499

Average $66,001,889 47 69 14,087



** - Approximate miles to MSA City
N/A = Not Applicable
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Table 9 -- Non- Integrated Hospitals
Integration

Year

Demographics
Distance to

MSA** PopulationHospital Revenue Beds
Non-Integrated
Hospitals that
responded

1 $65,373,000 37 N/A 5 19,522

2 $158,276,000 123 N/A 105 15,374

3 $9,760,000 21 N/A 120 1,821

4 $14,467,000 24 N/A 135 1,897

5 $17,232,000 49 N/A 85 4,378

6 $93,190,000 49 N/A 70 12,156

7 $21,118,000 35 N/A 25 7,356

8 $21,352,000 40 N/A 20 6,816

9 $75,952,000 48 N/A 15 7,414

10 $8,232,000 18 N/A 120 2,833

11 $10,686,000 25 N/A 185 1,895

Average $45,058,000 43 80 7,406

Non-Integrated
Hospitals that
did not
responded

12 $42,062,000 37 N/A 60 9,813

13 $10,416,000 20 N/A 95 4,184

14 $42,330,000 49 N/A 165 12,237

15 $8,387,000 36 N/A 110 3,064

16 $11,666,000 15 N/A 150 2,474

17 $151,799,000 131 N/A 60 19,462

18 $16,947,000 31 N/A 40 5,078

19 $4,543,000 44 N/A 100 1,395

20 $13,939,000 15 N/A 15 12,459

Average $33,565,444 42 88 7,796
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Table 10 and Table 11 provide a look into the communities of the integrated

and non-integrated hospitals in Oregon. They provide a summary of each community

by population percent over the age of 65, median income, per capita income, and

percent of population living at or below the poverty level. Each table is further broken

down to reflect the hospitals that participated in the study and those that self-selected

out of the study by not completing a questionnaire. The integrated hospitals and the

non-integrated hospitals that participated in the study were close to each other in all

four categories. Likewise the integrated and the non-integrated hospitals that self-

selected out of the study appear to be close in the four categories. The integrated

hospitals that did not complete the questionnaire appear to have smaller percent of the

population over 65, higher amounts of incomes and a slightly lower poverty percent.

The non-integrated hospitals that did not complete the questionnaire have smaller

percent of the population over 65, and slightly lower amounts of income.

The t-test for two-sample inference was used to compare the difference

between integrated communities and non-integrated communities. The analysis found

no significant difference, at a 95% level, between the two populations in the following

variables: revenue, beds, distance to MSA, population over 65, median income, per

capita income and poverty percentage. The analysis found significant difference, at a

95% level, in the population variable between integrated and non-integrated hospitals.

The population was higher for integrated hospitals.
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Table 10 -- Integrated Hospitals Population Information

Hospital
Population

Over 65 Median Income
Per Capita

Income
Poverty
Percent

Integrated
Hospitals that
responded

1 13.70% $29,875 $15,150 15.40%

2 12.90% $33,701 $16,286 9.70%

3 38.30% $30,505 $18,006 14.40%

4 13.70% $39,409 $18,570 11.60%

5 17.80% $31,231 $14,968 15.70%

6 19.40% $24,959 $15,597 16.10%

7 15.70% $29,173 $14,683 20.80%

8 18.90% $31,250 $17,082 15.10%

9 19.80% $29,020 $14,179 16.40%

Average 18.91% 31,014 16,058 15.02%

Integrated
Hospitals that
did not
responded

10 19.40% $29,197 $16,234 14.90%

11 16.00% $30,442 $14,550 19.80%

12 13.20% $31,580 $17,609 17.30%

13 19.10% $31,074 $17,893 15.60%

14 10.60% $44,206 $16,874 6.60%

15 17.30% $31,996 $20,580 14.40%

16 12.50% $35,354 $17,075 12.40%

17 12.60% $36,800 $17,551 13.30%

18 14.30% $38,953 $17,085 12.90%

Average 15.00% $34,400 $17,272 14.13%
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Table!!-- Non-Inte'rated Hos,itals Posulation Information

Hospital
Population

Over 65
Median
Income

Per Capita
Income

Poverty
Percent

Non-Integrated
Hospitals that
res . onded

1 14.90% $32,670 $21,292 19.60%

2 19.20% $31,212 $18,156 16.50%

3 18.40% $31,953 $15,486 17.50%

4 19.90% $30,243 $16,717 12.40%

5 26.20% $26,054 $16,093 16.00%

6 17.80% $35,430 $17,51l 12.40%

7 15.50% $30,435 $14,163 14.30%

8 12.20% $34,004 $15,740 14.20%

9 14.40% $38,429 $18,062 13.00%

10 29.30% $29,492 $20,051 16.00%

11 20.90% $31,429 $16,755 11.30%

Averae 18.97% $31,941 $17,275 14.84%

Non-Integrated
Hospitals that
did not
res 'onded

12 15.90% $33,011 $18,759 15.90%

13 20.20% $29,931 $14,619 10.60%

14 14.60% $31,576 $16,550 15.20%

15 16.10% $26,656 $16,224 12.30%

16 19.50% $30,960 $15,649 15.30%

17 12.70% $28,498 $16,710 21.90%

18 10.50% $29,103 $12,937 19.60%

19 20.30% $33,421 $16,729 13.90%

20 17.30% $35,967 $16,734 9.80%

Avera'e 16.34% $31,014 $16,101 14.94%
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Chapter 4 - Research Findings

The research was comprised of the data from nine hospitals that have joined

IHSs between late 1998 and 2000, and eleven hospitals that had not joined IHSs as of

January 1, 2000. One of the non-integrated hospitals did join an IHS in late 2003. Its

financial data was not used. This was a response rate of fifty-three percent (53%)

overall, fifty percent (50%) for integrated hospitals, and fifty-five percent (55%) for

non-integrated hospitals.

a. Quality Hypotheses

The first hypothesis in the quality area was that "mortality data will be lower

for rural hospitals that are part of integrated health systems than rural hospitals that are

not part of integrated health systems." The second hypothesis was that "morbidity

data will be lower for rural hospitals that are part of integrated health systems than

rural hospitals that are not part of integrated health systems." Data could not be

gathered from The Center for Medicare and Medicaid Services (CMS) or The Office

of Oregon Health Policy and Research. From the later, Tina Edlund, Research and

Data Manager, stated in a telephone call that "We are beginning to think about

gathering this data but have not done so. Our challenge is: how do we adjust for

severity? We will be looking at this over the next several years to see how we might

start gathering this data."
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b. Financial Hypotheses

i. Net income - integrated versus non-integrated hospitals

The first hypothesis in the financial area was that 'the net income percentages

of rural hospitals that are part of an integrated health system will be better than rural

hospitals that are not integrated." One of the challenges in this area was to find data

that was available in every year that was requested. Some hospitals had not completed

the 2003 fiscal year financial data, and some only provided 2001 to 2003.

Thus, in an effort to find data that could be analyzed using comparable

financial data, three different slices of the financial information were used to compare

these hospitals; first, was 2002 net income as a percent of net revenue because data

was available for all hospitals; second, was a 2-year average (2001 and 2002) net

income as a percent of net revenue; and third, was a 3 or 4 year average (2000 through

2 003) net income as a percent of net revenue (3 or 4 year averages were used

depending on the financial data available from the hospital).

A two-sample t-test was used to analyze the 2002 data. There is no evidence

to suggest that there is any difference in mean net income as a percent of revenue

between integrated and non-integrated hospitals located in the state of Oregon from

observed data collected from 2002 (two sided p-value = 0.1489 from a two

independent sample t-test). Table 12 lists the average means for integrated and non-

integrated hospitals from the three different tests and their respective p-values.
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NS - is not significant for a two-sided test 2.5% each tail

A two-sample t-test was used to analyze the 2001-2002 data. There is no

evidence to suggest that there is any difference in mean net income as a percent of

revenue between integrated and non-integrated hospitals located in the state of Oregon

from observed data collected from 200 1-2002 (two sided p-value = 0.41 89 from a two

independent sample t-test).

A two-sample t-test was used to analyze the 2000-2003 data. There is no

evidence to suggest that there is any difference in mean net income as a percent of

revenue between integrated and non-integrated hospitals located in the state of Oregon

from observed data collected from 2000-2003 (two sided p-value = 0.278 from a two

independent sample t-test).

Figure 1 looks at the 2002 findings, and at which of the three tests had the

lowest p-value, though the result is not significant. The graph shows the spread and

range for the average net income for integrated and non-integrated hospitals.

All figures, which are similar to Figure 1, represent the quartiles of the sample

data. The lower bracket is the first quartile. The lowest blue section is the second

quartile. The white line is the median. The upper blue section is the third quartile.

Table 12 -- Net Income Analysis
Integrated versus Non-integrated Hospitals

Year Financial Data
Compared

Integrated
Average Mean

Non-Integrated
Average Mean

P Value

2002 1.8% 5.2% 0.l489

2001 2002 2.5% 4.4% 04189NS

2000 - 2003 2.6% 5.0% 0278NS



Figure 1 - 2002 Net Income as Percent of Net Revenue
Integrated Versus Non- Integrated Hospitals
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The upper bracket is the fourth quartile. A line, either below or above the quartiles

represents a data point that is an outlier. In a normal distribution the figure would

have longer distributions of the first and fourth quartiles. A figure which was

symmetric would represent a normal distribution. This is difficult to achieve on a

small sample size as found in this study.

Figure 1 shows that the average net income percentages for integrated and non-

integrated hospitals. Integrated hospitals median was 1.8 percent of net revenue, while

non-integrated hospitals median was 5.2 percent of net revenue. The range of

integrated hospitals' net income percent of net revenue was -5% to 5%. This range is

narrower than non-integrated hospitals which was -5% to 16%. The non-integrated

hospitals variance was greater than that of the integrated hospitals.

Integrated Non-Integrated
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ii. Net Income - Pre- versus Post-Integration

The second hypothesis in the financial area was that "the net income

percentages of rural hospitals that are integrated will be better than their net income

before integration." One of the challenges in this area was to find data that was

available in every year that was requested. Some integrated hospitals did not supply

data for all of the pre-integration years. However, data for 1998 was provided from or

gathered for every integrated hospital. The 1998 data was pre-integration for each of

the hospitals.

In an effort to find pre-integration data that could be analyzed using

comparable financial data, three different slices of the pre-integration financial

information were used to compare these hospitals with the post integration years:

first, was 1998 net income as a percent of net revenue and compared it to that of 2002;

second, was a 2 year average (1997 and 1998) net income as a percent of net revenue,

and compared that to a two-year post-integration average net income percent (2001

and 2002); and third, was a 3 year pre-integration net income average percent (1996

through 1998), and compared that to the 3 to 4 year post-integration average net

income percentage.

A paired t-test was used to analyze the 1998 and 2002 data. There is no

evidence to suggest that there is any difference in mean net income as a percent of

revenue between pre-integrated and post-integrated hospitals located in the state of

Oregon from observed data collected from 1998 (Pre) vs. 2002 (Post) (two sided p-

value = 0.1458 from a paired t-test). Table 13 lists the average mean difference for



pre-integration and post-integration hospitals from the three different tests and their

respective p-values.
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- is not significant for a two-sided test 2.5% each tail

A paired t-test was used to analyze the 1997-1998 and 2001-2002 data. There

is no evidence to suggest that there is any difference in mean net income as a percent

of revenue between pre-integrated and post-integrated hospitals located in the state of

Oregon from observed data collected from 1997-1998 (Pre) vs. 2001 to 2002 (Post)

(two sidedp-value = 0.1619 from a paired t-test).

A paired t-test was used to analyze the 1996-1998 and 2000-2003 data. There

is no evidence to suggest that there is any difference in mean net income as a percent

of revenue between pre-integrated and post-integrated hospitals located in the state of

Oregon from observed data collected from 1996-1998 (Pre) vs. 2000 to 2003 (Post)

(two sidedp-value = 0.1011 from a paired t-test).

Figure 2 below looks at the 3 year comparison findings, and at which of the

three tests had the lowest p-value, though it is not significant. Figure 2 shows that the

pre-integration average net income as a percent of net revenue median was 6% and the

post-integration net income as a percent of net revenue median was 3 %. The range of

Table 13 -- Net Income Analysis
Pre-Integration versus Post-integration Hospita s

Year Financial Data
Compared

Pre-Integrated Average Mean Minus
Post-Integrated Average Mean

P Value

1998 vs. 2002 2.6% 01458NS

1997-1998vs.
2001 2002

2.8% 01619NS

1996-1998 vs.
2000 - 2003

2.0% 01011NS
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pre-integrated hospitals' net income percent was 5% to 8% with one outlier identified

at -1%. The range of the post-integrated hospitals' net income percent was -5% to

11%. The post-integrated hospitals' variance was greater than that of the pre-

integrated hospitals.

0
0

LU0

Pre Integration Post Integration

data for 2000-03 includes at least 3 out of the 4 years

Figure 2 - Net Income as Percent of Net Revenue
3-Year Pre- versus Post- Integration

Figure 3 is the graphical representation of the three paired-t test net income as

a percent of net revenue's mean differences. It details what was found above and that

is that the three distributions are not significantly different from zero. As can be seen

from the chart, the average differences are very similar, showing graphically that there



is no significant difference between the net income percents of pre- and post-

integration hospitals.

The average mean differences in the three distributions are all at 4%. In the

one year the range is from -3% to 6% with two outliers, one at -6% and one at 11%.

In the two year the range is -5% to 11 %. In the three year the range is -5% to 7%.
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1 Year Duff Distrn 2 Year Duff Distr'n 3 Year 01ff Dstrn

Figure 3 - Mean Differences of Net Income as Percent of Net Revenue
Pre- versus Post-Integration Hospitals

iii. Charity Care - Integrated versus Non-integrated Hospital

The third financial hypothesis was that "rural hospitals that are part of an

integrated system will have higher levels of charity care and social accountability
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funds than rural hospitals that are not integrated." Sufficient data was gathered to

allow a look at the charity care of each hospital. However, only three of the hospitals

reported social accountability data in their annual audited financials, while the other

seventeen did not. When this information was requested directly from CFOs of rural

hospitals, they reported that they did not track this data. Thus insufficient data was

available to complete an analysis of social accountability funds. However, sufficient

data was available on what rural hospitals wrote-off for uncompensated Medicare and

Medicaid services.

In an effort to find data that could be analyzed using comparable financial data

three different slices of the financial information were used to compare these

hospitals: first, 2002 charity care as a percent of net revenue was used because this

information was available for all hospitals; second, a 2-year average (2001 and 2002)

charity care as a percent of net revenue was used; and third, a 3 or 4 year average

(2000 through 2003) charity care as a percent of net revenue was used (a 3 or 4 year

average was used depending the financial data available from the hospital.)

The standard two-sample t-test, from the one year study, finds there is

evidence that the mean charity care percentage is greater for integrated hospitals vs.

that of non-integrated hospitals for observed hospitals in Oregon, in 2002 (two sided

p-value = 0.0358 from a standard two-sample t-test). The 95% confidence interval of

the mean difference is from 0.07% to 1.7%. Table 14 lists the average means for

integrated and non-integrated hospitals from the three different tests and their

respective p-values.
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* -- Significant for a two-sided test 2.5% each tail

Likewise, the standard two-sample t-test, from the three year study, finds there

is evidence that the mean charity care percentage is greater for integrated hospitals vs.

non-integrated for observed hospitals in Oregon for the time period of 2000-2003 (two

sided p-value = 0.0223 from a standard two-sample t-test). The 95% confidence

interval of the mean difference is from 0.15% to 1.7%.

Finally, the standard two-sample t-test, from the two year study, finds there is

inconclusive evidence to suggest that the mean charity care percentage is greater for

integrated hospitals vs. non-integrated for observed hospitals in Oregon for the time

period of 2001-2002. (two sided p-value = 0.0798 from a standard two-sample t-test).

Figure 4 shows that the median charity care for the integrated hospitals in 2002

is about 1.8% while the non-integrated is 0.8%. The range for integrated hospitals is

between 0.4% to 2.8%. The range in the non-integrated hospitals is between 0.3% and

1.0% with one outlier at 3.5%. The p-value for this analysis is 0.0358. This shows

that for the year 2002, there is evidence of a significant difference between the

integrated group of rural hospitals and non-integrated rural hospitals. (Additional

Information in Exhibit E - Charity Care Analysis - Integrated vs. Non-integrated)

Table 14 - Charity Care Analysis
Integrated versus Non-integrated Hospitals

Year Financial Data
Compared

Integrated
Average Mean

Non-integrated
Average Mean

P Value

2002 1.70% 0.81% 0.0358*

2001 2002 1.67% 0.88% 0.0789

2000-2003 1.69% 0.77% 0.0223*
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Figure 4 - 2002 Charity Care as a Percent of Net Revenue
Integrated versus Non- Integrated Hospitals

Figure 5 shows that the median charity care for the integrated hospitals in 2001

and 2002 is 1.5% while the non-integrated is 0.75%. The range for integrated

hospitals is between 0.03% and 3.3%. The range for non-integrated hospitals is

between 0.1% and 1%, with one outlier at 3.4%. The p-value for this analysis is

0.0798. This shows that for the year 2001 to 2002, there is suggestive leaning toward

evidence of a significant difference between the integrated group of rural hospitals and

non-integrated rural hospitals.
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Integrated Non-Integrated

Figure 5 - 2001 - 2002 Charity Care as a Percent of Net Revenue
Integrated versus Non- Integrated Hospitals
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Figure 6 shows that the median charity care for the integrated hospitals in a

three to four year period (2000 to 2004 - with at least three out of four years of data

per hospital) is 1.69% while the non-integrated is 0.7 7%. The range for integrated

hospitals is 0.5% to 3.4%. The range in the non-integrated hospitals is between 0.1%

to 1.1%, with one outlier at 2.5%. The p-value for this analysis is 0.0223. This shows

that for the three to four year period, there is evidence of a significant difference

between the integrated group of rural hospitals and non-integrated rural hospitals.
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Integrated Non-Integrated

data includes at least 3 out of the 4 years

Figure 6 - 2000 - 2003 Charity Care as a Percent of Net Revenue
Integrated versus Non-Integrated Hospitals

Again, in two out of three tests, we found that there is evidence of a significant

difference between the integrated hospitals and the non-integrated hospitals on the

average percentage of charity care provided. Integrated hospitals provided a

significantly higher amount of charity care than non-integrated hospitals during the

period between 2000 and 2003.

This finding raised a question in the researcher's mind about what happened to

charity care in the rural communities pre- and post-integration. The 1996 through

1998 data was not available for non-integration hospitals.



- is not significant for a two-sided test 2.5% each tail
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iv. Charity Care - Pre- versus Post-Integration

In an effort to find pre-integration data that could be analyzed using

comparable financial data, three different slices of the pre-integration financial

information were used to compare these hospitals with the post integration years: first,

1998 charity care as a percent of net revenue was compared to 2002; second, a 2-year

average (1997 and 1998) charity as a percent of net revenue was compared to a two-

year post-integration average charity percent (2001 and 2002); and third, a 3 year pre-

integration charity care average percent (1996 through 1998) net income was

compared to the 3 to 4 year post-integration average charity percentage.

The paired t-test found there is no evidence to suggest that there is any

difference in mean charity care as a percent of revenue between pre-integrated and

post-integrated hospitals located in the state of Oregon, from observed data collected

from 1998 (Pre) vs. 2002 (Post) (two sided p-value = 0.3 597 from a paired t-test).

Table 15 lists the average mean difference for pre-integration and post-integration

hospitals from the three different tests and their respective p-values.

Table 15 - Charity Care Analysis
Pre-Integration versus Post-integration Hospitals

Year Financial Data
Compared

Pre-Integrated Average Mean Minus
Post-Integrated Average Mean

P Value

1998 vs. 2002 -0.42% 0.3597"

1997 1998 vs.
2001 2002

-0.46% 03912NS

1996 - 1998 vs.
2000 - 2003

-0.3 0%
05688NS
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The paired t-test found there is no evidence to suggest that there is any

difference in mean charity care as a percent of revenue between pre-integrated and

post-integrated hospitals located in the state of Oregon, from observed data collected

from 1997-1998 (Pre) vs. 2001-2002 (Post) (two sided p-value = 0.3912 from a paired

t-test).

The paired t-test found there is no evidence to suggest that there is any

difference in mean charity care as a percent of revenue between pre-integrated and

post-integrated hospitals located in the state of Oregon from observed data collected

from 1996-1998 (Pre) vs. 2000-2003 (Post) (two sidedp-value = 0.5688 from a paired

t-test).

Figure 7 below looks at the one year comparison findings, which, of the three

tests, had the lowest p-value, though it is not significant. Figure 7 shows that the

median charity care for the pre-integrated hospitals in a one year period (2002) is 1.2%

while the post-integrated is 1.8%. The range in the pre-integrated hospitals is between

0.1% and 2.2%. The same range for post-integrated hospitals is 0.4% and 2.9%. The

p-value for this analysis is 0.3 597. This shows that for the one year period (2002),

there is no evidence of a significant difference between the pre-integrated group of

rural hospitals and post-integrated rural hospitals, in relationship to the percentage of

charity care it provided. However, the charts do show that there is a higher amount of

charity care being provided on average. But this finding is not statistically significant.



Figure 7 - Charity Care as a Percent of Net Revenue
Pre- versus Post-Integration Hospitals

Below is the graphical representation of the paired-t test. Figure 8 details what

was found above. The three distributions represent the charity care as a percent of net

revenue's means are not significantly different from zero. The average mean

differences in the three distributions are all around 0%. In the one year the range is

from -2.5% to 1% with one outlier, one at 1.5%. In the two year the range is -2.5% to

1.3%. In the three year the range is -2.5% to 1.3%. As can be seen from the chart,

the average differences are very similar, showing graphically that there is no

significant difference.
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1 Year Duff Distrn 2 Year Diff Distrn 3 Year Duff Distr'n

Figure 8 Charity Care Percent of Net Revenue Mean Differences
Three Time Periods

v. Medicare/Medicaid Write-off Integrated versus Non-Integrated Hospitals

Medicare/Medicaid write-off as a percent of net revenue was looked at for

rural hospitals. Again, in an effort to find data that could be analyzed using

comparable financial data, three different slices of the financial information were used

to compare these hospitals: first, 2002 Medicare/Medicaid write-offs as a percent of

net revenue was used because financial data was available for all hospitals; second, a

2-year average (2001 and 2002) of Medicare/Medicaid write-offs as a percent of net

revenue was used; and third, a 3 or 4 year average (2000 through 2003) of

Medicare/Medicaid write-offs as a percent of net revenue was used (a 3 year or 4 year

average was used depending on the financial data available from the hospital).

The standard two-sample t-test finds there is no evidence to suggest that there

is any difference in mean Medicare/Medicaid write-off as a percent of revenue



between integrated and non-integrated hospitals located in the state of Oregon, from

observed data collected from 2002 (two sided p-value = 0.5953 from a two

independent sample t-test). Table 16 shows the various p-values for the

Medicare/Medicaid analysis.
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The standard two-sample t-test finds there is no evidence to suggest that there

is any difference in mean Medicare/Medicaid write-off as a percent of revenue

between integrated and non-integrated hospitals located in the state of Oregon, from

observed data collected from 200 1-2002 (two sided p-value = 0.5985 from a two

independent sample t-test).

The standard two-sample t-test finds there is no evidence to suggest that there

is any difference in mean Medicare/Medicaid write-off as a percent of revenue

between integrated and non-integrated hospitals located in the state of Oregon, from

observed data collected from 2000-2003 (two sided p-value =0.5571 from a two

independent sample t-test). Figure 9 below looks at the 2000 to 2003 study.

Table 16 - Medicare/Medicaid Write-off
Analysis

Integrated versus Non-integrated Hospitals
Year Financial Data

Compared
Integrated

Average Mean
Non-integrated
Average Mean

P Value

2002 29.17% 32.68% 05953NS

2001-2002 29.27% 33.15% 05985NS

2000 - 2003 29.20% 32.90% 05571N5
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Integrated Non-Integrated

data includes at least 3 out of the 4 years

Figure 9 Medicare/Medicaid Write-off Analysis
Integrated versus Non-Integrated Hospitals

Figure 9 shows that the median Medicare/Medicaid Write-off percent of net

revenue are both around 30% percent of net revenue. The range of integrated

hospitals' Medicare/Medicaid percentage is 25% to 41%, with one outlier at 2%. This

range is narrower than that of the non-integrated hospitals. The range for non-

integrated hospitals is 12% to 60%. The non-integrated hospitals' variance was

greater than that of the integrated hospitals.
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vi. Medicare/Medicaid Write-Off - Pre- versus Post-Integration

The data raised a question in the researcher's mind about the difference

between Medicare/Medicaid write-offs as a percent of net revenue pre-integration

versus post-integration. The data had been provided by the various sources of data,

CEOs, CFOs, and the Office of Oregon Health Policy and Research data. Since the

data was available, a paired t-test was performed.

In an effort to find pre-integration data that could be analyzed using

comparable financial data, three different slices of the pre-integration financial

information were used to compare these hospitals with the post integration years: first,

1998 Medicare/Medicaid write-off as a percent of net revenue was compared that to

2002; second, a 2-year average (1997 and 1998) of Medicare/Medicaid write-off as a

percent of net revenue was compared that to a two-year post-integration

Medicare/Medicaid write-off average percent (2001 and 2002); and third, a 3 year pre-

integration Medicare/Medicaid write-off care average percent (1996 through 1998) net

income was compared to the 3 to 4 year post-integration Medicare/Medicaid write-off

average percentage.

The paired t-test found there is inconclusive evidence to suggest that there is

any difference in mean Medicare/Medicaid write-off as a percent of revenue between

pre-integrated and post-integrated hospitals located in the state of Oregon, from

observed data collected from 1998 (Pre) vs. 2002 (Post) (two sided p-value = 0.0723

from a paired t-test). Table 17 lists the average mean differences for pre-integration



and post-integration hospitals from the three different tests and their respective p-

values.

- is not significant for a two-sided test 2.5% each tail
* -- significant for a two-sided test 2.5% each tail

The paired t-test found there is evidence that there is any difference in mean

Medicare/Medicaid write-off as a percent of revenue between pre-integrated and post-

integrated hospitals located in the state of Oregon, from observed data collected from

1997-1998 (Pre) vs. 2001-2002 (Post) (two sidedp-value = 0.0395 from a paired t-

test). Table 17 shows that the mean differences are negative which shows that post-

integration were higher than pre-integration.

The paired t-test found there is inconclusive evidence to suggest that there is

any difference in mean Medicare/Medicaid write-off as a percent of revenue between

pre-integrated and post-integrated hospitals located in the state of Oregon, from

observed data collected from 1996-1998 (Pre) vs. 2000-2003 (Post) (two sided p-

value = 0.1033 from a paired t-test).
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Table 17 - Medicare/Medicaid Write-off
Analysis

Pre-Integration versus Post-integration Hospitals
Year Financial Data

Compared
Pre-Integrated Average Mean Minus

Post-Integrated Average Mean
P Value

1998 vs. 2002 -7.03% 00723NS

1997 1998 vs.
2001 - 2002

-7.58% 0.0395*

1996-1998vs.
2000 - 2003

-6.16% 01033NS
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Figure 10 looks at the two year comparison findings, which, of the three tests,

had the lowest p-value, which provides evidence. The median for the pre-integration

is 22% with a range of 15% to 28%. The median for the post-integration is 29% with

a range of 27% to 44%, with one outlier of 2%. (Additional Information in Exhibit F -

Medicare/Medicaid Write-off Analysis - Pre- versus Post-Integration)
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Figure 10 - 2 Year --Medicare/Medicaid Write-off as Percent of Net Revenue
Pre- versus Post-Integration

Figure 11 is the graphical representation of the three paired-t test

Medicare/Medicaid Write-off as a percent of net revenue's mean differences. It

details what was found above and that is that the three distributions suggest a
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difference from zero. As can be seen from the chart, the average differences are very

similar, showing graphically that there is suggestion that there is significant difference

between the Medicare/Medicaid Write-offs of pre- and post-integration hospitals.

0

0
0

(\J

9-

1 Year Duff Distrn 2 Year Duff Distrn 3 Year Duff Distrn

Figure 11 - Medicare/Medicaid Write-off as Percent of Net Revenue Mean
Differences

Three Time Periods

vii. Medicaid Write-off Pre- versus Post-Integration

In an effort to better understand this data an analysis of the Medicaid data for

these periods, independent of the Medicare was conducted. First, 1998 Medicaid
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write-off as a percent of net revenue was compared to 2002; second, a 2-year average

(1997 and 1998) of Medicaid write-off as a percent of net revenue was compared to a

two-year post-integration Medicaid write-off average percent (2001 and 2002); and

third, a 3 year pre-integration Medicaid write-off care average percent (1996 through

1998) net income was compared to the 3 to 4 year post-integration Medicaid write-off

average percentage.

The paired t-test found there is strong evidence that there is a difference in

mean Medicaid write-off as a percent of revenue between pre-integrated and post-

integrated hospitals located in the state of Oregon, from observed data collected from

1997-1998 (Pre) vs. 2001-2002 (Post) (two sided p-value = 0.008 from a paired t-test).

Table 18 lists the average mean difference for pre-integration and post-integration

hospitals from the three different tests and their respective p-values.

* -- significant for a two-sided test 2.5% each tail

The paired t-test found there is evidence that there is any difference in mean

Medicaid write-off as a percent of revenue between pre-integrated and post-integrated

hospitals located in the state of Oregon, from observed data collected from 1998 (Pre)

vs. 2002 (Post) (two sided p-value 0.0131 from a paired t-test).

Table
Pre-Integration

18 Medicaid Write-off Analysis
versus Post-integration Hospitals

Year Financial Data Pre-Integration Average Mean Minus P Value
Compared Post-Integration Average Mean

1998 vs. 2002 -8.78% 0.008*

1997-1998vs. -9.76% 0.0131*

2001 2002
1996-1998 vs. -7.79% 0.0214*

2000 - 2003
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Figure 12 Medicaid Write-off Analysis
Pre- versus Post- Integration
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The paired t-test found there is evidence that there is any difference in mean

Medicaid write-off as a percent of revenue between pre-integrated and post-integrated

hospitals located in the state of Oregon, from observed data collected from 1996-1998

(Pre) vs. 2000-2003 (Post) (two sided p-value = 0.0214 from a paired t-test).

Figure 12 looks at the one year comparison findings, which, of the three tests,

had the lowest p-value, showing strong evidence. The pre-integration median

Medicaid write as a percent of net revenue was 4% with a range of 1% to 9%. The

post-integration median Medicaid write-offas a percent of net revenue was 12% with

a range of 1% to 24%. (Additional Information in Exhibit G - Medicaid Write-off

Analysis - Pre- versus Post-Integration)
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Figure 13 is the graphical representation of the three paired-t test Medicaid

Write-off as a percent of net revenue's mean differences. It details what was found

above and that is that the three distributions show a strong evidence of mean

difference from zero. As can be seen from the chart, the average differences are very

similar, with the average means at -6% for the one year period, at -13% for the two

year period and -8% for the three year period. This shows graphically that there is

evidence that there is significant difference between the Medicaid Write-offs of pre-

and post-integration hospitals.

1 Year Duff Distrn 2 Year Duff Distrn 3 Year Duff Distrn

Figure 13 - Medicaid Write-off as Percent of Net Revenue Mean
Differences

Three Time Periods
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c. Physician Hypotheses

The first physician hypothesis was that "when physicians are involved on the

Board of rural hospitals in integrated health systems, the hospital will have better

financial performance than integrated rural hospitals that do not include physicians on

the board." The study revealed that all integrated hospitals in the sample had

physicians serving on the Board. Thus we were unable to perform a comparative

analysis of two groups.

i. Number of Physicians Increased

The second physician hypothesis was that "rural hospitals that are part of

integrated health system will have more physicians working in the community after

integration than rural hospitals that are not integrated." We asked the CEOs to report

the number of physicians that have increased in three physician care categories:

primary care, emergency care, and specialty care.

In the primary care area, eight of the nine integrated rural hospitals responded

to the questions in this area. Only one of the eleven non-integrated rural hospitals

responded to the questions in this area.

In the emergency care area, eight of the nine integrated rural hospitals

responded to the questions in this area. Only two of the eleven non-integrated rural

hospitals responded to the questions in this area.
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In the specialty care area, eight of the nine integrated rural hospitals responded

to the questions in this area. None of the eleven non-integrated rural hospitals

responded to the questions in this area.

There is no evidence to suggest that there is any difference in the mean number

of primary care physicians added to a community between integrated and non-

integrated hospitals located in the state of Oregon, from observed data collected (two

sidedp-value = 0.43 15 from a 2-sample test for equality of proportions with continuity

correction).

There is no evidence to suggest that there is any difference in the mean number

of emergency and specialty physicians added to a community between integrated and

non-integrated hospitals located in the state of Oregon, from observed data collected

(two sided p-value = 0.8876 from a 2-sample test for equality of proportions with

continuity correction). Table 19 lists the proportions of each physician care type for

integrated and non-integrated hospitals from the tests and their respective p-values.

- is not significant for a two-sided test 2.5% each tail

Table 19 Physician Increased Analysis
Integration versus Non-Integration Hospitals

Physician Type Integrated
Proportion

Non-Integrated
Proportion

P Value

Primary Care 0.666667 0.909090 04315NS

Emergency&
Specialty Care

0.666667 0.636363 08876NS
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ii. Income of Physicians Increased

The third physician hypothesis was that "physicians that work at rural hospitals

in integrated health systems will have higher incomes after integration than physicians

in rural hospitals that are not integrated."

The standard two-sample t-test finds there is no evidence to suggest that there

is any difference in primary care income between 1998 and 2002. The t-test looked at

the mean income change between primary care physicians working at integrated

versus non-integrated hospitals located in the state of Oregon from data provided by

rural hospitals' CEOs (two sidedp-value 0.6679 from a two independent sample t-

test). Table 20 shows the various p-values for physician income increased. Figure 14

shows the mean income changes for primary care physicians in integrated and non-

integrated hospitals.

NS - is not significant for a two-sided test 2.5% each tail
* -- significant for a two-sided test 2.5% each tail

Figure 14 looks at the primary care physician income changes between 1998

and 2002. The median income increase for primary care physicians in integrated

Table 20 Physician Income Increased Analysis
Integration versus Non-Integration Hospitals

Physician Type Integrated
Average Mean

Non-Integrated
Average Mean

P Value

Primary Care $2,000 -$2,727 06679NS

Emergency Care $0 $21,500 0.0434*

Specialty Care -$10,000 -$3,333 0632NS
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hospitals is $2,000 with a range of $0 to $20,000, with an outlier of -$30,000. The

median income increase (decrease) for non-integrated hospitals is -$2,727 with a range

of -$35,000 to $20,000.

Integrated Non-Integrated

Figure 14 - Primary Care Physicians Income Increased
Integrated versus Non-Integrated Hospitals

The standard two-sample t-test finds there is evidence to suggest that there is a

significant difference in emergency care income of integrated and non-integrated

hospitals between 1998 and 2002. The t-test looked at the mean income change

between emergency care physicians working at integrated versus non-integrated

hospitals located in the state of Oregon. from data provided by rural hospitals' CEOs

(two sided p-value = 0.0434 from a two independent sample t-test). The median

income change, with respect to emergency care, for non-integrated hospitals is

estimated to be $21,500 greater than the mean income changed with respect for



emergency care for integrated hospitals. A 95% confidence interval is: $737.36

greater to $42,262.64 greater.

Figure 15 shows the income changes for emergency care physicians in

integrated and non-integrated hospitals. The median income change for emergency

care physicians in integrated hospitals is $0 with a range of $0 to $20,000, with an

outlier of -$36,000. The median income change for non-integrated hospitals is

$21,500 with a range of -$18,000 to $40,000.

Integrated Non-Integrated

Figure 15 - Emergency Care Physicians Income Increased
Integrated versus Non-Integrated Hospitals

The standard two-sample t-test finds there is no evidence to suggest that there

is no evidence of significant difference in specialty care income between 1998 and

96
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2002. The t-test looked at the mean income change between specialty care physicians

working at integrated versus non-integrated hospitals located in the state of Oregon,

from data provided by rural hospitals' CEOs (two sided p-value = 0.632 from a two

independent sample t-test).

Figure 16 shows the income changes for specialty care physicians in integrated

and non-integrated hospitals. The median income change for specialty care physicians

in integrated hospitals is -$10,000 with a range of $0 to -$33,000. The median income

change for physicians in non-integrated hospitals is -$3,333 with a range of -$40,000

to $30,000.

Q00

0-

L

Integrated Non-Integrated

Figure 16 - Specialty Care Physicians Income Increased
Integrated versus Non-Integrated Hospitals



d. Service Hypotheses

i. Total Services Added

The first service hypothesis was that "rural hospitals that are part of integrated

health systems will have more clinical services available to the community after

integration than before." Figure 17 details the number of services added by integrated

rural hospitals in Oregon.

Number of Services

I,

E

2 3 4 5 6 7 8 9

Hospital

Figure 17 - Service Changes in Integrated Hospitals

Data reported by the CEOs of rural hospitals, indicates that integrated rural

hospitals had the potential to add twenty-one (21) services after they integrated. These

hospitals actually added ten (10). Integrated hospitals also discontinued three (3)

services after integration. These raw statistics show that integrated hospitals in

98

!l Discontinued

Added Services
0 Did not Add
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Oregon added a net seven (7) services after integration. Table 21 shows the percent of

time that integrated hospitals added services after integration, forty-eight percent

(48%).

ii. Services added - Integrated versus Non-Integrated

The second service hypothesis was that "rural hospitals that are part of

integrated health systems will have more clinical services available to the community

than rural hospitals that are not part of integrated health systems." The data was

looked at in several ways. First, the number of added services in integrated hospitals

was compared to the number of added services in non-integrated hospitals. Table 22

shows how each area broke out. Second, several individual services were compared

by integrated versus non-integrated hospitals: cardiac services, urgent care services,

dialysis services, MRI services, and other services. Figure 18 shows the number of

services added by each hospital in the study and the number that could have been

added but were not.

Table 21 - Number of Services of All Integrated Hospitals

Potential Services Added Discontinued % Added

Integrated 21 10 3 47.6%
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Figure 18 - Number of Services
Integrated and Non-integrated

(Number 1 through 9 are integrated and Number 10 through 21 are non-integrated)

The standard two-sample t-test finds there is no evidence which shows that the

mean number of services added for integrated rural hospitals is any different from the

mean number of services added for non-integrated rural hospitals (p-value = .6138

from a likelihood ratio test). Table 23 details the p-value.

Added Services

Did not Add
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Table 22 -- Number of Services of All Hospitals

Potential Services Added % Added

Integrated 21 10 47.6%

Non-integrated 43 1 5 34.9%



NS - is not significant for a two-sided test 2.5% each tail

The chi-square test finds that there is no evidence to show that the odds of

adding cardiac care services for integrated hospitals is any different from the odds of

providing cardiac care services for non-integrated hospitals (p-value = 0.6747 from a

likelihood ratio test). Table 24 lists the p-values from the three different tests.

- is not significant for a two-sided test 2.5% each tail
** -- Suggestive evidence

The chi-square test finds that there is some suggestive, but inconclusive,

evidence that the odds of adding urgent care services for integrated hospitals is

estimated to be 9 (800% greater) times the odds of providing urgent care services for

non-integrated hospitals (p-value = 0.0939 from a likelihood ratio test). In this case,

sample sizes are unusually low. The estimate of 9 times is arrived at by using the

intercept as an exponential to e. Thus e2'97222 = 8.999 or 9 times and 800% greater.
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Table 24 Services Analysis P-Values
Integration versus Non-Integration Hospitals

Service Type P Value

Cardiac Care Services 06747NS

Urgent Care Services 0.0939**

Other Care Services 05783N5

Table 23 - Number of Services Analysis P-Values
Integration versus Non-Integration Hospitals
Service P Value

All services added 06138NS
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The chi-square test finds no evidence to show that the odds of adding "other"

care services for integrated hospitals is any different from the odds of providing

"other" care services for non-integrated hospitals (p-value = 0.5783 from a likelihood

ratio test).

There is not sufficient data to analyze either the dialysis services or the MRI

services.

e. Qualitative Analysis

As reported earlier, fifteen of the twenty rural hospitals participated in the

telephone interview that looked at several factors in the success of rural hospitals over

the past ten years. Six responders were from integrated hospitals while nine were

from non-integrated hospitals. Copies of the transcripts are attached in the Data

Summary Appendix.

The first question asked of the CEOs of the rural hospitals, "To what do you

attribute the success of your hospital over the past ten years?" Integrated hospitals

focused on integration (three out of six responders) and community openness to

change and supporting the change (two out of six responders) as the principle reasons

for the success of the hospital. As stated by the CEO of hospital 4009, it was "Two

factors: integration with physicians and integration with a larger health system." (All

quotes in this section are from the telephone interviews taken with this study. The full

transcript can be found in the Data Summary Appendix/l 0-a Telephone Interview

Transcripts. No further reference will be used in this section.) One responder in this
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category mentioned critical access designation (a special designation for higher

Medicare and Medicaid reimbursement provide to rural hospitals with a set bed size).

Non-integrated rural hospitals responded with the answers of medical staff and

picking the right services, both with four out of nine. The next most often response

was critical access designation, with three out of nine. The CEO of hospital 5002 said,

"First of all, we have an excellent medical staff for a facility of this size." And the

CEO of 5010 sated it this way: "I think it is actually due to building a cohesive

medical support staff in the community."

The second question was, "What has been the role of physicians in your

success over the past ten years?" Integrated hospitals responded, four out of six, that

working with administration was a key role in the success. Hospital 4009 CEO said,

"They have integrated with the hospital. They have collaborated and decided not to

pursue their financial stability on their own. They are in an employed status and they

participate in several ventures with us. Being able to jointly plan for services,

technology, things like that, are real positive."

Two out of the six responded that good communication and providing quality

care were key factors. Hospital 4001 CEO said, "They don't find themselves at odds

with their Board. Three members of our medical staff are on our Board. We have open

communication."

Non-integrated hospitals were more diverse in their responses. Two out of the

nine responded that high quality/high touch patient care and collaboration were key

factors. "We have a very high quality, very high touch, very high personal feeling for
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in-patient care. That costs a lot of money. We chose to do that. The doctors recognize

this and appreciate it," said Hospital 5001 CEO.

The third question was, "What four key values are the driving forces for the

hospital?" The integrated hospitals tended to center around three key thoughts. First,

Christian values/compassion had five out of six responses. Integrity and excellence

were both in the responses of four out of six of the hospitals. Fiscal responsibility,

sound financial practices, was in the answers of two out of the six hospitals.

The non-integrated hospitals tended to be broader in their responses. Quality

had the most responses, with five out of nine. Hospital 5003 CEO said, "We focus on

customer service, quality." Several came in with three out of nine: respect, and

service. Three had two out of nine: integrity, dedication to communicating, and

collaboration.

The fourth question was, "What do you see will be necessary to help insure the

continued success of your rural hospital?" Integrated hospitals had two responses that

tied with four out of six responses. The responses were physician recruitment/

retention and the favorability of the reimbursement climate. If you add critical access

to the reimbursement, you would have five out of six talking about money matters.

Four responses were mentioned by two out of six: quality improvement, joint plaiming

with medical staff, changing services to meet community need, and fiscal

management.

Hospital 4105 CEO said, "We will need some help from our government

funders, primarily Medicare and Medicaid, since that affects the majority of our
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patients." CEO from Hospital 4001 said, "We had to become a critical access like

most rural hospitals have to do to fight off the reduction in reimbursement, especially

from Medicare and Medicaid. Dealing with reimbursement issues for both the hospital

and reimbursement issues for physicians are critical."

The non-integrated hospitals centered on money matters, too, with five of the

nine responses stating reimbursement, critical access and physician

recruitment/retention as important to continued success. Courage to invest in the

hospitals was listed in two out of the six responses. The CEO of Hospital 5003 stated

it this way: "Presently one of the big factors that I mentioned earlier is the critical

access hospital designation, receiving cost-based reimbursement for Medicaid and

Medicare. That is going to be a critical factor not only for our organization but for

similar rural hospitals going into the future. Employee and physician

recruitment/retention is going to be an ongoing issue."

The fifth question was, "Why did the hospital join into a partnership

relationship with a larger health system?" Two Catholic hospitals reported that the

decision was driven at the parent level. Otherwise, the answers were varied: (a) they

did not have the expertise to manage, (b) the future dictated joining with a stronger

partner, yet they wanted to keep control as local as possible, and (c) the physicians and

the community said that it did not make sense to duplicate services. All felt that they

had achieved the goals that lead to integration.

The sixth question was, "Why didn't the hospital consider joining or join into a

partnership relationship with a larger health system?" The one reason with the most
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responses was a desire to remain independent. Other responses included: (a) pride, (b)

not asked, (c) they were already financially positive, leaving them without a clear

motive to integrate, (d) did not find a right fit, and (e) being a tax district hospital

makes it hard to integrate. Again, all felt that they had achieved their goals in not

integrating.

The seventh question was, "What has been the Board's role in your success?"

In the integrated hospitals, the major response was supportive of capital and programs,

with four out of six responding with this answer. Three responses stated that the Board

has overseen quality issues. Hospital 4001 CEO said, "I think it has been a very active

role in overseeing the quality and operation and legal Board of the corporation, being

supporting in supplying capital and programs that assure improvement in quality, and

quality of care can go on."

The non-integrated hospitals responded with two responses, stating that the

Board did not have a private agenda. The other responses were (a) support the CEO,

(b) the Board is in tune with the community, (c) the Board has been stable, (d) they

listen to the professionals, and (e) they invest in the capital needed to keep the hospital

strong.

e. Summary of Findings

The study did not find a difference between integrated and non-integrated rural

hospitals in the financial net income hypothesis, the number of physicians' hypothesis

proposed in this study. The study did find a difference between integrated and non-



integrated rural hospitals in the financial-community benefit hypotheses and the

service hypotheses, emergency care physician income hypothesis, and urgent care

services hypothesis. Table 25 provides an overview of the areas of study and the

significance found or not found.
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Table 25 Summary of Research Findings

Vanable Fmdings Significance

Net Income
Integrated versus Non-Integrated No Significance
Pre-Integrations versus Post-

Integration
No Significance

Charity care
Integrated versus Non-Integrated Charity care is a

larger share of the
budget in integrated

hospitals

Significance

Pre-Integrations versus Post-
Integration

No Significance

Medicare / Medicaid Write-off
Integrated versus Non-Integrated No Significance
Pre-Integrations versus Post-

Integration
Medicare/Medicaid
write-off is a larger
share of the budget
in post-integration

hospitals

Moderate Evidence
of Significance

Medicaid write-off
Pre-Integrations versus Post-

Integration
Medicaid write-off
is a larger share of
the budget in post-

integration
hospitals

Significance

Physicians added to community
Integrated Vs. Non- Integration

Primary care No Significance
Emergency & Specialty care No Significance
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Variable Findings Significance

Physician Annual income --
Integrated versus Non-Integrated
Primary Care No Significance
Emergency Care Emergency care

physician income
increase more in
non-integrated

hospitals

Significance

Specialty Care No Significance
Services Added - Integrated vs.
Non-Integrated

Cardiac Care No Significance
Urgent Care Urgent care

services increase 9
times more in

integrated hospitals

Moderate Evidence
of Significance

Other Care No Significance
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Chapter 5 Conclusions

The study of integrated rural hospitals in Oregon found that the level of charity

care was higher in integrated versus non-integrated hospitals. The study found that the

Medicaid write-offs, and the urgent care services were higher after integration than

before integration. The study found that there was no difference in the net income, the

number of physicians, the incomes of primary care and specialty care physicians,

Medicare/Medicaid write-offs. The study found that the income of emergency care

physicians did not increase as fast for integrated hospital as for non-integrated

hospitals.

The conclusions from the study were limited by the fact that the sample size

was intentionally small, with a total sample population of thirty-eight rural hospitals

(N=3 8), if all participated in the study. However, the research can draw statistical

significance in the areas where the research found differences. The findings were

further affected by the response rates of the various instruments used. Fifty-three

percent (53%) of the sample (N=20), provided written responses to the surveys.

Financial data was gathered on all of these. Fifteen of the twenty hospitals provided

qualitative data via telephone interviews (N= 15), or seventy-five percent (75%) of the

written responders. The study was limited by time and money to get more responses

from the CEOs of rural hospitals. Each of the original thirty-eight CEOs were

contacted up to five times to solicit their involvement in the study, twice by mail and

three by telephone. The next twenty were contact up to six times to solicit

involvement in the telephone interviews. The survey was limited by money to contact
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all physicians and board members of rural Oregon hospitals to gather more detailed

responses on issues of (1) why they integrated or did not integrate, (2) values of

hospital, (3) income of physicians, and (4) perceptions of integration.

With the data gathered from these hospitals, there were conclusions that help

understand what has happened to integrated hospitals in rural Oregon between the

mid-1990s and the early-2000s. The research helped identify what additional

information needs to be gathered to better understand the impact that integration has

had on the rural hospitals and the communities they serve. Finally, it suggested what

additional research follow-up would help develop a clearer picture in the future.

a. What has happened - General discussion

The data gathered from integrated and non-integrated rural hospitals in Oregon

begins to support the arguments that are touted when hospitals seek to integrate with

larger hospitals/health systems. These arguments are:

Integration will improve a hospital's quality.

Integration will provide a hospital with stronger financial position.

Integration will provide greater community benefits either through higher

levels of charity care or gifts to community programs.

Integration will retain and attract more physicians into a community and

provide them with higher incomes.

Integration will allow rural hospitals to offer more services to communities.
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Improve a hospital's quality

In the quality arena, data was not available to substantiate the impact of

integration on communities that are served by rural hospitals. There was not a good

source for data. State health departments are determining how best to gather this data.

They are trying to understand how to remove the bias that might exist because a

community may have more severe cases of particular illnesses than another. The more

severe cases may be a result of environmental factors, social factors or other factors.

Thus a hospital in a community with higher severity may not experience the same

morbidity and mortality rates as a hospital in a community with lower severity.

Shortell, Friedman & Goes, and Skinner reported that quality was important for

integrated systems to keep their eyes on. (Shortell, et.al., 2000, pp. 36-38) (Friedman

& Goes, 2001, p. 17) (Skinner, 2003, pp. 14-15) Yet, systems have not, nor have

governing agencies created a way to measure when quality care has increase or been

provided at a lower cost.

Stronger financial position

In the financial arena, integrated rural Oregon hospitals have not seen

improvement in net income after integration. The results do not show that during the

first years after integration the rural hospitals have seen significant improvement in the

financial performance area. Likewise, when one looks at the integrated versus non-

integrated hospitals, the integrated hospitals did not experience higher net incomes

than non-integrated hospitals.
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The finding in the financial area follows along with the prior research

completed by Friedman & Goes, Bums & Pauly and Dravone. (Friedman & Goes,

2001, p. 5) (Bums & Pauly, 2002, P. 128) (Dranove, et.al., 1996, P. 100) Each

research reports how integration has not necessarily improved the financial outcomes

of the integrated hospitals. The finding shows us that integrated rural Oregon

hospitals appear to be tracking with national data on the financial impact of

integration.

This one measure of financial strength may not have been adequate to truly

detennine the financial impact that integration had on a rural hospital. Other financial

measures may have been considered in the analysis: net equity, days-cash-on-hand,

and debt-to-equity. A broader look at different financial ratios will provide a deeper

understanding of the impact of integration on rural hospitals. Also, the short period of

time since integration, for most of these hospitals, may not truly reflect some of the

eventual economies of scale and efficiencies that might be experienced through

integration, if attention is provided to economies of scale.

iii. Greater community benefit

There is evidence to suggest that integrated rural Oregon hospitals provide

greater community benefit than non-integrated hospitals. Integrated hospital data

shows that they provide higher levels of charity care than non-integrated hospitals.

This higher amount of charity care is a direct benefit to the communities because it
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demonstrates that more free care is being provided in a community served by an

integrated rural hospital.

However, when exploring to determine if there was difference between pre-

integration and post-integration, there was not a significant difference in the level of

charity care proved. This creates an interesting dynamic. Though it appears that

integrated rural hospitals demonstrate a greater amount of charity care than non-

integrated hospitals, it is not clear if there has been a significant shift in philosophy of

charity care after integration. The data suggests that the integrated rural hospitals

appear to have provided equal levels of charity care before and after they became part

of an integrated system.

The study suggests that integrated rural hospitals demonstrated higher levels of

Medicaid write-off after integration than before. This would lead us to believe that

there is a shift in supporting the needy in the community. The study did not look at

non-integrated rural hospital's Medicaid for the time-period of pre-integration. It

would be helpful to understand what happened to non-integrated rural hospitals'

Medicaid percentage for the same time period used to look at integrated hospitals'

Medicaid percentage. The literature review did not find any research on the

community benefits of integration, specifically charity care, Medicare write-offs and

Medicaid write-offs.

These two findings raise these questions. (1) Were integrated rural hospitals

more community-minded prior to integration than those that did not integrate? (2)

Were the hospitals situated in communities that required higher levels of charity and
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Medicare/Medicaid care? (3) Did higher levels of charity care place more financial

pressure on the rural hospital?

An interesting next step would be to gather non-integrated hospital financial

data from the mid-1990s and compare that with the existing integrated hospital

financial data. This would help us see if the financial picture of the integrated

hospitals was significantly worse before integration than the hospitals that did not

integrate. This data would help to answer a question that exists: Was an integrated

rural hospital forced to look to integrate because it was looking for a "white knight" to

help it out of poor financial performance?

iv. Positive physician impacts

The study did not substantiate the hypothesis that integrated rural hospitals

would attract more physicians to the community than non-integrated hospitals. The

number of physicians in integrated rural hospital communities did not increase

significantly more than non-integrated rural hospital communities. When one

considers that the length of time for recruitment of new physicians, new management

in an integrated rural hospital may not have had sufficient time to impact the success

of recruitment of new physicians.

The study did not substantiate the hypothesis that the income of physicians

associated with integrated rural hospitals was greater than the income of non-

integrated hospitals. The three areas primary care, emergency care and specialty care

did not show greater levels of income for physicians associated with integrated
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systems. This finding tends to confirm research completed by Murphy & Hardy and

Hoim & Brogadir that report that system management has implemented programs that

have reduced the take home pay of physicians. (Murphy & Hardy, 1994, p. 7) (Hoim

& Brogadir, 2000, p. 8)

The study did suggest that emergency care physicians in non-integrated

hospitals had a greater increase in income than emergency care physicians in

integrated hospitals between 1998 and 2003.

The physician-income-reporting nature of this data by hospital CEOs may not

truly reflect what physicians in communities experienced during this period of time.

Future research would have greater validity if there is a way to reach physicians in

communities served by integrated and non-integrated hospitals to develop the income

data for analysis.

v. More clinic services

The study shows that integrated rural hospitals added services to the

community after integration. These nine hospitals had the potential to add twenty-one

(N=21) new services to the community and added ten, while discontinuing three.

Integrated rural hospitals added forty-seven percent (47%) of all potential new

services after they integrated with a health system.

Also, the study shows that non-integrated hospitals added thirty-five percent

(35%) of all potential new services during the same time period (N=r 43). These raw

statistics show that integrated hospitals added new services slightly faster than non-
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integrated. This study follows along with the research completed by Peters and by

Linenkugel that report that integrated systems are able to pool resources and add

services to a community. However, three other research studies report that

efficiencies are often lost because integrated systems cannot reduce duplication of

services. (Bilynski, 2002, p. 12) (Maynard, et.al., 1995, p. 352) (Dranove, et.al., 1996,

p. 100)

The various services were looked at individually. The data shows that

integrated rural hospitals were more likely to add urgent care services than non-

integrated hospitals. The data shows that there was no difference between integrated

hospitals and non-integrated hospitals when it came to adding cardiac or other

services.

This analysis would be more valid if additional hospital data were added to it.

Gathering data from other hospitals in Oregon would help to develop a deeper

understanding of what is happening in the development or reduction of services in

rural hospitals. Another area to look at is the fact that integrated rural hospitals did not

show financial improvement after integration may be tied to the inability to create

efficiencies by services reduction after integration. Another area of services and

efficiency would be to see what has happened to administrative services post-

integration
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vi. Qualitative analysis

Interestingly, there appeared to be commonality between the CEOs of

integrated and non-integrated rural hospitals when talking with them in person on the

telephone. Each group predominantly believes that physicians are a key to the success

of the hospital. The CEOs report that the physicians have worked with the hospitals to

help them achieve success. The difference is how the physicians are going about

helping achieve the success. Integrated hospitals feel that physicians have joined in

partnership by joining the system with them. Non-integrated hospitals feel that

physicians have worked with them to achieve success, by supporting and helping to

make capital/program decisions.

Second, both groups believe that successful physician recruitment/retention

will be a critical factor to continued success. The CEOs are very universal on this,

quality primary care and specialty care physicians are vital to continued growth and

development of their hospitals and healthcare services to the community they serve.

Third, developing a climate that offers favorable reimbursement will be

another factor influencing success. Many non-integrated hospitals have moved to

critical access status, a federal designation in which a hospital meets stringent

requirements and then receives higher reimbursement for Medicare. Some of the

integrated hospitals are beginning to look at critical access status to help them

financially. One interesting distinction that might warrant further investigation is that

it appears that less remote rural hospitals looked to integration to help stabilize
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operations in the mid- to late-1990s, while more remote hospitals looked to critical

access status for stability.

Finally, CEOs of integrated and non-integrated hospitals reported support from

their respective Boards. This support manifested itself in good decision-making on

capital projects and programmatic changes. Likewise, the non-integrated rural

hospitals that were tax-district hospitals felt that they were successful when the Board

members did not bring private agendas.

vii. Overall conclusion

Early in this chapter, it was stated that there is data to suggest that integrated

rural Oregon hospitals have had a positive impact on rural communities and have

begun to meet the promises offered prior to integration. The research was able to get

data on four of the five areas discussed above. Of the nine integrated hospitals, all but

two of them integrated between 1997 and 2000. Thus, there have been just a few

years of data during integration to begin to develop a picture of the impact of

integration on the rural hospitals and community.

In two of the four areas that the research gathered and analyzed data, one might

responsibly surmise that there suggestive evidence to support that integration has been

positive for communities because (1) there have been higher levels of charity care and

Medicaid provided and (2) there have been added new services. Also, we might

surmise that communities have not see all good benefits because (1) the financial

impact has not been any better in the integrated rural hospitals than non-integrated



rural hospitals and (2) the quantity of physicians in integrated rural hospital

communities have not increase nor have their incomes increased.

b. Further follow-up/research

This research project helped to expose some of the shortcomings in data on

rural hospitals and provide a framework in which to begin to gather new data. First,

an effort to work with state and federal agencies to develop models to evaluate quality

will help the industry and researchers to be able to determine the impact that programs

and services may have on quality in a community. Developing data streams that help

to adjust and sort out severity will provide a solid framework to look at quality.

Second, developing good data on physicians in communities will help

hospitals and physician groups to benchmark and remain competitive in an

increasingly challenging environment. The new data that would be helpful to this

research includes: income by physician types, number of providers in a conimunity by

specialty, and length of service and age of physician. The data would help to analyze

the impact that integration may have on the outcomes of this data.

The data can be gathered by working with state and national medical

associations to help them understand the positive outcomes of gathering this type data.

Analysis from this data may enable associations, hospitals and states to develop solid

programs to retain and attract new physicians into rural communities. Access to this

data will help provide a solid framework for other research, as well.

119
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Third, additional data will help to develop a detailed picture of the impact of

integration on rural hospitals. Taking this research out to include other regions and

states where integration of rural hospitals has occurred will help to develop a clearer

picture of the impact of integration.

Fourth, the research needs to begin to gather more longitudinal data. Looking

at integrated rural hospitals over a period of time will determine if the findings here

are a reflection of the positive impact that integration has or whether the findings were

an anomaly because of the small sample size.

Finally, several areas for additional new research have been identified from

this study. These areas are: administrative efficiencies of integrated systems,

physician income and quantity, and Medicaid data for non-integrated hospitals.
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Chart 1 -- Oregon Hospitals
Hospital

Urban
Eastmoreland Hospital
Legacy Emanuel Hospital
Legacy Meridian Park Hospital
Legacy Mt. Hood Medical Center
McKenzie - Willamette Hospital
Providence Milwaukie Hospital
Providence St. Vincent Medical Ctr
Providence Medford Medical Center
Salem Hospital
Willamette Falls Hospital
Woodland Park Hospital
Tuality Healthcare

Flagship
Adventist Medical Center
Rogue Valley Medical Center
St. Charles Medical Center
Legacy Good Samaritan Hospital
OHSU
Sacred Heart Medical Center
Providence Portland Medical Center
Good Samaritan Regional Medical Ctr.
Kaiser Sunnyside Medical Center

Specialty
Doembecker Children's Hospital
Shriners Hospital for Children
Veterans Affairs Medical Center
VA Roseburg Healthcare Systems

Rural System Members
Tillamook County General Hospital
Three Rivers Community Hospital
Central Oregon Community Hospital
Cottage Grove Community Hospital

City,ST Zip System

Portland, OR 97202
Portland, OR 97227 Legacy
Tualatin, OR 97062 Legacy
Gresham, OR 97030 Legacy
Springfield, OR 97477 Triad
Milwaukie, OR 97222 Providence
Portland, OR 97225 Providence
Medford, OR 97504 Providence
Salem, OR 97309
Oregon City, OR 97045
Portland, OR 97220
Hilisboro, OR 97123

Portland, OR 97216
Medford, OR 97504
Bend, OR 97701
Portland, OR 97210
Portland, OR 97201
Eugene, OR 97440
Portland, OR 97213
Corvallis, OR 97339
Clackamas, OR 97015

Portland, OR 97201
Portland, OR 97201
Portland, OR 97207
Roseburg, OR 97470

Tillamook, OR 97141
Grants Pass, OR 97527
Redmond, OR 97756
Cottage Grove, OR 97424
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Adventist
Asante
Cascade Health
Legacy
OHSU
Peace Health
Providence
Samaritan
Kaiser

OHSU
Shriners
Veterans
Veterans

Adventist
Asante
Cascade
Peace Health



Peace Harbor Hospital
Providence Hood River Memorial
Hospital
Providence Seaside Hospital
Providence Newberg Hospital
Samaritan Albany General Hospital
Samaritan Lebanon Community Hospital
Samaritan North Lincoln Hospital
Samaritan Pacific Communities Hospital

Rural Non-system Members
Ashland Community Hospital
Bay Area Hospital
Blue Mountain Hospital
Columbia Memorial Hospital
Coquille Valley Hospital
Curry General Hospital
Grande Ronde Hospital
Harney District Hospital
Lake District Hospital
Lower Umpqua Hospital
Merle West Medical Center
Mid-Columbia Medical Center
Mountain View Hospital
Pioneer Memorial Hospital
Pioneer Memorial Hospital
Santiam Memorial Hospital
Silverton Hospital
Southern Coos Hospital & Health Center
Wallowa Memorial Hospital
West Valley Hospital

National System Memebrs - Rural
Good Shepherd Medical Center
Holy Rosary Medical Center
Mercy Medical Center
St. Anthony Hospital
St. Elizabeth Health Services
Willamette Valley Medical Center

Florence, OR 97439

Hood River, OR 97031
Seaside, OR 97138
Newberg, OR 97132
Albany, OR 97321
Lebanon, OR 97355
Lincoln City, OR 97367
Newport, OR 97365

Ashland, OR 97520
Coos Bay, OR 97420
John Day, OR 97845
Astoria, OR 97103
Coquille, OR 97423
Gold Beach, OR 97444
LaGrande, OR 97850
Burns, OR 97720
Lakeview, OR 97630
Reedsport, OR 97467
Kiamath Falls, OR 97601
The Dalles, OR 97058
Madras, OR 97741
Heppner, OR 97836
Prineville, OR 97754
Stayton, OR 97383
Silverton, OR 97381
Bandon, OR 97411
Enterprise, OR 97828
Dallas, OR 97338

Hermiston, OR 97838
Ontario, OR 97914
Roseburg, OR 97470
Pendleton, OR 97801
Baker City, OR 97814
McMinnville, OR 97128
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Peace Health

Providence
Providence
Providence
Samaritan
Samaritan
Samaritan
Samaritan

Catholic
CHI
CHI
CHI

CHI
Triad



Chart 2 Oregon Hospital Classificat

Number of Hospitals 63

Source: Oregon Association of Hospitals and Health Systems webpage
w\rwoahINofg n1en1hc:h!p
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63

Financial Structure
For-profit 1

Non-profit 51

Health District / County 9

Federal 2

63

Affiliations
Independent Urban 6

Independent Rural 20

Regional System 28

National System - Non-profit 5

National System - Profit 2

National System - Federal 2

63

Regional Systems
Flagship Hospitals 9

Urban Hospitals 7

Rural Hospitals 12

28

Geography
Urban 25

Rural 38
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Exhibit A -- Medical and General Inflation Comparison

129

Source: US Department of Labor - Bureau of Labor Statistics Website (www.bls.gov)

Year
Medical
Index

Medical
Increase

All Products
index

All
products
increase

Percent
of
Increase

Times
inflation

1988 138.6 6.5% 118.3 4.1% 58.54% 1.59

1989 149.3 7.7% 124 4.8% 60.42% 1.60

1990 162.8 9.0% 130.7 5.4% 66.67% 1.67

1991 177 8.7% 136.2 4.2% 107.14% 2.07

1992 190.1 7.4% 140.3 3.0% 146.67% 2.47

1993 201.4 5.9% 144.5 3.0% 96.67% 1.97

1994 211 4.8% 148.2 2.6% 84.62% 1.85

1995 2205 45% 1524 28% 6071% 161
1996 228.2 3.5% 156.9 3.0% 16.67% 1.17

1997 2346 28% 1605 23% 21 74% 122
1998 242.1 3.2% 163 1.6% 100.00% 2.00
1999 2506 35% 1666 22% 5909% 159
2000 260.8 4.1% 172.2 3.4% 20.59% 1.21

2001 272.8 4.6% 177.1 2.8% 64.29% 1.64

2002 285.6 4.7% 179.9 1.6% 193.75% 2.94
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XYZ Hospital
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Exhibit C

Parent Board Model
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Exhibit E -- Charity Care Analysis (Integrated versus Non-Integration)

1 Year

Standard Two-Sample t-Test
data: groupA and groupB
t = 2.269, df= 18, p-value = 0.0358
alternative hypothesis: true difference in means is not equal to 0
95 percent confidence interval:
0.0006594364 0.0171482010
sample estimates:
mean of x mean of y
0.0170453 0.008141483

2 Year

Standard Two-Sample t-Test
data: groupA and groupB
t = 1.8629, df= 17, p-value = 0.0798
alternative hypothesis: true difference in means is not equal to 0
95 percent confidence interval:
-0.001046529 0.016840562
sample estimates:
mean of x mean of y
0.01674162 0.008844601

3 Year

Standard Two-Sample t-Test
data: groupA and groupB
t = 2.5146, df= 17, p-value = 0.0223
alternative hypothesis: true difference in means is not equal to 0
95 percent confidence interval:
0.001485978 0.016977218
sample estimates:
mean of x mean of y
0.0169683 0.007736707
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Exhibit F -- Medicare/Medicaid Write-off (Pre- versus Post-Integration)

1-Year

Paired t-Test
data: prel and posti
t = -2.0693, df= 8, p-value = 0.0723
alternative hypothesis: true mean of differences is not equal to 0
95 percent confidence interval:
-0.14855439 0.00803765

sample estimates:
mean of x - y

-0.07025837
> t.test(pre2, post2, alternative = "two.sided", mu = 0, paired = T, var.equal

= T, conf.level = 0.95)

2-Year

Paired t-Test
data: pre2 and post2
t = -2.4576, df= 8, p-value = 0. 0395
alternative hypothesis: true mean of differences is not equal to 0
95 percent confidence interval:
-0.147018426 -0.004677578

sample estimates:
mean ofx - y

-0.075848
> t.test(pre3, post3, alternative = "two.sided", mu = 0, paired = T, var.equal

=T, conf.level= 0.95)

3-Year

Paired t-Test
data: pre3 and post3
t = -1.8728, df= 7, p-value = 0.1033
alternative hypothesis: true mean of differences is not equal to 0
95 percent confidence interval:
-0.13932349 0.01617037

sample estimates:
mean ofx - y

-0.06157656
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data for 2000-03 includes at least 3 out of the 4 years
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Exhibit K Medicaid (Pre- verse Post-Integration)

1-Year

Paired t-Test
data: prel and post 1
t = -3.1733, df= 8, p-value = 0.013 1
alternative hypothesis: true mean of differences is not equal to 0
95 percent confidence interval:
-0.15166526 -0.02400553
sample estimates:
mean ofx - y
-0.08783539
> t.test(pre2, post2, alternative = "two.sided", mu = 0, paired T, var.equal

T, conf. level = 0.95)

2-Year

Paired t-Test
data: pre2 and post2
t -3.5061, df= 8, p-value = 0.008
alternative hypothesis: true mean of differences is not equal to 0
95 percent confidence interval:
-0.16184339 -0.03341861
sample estimates:
mean ofx - y
-0.097631
> t.test(pre3, post3, alternative = two.sided", mu = 0, paired = T, var.equal
= T, conf.level 0.95)

3-Year

Paired t-Test
data: pre3 and post3
t -2.9498, df= 7, p-value = 0.02 14
alternative hypothesis: true mean of differences is not equal to 0
95 percent confidence interval:
-0.14046719 -0.01546668
sample estimates:
mean of x - y
-0.07796693
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Exhibit H

Services: Cardiac

> fiti <- glm(Yes.No.Cardiac md, family = binomial, na.action na.exclude)
> summary(fitl)

Call: glm(formula = Yes.No.Cardiac md, family = binomial, na.action na.exclude)
Deviance Residuals:

Mm 1Q Median 3Q Max
-0.8446004-0.8446004 -0.6680551 0.4418503 1.794111

Coefficients:
Value Std. Error t value

(Intercept) -0.8472978 0.6900062 - 1.2279567
md -0.5389704 1.3111537-0.4110658

(Dispersion Parameter for Binomial family taken to be 1)

Null Deviance: 17.39746 on 14 degrees of freedom

Residual Deviance: 17.22131 on 13 degrees of freedom
5 observations deleted due to missing values

Number of Fisher Scoring Iterations: 3

P-Value
> 1 - pchisq(17.39746 - 17.22131, df= 1, ncp = 0)
(1] 0.674703

Services: Urgent

> fit2 <- glm(Yes.No.Urgent md, family = binomial, na.action = na.exclude)
> summary(fit2)

Call: glm(formula = Yes.No.Urgent md, family = binomial, na.action na.exclude)
Deviance Residuals:

Mm 1Q Median 3Q Max
-1 .665109 -0.758528 -0.758528 0.758528 1.665109

Coefficients:
Value Std. Error t value

(Intercept) -1.098611 0.816033 1 -1.346282
md 2.197222 1.4134108 1.554553
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(Dispersion Parameter for Binomial family taken to be I )

Null Deviance: 16.30064 on 11 degrees of freedom

Residual Deviance: 13.49604 on 10 degrees of freedom
8 observations deleted due to missing values

Number of Fisher Scoring Iterations: 3

P-Value
> 1 - pchisq(16.30064 - 13.49604, df= 1, ncp = 0)
[1J 0.09399428

Services: Dialysis
Not Enough Data

> #fit3 <- glm(Yes.No.Dialysis in family=binomial,na.actionna.exclude)
#summary(fit3)
#Sample Size too low

Services: MRI
Not Enough Data

#fit4 <- glm(Yes.No .MRI in family=binomial,na.action=na.exclude)
#summary(fit4)
#Sample Size too low

Services: Other

fit5 <- glm(Yes.No.Other md, family = binomial, na.action = na.exclude)
> summary(fit5)

Call: glm(formula = Yes.No.Other md, family = binomial, na.action = na.exclude)
Deviance Residuals:

Mm 1Q Median 3Q Max
-1.892948 0.6039011 0.6039011 0.6039011 0.9005166

Coefficients:
Value Std. Error t value

(Intercept) 1.6092776 1.087459 1.4798507
md -0.9161304 1.637837 -0.5593537
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(Dispersion Parameter for Binomial family taken to be 1)

Null Deviance: 9.5347 12 on 8 degrees of freedom

Residual Deviance: 9.22582 on 7 degrees of freedom
11 observations deleted due to missing values

Number of Fisher Scoring Iterations: 3

P-Value
> 1 - pchisq(9.534712 - 9.22582, df= 1, ncp = 0)
111 0.5783609
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Part of a Doctoral Research Project from the

Health Care Administration Program
Department of Public Health

Oregon State University
Corvallis, Oregon

Researcher's Contact Information
21460 Miles Drive

West Linn, Oregon 97068
503-652-6231

markkwillametteview.org
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Research Instrument I -a

Integrated Health Systems and the
Impact on Rural Hospitals and Communities

A Survey of Rural Hospital Chief Executives in Oregon

Looking at both integrated and non-integrated rural hospitals

integrated Rural Hospital Survey
Spring 2004

Please return by May 21, 2004



THE INTEGRATE HEALTH SYSTEM (IHS)

1. In what year did your hospital integrate with another hospital?

(Write in year of affiliation)

2. Is your hospital a part of an Oregon-based integrated health system, a
multi-state integrated health system with a flagship hospital in Oregon, or a
multi-state integrated health system with a flagship hospital outside of Oregon?
(Circle answer)

I Part of an Oregon-based integrated health system
2 Part of a regional (multi-state) integrated health system with

flagship in Oregon
3 Part of a regional (multi-state) integrated health system with

flagship outside of Oregon

3. Please indicate how many Hospitals make up the integrated health system.
(Circle answer)

2 Two hospitals
3 Three hospitals
4 Four hospitals
5 Five hospitals
6 Six hospitals
7 Seven or more hospitals

4. Now, we would like to know how many Physician Groups are members of
the integrated health system, for primary care and specialty groups.
(Circle one number for each column)
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Primary Care Specialty

Zero groups 0 0

One group 1 1

Two groups 2 2
Three groups 3 3
Four groups 4 4
Five or more groups 5 5

I. SERVICE IMPLICATIONS SINCE INTEGRATION

5. We are trying to determine what services have changed since integration.
The services are either
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the hospital offered the service before integration and still offers after
integration,

the hospital offered the service before integration and does not offer
the service now,

the hospital did not offer the service before integration and added the
service after integration, (4) the hospital did not offer the service before
integration and does not offer the service now. Please use the following
scale to indicate in what way, if at all, the following services have changed
in your hospital. (Circle one number for each service)

6. We are trying to determine what has happened to physician practices in
your community as a result of the hospital's joining with the integrated
health system - for primary care, emergency care, and specialty care.
Please use the following scale to indicate in what way, if at all, the number
of physicians has changed in your community since integration. (Circle
one numberfor each group)

1 The number of physicians has increased
2 The number of physicians has decreased
3 The number of physicians has stayed the same
4 The community does not have these

physicians

Increased Decreased Same N/A

1 Offered before and still offers
2 Offered before and does not offer now

3 Did not offer before and offers now
4 Did not offer before and does not offer now

a. Medical / surgical beds 1 2 3 4

b. Emergency services 1 2 3 4

c. OB / GYN services 1 2 3 4

d. Laboratory services 1 2 3 4

e. Imaging services 1 2 3 4

f. PT/OT/Speech services 1 2 3 4

g. Cardiac Rehab services 1 2 3 4

h. Urgent care Services 1 2 3 4
i. ICU / CCU services 1 2 3 4

j. Surgery services 1 2 3 4
k. Dialysis services 1 2 3 4
1. MRI / CT services 1 2 3 4

m. Other imaging 1 2 3 4



7. We would like to know the number of physicians than have increased or
decreased since the hospital joined the integrated health system.

PHYSICIAN INVOLVEMENT IN THE IllS

8. We would like to understand what the involvement of physicians has been
in the board's discussions before integration, if physicians are now on the
local board of the hospital and if physicians are now on the parent board
of the integrated health system. (Circle one numberfor each line)
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Yes No

9. We would like to understand the involvement of physicians in the management
of the integrated health system. Is a physician employed as a member of the
senior management team of the integrated health system and is a physician
employed as a member of the senior management team of your hospital?
(Circle one numberfor each line)

Yes No
Physicians employed in the management of the IHS. 1 2
Physicians employed in the management of the hospital 1 2

The following question requires that you, as chief executive of the hospital, use your
perception to determine the generalization that is asked in the question. The question
intends that you use your best judgment to provide an answer that would generally
represent the majority of physicians in your community.

a. primary care 1 2 3 4 5 6 7 8 9
b. emergency care 1 2 3 4 5 6 7 8 9
c. specialty care 1 2 3 4 5 6 7 8 9

a. primary care 1 2 3 4

b. emergency care 1 2 3 4

c. specialty care 1 2 3 4

a. Physicians were involved in Board's discussions 1 2
b. Now, physicians serve on local Board 1 2

c. Now, physicians serve on parent Board of IHS 1 2



11. Using your best perceptions, by how much would you say the physicians
income has changed?

BOARD / COMMUNITY INVOLVEMENT IN IllS

We would like to understand what the involvement of the hospital board
was in the discussions that lead to the integration with another hospital.
Was the board involved in the discussions on integration? (Circle one)

Yes 1

No 2

Again, this next series of questions require that you, as chief executive of the hospital,
use your perception to determine the generalization that is asked in the question. The
question intends that you use your best judgment to provide an answer that would
generally represent the majority of board members on your hospital's board.

Again using your best perceptions, please answer the following questions
about your local hospital board understanding or feeling of the integration
process. (a) Would you say that Board members understood the change
process the hospital staff would experience with integration into a larger
health system? (b) Would you say that Board members served as voices to
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10. Using your best perceptions, how would you describe what has
happened to physicians net income since the hospital's joining of the integrated
health system. Would you say that physicians' net income, depending on area
of focus - primary care, emergency care, or specialty care - has increased, has
decreased, or stayed the same. (Circle one for each physician group)

1 Net income has increased
2 Net income has decreased
3 Net income has stayed the same
4 The community does not have these

physicians

0 5K IOK15K 20K25K30K 35K 40K+
a. primary care 1 2... 3 4 5 6 7 8 9
b. emergency care 1 2 3 4 56 7 8 9

c. specialty care 1 2... 3 4 5 6 7 8 9

Increased Decreased
a. primary care 1 2 3 4

b. emergency care 1 2 3 4

c. specialty care 1 2 3 4



13. Now, we would like to get a sense of how your integrated health system
has delegated authority and responsibility. Please indicate which board
has the authority to make decisions in the following areas, or if it is a
management decision or it is not applicable. (Circle one numberfor each
line or more if applicable)

1 Your Hospital Board has decision authority
2 System Board has decision authority
3 You have decision authority
4 System CEO has decision authority
5 Not applicable

Hospital System System nIA
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the broader community on behalf of the hospital about the integration?
(c) Is the Board's sense of ownership of the hospital the same as before the
integration? (d) Does your Board have a common vision with the system
board? (e) Does your Board feel that the integrated health system has a
common culture now? (I) Does your Board have common values with the
system board? (Circle one numberfor each line)

Hospital System System N/A
Board Board You CEO

Hiring system CEO 1 2 3 4 5

Your hospital's long range planning 1 2 3 4 5

Your hospital's capital expenditures approval 1 2 3 4 5

Monitoring goals 1 2 3 4 5

Fundraising program and goals 1 2 3 4 5

Yes No

a) Board members understood the change of integration ....1 2
b) Board members served as voices to the community ....1 2
c) Board's sense of ownership is the same ....1 2
d) Board has a common vision with the system board ....1 2
e) Board and the health system have a common culture ....1 2
f Board has common values with the system board ....1 2

Board Board You CEO
Appoint Your Hospital Board members 1 2 3 4 5

Your hospital's personnel policies approval 1 2 3 4 5

Your hospital's operating budget approval 1 2 3 4 5

Hiring your hospital CEO 1 2 3 4 5



MANAGEMENT OF SYSTEM

14. Again using your best perceptions, please answer the following questions
about your local hospital management's understanding or feelings of the
integration process. (a) Did management understand the change that
integration would bring and help staff through the change? (b) Did the
staff feel a period of anxiety with the integration? (c) Does senior
management of your hospital focus on system-wide financial performance
success rather than individual operating unit financials? (d) Does the
hospital share common values with the integrated health system? (Circle
one number for each line)
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18. Sometimes administrative functions are centralized at the health system level
and sometimes they are decentralized and authority is left at the local hospital
level. How were the following departments handled under your integration
with the health system? (Circle one number jbr each line)

1 Centralized at the system level
2 Decentralized at the local hospital level
3 In the process of centralizing
4 In the process of decentralizing

Central Decentral Centralized
In Process In

Decentral
process

Finance 1 2 3 4
Human Resources 1 2 3 4
Purchasing 1 2 3 4
Facilities 1 2 3 4

Marketing! 1 2 3 4
Foundation 1 2 3 4

Quality Improvement 1 2 3 4

Yes No

a) Management understood the change that integration brought 12
b) Staff felt a period of anxiety with the integration 12
c) Senior management is focused on system performance 12
d) Your Hospital has common values with the system 12



Please return the following in the
enclosed envelope:

The Integrated Rural Hospital survey
2000 audited financials for your hospital
2001 audited financials for your hospital
2002 audited financials for your hospital

and
Three years of audited financials before your

hospital integrated

Survey information is to be sent to:

Mark King
21460 Miles Drive

West Linn, Oregon 97068

Additional contact information:
503-652-6231

markkwi11ametteview.org
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Non-Integrated Rural Hospital Survey
Spring 2004

Please return by May 21, 2004

Part of a Doctoral Thesis from the

Health Care Administration Program
Department of Public Health

Oregon State University
Corvallis, Oregon

Researcher's Contact Information
21460 Miles Drive

West Linn, Oregon 97068
5 03-652-623 1

rnarkkwillametteview.org
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Research Instrument 2-a

Integrated Health Systems and the
Impact on Rural Hospitals and Communities

A Survey of Rural Hospital Chief Executives in Oregon

Looking at both integrated and non-integrated rural hospitals



Offer/still offers Offer/does not Not offer/now Not

2. We would like to know how many Physician Groups there are in the
communities that your hospital serves, for primary care and specialty
groups. (Circle one numberfor each column)
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1. We are trying to determine what services in your hospital have changed
since 1995. The services are either ones that (1) the hospital offered the
service before 1995 and still offers the service, (2) the hospital offered the
service before 1995 and does not offer the service now, (3) the hospital did
not offer the service before 1995 and now offers the service, (4) the
hospital did not offer the service before 1995 and does not offer the service
now. Please use the following scale to indicate in what way, if at all, the
following services have changed in your hospital. (Circle one numberfor
each service)

1 Offered before and still offers
2 Offered before and does not offer now
3 Did not offer before and now offers the service
4 Did not offer before and does not offer now

n. Medical / surgical wings 1 2 3 4
o. Emergency services 1 2 3 4

p. OB I GYN services 1 2 3 4

q. Laboratory services 1 2 3 4

r. Imaging services 1 2 3 4

s. PT/OT/Speech services 1 2 3 4

t. Cardiac Rehab services 1 2 3 4

u. Urgent care Services 1 2 3 4
v. ICU / CCU services 1 2 3 4

w. Surgery services 1 2 3 4
x. Dialysis services 1 2 3 4
y. MRI / CT services 1 2 3 4
z. Other imaging 1 2 3 4

Primary Care Specialty
a. Zero groups 1 2

b. One group 1 2

c. Two groups 1 2

d. Three groups 1 2

e. Four groups 1 2

f. Five or more groups 1 2
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3. We are trying to determine what has happened to physician practices in
your hospital since 1995 - for primary care, emergency care, and specialty
care. Please use the following scale to indicate in what way, if at all, the
number of physicians has changed in your hospital's service area since
1995. (Circle one numberfor each group)

1 The number of physicians has increased
2 The number of physicians has decreased
3 The number of physicians has stayed the same
4 The community does not have these

physicians

Increased Decreased Same N/A

10. We would like to know the number of physicians than have increased or
decreased since the hospital joined the integrated health system.

11. We would like to understand what the involvement of physicians has been
on the hospital's board, (a) if physicians were on the local board of the
hospital prior to 1995, (b) if physicians now serve on the hospital board,
and (c) is a physician(s) employed as a member of the senior management
team of the hospital?. (Circle one numberfor each line)

Yes No

d. primary care 1 2 3 4 5 6 7 8 9

e. emergency care 1 2 3 4 5 6 7 8 9

f. specialty care 1 2 3 4 5 6 7 8 9

d. primary care 1 2 3 4

e. emergency care 1 2 3 4
f. specialty care 1 2 3 4

a. Physicians served on the board before 1995 1 2

b. Physicians now serve on the hospital Board 1 2

c. Physicians are employed in management 1 2
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The following question requires that you, as chief executive of the hospital, use your
perception to determine the generalization that is asked in the question. The question
intends that you use your best judgment to provide an answer that would generally
represent the majority of physicians in your community.

6. Using your best perceptions, how would you describe what has
happened to physicians net income since 1995. Would you say that
physicians' net income, depending on area of focus - primary care, emergency
care, or specialty care -- has increased, has decreased, or stayed the same.
(Circle one for each physician group)

1 Net income has increased
2 Net income has decreased
3 Net income has stayed the same
4 The community does not have these

physicians

7. Using your best perceptions, by how much would you say the physicians
income has changed?

Again, this next series of questions require that you, as chief executive of the hospital,
use your perception
to determine the generalization that is asked in the question. The question intends that
you use your best judgment to provide an answer that would generally represent the
majority of board members on your hospital's board.

8. Again using your best perceptions, please answer the following questions
about your local hospital board understanding or feeling of the integration
process. (a) Would you say that Board members serve as voices to the
broader community on behalf of the hospital about change? (b) Is the
Board's sense of ownership of the hospital the same as it was in 1995? (c)
Does your Board have a common vision with management? (d) Does your

0 5K 10K 15K 20K 25K 30K35K 40K+
d. primary care 1 2 3 4 5 6 7 8 9

e. emergency care 1 2 3 4 5 6 7 8 9

f. specialty care 1 2 3 4 5 6 7 8 9

Increased Decreased Same N/A
g. primary care 1 2 3 4

h. emergency care 1 2 3 4

i. specialty care 1 2 3 4



Board have common values with management? (Circle one number for
each line)

9. Now, we would like to get a sense of how your hospital has delegated
authority and responsibility. Please indicate if the board has the
authority to make decisions in the following areas, or if it is a
management decision or it is not applicable. (Circle one numberfor each
line or more if applicable)

3 Your Hospital Board has decision authority
2 You have decision authority
3 Not applicable

10. Again using your best perceptions, please answer the following questions
about your local hospital management. (a) Does senior management of
your hospital focus on the success of the hospital's financial performance
rather than individual department financials? (b) Does the hospital have a
set of common values? (Circle one numberfor each line)

Yes No

Senior management is focused on hospital performance 1 2
Your Hospital staff has common values with management 1 2
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Hospital
Board You N/A

Appoint Your Hospital Board members 1 2 3

Your hospital's personnel policies approval 1 2 3

Your hospital's operating budget approval 1 2 3

Hiring your hospital CEO 1 2 3

Your hospital's long range planning 1 2 3

Your hospital's capital expenditures approval 1 2 3

Monitoring goals 1 2 3

Fundraising program and goals 1 2 3

Yes No

g) Board members serve as voices to the community 1 2
h) Board's sense of ownership is the same 1 2

i) Board has a common vision with management 1 2
j) Board has common values with management 1 2



Please return the following in the
enclosed envelope:

The Non-Integrated Rural Hospital survey
2000 audited financials for your hospital
2001 audited financials for your hospital
2002 audited financials for your hospital

Survey information is to be sent to:

Mark King
21460 Miles Drive

West Linn, Oregon 97068

Additional contact information:
503-652-6231

markkwillametteview.org
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Research Instrument 3-a

CEO Telephone Survey
Rural Hospital Success

Thank you for your willingness to answer some questions about your hospital. This is

part of a survey of rural hospital and the impact that integration has had on the rural
hospital. If your hospital is not integrated, your hospital will represent non-integrated

hospitals in the study.

Your participation in this survey is voluntary and you may choose to decline to answer

any questions you wish. The researchers do not foresee any risks or benefits to a
survey participants as a result of his/her involvement with the project. All information
that you provide will be kept confidential via a code used with the forms tracking the
data gathered. Data will be destroyed after completion of the study.

If you have any questions about the survey, please contact Mark King at 574-537-
4001 or markk(ZIgreencroftorg or Dr. Leonard Friedman at 541-737-2323 or
Leonard.Friedmanoregonstate.edu. If you have questions about your rights as a
research participant, please contact the Oregon State University Institutional Review

Board (IRB) Human Protections Administrator at 541-737-3437 or

IRB(oregonstate.edu.

The purpose of this qualitative survey is to gather information from CEOs to ascertain
his/her perspective on the success of the rural hospital. Thus, as you think about each

question as it is asked, we are looking for your best perceptions.

I would like to tape your answers to help with recall at a future time. Do I have your

permission to tape the interview?

To what do you attribute the success of your hospital over the past ten

years?

What has been the role of physicians in your success over the past ten

years?

What four key values are the driving forces for the hospital?
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What do you see will be necessary to help insure the continued success of

your rural hospital?



5. Are you part of a health system?
1 No(goto6)
2 Yes (continue to 5a)

a. Why did the hospital join into a partnership
relationship with a larger health system?

b. Have you achieved your goal(s) for joining a health system?

(Go to question 7)

6. Why didn't the hospital consider joining or join into a partnership
relationship with a larger health system?

a. Have you achieved your goal(s) for not joining a health system?

(Go to question 7)

7. What has been the Board role in your success?

8. Any final comments?

THANK YOU FOR YOUR TIME TO ANSWER QUESTIONS.
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10-a Telephone Interview Transcripts

CEO Telephone Survey
Rural Hospital Success

Thank you for your willingness to answer some questions about your hospital. This is

part of a survey of rural hospital and the impact that integration has had on the rural

hospital. If your hospital is not integrated, your hospital will represent non-integrated

hospitals in the study.

Your participation in this survey is voluntary and you may choose to decline to answer

any questions you wish. The researchers do not foresee any risks or benefits to a

survey participant as a result of his/her involvement with the project. All information

that you provide will be kept confidential via a code used with the forms tracking the

data gathered. Data will be destroyed after completion of the study.

If you have any questions about the survey, please contact Mark King at 503-652-

6231 ormarkkwi11ametteview.org or Dr. Leonard Friedman at 541-737-2323 or
Leonard.Friedman(oregonstate.edu. If you have questions about your rights as a

research participant, please contact the Oregon State University Institutional Review

Board (IRB) Human Protections Administrator at 541-737-3437 or

lRB(oregonstate.edu.

The purpose of this qualitative survey is to gather information from CEOs to ascertain

his/her perspective on the success of the rural hospital. Thus, as you think about each

question as it is asked, we are looking for your best perceptions.

I would like to tape your answers to help with recall at a future time. Do I have your

permission to tape the interview? Yes.

To what do you attribute the success of your hospital over the past ten years?

Good working relationship with our medical staff, community, the fact that

we don't have any debt, and primarily God's blessings.

What has been the roleof physicians in your success over the past ten years?

I think the fact that we work together; the doctors and the hospital all realize

that we need each other and so we work together. I think we have physicians

on our board. (A lot of hospitals don't.) They don't find themselves at odds

with their board. Three members of our medical staff are on our board. We
have open communication. We look out for them and they look out for us to

the degree that we can do that legally.



3. What four key values are the driving forces for the hospital?
We are a Christian-based institution and our values reflect the
compassionate ministry of Jesus.
Human dignity and individuality.
Absolute integrity in all relationships and dealings.
Excellence in clinical and service quality.
Responsible resource management in serving our communities.
The Healthcare heritage of the Church and our religious

affiliation and each other as members of a caring family.

4. What do you see will be necessary to help insure the continued success of your
rural hospital?
We had to become a critical access like most rural hospitals are having to do
to fight off the reduction in reimbursement, especially from Medicare and
Medicaid. Dealing with reimbursement issues for both the hospital and
reimbursement issues for physicians are critical. Liability issues in Oregon
are critical. Physician recruitment and retaining good quality staff.

5. Are you part of a health system?
No (go to 6)

2 Yes - Systems
Why did the hospital join into a partnership relationship with a
larger health system?
The hospital was always a part of Health in this
community; always been integrated. The County
Commissioners were operating the hospital. They had a
building that was in poor condition; a medical staff that
was not doing a good job; place had a poor reputation.
Just not doing well. In the 19s they made a decision to
contact our organization to see if we would be interested
in running the hospital for them. We entered into a
relationship with them at that time. It was the County
Commissioners who made that decision back in the _s
finding themselves unable adequately run a hospital;
didn't have the expertise and decided they needed an
organization that knew how to do it. Successful
partnership - County Commissioners and Health.

Have you achieved your goal(s) for joining a health system?
Yes, they have worked. The Commissioners did partner
with us, in a sense, but basically they leased us their
building and turned over the operation to us.

GO to Question 7
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Why didn't the hospital consider joining or join into a partnership relationship
with a larger health system?
a. Have you achieved your goal(s) for not joining a health system?

What has been the Board role in your success?
I think it has been a very active role in overseeing the quality and operation
and legal board of the corporation, being supporting in supplying capital and
programs that assure improvement in quality, and quality of care can go on.

Any final comments?
No final comments. Good luck with your report.

THANK YOU FOR YOUR TIME TO ANSWER QUESTIONS.

4005
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I would like to tape to help with recall at a future time. Do I have your permission to tape the
interview? Yes.

To what do you attribute the success of your hospital over the past ten years?
Integration. It was only through integration that to attract and retain the
physicians we need to provide medical services here. Subsequently integration
led to a capacity to implement electronic medical records and to work together
with medical staff on quality improvement and best practice protocol
development.

What has been the role of physicians in your success over the past ten years?
Caring for and garnering patient volume for the hospital and working with
hospital leaders to improve quality, establish new and enhanced patient safety
standards, design and implement electronic medical records, and plan and
implement new programs, services and technology.

What four key values are the driving forces for the hospital?
High quality patient care. Community service. Carrying on the healing mission
of Jesus Christ is actually our mission in a loving and caring manner,
regardless of faith background and criteria of discrimination.

What do you see will be necessary to help insure the continued success of your rural
hospital?
Continued growth and development in the medical community. Continued joint
planning and the way we have care with the medical community. Continuous
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quality improvement - specifically clinical outcome improvements, and
enhanced adherence to patient safety standards, and adequate reimbursement.

5. Are you part of a health system?
1 No (go to 6)
2 Yes. (continue to 5a)-
a. Why did the hospital join into a partnership relationship with a larger health
system?
We have been part of the health system from

b. Have you achieved your goal(s) for joining a health system?
(Go to question 7)

6. Why didn't the hospital a partnership relationship with a larger health system?
a. Have you achieved your goal(s) for not joining a health system?

7. What has been the Board role in your success?
Community focus, community based, wanting to see relevance and creation of
the highest quality and comprehensive level of medical services as possible here
for the area. They recognized that integration was a key
strategy to accomplish that end. So they supported integration from a
philosophical as well as a financial perspective.

8. Any final comments?

THANK YOU FOR YOUR TIME TO ANSWER QUESTIONS.

I would like to tape your answers to help with recall at a future time. Do I have your
permission to tape the interview? Yes.

To what do you attribute the success of your hospital over the past ten years?
Two factors, integration with physicians and integration with a larger health
system. I have only been here since , so I have not been here
throughout the past 10 years. I think that the ability to integrate with
physicians is critical in our competitive environment where in a lot of other
communities hospitals and physicians seem to fight for the same piece of the
pie. I think the integration has helped to free a really solid relationship,
provides great care for the community, and makes it easier to recruit new
physicians to this community. Being a part of a system makes it easier to
recruit. We are part of Health System. It's easier for us to draw best
practices from each other. It eventually will provide some cost savings.



What has been the role of physicians in your success over the past ten years?
They have integrated with the hospital. They have collaborated and decided
not to pursue their financial stability on their own. They are in an employed
status and they participate in several ventures with us. Being able to jointly
plan for services, technology, things like that, is real positive.

What four key values are the driving forces for the hospital?
I don't know that there are just four. I thing there are a lot of them. Integrity,
respect, responsibility and collaboration are the key ones that I would think
of.

What do you see will be necessary to help insure the continued success of your
rural hospital?
I think to be able to look to the future and continue the collaborative
relationship with physicians in particular to avoid the competition for services
in a limited market area. I think we have to continue to look for ways to
provide appropriate services to an aging population. I think we need to be
very good at financial management because I don't think our resources are
going to expand a whole lot. As our society gets a little bit older and we
continue to rely on the government, our payment sources probably aren't
going to be as good as they are right now.

Are you part of a health system?
Yes. (go to 6)

2 Yes (continue to 5a)
a. Why did the hospital join into a partnership relationship with a

larger health system?
It's hard for me to answer that because I wasn't here when
the hospital joined the health system. But I think it was the
feeling, the same as why the physicians here at the hospital
got together, it's like the two hospitals (that initiated the
affiliation) are 12 miles apart and it didn't make sense to
duplicate resources and to spend a lot of money competing
with each other when it made a whole lot more sense to get
together and pool the resources, pool the knowledge base,
take some of the cut-throat competition out of the
healthcare environment. That is my guess.

b. Have you achieved your goal(s) for joining a health system?
Yes, I think the hospital has achieved the goals/reasons for
joining a health system and I think there are more goals moving
forward in making it work effectively from a system perspective
- balancing that with community needs.
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(Go to question 7)

Why didn't the hospital consider joining or join into a partnership relationship with a
larger health system?

a. Have you achieved your goal(s) for not joining a health system?
(Go to question 7)

What has been the Board role in your success?
The board was the leader in initiating discussions and pulling together the
merger. Even though we are part of a system, we operate off of a shared
governance model, so we actually still have a board of directors at this
hospital that is absolutely responsible for quality of care and for monitoring
the operations. The system has ultimate responsibility for overall operation of
the hospital, but there still is a board that is community based that identifies
and deals with issues about what kinds of services the practitioners need to be
providing this community and how that integrates with the system. We also
have members of our board here that are appointed to the system board.
Again, it is a shared governance approach.

Any final comments?
I think we are doing well in a pretty challenging environment, but it just
seems like there is one challenge after another on the horizon and things
always seem to be more unpredictable than you think they are. We were kind
of hoping for "Measure 35" to pass and all of a sudden it is on the verge of
failing. I don't know if people were expecting that. "Measure 35" is the one
limiting malpractice and non-economic damages on malpractice claims.
There are just a number of things like that -- you think are going O.K., then
they turn around. The State of Oregon economy and the Oregon Health Plan
are issues that fall into that category as well.

THANK YOU FOR YOUR TIME TO ANSWER QUESTIONS.

I would like to tape your answers to help with recall at a future time. Do I have your
permission to tape the
interview? Yes.

1. To what do you attribute the success of your hospital over the past ten years?
That's a tough question. I think the success is multi-faceted. I think it starts
with the people, the medical staff, the commitment that they have to the
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organization. From that, it moves to the support that is provided by
community members, board members. I think that is global answer to the
question.

What has been the role of physicians in your success over the past ten years?
It's providing quality patient care, earning the trust of the community through
continued good outcomes, adapting to the new clinical procedures that weren't
in existence when they were going through training, so staying current on that,
and helping the organization to maintain itself technologically.

What four key values are the driving forces for the hospital?
I think its service. I think there is a good deal of compassion. A distinguished
difference between compassion and caring. I think there is a difference in that
there is a strong caring attitude as well as from a compassionate point of view. I
think that there is a real strong loyalty to the organization.

What do you see will be necessary to help insure the continued success of your rural
hospital?
I think continued medical staff recruitment. There are going to have to be some
changes financially. We are always going to have to continue to adapt to a
market that changes a lot faster than what it used to, both technologically and
clinically, but also we are part of a global economic market, even in healthcare.
That affects us, so we need to be able to adapt much more quickly than we did
in the past. - Some adaptabilities and financial performance will be key to their
success, as well as ours.

Are you part of a health system?
1 No (go to6)
2 Yes. (continue to 5a)-

Why did the hospital join into a partnership relationship with a larger health system?
I think it had to do with control. If its financial future rested with a larger
healthcare system - the first assumption that was made, where was it best to
align? The decision was as local as possible. So, the helped to drive
that decision.

b. Have you achieved your goal(s) for joining a health system?
.1 think yes. In part we have; in other parts it is still a work in progress, as it is
with any system until it has an extremely long tenure. To some extent it is how
you define the word "system." I think for our general goals that were initially
thought upon by each of the board members when they saw the idea and
considered its value, I think most of those goals have been achieved.
(Go to question 7)
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I would like to tape your answers to help with recall at a future time. Do I have your
permission to tape the
interview? Yes.

To what do you attribute the success of your hospital over the past ten years?
I have only been here for about years. We are a sole community provider.
I think that is a benefit because we are not really isolated, we are pretty close to

but! think being a sole community
provider in a rural area helps. We have had a good medical staff. We have
about 65 physicians that practice on our medical staff and for a community of
10,000, that is pretty good. We have a much larger service area, about 60,000-
65,000. I notice later on we will be talking about a system, but we are part of

I think that has helped the hospital certainly since it
became a part of that system about six years ago. It was part of a much smaller
system before that, but I think being part of a system has helped. I think the
mix of being a sole community rural provider, we have had a good medical
staff, and I think the hospital has been run pretty efficiently.

2. What has been the role of physicians in your success over the past ten years?
Very key. We do well when we have the right mix of physicians. We don't do as
well when we lose key physicians. One of the challenges that we face is that we
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Why didn't the hospital consider joining or join into a partnership relationship with a
larger health system?
a. Have you achieved your goal@) for not joining a health system?
(Go to question 7)

What has been the Board role in your success?
The board has provided a great deal of guidance and advice regarding hospital
operations, policy establishment, future direction for the organization. They
have done a very good job of forming that foundation for the hospital.

Any final comments?
The affiliation with the new system is a challenging process because you are
dealing with personalities and egos that are known to each other but yet, we
really don't know them that well, so we go in with some assumptions or
predispositions either about the individual or the organization.

THANK YOU FOR YOUR TIME TO ANSWER QUESTIONS.
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have quite a number of single physician specialties. There is only one or two
of them in the community, and if one of them leaves, as has happened to us in
some pretty key specialties, then we take a real hit until we can recruit their
replacement. When our medical staff is strong, we do fairly well. When we are
a little bit depleted we don't do nearly as well. I have always felt that the
reputation of a hospital would never exceed nor would it fall below the
reputation of the medical staff. If we have a good medical staff, we have a good
hospital. Fortunately, we have a pretty good medical staff.

What four key values are the driving forces for the hospital?
We need a party line on that one because has four core
values: They are reverence, integrity, compassion and excellence, as a

facility is a mission-driven organization, but they are also very
performance driven. The excellence is expected not only on the mission side of
the business, but also on the financial performance side of the business.

What do you see will be necessary to help insure the continued success of your rural
hospital?
I think we are going to have to continue to have the right physicians in place.
We are going to have to have a very successful partnership with our medical
staff if we are going to be successful. I think the reimbursement climate is going
to have a huge impact. Oregon has to come to grips with their Medicaid
program some day soon if they are going to not bury the small hospitals in the
rural areas, and I think Medicare reimbursement. We have a huge percentage
of Medicare Medicaid in this hospital, as do most rural hospitals. I think we
have to have good reimbursement from those programs. I would like to see
Medicare expand their critical access program to a little bit larger hospital.
Fortunately, Oregon does have the cost based reimbursement of Type A
hospitals, but even that is still pretty minimal the way they defme cost, so we
need a good reimbursement climate; we need a good physician climate, and we
need access to capital in order to provide the equipment and services.

Are you part of a health system?
iNo (go to 6)
2 Yes (continue to 5a)
a. Why did the hospital join into a partnership relationship with a larger health
system?
I really don't know that that was a hospital-driven decision. It was a decision
driven more at a sponsorship level. We are part of , which
began with that brought together all of their
So, I don't know that the hospital specifically made that decision. I think it was
the right thing to do, but that decision was really driven at the order level for a

hospital.



4105
I would like to tape your answers to help with recall at a future time. Do I have your
permission to tape the interview? Yes.
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b. Have you achieved your goal(s) for joining a health system?
Yes, I do. I think they were looking for some greater stability in terms of access
to capital and financial support, better ways of purchasing things - supplies,
access to legal services, risk malpractice insurance, all of the building
insurances. I think it has been a good marriage. (Go to question 7)

Why didn't the hospital consider joining or join into a partnership relationship with a
larger health system?
a. Have you achieved your goal(s) for not joining a health system?
(Go to question 7)

What has been the Board role in your success?
I think that because we are part of a system, our board has true fiduciary
responsibilities in certain areas and more of an advisory role in other areas. I
think they have been key because they have been supportive of this whole
process. They are supportive of the need that we have to expand, to grow, to
recruit physicians. They are a key component of our marketing efforts in the
community and in representing us to the community. They have been strong
supporters of and what they are trying to do with our
hospital. So, I think they are absolutely critical to our success.

Any final comments?
I appreciate the fact that you are looking a this. I think rural hospitals play a
key role in a health system. I think they need to be supported and, hopefully, we
will all survive. Good luck to you; I hope this goes well.

THANK YOU FOR YOUR TIME TO ANSWER QUESTIONS.
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To what do you attribute the success of your hospital over the past ten years?
Well, my hospital hasn't had much success over the past 10 years. Most
of those years we have been losing money and going deeper into debt.
However, in the past four years, we have changed things quite
dramatically. We still have a huge amount of debt, (that doesn't go away
very rapidly) but we have gotten out of the red and into the black. That
has been accomplished primarily by work in three areas:

Improving our billing and collection systems.
Efforts to change our reimbursement schemes - for
example, we have converted to a critical access hospital
status a year or so ago, and that has helped immensely.
Just tightening up operations - eliminating positions,
eliminating departments, things like that.

What has been the role of physicians in your success over the past ten
years?
The main role they have played is that as we have worked through
these things they have been on the various task forces and committees
that approve certain things. Other than that, they have been kind on
the sidelines.

What four key values are the driving forces for the hospital?
We are part of so we abide by their core values
which are reverence, integrity, compassion, and excellence.

What do you see will be necessary to help insure the continued success of
your rural hospital?
A lot more hard work. We are on a good path now. We need to work
hard to stay on that path. We will need some help from our
government funders, primarily Medicare and Medicaid, since that
affects the majority of our patients. Hard work and some luck.

Are you part of a health system?
No (go to 6)
Yes, (continue to 5a)
a. Why did the hospital join into a partnership relationship

with a larger health system?
1 don't know. It happened before I came here.

b. Have you achieved your goal(s) for joining a health
system?
I couldn't say.
(Go to question 7)
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I would like to tape your answers to help with recall at a future time. Do I have your
permission to tape the interview? Yes

To what do you attribute the success of your hospital over the past ten
years?

Successful recruiting of medical staff. Successful creation of a pleasant
work environment where people feel secure, safe, valued. Careful
spending; not chasing the latest and greatest technology. Picking
services that are appropriate for a community hospital our size.
Through the course of the mid- late 90s (all that managed care time)
good relationships with neighboring healthcare providers to ensure we
had access to all insurance products, which made us rather unique.
Picking good services and survived managed care.

What has been the role of physicians in your success over the past ten
years?

Monumental. Physicians, the way I was taught to manage hospitals three
and a half decades ago. Physicians clearly are your customer and you need
an environment in which they feel welcome. Need an environment where
they feel that their patients are going to get really good care. Towards that
end we kept an all-registered nurse staff, and we have a nurse to patient
ratio of one nurse to every three or four patients on day and evening
shifts. We have a very high quality, very high touch, very high personal
feeling for in-patient care. That costs a lot of money. We chose to do that.
The doctors recognize this and appreciate it.
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Why didn't the hospital consider joining or join into a partnership relationship
with a larger health system?

a. Have you achieved your goal(s) for not joining a health system?
(Go to question 7)

What has been the Board role in your success?
The board has had the wisdom to set the correct priorities and to put
in place the people to accomplish those priorities.

Any final comments?
No.

THANK YOU FOR YOUR TIME TO ANSWER QUESTIONS.
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Another factor is, by design, we have two voting and one non-voting
member on the board of directors (that's two out of 12) members of the
active staff and the past chief of staff is a board member without vote. We
the past chief of staff sit on the board executive committee. Anywhere
from one to five physicians sit on the executive committee. The physicians
are highly encouraged and valued to be part of all board committees, all
decision-making, including finance and budget. Especially in a little
hospital where you can have good success at this, a great effort at
communication. The hospital CEO sits on all the medical staff committees
that report, by agenda, on everything that is going on from finances to
planning. Over time, developing a sense of trust. You never lie to them,
and you do what you can to make their life good. I sort of got off on a
tangent there. What role do they play? They play a key role.

What four key values are the driving forces for the hospital?
We had an employee group come together (12-20 people) to work at the
values for the hospital. The number one value was respect. We took that
to the medical staff and we said we are working on our values, what are
your values? They said the number one thing they would like and they
value is respect. When we put that on paper and told everybody about it,
that was a real eye-opener, that respect was number one. Teamwork. We
have five values in the value statement. (We look at them every year and
see if that is what people like.)

What do you see will be necessary to help insure the continued success of
your rural hospital?

Courage. Courage on the part of decision-makers to continue to invest
when the temptation is to be conservative. We must continue to invest in
quality services, invest in the physical plant, invest in equipment, maintain
the physical plant. It's real easy to say "Oh, we'll put that off," or "we're
just not going to get that level of technology," but then all of a sudden the
business starts migrating to the other markets and you just have to have
faith and courage that your investments are going to pay off. The key to

's service area (I was at for seven years prior to coming
here for 17). The key to it all is finding, recruiting and retaining good
physicians. That's number one. Right behind that is a good working
environment for employees. We have found that we can hire the absolute
best talent and keep them. We don't have to pay as much as they do in the
big hospitals because one, its hard to do, but we create an environment
where the nurses come to work and they don't go home exhausted,
frustrated that they couldn't love their job. We have enough support
people where no one is absolutely hammered and just feels like they are
going to fall farther behind today. We do our best to provide a benefit
package. Probably never more than now, leaders have to tell people
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what's going on. They need to tell people where the hospital is and we took
great pains to tell people where the hospital was financially, where it was
in planning, the challenges set upon us by government agencies,
reimbursements, the marketplace. People are smart. This is how they feed
their families. They have a right to know everything that I know. We have
a lot of open forums, newsletters, meetings with departments - just a big
effort at communication.

Doctors, work environment, communication - put those things together;
you ought to make money.

13. Are you part of a health system?
1 No, we're part of a group buying system, that's all. We are

an independent.
2 Yes (continue to 5a)

Why did the hospital join into a partnership relationship
with a larger health system?

Have you achieved your goal(s) for joining a health system?
(Go to question 7)

14. Why didn't the hospital consider joining or join into a partnership
relationship with a larger health system?
I think it's small town provinciality; pride and independence. How
long can that continue? That's a good question. We have neighboring
us two big systems that would like to adopt us. There are systems well
outside the who would like to adopt us because we are very
attractive, as both a referral base but also we are in a strong financial
position. I think it is just community pride and stubbornness. I can't
say it any better than that.

a. Have you achieved your goal(s) for not joining a health system?
Yes

(Go to question 7)

15. What has been the Board role in your success?
It's a large role and a very valued role. As I mentioned, we have 12 board
members; none of them are compensated positions. We are blessed with
having people who - in 17 years here I had one director who had a
mission, a cause, an agenda - and that agenda was to make my life
miserable, but the board took care of that. We have had beautiful
leadership at the board level. Our last three board chairs could sense
when we wanted direction/decision, and they said "the tough job is ours;
we will take that; we'll take responsibility." They were always willing to
take the "heat," and that kind of support to a CEO is monumental. We
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also have the luxury of living in a small town where we know each other's
families. We know their kids; we know who they work with. All of a
sudden you find out that they are real people and we develop affection for
each other and trust. You just can't say enough words about trust. It
doesn't take long to communicate. You know what people are saying; you
don't even question whether it is true or not. You look for a solution, and
you just do it - I think that the beauty of being small. You don't have the
huge egos, not on the medical staff, not on the board. You don't have come
corporate czar worth hundreds of millions of dollars trying to sway
direction in a board meeting. We are just blessed. We are blessed by our
size.

16. Any final comments?
No. I would like to see your results. Be sure and say "hi" to Leonard. Send
in spring of next year ,and I will share it with the
Board chair who lives about three houses away.

THANK YOU FOR YOUR TIME TO ANSWER QUESTIONS.

5002

I would like to tape your answers to help with recall at a future time. Do I have your
permission to tape the interview? Yes.

To what do you attribute the success of your hospital over the past ten
years?
I don't know if I can give you a really simple answer. Several issues.
First of all, we have an excellent medical staff for a facility of this size.
I have been here at the hospital for 30 years in various
management/administrative roles. Throughout that history we have
been blessed with a very competent medical staff that does a good job
of policing themselves. Secondly, we have a very supportive
community and I think one thing that has helped us as well is our
health district status has allowed us to have some relationships with
other facilities in our area that have been mutually beneficial. I also
think that the hospital has been well-managed, especially from the
fiscal perspective. That is evidenced by the fact that we currently have
about $50 million in a funded depreciation account and only about $7
million in long-term debt. It is my predecessors we have to thank for
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our liquidity at this point. We also have tried very hard to keep our
building infrastructure in as good condition as possible. We have also
tried to upgrade our technology in an appropriate manner.

What has been the role of physicians in your success over the past ten
years?
They have been collaborative. Hospital, because of our semi-
rural setting, we never really had to deal with a large amount of
managed care. Our culture here has been that the two major multi-
specialty clinics in town have done their own recruiting and we didn't
presume to try to buy any of those practices and/or manage any of
those practices. A few years ago everyone was doing that and there
were some rather expensive marriages followed by some expensive
divorces. We sort of escaped that and I think that, again, could be
traced back to my predecessors. When most of that was going on we
were lucky enough to attract a CEO who had tried that in another
location in the northwest and had seen some of the problems coming,
so he said he didn't want to repeat that here, and I think that was
fortuitous for us.

You don't own primary care, either? The only doctors we employ are
in our emergency department.

What four key values are the driving forces for the hospital?
We are very dedicated to communicating with our community. We
have tried to keep pace with technolo2y and we also have also tried to
be collaborative with our medical staff.

What do you see will be necessary to help insure the continued success of
your rural hospital?
Obviously we are going to have to continue to be very fiscally
responsible because we know that reimbursement is going wax and
wane over the next several years. We have been asked to do more with
less these many years and we don't see that trend reversing. Our
demographics here are such that our population is definitely aging, so
year-after-year our percentage of Medicare (and Medicaid to a lesser
degree) keeps growing at a couple percentage points per year. That is
more like us being on more less of a fixed income, so we have to be
more cost efficient while still trying to maintain quality.

Are you part of a health system?
1 Not really. We are Health Future Consortium of Hospitals.
2 Yes (continue to 5a)
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Why did the hospital join into a partnership relationship
with a larger health system?
Have you achieved your goal(s) for joining a health system?
(Go to question 7)

Why didn't the hospital consider joining or join into a partnership
relationship with a larger health system?

Quite frankly, to my knowledge, we haven't been
officially asked. We have been able to maintain in a
positive financial mode all these years, so we weren't in
need of a strong affiliation or merger or whatever with
another facility. That drives a lot of those mergers in
rural facilities. We have been lucky enough to be self-
sufficient and not need that "rescue" if you will.

a. Have you achieved your goal(s) for not joining a health system?
I think we have. We still maintain our independence and
our medical staff has maintained quite a lot of autonomy
and they appreciate that. They do quite well here
financially and they still have perhaps a slightly higher
level of control over their practice than if we were
affiliated with a large organization.

(Go to question 7)

What has been the Board role in your success?
The Board has been key in that. We have a five-member, publicly
elected board and they are very much in tune with the community.
They have been very dedicated, especially the last 10 years or so to not
bring in a private agenda and just thinking about the best interest of
the hospital and the medical staff.

Any final comments?
Would you tell Dr. Friedman "hi" for me.

THANK YOU FOR YOUR TIME TO ANSWER QUESTIONS.

I would like to tape your answers to help with recall at a future time. Do I have your
permission to tape the interview? Yes.
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To what do you attribute the success of your hospital over the past ten
years?
I have only been here 8 years myself. I would say over the last couple
of years the difference/improvements have been attributed to the
critical access hospital designation that we obtained. From that
perspective, that has been a major benefit for this organization. Prior
to that things were pretty tough, although we did try to do a variety of
things - new services, new clients, expense control, a combination of
things like that. Those are things that made us successful.

What has been the role of physicians in your success over the past ten
years?
Our physicians are the gate keepers to the mission of the organization,
so they have a significant role. We have had a problem here of
maintaining physicians to some extent. They might be here 4, 5, 6
years and then they move on to different/new ventures. Right now we
are down about three physicians based on analytical processes as far
as how many physicians we can support. They have been an important
piece of the success of the organization and the need for improvement
is related to getting over the bubble so we can build the base core of
physicians.

What four key values are the driving forces for the hospital?
We focus on customer service, quality. The third thing has to be safety
issues, and the fourth thing is obviously employee satisfaction.

What do you see will be necessary to help insure the continued success of
your rural hospital?
Presently one of the big factors that I mentioned earlier is the critical
access hospital designation, receiving cost-based reimbursement for
Medicaid and Medicare. That is going to be a critical factor not only
for our organization but for similar rural hospitals going into the
future - being able to get reimbursement for services provided,
especially since most of us deal with relatively high Medicare
population to begin with. That's going to be a factor. Employee and
physician recruitment/retention is going to be an ongoing issue, and
the medical malpractice issue. We need to figure out a way to navigate
through that issue.

Are you part of a health system?
1 No(goto6)
2 Yes. (continue to 5a)

a. Why did the hospital join into a partnership relationship
with a larger health system?



c. Have you achieved your goal(s) for joining a health
system?

(Go to question 7)

6. Why didn't the hospital consider joining or join into a partnership
relationship with a larger health system?
We have a management contract with , which is
actually out of , Oregon.
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b. Have you achieved your goal(s) for not joining a health system?
Historically, this organization has always had a relationship with a
larger system or organization. Prior to the connection with
the management contract which was started in 2002, we were managed
by , and and that's when I came out here in
19_. Prior to that this organization had a relationship with the

13-15 years. Historically they have always been used
to having a managing contract kind of relationship where the Board
still ultimately has the control but you have some external expertise
and perspectives that the organization can rely upon in the day-to-day
and strategic planning issues. simply because
geographically, ,those two organizations had actually
done a full asset merger and then there is another area hospital about

which is a little smaller than what is here.
They were actually already managed by . So when the
contract here with evaporated because chose
to extricate itself from this area, the board said let's go talk to

and see if they would be interested in a formal relationship.
That's how it started and we were able to come to contractual
agreement terms.

(Go to question 7)

7. What has been the Board role in your success?
They had the vision to be open minded so they have had a very
important role in insuring some of the strategies we have taken on
such as the critical access designation, because there are a couple of
things there that could impact the organization. Taking a look at those,
weighing the risks and the benefits, the benefits far out-weighed the
risks. They endorsed our recommendation to do that. Another item
we are looking at which is for the future is to potentially become a tax
district hospital which may be a tough sell, but the board is willing to
look at all avenues and, as I call it, no sacred cow concept, they will
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I would like to tape your answers to help with recall at a future time. Do I have your
permission to tape the interview? Yes.

To what do you attribute the success of your hospital over the past ten
years?
Physician management, communication and cooperation, critical
vision for new services that are profitable. Customer service is a
primary focus of our mission.

What has been the role of physicians in your success over the past ten
years?
They allow the nurses to have a certain amount of autonomy. They
back up the nurses when they make a decision. They are available for
consultation 24/7. They support the nurse practitioners whom we have
only been using for the past four years, but they are available 24/7. So
it is availability, constructive teamwork that they do with the nursing
staff.

What four key values are the driving forces for the hospital?
Customer service, compassion, financial accountability, staying on top
of maintaining clinical competence.

What do you see will be necessary to help insure the continued success of
your rural hospital?
Since it is a rural hospital and it is only beds, it is an ongoing
struggle, so it is going to take support and recognition of the
importance of rural hospitals by both Medicare and Medicaid. Right
now it is a struggle to get cost-based reimbursement, but we have
converted to a critical access hospital and that is a current
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look at everything and go through the discussion and analytical
process and try to make the right decision for the sake of the
community we serve. So I think they are very visionary, a very
dedicated Board to the success of this organization. The thing that
really sticks with me is the fact that they are very objective and their
focus is on what is on what is best for the patient.

8. Any final comments?

THANK YOU FOR YOUR TIME TO ANSWER QUESTIONS.



recommendation to get better reimbursement, but I would say the
struggle to get better reimbursement for the work that we are doing
and the ability to attract specialists. Because the specialists are not
generally drawn to a small population base where the income isn't
quite what they hope to make.

5. Are you part of a health system?
1 No. We are" ," which is unique to the northwest.

(go to 6)
2 (continue to 5a)

a. Why did the hospital join into a partnership relationship
with a larger health system?

d. Have you achieved your goal(s) for joining a health
system?

(Go to question 7)

6. Why didn't the hospital consider joining or join into a partnership
relationship with a larger health system?
We did not want to lose our autonomy. We think being out here is
somewhat unique, as explained by the nurses that have been to a
number of different hospitals to work and by physicians who have
come to look at us. We are able to manage ourselves and maintain our
mission statement which we might lose were we in a bigger/broader
base and decisions being made at a different stage.

c. Have you achieved your goal(s) for not joining a health system?
Oh yes. No regrets. Really, the only advantage to us would be financial.

(Go to question 7)

7. What has been the Board role in your success?
We have a -person elected Board. I would say they support the
management 100%. We run our hospital with a management council
which is three of us - a CEO, a CFO, and a chief medical officer. They
support our decision-making. They participate in functions at the
hospital. They are visible to our staff. They are available if they have a
question about what management is doing. And they stay very current
with what is happening in the county. They are the spokespeople of
what they hear in the district and they bring that back to us for
confirmation or denial.

8. Any final comments?
No, other than that I apologize for not being here for you sooner.

188



THANK YOU FOR YOUR TIME TO ANSWER QUESTIONS.

5010

I would like to tape your answers to help with recall at a future time. Do I have your
permission to tape the interview? Yes.

To what do you attribute the success of your hospital over the past ten
years?

The biggest difference financially for us was the recruitment of
surgeons, both orthopedic and general surgeons. In 19_ the hospital
almost closed because of poor financial position. After that time we did
build up a primary care base of physicians in the community and then
the hospital recruited some surgeons. I think it is actually due to
building a cohesive medical support staff in the community.

What has been the role of physicians in your success over the past ten
years?

I think this (physicians) is the single most important aspect of us
moving forward to a more positive position financially.

What four key values are the driving forces for the hospital?
The philosophy we have here is "partners in care," so we believe we all
have to work together to keep our whole medical community and the
patients, we believe we have to all work together cooperatively for
healthcare to continue in this rural community - I guess cooperation.
We realize we are co-dependent, if doctors don't do well, we won't do
well. If we don't do well, doctors won't have a place to practice.
Dependency is a value, and we do respect the value of the physicians in
our community. Quality is a very important value for us. That's how
the community comes to trust us as a quality provider - consistency of
quality. Integrity is that we can be trusted, that we deliver what we
promise in the community is very important.

What do you see will be necessary to help insure the continued success
of your rural hospital?

I think that continued cost reimbursement to the critical access
hospital would be key. We did get huge benefit with staff. Oregon has
a higher poverty level than most of the nation and County
has more than Oregon, and we in western County have more

189



than County, so we are number one in that category. I think
that faces a lot of rural communities - they have higher low-income
population plus a higher geriatric population. I think the cost
reimbursement is really key to our improvement in the last few years.

5. Are you part of a health system?
1 No. (go to 6)
2 Yes. (continue to 5a)

a. Why did the hospital join into a partnership relationship
with a larger health system?

b. Have you achieved your goal(s) for joining a health system?
(Go to question 7)

6. Why didn't the hospital consider joining or join into a partnership
relationship with a larger health system?
We actually have an alliance which is sort of a membership thing
where we can belong or not. We also have contact with to do our
critical access hospital annual review and review our peer review, that
sort of thing. I wouldn't say we are part of a system. We enjoy being
independent. We're in between two fairly large systems, is to the

and then is to the , and we actually feel we
benefit from being in the middle. We can align ourselves with either

or , depending on our needs. So that has worked well for
us, and we enjoy being small and independent.

b. Have you achieved your goal(s) for not joining a health
system?
Yes. We're actually doing the best we ever have this past
year. We're a district hospital, so we are tax supported. Our
overall goal (have been here 11 years) has been to be self-
sufficient from our operations and then use our tax base for
updating facility, capital equipment, and those sort of
things. Operationally we want to be independent and we
hope to achieve that goal next year. In fact, we are break-
even from our operations the first six months of this year.
So we are pretty optimistic and I think it is a combination of
the physicians, that we have finally gotten our cod ray of
physicians to support the community and the critical access
hospital reimbursement.
(Go to question 7)

7. What has been the Board role in your success?
They are very supportive and extremely stable. We are lucky to have
the same (it's an elected board) participants - when there have been
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5015
I would like to tape your answers to help with recall at a future time. Do I have your
permission to tape the interview? Yes.

To what do you attribute the success of your hospital over the past ten
years?
Critical access hospital designation a couple of years ago helped. Prior
to that it was very tough.

What has been the role of physicians in your success over the past ten
years?

Gate keepers to admission.
- Problem maintaining longer than 4-6 years.

The hospital is currently down 3 physicians from what is needed.

What four key values are the driving forces for the hospital?
- Customer service Employee satisfaction
- Quality - Safety issues

What do you see will be necessary to help insure the continued success of
your rural hospital?
- Maintaining funding for critical access.
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changes it has been like one board member at a time - so it is a very
stable board that has helped us develop plans and move them forward
so that we are not constantly going back and re-educating the board
to what we are. We are actually able to do strategic planning and move
forward with long-range plans that have been successful.

8. Any final comments?
Happy to participate. Critical access hospital, if this has anything to do
with it, I would love it if they extended that cost reimbursement to
ambulance departments owned by critical access hospitals, because we
have our own, and that is our challenge for us to support. Tort
Reform is very important. We quit delivering babies for the last two
years, and I think that if Tort Reform could go forward, that would be
very helpful, also. We would like to do babies once again.

THANK YOU FOR YOUR TIME TO ANSWER QUESTIONS.



- Employee/physician recruitment and retention.
- Medical malpractice.

5. Are you part of a health system?
1 No(goto6)
2 Yes - Management contract 2001. (continue to 5a)

a. Why did the hospital join into a partnership relationship
with a larger health system'?
Geography - close.

e. Have you achieved your goal(s) for joining a health
system?

(Go to question 7)

6. Why didn't the hospital consider joining or join into a partnership
relationship with a larger health system?

b. Have you achieved your goal(s) for not joining a health system?

(Go to question 7)

7. What has been the Board role in your success?
- Vision to see with an open mind, to see changes needed, i.e. critical

access.
- Looking at tax district hospital.
- Board has no sacred cows, looking for right decisions.
- Vision Board, objective, looking at what is best for patients.

8. Any final comments?

THANK YOU FOR YOUR TIME TO ANSWER QUESTIONS.
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I would like to tape your answers to help with recall at a future time. Do I have your
permission to tape the interview? Yes.

I. To what do you attribute the success of your hospital over the past ten
years?

Specifically, we have been able to increase our utilization for our
facility given the current environment that we are operating in. That
has been the primary issue for us. Being successful is increasing
utilization. The other side of it at the same time is that we are a fairly
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cost-effective hospital, almost more to the aggressive side of being cost
effective. Some of that comes out in the fact that we really do not have
middle management. Department directors in a small facility are
active in providing ancillary services along with their techs and
encouraged to do so, and that is a cost savings and is also a morale
issue. So we have a director of nurses that might work a day or two a
week on the floor as a nurse so that actually keeps her in touch. The
lab guy does bench testing and there is not a lot of middle
management. Costs relative to small facilities, we buy from purchasing
groups and such as they are helpful, but the bigger groups that we
have access to give some kind of parity, not quite, but that helps. So we
are fairly aggressive in how we do costs. I think that is the recipe part.
I think the J factor part comes into relationships and that is basically
how I think the medical staff perceives its role in the hospital; I think
that relationship is really the cause for actual success.

2. What has been the role of physicians in your success over the past ten
years?

Its timely. In 1988 when we were one of the hospitals most likely to go
out of business. It was done through OMAP and there is priority type
B funding for small hospitals. So we were #3 on the 1989 list and that's
when the medical staff had to make a decision if they were going to
have a hospital or not. There have been major changes in
administration. The hospital came together as physicians and some
basic unwritten tenants came up, and they are quite legal. The medical
staff agreed that since they should have ancillary type services like x-
ray lab in their offices, maybe they should rely on a centralized service,
as long as that service was cost-effective, quality, and easy to use, they
would continue to use it. So the hospital has done all of their lab and
radiology services. We have bought really good technology because it
has been profitable and that has been helpful.

Why we are successful - As a small hospital, we have better center
market share and in our market share we understand our roles
relative to in-patient care and we try not to overstep those so we try to
progress that mark as we are prepared to do so. The other side that
goes along with ancillary testing in offices, we really have increased
our out-patient services, which better matches our community need,
because we are only 60 miles from . There are other small
hospitals to our north and south. So it is not like we are totally isolated.
So we understand that that out-patient increase. It goes along with the
physicians for the hospital. We also saw ourselves as a faniiiy practice-
based hospital. Smaller facilities really need to see themselves that way
rather than trying to be a specialty-driven hospital, to the extent that
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we actually modified our bylaws last year to reflect that. Also, we saw
that we were growing and having more specialists come in. We see it
typically a shift in hospitals for specialists to come in and start more
controlling the hospital. That is fine to the extent that they are good at
it. On a relational basis, the FPs become somewhat disenfranchised
that they don't feel like they have a major input into the hospital. We
have decided that the primary care will always have a one vote
majority of the medical staff. We structured it so that we will be a
family practice-based hospital. Even if we were 300 beds, we would
still be that way. That keeps family practice guys willing to refer to
specialists because they see it as their hospital, not the specialist's
hospital. I think that notion is really big. I think the doe's notion is that
it is their hospital; they are franchised into it. They feel like their
contribution to the hospital is meaningful. Communication is really
good. Doctors we are recruiting often comment that at the hospitals
they have visited have (guys who are just out of school and guys who
have been around) don't often see the relationship between
administration and the medical staff. So it is something we are pleased
with, we are working on. That sense of ownership by the medical staff,
but also the hospital staff and the Board, this whole notion of
ownership, that they are franchised, that they make a difference since
they are part of that group.

What four key values are the driving forces for the hospital?
We have our standard values here; we have an acronym called

and I could quote those things; they are obviously what
we are committed to, but they are a little wider scope than just
random. The four key values that drive us are the franchise, the
ownership, commitment, willingness to communicate. An ethical
standard - the ethics that they have between physicians and the
hospital - lack of grouping. We don't have any clinics here. All the
practitioners are independent. They share expenses, share office space.
None of them are formed as a group.

What do you see will be necessary to help insure the continued success
of your rural hospital?

Community perspective is an important issue, how the community
perceives us. Federal/state funding. Obviously, more state funding -
the Oregon Health Plan for small hospitals was a real benefit during
the 1990s. The deterioration of that changed at the millennium has
definitely affected small hospitals, and that is very significant.
Continued relationships with the medical staff; not straying from that.
We have gone through a couple of phases where a member or
members of the medical staff would be contrary to the group's interest
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in sort of a back door way. The medical staff reacted strongly in both
instances and those staff members are no longer here. They value that,
too. I think that is really important for us to continue those relational
issues and to protect theni.

5. Are you part of a health system?
1 No(goto6)
2 Yes. (continue to 5a)

a. Why did the hospital join into a partnership relationship
with a larger health system?

f. Have you achieved your goal(s) for joining a health
system?

(Go to question 7)

6. Why didn't the hospital consider joining or join into a partnership
relationship with a larger health system?
We did not consider doing that because since 1988 we have been a very
profitable hospital and did not financially have the need to do that. On
a strategic basis, with the inception of managed care and recent
capitation and risk-based contract, we didn't really jump on all the
new technology in terms of methodologies like PHOs or MCOs, those
types of issues. Our notion is to stay behind the wave of technology on
these issues to not get washed up on the beach. That was part of that as
joining forces and forming these agreements, then after the wave went
by, we started seeing that hospitals who had done that - some had lost
their identify and often their capability to provide the services that
really affected the community's needs were more reflected the larger
company or larger hospitals. We questioned we would not be good
stewards of our hospital if we allowed that to happen.

The third thing is that we are just sort of cantankerous. We hold that
notion today that it is not necessarily in the best interest of the
community or the hospital.

The last thing that came up in this little sequence was the realization
that what we are really seeing in terms of the "lemming affect"
hospitals for no apparent reason seeking a partner, not even when
their financial experts perceived future threat, and trying to justify it
by saying the community would benefit by it. We didn't see the
community benefiting; really what we saw was market share, the it
was about market share. We are fine with where we are and what we
are doing. We have partnerships relative to ownership agreements that



are beneficial to our partners and to us, but our notion is to stay
anonymous.

c. Have you achieved your goal(s) for not joining a health system?
Yes, we have. We maintain our profitability and I don't
think if you changed the market it would drive us any other
way.
(Go to question 7)

What has been the Board role in your success?
The Board is great. We have a nine member Board. We are one of the few
hospitals that still elects the Board from its membership. If you want to send
me $100 you can become a member also. It is a little bit cumbersome, quite
frankly, and we may have to think of a way to going to more of a self-
appointed Board, but that is how we still have it. So the role of the Board =
three members from each of our service areas. They represent those
communities or areas. The role of the Board has been on oversight, but it has
also been a partner. The same kind of open communication that we have with
our medical staff, we try to promote with the Board and the medical staff, and
the Board and the management staff. We publish more information around
here for staff members and Board and everybody than what they want. We
believe that if you try to hide it, people will try to find it, so we just publish
everything - our monthly financials, audits, all sorts of reports that you would
think would be held in confidence, we give them out because we want people
to know what we are doing. The Board is really accustomed to this open
communication. They feel participatory. Their oversight is obviously that
they want to see a profitable hospital providing services to the community
that the community needs. So we try not to get into 50 questions at every
Board meeting. Its more processes and projects that we are working on to
make those things happen. The Board is really good and they know their role
as Board members. They don't try to interfere, yet they know they are
hearing what they need to hear every meeting and between meetings, so they
are not invasive like some Boards can get.

Any final comments?
No. There is only one question I would list here. - Apparently some
disagreement about what I should have circled on this first item where you
appoint your hospital Board members. It says "the hospital does or you."
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THANK YOU FOR YOUR TIME TO ANSWER QUESTIONS.
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I would like to tape your answers to help with recall at a future time. Do I have your
permission to tape the interview? Yes.

To what do you attribute the success of your hospital over the past ten
years?

I would like to say impeccable leadership, vision and charisma, but I
am not that naïve. I think it has a Lot to do with a combination of
leadership, but not just at the executive level, certainly a significant
amount of that coming from a supportive board of directors. Luck and
serendipity because they also play their role in that.

What has been the role of physicians in your success over the past ten
years?
Actually, not that much. Our medical staff is very different than
what I see in a lot of communities this size. They have not formed a
group; it is five independent practices, and they all go their own
directions. It is tremendously difficult to get a consensus from the
medical staff on anything. So I would say there is very little in
terms of their use of facilities and services on behalf of their
patients that has contributed to the success of the facility.

What four key values are the driving forces for the hospital?
Mission, vision, philosophy and values. We focus our entire culture
around those four things. Our mission is like everyone else's. We
want to provide services. We want to do that in a fiscally
responsible manner, but we depart from a lot of other hospitals
beyond that. Our vision here is to be the provider and the employer
of choice on the south coast. The philosophy and values fall behind
that in terms of patients, visitors, families, and our co-workers
come first. The setting up of a system of values that are based on
respect for other people.

What do you see will be necessary to help insure the continued success
of your rural hospital?

A combination of factors - We are depending upon continued growth
of our community and continued responsiveness on the part of the
community to the services and programs we provide. Continuation of
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federal programs, which, right now, benefit small hospitals that have
chosen to become critical access hospitals.

5. Are you part of a health system?
1 No. (go to 6)
2 Yes. (continue to 5a)

a. Why did the hospital join into a partnership relationship
with a larger health system?

b. Have you achieved your goal(s) for joining a health
system?

(Go to question 7)

6. Why didn't the hospital consider joining or join into a partnership
relationship with a larger health system?
Because it was not the right fit.

b. Have you achieved your goal(s) for not
joining a health system?

YES
(Go to question 7)

7. What has been the Board role in your success?
Wisdom to listen to what professionals have to say. Used as advise but
chose direction independently.

8. Any final comments?
Biggest thing is rural hospital flexibility program has been a
significant advantage.

THANK YOU FOR YOUR TIME TO ANSWER QUESTIONS.

I would like to tape your answers to help with recall at a future time. Do I have your
permission to tape the interview? Yes.

I. To what do you attribute the success of your hospital over the past ten
years?

I think the success of our hospital is probably the last 3 /2 years. We
hit rock bottom about 2001, but since then, a number of factors. One is
that we achieved the critical access hospital designation which has
provided cost-based reimbursement for Medicare and Medicaid
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patients, so we are not doing that at a loss anymore. Secondly, we have
been able to increase our support base as far as donations in the
community and we have also invested heavily in new lab, radiology
and surgery equipment, which has allowed us to do quite a bit more
procedures that generate revenue. The consequence of all of that, we
are in the process of getting ready to build a new hospital.

What has been the role of physicians in your success over the past ten
years?

Physicians have helped us decide types of equipment and services to
focus on that benefit the community and generate revenue. They have
also been very supportive in fundraising for the hospital and very high
caliber and talented physicians, which obviously helps a lot with
success.

What four key values are the driving forces for the hospital?
One would be we have stated a vision or value through value statement
and mission statement that we will provide premiere services, so that
value is to be the best, bar none, within our capability and practice
setting. Quality would be #1. #2 would be cost effective healthcare -
our community gets a reasonable investment. Ethics and integrity are
very key in every decision and program we put together. Big in
earning and keeping trust. Probably another one would be
responsiveness to our community.

What do you see will be necessary to help insure the continued success
of your rural hospital?

The main thing we are focusing on right now that is critical is building
a new facility. Ours is years old, so we need to be current with the
facility, as well as the equipment. Continued community support is
critical, and the trust of the community. Obviously, nearly every
hospital you talk to will feel very vulnerable as to government and how
they can change policy and reimbursement suddenly at times. With the
budget crisis it makes a lot of us nervous.

Are you part of a health system?
1 No. We are a stand alone. We belong to some purchasing

organizations, but we are independent.(go to 6)
2 Yes. (continue to Sa)

Why did the hospital join into a partnership relationship
with a larger health system?
Have you achieved your goal(s) for joining a health

system?
(Go to question 7)



L

200

6. Why didn't the hospital consider joining or join into a partnership
relationship with a larger health system?
A few reasons. One is that we are a district hospital, so it is the
governmental entity that makes mergers and those types of
associations close to impossible. Secondly, XXXXXX County, as with a
lot of rural areas, have a very independent nature and want to control
their destiny directly. That is probably a big factor, too. You don't
want to send money outside; want to keep it for your own programs.

b. Have you achieved your goal(s) for not joining a health system?

What has been the Board role in your success?
They have been very willing to be aggressive in investing in capital
purchases and new programs to increase our service to the community
and also to generate revenue has been pivotal.

Any final comments?
No.

THANK YOU FOR YOUR TIME TO ANSWER QUESTIONS.




