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By the numbers: The shifting US healthcare landscape
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» More than 60% of physicians say it will be more difficult to deliver high-quality care in
the next two years, citing complex regulations, an increasing administrative burden and
frustration associated with electronic medical records.

More than 70% of physicians prefer a fee-for-service model, even though they
recognize that it is more expensive. Physicians are not yet convinced value-based

models improve clinical outcomes.

Physician-led practices hold lessons for all providers: Their physicians give them a
higher Net Promoter Score® as a place to work (36%), feel inspired by the
organization’s mission (80%) and feel sufficiently engaged in decisions about
strategic direction (83%).

All physicians, in both management-led and physician-led organizations, have a higher

Net Promoter Score when they are actively engaged in organizational decision making

(47%), compared with those who are neutral (=14%) or disengaged (—61%).

More than 80% of surgeons and procurement officers say they work in collaborative
€ B y Sy

partnerships to purchase medical equipment, and surgeons are widely supportive of this

arrangement.

* A key role of pharmacy benefits managers is controlling drug costs, but fewer than 20%
of physicians believe PBMs have a positive impact on either quality of care or drug costs.

Seventy percent of nonsurgical physicians believe payer restrictions limit their
prescribing decisions, and 59% believe these restrictions decrease their ability to
deliver high-quality care—both up slightly since 2015.

Nonsurgical physicians rank continuing medical education and conferences as the most
important information source. Reliance on pharma sales representatives continues fo
decline and now ranks No. 5 in importance, down from No. 3 in 2011.
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Executive summary

The US healthcare industry is still in search of a cure—a breakthrough model that can deliver high-quality care
atlower cost. Over the past five years, hospitals, healthcare groups and medical practices have adopted new manage-
ment structures and systems to curb spiraling costs. But none has proven to be a compelling way forward, and
the pace of change since 2015 has slowed substantially.

Bain’s 20177 US Front Line of Healthcare Survey reflects an industry in the crosscurrents of change. No disruptive
innovation has altered the rules of the game in healthcare the way online retail banking has transformed the
financial services market or technology has upended other industries. Finding a better model in healthcare will
take more time—and physicians want a hands-on role shaping it.

Steeped in a field that requires lifelong learning, many physicians are natural innovators and quick to test
new systems and tools. But they staunchly resist new approaches that could put patient care at risk. That
helps explain why management-led organizations that have not fully embraced physician input, for example,
have run into resistance or have failed to make a greater impact. The US healthcare model remains firmly
centered on physicians.

In fact, more than 60% of the physicians we surveyed believe it will become more difficult to deliver high-quality
care in the next two years as they struggle to cope with a complex regulatory environment, increasing administrative
burdens and a more difficult reimbursement landscape. After years of experimentation, physicians now want
evidence that new models for care management, reimbursement, policy and patient engagement will actually
improve clinical outcomes. Without it, they see little reason to alter the status quo and move toward wide-
spread adoption.

Is there a way forward? Our survey findings indicate that bringing physicians back into the decision-making
process helps create greater momentum for change. Physicians who are not aligned and engaged with their
organizations have more reasons to resist new structures and systems, such as value-based payment models. By
contrast, those who have a say in management decisions are much more satisfied with their working environ-
ment and more willing to lead change.

These are some of the key findings of our 2017 US Front Line of Healthcare Survey, which examines practitioners’
attitudes and concerns during a period of pivotal change for the industry. To better understand the evolving reality
on the front line, we gathered input across the US from 98o physicians in eight specialties, 100 finance officers
and 100 procurement officers (see appendix for methodology and survey questions).

We conducted the research for this report, our third US Front Line of Healthcare Survey, in a time of many
open questions about the future of the Affordable Care Act, drug pricing and other regulations. However,
the trends and business insights based on the data are likely to hold up under a broad range of policy out-
comes. Our research focused not on how healthcare is funded, but on physicians’ and administrators’ pri-
orities in care delivery—and the critical question of who has decision-making authority in the evolving
healthcare system.
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Why change has slowed

Physicians and healthcare organizations have become more cautious about adopting new structures, systems
and tools for several reasons. With the first wave of change well under way, many practices already have imple-
mented changes that are easy or required, and are reluctant to adopt more-complex systems and tools. Physicians
are particularly hesitant to embrace new systems when the clinical implications and the return on investment are
unproven and the administrative burden significant. As a result, many smaller physician-led practices may opt
out, relying on a traditional approach to management and care.

Comparing our 2015 and 2017 survey findings, one notable slowdown has been in the adoption of value-based
payment models. Many physicians anticipated a broad rollout of value-based care two years ago and a corre-
sponding decline in practices using the traditional fee-for-service model. But few have been persuaded to switch,
noting a lack of evidence that outcomes are the same or better using value-based care.

More than 70% of physicians prefer to use a fee-for-service model, citing concerns about the complexity and quality
of care associated with value-based payment models. Fifty-three percent of physicians say that capitation reduces
the quality of care, and most see little advantage from pay-for-performance models either. Further, many believe
their organizations are not sufficiently prepared for the shift to value-based care.

Despite the reluctance to drop fee-for-service payment systems, many organizations continue to experiment with
value-based care as part of a mix of payment models, recognizing the continual pull in the industry toward the
value-based approach. Providers that want to move toward value-based payment models can generate greater
support by working closely with their physicians to shape these models and addressing their concerns about
outcomes, simplicity and fairness to all stakeholders.

Empowering physicians

Transformations are disruptive, and our 2017 survey reflects an industry in flux, but it also reveals signs
of progress. Healthcare organizations on the forefront of change are moving to reempower physicians, recognizing
their importance in managing costs and supporting the move toward value-based care. These organiza-
tions have realized that empowerment creates a virtuous circle: Physicians engaged in decision making are
more likely to promote their organizations and to be aligned with their missions, likely leading to better care
and outcomes.

Empowerment creates a virtuous circle: Physicians engaged in decision making
are more likely to promote their organizations and to be aligned with their missions,
likely leading to better care and ouftcomes.

Medtech procurement is the best example of this alignment. More than 80% of surgeons and procurement
officers say they work in collaborative partnerships to purchase medical equipment, weighing clinical and
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PHYSICIANS
ENGAGED
IN- ORGANIZATIONAL
DECISION MAKING

NET PROMOTER SCORE

47

PHYSICIANS
NOT ENGAGED
IN ORGANIZATIONAL
DECISION MAKING

NET PROMOTER SCORE

-6 1%

economic value together. Surgeons also express a more collaborative attitude about procurement than five years
ago: 43% of surgeons now believe their procurement department improves costs and quality of care. “They keep
costs reasonable while still allowing the majority of surgeons to use the instruments and implants they want,”
one physician noted.

The move to reempower physicians reverses a 1o-year trend that had shifted decision making away from doctors
and toward procurement professionals who chose products mainly on the basis of price, often putting the two
groups at odds. Our data shows that decision authority has started swinging back to surgeons, but with a new
twist. Surgeons have become more sophisticated buyers, weighing clinical and financial data and considering
multiparty interests when they select devices.

By contrast, nonsurgical physicians continue to feel their behavior constrained by payer restrictions, and they feel
this most acutely in prescribing drugs, where most do not rely on pharmacy benefit managers (PBMs) to control
costs or improve quality. Most physicians feel a responsibility to minimize costs, but they focus primarily on
patients’ out-of-pocket expenses instead of overall costs to the healthcare system.

During the next two years, practitioners on the front line will continue to scrutinize the effectiveness of new
systems and tools, both in terms of quality of care and cost. It will take time to develop clinical and economic evidence,
which means the pace of change will remain slow. But it will also help the industry move toward better solutions.

As healthcare professionals grapple with new systems and approaches, all sectors of the industry are rethinking
their strategies to meet evolving clinical and economic needs. In this report, we highlight how the changing
environment for physicians will affect providers, medtech and pharma, and we examine some of the no-regrets
moves each can take in a changing landscape.
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Implications for providers

Healthcare providers that want to move toward value-based care can increase support for that shift by engaging
their physicians and providing evidence that new initiatives deliver quality care at lower cost. Physicians in
management-led organizations are less satisfied and less aligned with their organizations’ missions than those
in physician-led organizations, the survey data shows. Management-led organizations received a Net Promoter
Score® of 11% as a place to work, compared with 36% for physician-led practices. Overall, physicians give lower
Net Promoter Scores to their organizations than finance and procurement officers do (see appendix for an explanation
of Net Promoter Scores).

Our findings indicate management-led groups can increase physicians’ engagement by granting them greater
autonomy and by adopting some of the best attributes of physician-led groups. Practices that offer a combination
of efficiency and physician autonomy are likely to perform best.

Providers will have greater success at implementing change if they improve stakeholder alignment on cost-saving
initiatives. Physicians need a clinical rationale for changing the way they deliver care—financial logic alone
will not change long-established behaviors. Indeed, many have overlooked the role of the physician as system
innovator. Physicians tell us that they are open to new cost-saving models, but need to be on the front line of
change helping health systems identify which approaches create value for patients, and which don’t. For example,
clinicians’ and administrators’ views differ on the importance of cost-saving initiatives. Physicians and finance
officers rank care-management teams the top priority, while procurement officers say vendor consolidation and
purchasing automation are most important.

Despite the slowing shift toward value-based care, healthcare organizations are aggregating at a rapid clip and
continue to experiment with new governance models. Hospital systems within cities are growing by acquiring
and partnering with other institutions and medical groups in the same area. The volume of hospital mergers and
acquisitions increased 42% from 2010 to 2015, according to the American Hospital Association, which also says
that the number of community hospitals affiliated with a healthcare system rose to 66% in 2015 from 51% in
1999. Finally, physicians continue to move away from solo practices: Only 14% were self-employed in 2017,
down 6 points in two years, the Front Line survey found. This aggregation of systems and physicians could
enable future change as fewer, larger organizations become the norm.

Physicians need a clinical rationale for changing the way they deliver care—
financial logic alone will not change long-established behaviors.

Implications for medtech

Building category leadership positions and offering value-added services can help medical device manufacturers
stand out in a crowded field. More than 60% of surgeons rank “strongest existing relationship” with a manu-
facturer as a key purchasing criterion, up from 46% in 2015. Category leaders benefit from much stronger
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customer advocacy: Across general surgery, orthopedic surgery and cardiac surgery, market-share leaders, including
all category leaders, receive much higher Net Promoter Scores than other manufacturers.

Healthcare providers continue to reward clinical innovation despite increasing pressure to control costs. Sur-
geons’ top criteria for medical equipment are product quality and patient outcomes. However, it's important for
medtech companies to demonstrate both the clinical and economic value of products. As surgeons regain pur-
chasing authority, they have become more attuned to economic value and weigh financial data as part of the
overall purchasing decision.

One way leaders have started to emphasize economic value is through alternative pricing models, such as risk-
sharing contracts. The penetration of alternative pricing models today varies by specialty, with the greatest
traction in orthopedic surgery in the Comprehensive Care for Joint Replacement (CJR) program, aided by a push
toward bundled payments from the Centers for Medicare & Medicaid Services (CMS).

Healthcare professionals expect major increases in the use of innovative pricing models for medical devices over
the next two years, including patient-based pay for performance and population-based risk sharing, to more than
50% of practices, from fewer than 15% today. Even though surgeons have overestimated the pace of adoption in
the past, these models are likely to prevail in the long term. Medtech companies that get a head start now testing
and refining alternative pricing models will be well positioned for an eventual uptick in their use.

Sales representatives remain an important source of information for surgeons. Overall, the two most important
roles a sales rep can play are covering cases in the operating room and providing on-call support, the survey
found. But the relative importance of roles played by sales reps varies across specialties. Operating room coverage
and on-call support were more important for orthopedic surgeons. General surgeons, on the other hand, value
receiving educational materials more than cardiac surgeons and orthopedic surgeons do. Medtech companies
can improve the effectiveness of sales reps by tailoring their role to surgeons’ needs.

Implications for pharma

Nonsurgical physicians rank patient outcomes, real-world evidence and safety profiles as the most important
factors influencing their prescribing decisions. The implications are clear: To demonstrate the clinical merits of
their products, pharma companies must go far beyond the traditional clinical trial data for regulatory approval.
Pharma companies that upgrade their medical affairs capabilities to generate real-world evidence underscoring
the efficacy of new products will be best positioned to provide physicians the data they are seeking.

At the same time, however, physicians are increasingly concerned about the cost of drugs, at least to the extent
that it affects their patients’ ability to afford therapy. Bringing drug prices down is a top priority for the healthcare
industry and policy makers, but physicians say they are ill-equipped to manage total drug costs because they have
limited visibility into, and limited control over, drug prices. As a result, the best they can do is to limit
out-of-pocket drug costs for patients. When asked about the most effective approaches to reducing drug costs,
physicians point to three key changes: price transparency between payers and pharmaceutical manufacturers,
giving Medicare authority to negotiate drug prices and greater competition among manufacturers.

While physicians are concerned about drug pricing, they are critical of actions taken by PBMs and payers to
control drug costs, particularly when these actions constrain their decision making. Only 19% of nonsurgical
physicians believe PBMs improve costs and quality of care. That view contrasts sharply with surgeons’ more
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positive view of medtech procurement decisions, which they say help improve healthcare organizations’ bottom
line without sacrificing the quality of patient care.

Seventy percent of nonsurgical physicians believe payer restrictions (prior authorization requirements, appeals
process) limit their prescribing decisions, and 59% believe these restrictions decrease their ability to deliver high-
quality care, both percentages up slightly from our survey in 2015. However, just how constrained physicians feel
varies by specialty. Our survey showed medical oncologists feel notably less constrained by formularies and other
payer restrictions, and are more likely than most other specialists to believe physicians have control or influence
in pharmacy and therapeutics committees. Oncologists also weigh price less when making prescribing decisions.

However, the cost of treating cancer has been at the heart of the healthcare costs debate, and we expect oncologists
to face growing payer restrictions in the coming years. Utilization management rates for oncology drugs rose to
50% in 2016, from 34% a year earlier. Competition will grow more intense: A flush of me-too products with
minimal clinical differentiation are hitting the market, and payers are increasingly demanding real-world
evidence of their relative efficacy.

That said, there is a contingent of physicians who indicate that they are actively seeking to manage total cost of
care. Pharma companies can support physicians in that effort by providing evidence that their therapies are
clinically differentiated and more cost-effective than other treatment options.

Pharma and medtech companies that develop realworld evidence can provide

crucial support for physicians as they seek the best path forward.

Pharma companies can prepare for an uptick in the use of alternative pricing models, where price is based on
indications or outcomes, by testing and refining them with providers and payers. The physicians we surveyed
expect the use of innovative pricing models for pharmaceuticals to more than triple over the next two years. In
the past, however, the pace of adoption has been much slower than healthcare professionals anticipated.

In a shifting landscape, an omnichannel approach to marketing is the most effective way to get drug information
to nonsurgical physicians. Physicians rank continuing medical education (including conferences) as their most
important source of information, relatively more important than published medical journals for the first time in
this survey. Reliance on sales representatives declined over the last six years, moving from one of the top three
information sources in 2011 to fifth place in 2017. Meanwhile, online sources, including drug websites and
search engines, have greatly increased in importance. These trends are likely to continue since younger physicians
are less interested in relying on sales reps as an information source and are more accustomed to going online for
drug information.

The road ahead

After a decade of trying out new models, the US healthcare industry has yet to rally around an innovative
approach that provides quality care at lower cost. In fact, a disruptive, technology-based solution like those that
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have transformed the telecom or retail industries may take much longer to develop for healthcare, although a
comparable outcome seems inevitable. In the meantime, the industry will continue to innovate, with progress in
fits and starts as different models gain traction in different places. Although the pace of change has been slower
than predicted in recent years, as Microsoft cofounder Bill Gates once noted: “We always overestimate the change
that will occur in the next two years and underestimate the change that will occur in the next ten.”

The key message of our 2017 survey is that future progress depends on physicians shaping and leading change.
Healthcare organizations that engage and empower physicians are likely to lead the next wave of innovation.
Proving the clinical and financial benefits of new systems and tools while reducing their complexity is essential
to overcoming physician skepticism. Those efforts will take time, but they will help provide new momentum
for change.
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The changing

landscape

The adoption of new healthcare structures, value-
based models and tools to curb spiraling costs and
improve care has slowed and in some cases plo-
teaued following five years of rapid experimentation
and change.

There is a growing divide among medical practices:
Larger, managementled groups are more likely to
adopt new structures and protocol-based care,
while smaller, physician-led practices may be
unlikely to make major investments in new systems
and tools.

One notable slowdown has been in the shift
to value-based payment models, including pay-for-
performance, shared savings, bundled payments
and capitation or global payment models.

More than 70% of physicians prefer a fee-for-service
model even though they recognize that it is more
expensive. Physicians are not convinced value-
based models improve clinical outcomes. A higher
proportion of finance and procurement officers prefer
value-based models. The split highlights a lack of inter-
nal agreement on value-based care.

Despite the slower pace of change, the healthcare
industry continues to feel a steady pull toward value-
based care. Medical practices continue to experiment
with a mix of fee-forservice and value-based options.

More than 60% of physicians say it will be more
difficult to deliver high-quality care in the next two
years, citing complex regulations, an increasing admin-
istrative burden and frustration associated with
electronic medical record:s.
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?@M@ /: Practices are using more structures and tools, but the pace of change has slowed

Four-six years ago

Two years ago  Today

e | —— |

Individual physiciancentered
care delivery and decisions

Clinical and analytical tools

o Electronic medical records
® Treatment extenders

® Wellness and patient-adherence initiatives

¢ Data/analytical tools

e Other digital technology for care delivery

Larger, managementled organizations with
integrated and protocol-driven care

Progress calculated according to nine criteria:

Management tools

® Management-driven cost controls
* Management-driven treatment protocols
® Metric-based compensation

Sources: Bain US Front Line of Healthcare Survey, 2017; Bain US Front Line of Healthcare Survey, 2015

?@M@ 2 Providers use many tools to improve quality and reduce the cost of care; greater adoption expected

Percentage of physicians who use these tools

Electronic medical records
Standard treatment protocols
Electronic access fo treatment protocols
Wellness programs

Physician extenders

Treatment teams

Comparative effectiveness data
Patient-adherence initiatives
Predictive analytics
Transparency initiatives

Remote patient monitoring

Telemedicine

Percentage of
Current use is highest for tools with phyflcmns cting
the most physician support this as a fop
tool for improving
the quality of care

15%
24%
31%
1%
10%
6%
6%
4%
5%

20 40 60 80 100%

‘ B Using now M Expect to use in two years

Sources: Bain US Front Line of Healthcare Survey, 2017; Bain US Front Line of Healthcare Survey, 2015
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?@M@ Z: Physicians strongly prefer the feefor-service model

Nearly three-quarters of physicians prefer fee Physicians cite several reasons
for service over other models for favoring fee for service

Percentage of physicians who prefer these payment models

80%
73 ) .
70 “Results in the best patient care.”
60 “Offers the best financial reward.”
50 . . .
“With pay for performance, we end up doing many things
40 for our patients for which we don’t get paid.”
30 Y . .
Pay for performance creates a physician bias against
20 s complicated patients.”
10 8 “[Patient] noncompliance is a huge issue and this should
0 not reflect poorly on the treating physician.”
Fee for service Pay for performance Capitation

Source: Bain US Front Line of Healthcare Survey, 2017
?@M@ 4 : Physicians recognize that fee for service is more expensive than other models ...

Percentage of physicians who believe each model increases or decreases patient costs

60%

40

-48

-60

Fee for service Pay for performance Capitation

B Decreases costs Increases costs  — - Net perspective

Source: Bain US Front Line of Healthcare Survey, 2017
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;C@Me S ... but are concerned that the more advanced value-based models negatively affect the quality

of care

Percentage of physicians who believe each model improves or worsens the quality of care

60%

46

40 40

31

20

-60 -53

Fee for service Pay for performance Capitation

B Worsens quality Improves quality  — - Net perspective

Source: Bain US Front Line of Healthcare Survey, 2017

;C@Me & : As more practices adopt value-based care, they will need to address organizational alignment

and risk management

Percentage of healthcare professionals who feel somewhat or very prepared for these aspects of value-based care

Established network of providers and sites of care

Effective medical coding and billing processes

Ability to work in inferdisciplinary teams

Robust integrated data-management systems

User-friendly patientfacing IT

Established care protocols and mechanisms to track compliance
Effective patientengagement programs

Sufficient financial resources

Accurate underwriting, pricing and contracting capabilities

Accurate patient/population risk analysis

Aligned organization and clear accountabilities

o
o
N
o
w
o
N
o
(&3}
o
o
o
~N
o

80%

Source: Bain US Front Line of Healthcare Survey, 2017
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?@M@ 7': Nearly two-thirds of physicians believe delivering care will be more difficult in two years

Respondents’ perceptions of delivering care two years from now

100%

80

60

40

20

Physicians

Much ‘ecsier

Somewhat easier

The same

Finance and
procurement
show more

optimism for
the future

Somewhat more
difficult

Much more difficult

Finance/procurement

Source: Bain US Front Line of Healthcare Survey, 2017

Reasons cited for difficulty

“Too many insurance hassles. Physicians are overworked
and undervalued and are not allowed to spend adequate
time with patients.”

“Patients continue fo raise their expectations in relation
to service and quality provided.”

“The cost for providing care continues to increase;
however, the reimbursement continues to decline.”
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Providers

Organizations that want to move toward value-
based care will need to include their physicians to
a much greater degree in decision making, em-
power them to innovate with the care-delivery model,
and provide evidence that new systems and tools
will deliver the same or better quality of care at
lower cost—addressing physicians’ concerns about
outcomes, simplicity and fairness.

Physicianled practices hold lessons for all providers:
Their physicians give them a higher Net Promoter
Score as a place to work (36%), feel inspired by
the organization’s mission (80%) and feel sufficiently
engaged in decisions about strategic direction
(83%). Physicians in managementled organiza-
tions on average are less inspired, less aligned and
less likely than peers in physician-led practices
to believe that they are sufficiently engaged in
making important decisions about strategic direction
and operations.

Delivering value-based care requires an aligned
organization with clear accountabilities—and health-
care professionals cite the lack of alignment and
clear accountability as reasons their organizations
are not prepared for a shift fo value-based care.

Physicians who are engaged have a much higher
employer Net Promoter Score (47%) than those
who are neutral -14%) or disengaged (-61%). This
is true for physicians in both physician-led and
management-led organizations. In fact, physicians
in managementled organizations who feel engaged
in decision making have a higher Net Promoter
Score than those in physician-led organizations
who do not.
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;E@Me & : Physicians are less likely than finance and procurement officers to recommend their organization

Percentage of respondents’ Net Promoter Scores for their organization as Percentage of respondents’ Net Promoter Scores for their organization
a place to work as a place fo receive care
100%

Detractors
80
)
40

20 Promoters

Physicians Finance/procurement Physicians Finance/procurement

Net
Promoter
Score

Source: Bain US Front Line of Healthcare Survey, 2017

F@M& 7 : At physician-led practices, physicians tend to be more satisfied with their employer ...

Percentage of physicians’ Net Promoter Scores for their organization as a place to work (by type of organization)

100%
Detractors Management-led practices are
80 typically larger and tied to
hospital or health systems;
physician-led practices are
60 smaller and independent
Passives
40
20
Promoters
0
Managementled Physician-led
Net
Promoter
Score

Source: Bain US Front Line of Healthcare Survey, 2017
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?@M@ /O : ... and to be more aligned with the organization’s mission

Percentage of physicians who agree or strongly agree with each statement

100%
80
60
40
20

0

| am inspired by my employer’s mission My employer has the right structures, My organization’s physicians and clinical
and vision systems, processes and talent in place to staff are sufficiently engaged in making
achieve its mission decisions about its strategic direction

B Managementled ] Physician-led

Source: Bain US Front Line of Healthcare Survey, 2017
?@M@ /[ : However, when physicians are engaged in decision making, Net Promoter Scores are similar

Physicians’ Net Promoter Score of their organization as a place to work (by level of engagement)

50

50% 43

25

_75 -66

Agree they are sufficiently engaged Neutral Disagree
in decision making

B Managementled 1 Physician-led

Source: Bain US Front Line of Healthcare Survey, 2017
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Bain’s survey of 261 surgeons across three specialties
shows medtech companies can improve their com-
petitive standing by building category leadership
positions and offering value-added services. Surgeons
rate “strongest existing relationship” with medtech
suppliers as a key purchasing criterion, and they
rank ongoing product training support as the most
valuable add-on service.

Product quality and patient outcomes continue to
rank as the top criteria in medtech purchasing deci-
sions. Despite rising pressure on costs, the industry
still values and rewards true clinical innovation. But
successful companies demonstrate both the clinical
and economic value of their products. Seventy percent
of surgeons believe “best value for price paid” is
an important purchasing criterion, a significant in-
crease over two years ago.

The decision-making authority for purchasing medi-
cal equipment has become more collaborative,
with surgeons and procurement weighing purchas-
es jointly. That reverses a 10-year trend that shifted
the authority to procurement and finance officers.
Now surgeons have become more sophisticated,
multidimensional buyers, weighing clinical and
financial data and the interests of both the patient
and the hospital.

More than 80% of practices said surgeons and pro-
curement make decisions jointly, and surgeons are
increasingly supportive of this arrangement. Sur-
geons who indicated high alignment with their
practices’ mission are more likely to work in environ-
ments using a partnership purchasing model.

Healthcare professionals expect major increases in
alternative pricing models for medical devices over the
next two years. A caveat: Healthcare professionals'
previous expectations have proven overly optimistic.
The use of alternative pricing models is unlikely to
accelerate significantly until there is compelling
clinical data that supports the transition.
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;C@Me /2 : For medical device purchases, surgeons and procurement officers now balance clinical and

economic value

T/ \ T

e Surgeons were the only relevant ‘ ® Procurement professionals sought

decision makers Ten years Five years to guide purchasing
Today and bey

® Products were chosen on the basis ® Products were chosen on the basis
of clinical value and experience of financial and pricing data

e Limited, if any, attention was ® Frequent conflict with surgeons
given to economic value

ago ago

e Surgeons and procurement share authority over decisions
e Surgeons are more sophisticated and multidimensional buyers
e Surgeons weigh clinical/financial data and multiparty interests

Source: Bain & Company
?@M@ /2 : 85% of surgeons believe procurement has a neutral or positive impact on cost and quality

Percentage of surgeons who believe procurement departments make decisions that reduce costs and improve the quality of care

100%

“There is a cooperative discussion, agreement on devices and costs
to the hospital system, and a value/cost analysis to ensure the
80 best outcomes.”
Somewhat agree

“They follow our desires pretty well, as long as we fit within
cost guidelines.”

60
40
Neutral
“Often make decisions without consulting surgeons who actually
use the products.”
20

“Administrators usually overrule physician decisions, and cost is

Somewhat disagree their primary incentive rather than quality.”

0 Strongly disagree

Source: Bain US Front Line of Healthcare Survey, 2017
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;Cl'ﬂu/k‘e /4-: Surgeons are gaining decision-making authority over purchases of medical devices

Percentage of surgeons who agree or strongly agree with each statement

Physicians feel strong pressure to cooperate _ 47 Surgeons are feeling less
63

with the administration's purchasing decisions pressure fo cooperate ...

| . on committees ...
supply committees

Physicians have more representatives than _ 34 ining more representation
administrators on procurement and ... gaining more representatiol
24

- N 37 ..
Physicians have complete discretion over all ... and exercising more

medical device decisions 2 discretion since 2015
0 20 40 60 80 100%
2015 M 2017

Source: Bain US Front Line of Healthcare Survey, 2017

?@M@ /S : Quadlity is the top criterion for surgeons purchasing medical devices, but price is becoming
more important

Percentage of surgeons who indicated these criteria were important or very important

et
value valve responsibility to help

100% bring healthcare costs

under control

89 88
80
70 67 »
59 57 60 59
e 53 0 53
46 45 44 44
40
20
0
Strongest Better patient  Best value for Superior Strongest Best Broadest Strongest Largest
product quality  outcomes price paid sales rep existing education portfolio of brand breadth of
and reliability knowledge  relationship  and training  products and  reputation products and
and support programs services services

2015 [ 2017

Notes: 2017 criteria for economic value were “Best value for price paid (e.g., inclusive of product features, reliability, wrap-around services and training)”; criterion for 2015
survey was “Offers the lowest price”
Sources: Bain US Front Line of Healthcare Survey, 2017; Bain US Front Line of Healthcare Survey, 2015
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;Cl'ﬂu/k‘e /& : Surgeons’ advocacy is strongest for medtech market-share leaders

Surgeons’ average Net Promoter Score for medical device market leaders vs. all others

e B
General (by market share)
surge
gery Other manufacturers _ 20

hedy K
Cardiac (by market share)
surge
gery Other manufacturers _ 14

et v N -+
Orthopedic (by market share)
surgel
gery Other manufacturers _ 18
0

20 40 60%

Source: Bain US Front Line of Healthcare Survey, 2017

?@M@ /7 : Surgeons continue to value sales representatives as a source of information

Percentage of times that surgeons ranked these information sources among the three they use most

20%
15
10
5
0 ‘ I._
Salesreps | Published Colleagues/ ~ Accredited Key opinion  Trade shows Online Online Sales reps
(in person) journals  references from medical leaders (search engines (manufacturer (remote)
. other hospitals  education and other) websites)

2011 M 2015 M 2017

Sources: Bain US Front Line of Healthcare Survey, 2017; Bain US Front Line of Healthcare Survey, 2015
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;C@Me /& : Surgeons highly value three key roles for medtech sales representatives

Percentage of times that surgeons ranked these services among the three most valuable roles of sales representatives

Cover cases in operating room
Provide on-call support

Provide educational materials

Provide trend data

Communicate medical device benefits
Make expert introduction

Engage with patients directly
Manage payer reimbursement

Offer digital tools to manage patients

o

Source: Bain US Front Line of Healthcare Survey, 2017

o
N
o

30%

;C@Me /9 : Alternative pricing models for medical devices are expected to gain traction in the next

two years

Percentage of surgeons, procurement and finance officials who use these pricing models

Standard purchasing

Leasing or rental

Pay per use

Patientbased pay for performance

Population-based risk sharing

Over half expect to
use these alternative
models in two years

Source: Bain US Front Line of Healthcare Survey, 2017

25 50 75 100%

B Using now — Expect to use in two years
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Pharma

Bain’s survey of 719 nonsurgical physicians across
five specialties shows patient outcomes and superior
real-world evidence are the most important criteria
in prescribing decisions along with safety profile.
Successful pharma companies can keep pace with
the growing demand for scientific evidence by aug-
menting their medical affairs capabilities.

Physicians are taking a more active role in trying to
reduce drug costs. The majority of physicians seek
to minimize patients’ out-of-pocket costs through
their prescribing decisions.

Physicians say the most effective approaches to
lowering drug prices would be to improve price
transparency between health plans and pharma
manufacturers, give Medicare authority to negotiate
drug prices and increase competition among
pharma manufacturers.

A key role of pharmacy benefits managers is
controlling drug costs, but fewer than 20% of
physicians rely on them to lower costs and improve
quality of care.

Seventy percent of nonsurgical physicians believe
payer restrictions limit their prescribing decisions,
and 59% believe these restrictions decrease their
ability to deliver high-quality care—both up slightly
since 2015.

Category leadership continues to be a key deter-
minant of success. Marketshare leaders in each
specialty have stronger customer advocacy than
other manufacturers.

Pharma companies that invest in an omnichannel
approach fo convey drug information to nonsurgical
physicians will be the best positioned to adapt to
changing preferences. Doctors rank continuing
medical education and conferences as the most
important information source. Reliance on sales
representatives continues to decline and now ranks
No. 5 in importance, down from No. 3 in 2011.
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?@M@ 20 : Physicians’ advocacy is strongest for pharma market-share leaders

Nonsurgical physicians’ average Net Promoter Score for pharmaceutical market leaders vs. others

Top three manufacturers
(by market share) - /
Other manufacturers -5 -
o eker o I, 25
Cardiology (by market share)
Other manufacturers -14 _
R e ke e I, >
(by market share)

Other manufacturers -3 .

Primary care

i ik .k
Diabetology/ (by market share)
endocrinology Other manufacturers -9 _

-20 -10

o
o
N
o

30 40%

Sources: Bain US Front Line of Healthcare Survey, 2017; EvaluatePharma
?l/gwre 2/ : Physicians rank outcomes, evidence and safety as their top drug-purchasing criteria

Percentage of nonsurgical physicians who indicated these criteria were important or very important

Clinical Economic
value value

100% o4 9 o1
88 89
84
80
61 62
60
40 33
29 29 31 31 28
) I
0
Better patient Superior Strongest safety  Lowest price Best patient  Strongest brand  Manufacturer Sales reps'
outcomes real-world profile in the category support reputation has full suite of  knowledge and
evidence programs products/services support

2015 [ 2017

Sources: Bain US Front Line of Healthcare Survey, 2017; Bain US Front Line of Healthcare Survey, 2015
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;Cl'ﬂu/k‘e 27 : Price also matters; most physicians feel they should help control healthcare costs ...

Percentage of nonsurgical physicians who believe they have a responsibility to help bring healthcare costs under control (by specialty)

100%

Disagree

Neutral
80
60
40
20
0
Cardiology Primary care Oncology Endocrinology/ Neurology
diabetology

Source: Bain US Front Line of Healthcare Survey, 2017

?@M& 22 : ... but physicians mainly seek to minimize their patients’ out-of-pocket costs ...

Percentage of nonsurgical physicians who agree with these statements on controlling costs

100%
ly agree
0%
80
60 Somewhat agree
40%
40
Neutral
20 30%
14% Strongly disagree
0 ° 2% Somewhat disagree 7% 2%
I actively seek to minimize patients’ | actively seek the lowest-cost drug
out-of-pocket costs through my option, even if the total cost doesn't
prescribing behavior/decisions affect patients’ out-of-pocket costs

Average @ @
Score

Note: Average scores based on responses ranging from 1 (strongly disagree) to 5 (strongly agree)
Source: Bain US Front Line of Healthcare Survey, 2017
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;Cl'ﬂu/k‘e 24-: ... and cost sensitivity varies by specialty

Nonsurgical physicians’ average level of agreement on these statements about controlling costs (by specialty)

5

4.2 4.2
4 3.8 3.8 3.8

3.5
3.3

3
2
1
0

Primary care Cardiology Oncology Neurology Endocrinology/diabetology

| actively seek to minimize patients’ out-of-pocket costs through my prescribing behavior/decisions

B | actively seek the lowestcost drug option, even if the total cost doesn't affect patients’ outof-pocket costs

Note: Average scores based on responses ranging from 1 (strongly disagree) to 5 (strongly agree)
Source: Bain US Front Line of Healthcare Survey, 2017

F@M@ 25 : Patients typically do not ask their physicians about the price of a treatment or service

Percentage of nonsurgical physicians whose patients asked about prices in the previous month

80%
73
The vast majority of physicians
60 < say that fewer than 25% of patients
ask about price
40
20
0
Percentage of Fewer than 25% 25%-49% 50%-75% 75% or more

patients who asked
about price

Source: Bain US Front Line of Healthcare Survey, 2017
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?@M@ 2&: Physicians and finance officers say price transparency is the best way to reduce drug prices

Percentage of times nonsurgical physicians and finance officers cited these factors among the three most effective ways to reduce drug prices

More price fransparency between health plans and
pharma manufacturers

Giving Medicare authority to negotiate drug prices

Greater competition among pharma manufacturers

Stricter government regulation of pharma manufacturers
Patient advocacy for price transparency and lower drug prices

Allow drug reimportation from other countries

Lower research-and-development costs

Shorter FDA patent periods

Greater competition in small-molecule generics and availability
iosimilars

Government-driven algorithm on cost vs. value

More outcome-based payment models for pharma manufacturers

Increasing trend toward personalized medicine
More high-deductible plans

More ACOs, HMOs and/or PPOs

Other

5 10 15%

‘. Nonsurgical physicians — Finance officers

Note: Other includes eliminating directto-consumer advertising, limiting malpractice/liability awards and controlling pharma execs’ compensation
Source: Bain US Front Line of Healthcare Survey, 2017

F@M@ 27 : Physicians feel increasingly constrained by certain payer restrictions

Percentage of nonsurgical physicians who agree or strongly agree with each statement

Payer formularies decrease my ability to give the
best-quality patient care

Other payer restrictions (e.g., prior authorization
requirements, appeals processes) limit my
prescribing decisions

0 20 40 60 80%

[ 2015 W 2017

Sources: Bain US Front Line of Healthcare Survey, 2017; Bain US Front Line of Healthcare Survey, 2015
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Fﬂwe 2& : Fewer than 20% of physicians rely on PBMs to improve costs and service

Percentage of nonsurgical Physicians who think pharmacy benefit e e ey e s
managers lower costs and improve care

100%
Strongly agree
* Help manage patient healthcare costs
Somewhat agree

80 * Help ensure prescription compliance

* Help diversify the dispensary channels where
patients access drugs
60
Neutral

40
® Drive up pharmaceutical list prices
* Require restrictive formularies

20

. a g
Somewhat disagree Use prescription cost controls

e Limit authority of practices

Strongly
disagree 1

0 — e e

Source: Bain US Front Line of Healthcare Survey, 2017

;C@Me 29 : Physicians rely most on continuing education, conferences and online sources for information

about drugs

Percentage of times that nonsurgical physicians ranked these information sources among their three most utilized

30%
20
Sales representatives are declining
in importance, while online sources
are rising
10

0 .

Continuing Online sources Published Colleagues Sales Key opinion Pharmacists Sales

medical academic representatives leaders representatives
education/ journals (in person) (remote)
conferences

2011 M 2015 M 2017

Note: Online sources include drug manufacturers’ websites for all three years and search engines for 2017
Sources: Bain US Front Line of Healthcare Survey, 2017; Bain US Front Line of Healthcare Survey, 2015
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F@M@ 20 : Physicians value educational materials, samples and literature from pharma sales reps

Percentage of times nonsurgical physicians ranked these roles among the three most valuable for sales representatives
Provide educational materials
Provide drug samples

Provide new medical literature
Provide drug coupons

Engage with patients directly

Provide on-all support

Provide trend data

Make expert introductions

Offer digital tools to manage patients

o
6]
5.
G
N
o

25%

Source: Bain US Front Line of Healthcare Survey, 2017

F@M@ 2/ : Physicians expect a surge in alternative pharmaceutical pricing models, but previously over-

estimated the pace of change

Percentage of nonsurgical physicians who use these payment models, and their expectations

Pharmaceutical company guarantees

Trial-based or sample pricing

Payment plan

Per-member per-month pricing

40%-60% expect
to use alternative
models in two years

Indications-based pricing

Price per outcome

o

20 40 60 80%

‘ B Using now — In 2015, expected to use in 2017 — Expect to use in 2019

Sources: Bain US Front Line of Healthcare Survey, 2017; Bain US Front Line of Healthcare Survey, 2015

Page 31



Front Line of Healthcare Report 2017 | Bain & Company, Inc.

Page 32



Front Line of Healthcare Report 2017 | Bain & Company, Inc.

Appendix: Methodology and survey questions

The Bain US Front Line of Healthcare Survey, conducted in 2017, included a total of 980 physicians, 100 procure-
ment officers and 100 finance officers from the US. The survey sampled respondents across all 50 states and the
District of Columbia, and the sample was representative of the Northeast, Midwest, South and West regions of
the US.

The survey focused on eight physician specialties—three surgical and five nonsurgical. The surgical specialties
were general, cardiac and orthopedic surgery, and participants in these specialties provided input for “The changing
landscape,” “Providers” and “Medtech” sections of this report.

Nonsurgical specialties were primary care, medical oncology, noninterventional cardiology, endocrinology/
diabetology and neurology. Participants in these nonsurgical specialties provided input for “The changing land-
scape,” “Providers” and “Pharma” sections. The specialties were chosen based on the distribution of physicians
by specialty across the US, global revenues associated with each specialty, and longitudinal consistency with the
US Front Line of Healthcare Report 2015 and the Europe Front Line of Healthcare Report 2016.

We also surveyed procurement and finance officers to capture their perspectives on key trends, including payment
models, purchasing and pricing. Procurement and finance officers provided input into all four sections of the

F@M@ 272 : Profile of survey respondents

Percentage of physicians in these categories

Survey results reweighted by specialty

80 Cardiologist
Endocrinologist/diabetologist 56-65
.

o Othopedic surgeon 36-45 Nisriths

20 Primary care physician

100%

Specialty Age Gender Region

Source: Bain US Front Line of Healthcare Survey, 2017 (n=980)

Page 33



Front Line of Healthcare Report 2017 | Bain & Company, Inc.

;Cl'ﬂu/k‘e 3Z: Procurement and provider finance respondents

Procurement

Percentage of procurement officers Percentage of finance officers

Other
100% |

Oth 3-4
3-4 years er —years Northeast
80 Female Female
Materials Northeast
manager or
60 director
40 5+ years . 5+ years
Finance
Purchasing manager or
manager or director
20 director

Role Tenure Gender Region Role Tenure Gender Region

Notes: For procurement (n=100); for finance (n=100)
Source: Bain US Front Line of Healthcare Survey, 2017

report. We did not survey physician views regarding group purchasing organizations, which for acute care medi-
cal technology contracting serve a role in the value chain similar to that of PBMs in prescription drugs.

The physician sample was weighted by specialty to ensure our results would be representative of the distribution
of specialties across the US. For example, primary care physicians make up about 75% of the national population
of physicians among the eight specialties we included, and were therefore given corresponding weight in the
survey. To calculate weights, we used the Association of American Medical Colleges’ 2016 Physician Specialty Data
Report. In addition, we also tracked physician demographics, including age, gender and region, to ensure general
representativeness of the sample; the survey sample very closely aligns with the demographics of US physicians
in these eight specialties.

For this survey, we engaged Research Now’s online panel of healthcare professionals. Survey responses underwent
strict quality checks to ensure maximum data integrity; we tracked straight-lining behaviors (e.g., a respondent
always selecting option c), speed, illogical responses and quality of free-text answers.

When comparing results with the past, we used Bain’s 2015 Front Line of Healthcare Report, Bain's 2013 Integrated
Care for Pharma and Medtech Report, and Bain's 2011 Physician Attitude Report as sources of 2015, 2013 and 2011
data. When incorporating these surveys, we maintained the weighting given to specialties in these reports to
ensure data integrity was preserved.

When measuring advocacy, we used the Net Promoter Score, which was developed by Bain & Company and is a
tested indicator of advocacy. We asked Net Promoter® questions to assess, on a scale of zero to 10, physicians’

Page 34



Front Line of Healthcare Report 2017 | Bain & Company, Inc.

likelihood of recommending their organizations to friends or colleagues (a) as a place to work and (b) when in need
of medical services. We also asked for Net Promoter Scores of medical device and pharmaceutical manufacturers.
Ratings of zero to 6 signify detractors, 7 to 8 signify passives, and g to 10 signify promoters. The Net Promoter
Score is calculated by subtracting the percentage of detractors from the percentage of promoters. A positive score
indicates advocacy and support, while a negative score shows the opposite.

Regarding payment models, we used the following definitions:
Fee-for-service models reimburse healthcare providers for each service or test performed.

Pay-for-performance (P4P) models compensate providers if they meet certain metrics for quality and efficiency.
In our survey, P4P includes bundled payment models in which providers receive a set payment for a specific
episode of care, and shared savings models in which providers receive incentives for reducing costs for a defined
patient population.

Capitation models pay providers a per-member-per-month fee for each patient covered under a health maintenance
organization or managed care organization, regardless of the number of visits or treatments the patient receives.

Survey questions and notes

Figure 1: The definitions for our nine criteria measuring the use of structures, models and tools are:

Electronic medical records: Use of such records

Treatment extenders: Case managers, care coordinators and other patient management staff

Wellness initiatives: Health education and patient-adherence programs

Data/analytical tools: Analytics to identify at-risk patients or compare data on treatments

Other digital technology: Telemedicine, remote patient monitoring and electronic access to protocols
Value-based payment models: Models that link a payer’s contract to patient health outcomes
Management-driven cost controls: Management uses controls and incentives to lower costs

Management-driven treatment protocols: Management requires or provides incentives for standard treatment protocols
Metric-based compensation: Metrics used in performance reviews and to determine compensation

The time range of longitudinal data is two, four or six years ago, depending on the question. We calculated the
overall systems score as an average of scores across nine criteria. We excluded physician cost consciousness from
the criteria, given its attitudinal and subjective nature and the variability across organizations.

Figure 2: For the bar chart: “Please indicate if you have used the following tools or participated in the following
programs.” For percentages in the right-hand column: “Currently, which tools or programs have the most positive
impact on the quality of care delivered where you work? Rank three tools.” Denotes the percentage of times each
tool or program was ranked in top three, with equal weight given to 1, 2 and 3. Surgical and nonsurgical physicians.

Figure 3: “Which payment models would you prefer for the majority of patients at your practice?” Excludes
“other.” Surgical and nonsurgical physicians.

Figure 4: “To what degree do you think these payment models affect your patients’ costs?” Excludes respondents
who were neutral. Surgical and nonsurgical physicians.
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Figure 5: “To what degree do you think these payment models affect patients’ quality of care?” Excludes respon-
dents who were neutral. Surgical and nonsurgical physicians.

Figure 6: “As practices move toward pay-for-performance and value-based models, how prepared do you think
your practice is along the following dimensions?” Excludes “I don’t know.” Surgical and nonsurgical physicians,
procurement and finance officers.

Figure 7: “Do you think it will be more difficult, the same or easier for your practice to deliver high-quality care
to patients in two years?” Surgical and nonsurgical physicians.

Figure 8: For the left-hand side: “On a scale of zero to 10, where zero means ‘not at all likely’ and 10 means
‘extremely likely,” how likely are you to recommend your current organization to a friend or colleague as a place
to work?” For the right-hand side: “On a scale of zero to 10, where zero means ‘not at all likely’ and 10 means
‘extremely likely,” how likely are you to recommend your current organization to a friend or colleague in need of
medical services?” Surgical and nonsurgical physicians.

Figure 9: “On a scale of zero to 10, where zero means ‘not at all likely’ and 10 means ‘extremely likely,” how
likely are you to recommend your current organization to a friend or colleague as a place to work?” Surgical and
nonsurgical physicians.

Figure 10: “To what extent do you agree or disagree with the following statements about your employer?” Surgical
and nonsurgical physicians.

Figure 11: “On a scale of zero to 10, where zero means ‘not at all likely’ and 10 means ‘extremely likely,” how
likely are you to recommend your current organization to a friend or colleague as a place to work?” Surgical and
nonsurgical physicians.

Figure 13: “To what extent do you agree with the following statement: My practice’s procurement department is
helping us make decisions that improve costs and quality of care.”

Figure 14: “To what extent do you agree or disagree with the following statements about medical devices at your
organization?”

Figure 15: “How important are the following criteria to you when deciding which manufacturer to use for your
medical devices?”

Figure 16: “On a scale of zero to 10, where zero means ‘not at all likely’ and 10 means ‘extremely likely,” how
likely are you to recommend this manufacturer to a colleague?” The top three manufacturers include all companies
with a category leadership position (relative market share >0.75).

Figure 17: “Today, which of the following sources do you use most to get information about medical devices?
Please rank three sources in order from most used to least used, with 1 as most used. Do not rank if you do not use.”

Figure 18: “What are the three most valuable roles a medical device sales representative can play?” Ex-
cludes “other.”
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Figure 19: “Which of the medtech payment models below are being used by your organization?” Excludes “I don’t
know” and “other.”

Figure 20: “On a scale of zero to 10, where zero means ‘not at all likely’ and 10 means ‘extremely likely,’
how likely are you to recommend this manufacturer to another physician?” The top manufacturers include all
companies with a category leadership position (relative market share >0.75). Excludes neurology.

Figure 21: “How important are the following criteria when deciding which drug(s) to prescribe to a patient?”

Figure 22: “Please indicate the extent to which you agree or disagree with the following statement about your
clinical decisions: Part of my responsibility as a physician is to help bring healthcare costs under control.” “Agree”
includes those who strongly and somewhat agree; “disagree” includes those who strongly and somewhat disagree.

Figure 23: “To what extent do you agree with the following statements?”
Figure 24: “To what extent do you agree with the following statements?”

Figure 25: “In the last month, what percentage of patients at your hospital or practice requested price information
about a treatment or service from you?”

Figure 26: “Which actions do you think would be most effective at reducing pharmaceutical prices? Please choose
the top three.”

Figure 27: “How often do the following statements apply to your prescribing decisions at your organization?”

Figure 28: “Which of the following statements represents your perspective on pharmacy benefit managers?
(a) PBMs are significantly improving costs and quality of care at my practice. (b) PBMs are improving costs and
quality of care at my practice. (c) PBMs are having a neutral effect on costs and quality of care at my practice.
(d) PBMs are worsening costs and quality of care at my practice. () PBMs are significantly worsening costs and
quality of care at my practice.”

Figure 29: “Today, which of the following sources do you use most to get information about pharmaceutical
products? Please rank three sources in order from most used to least used, with 1 as most used. Do not rank if
you do not use.”

Figure 30: “What are the three most valuable roles a pharma/biotech sales representative can play?” Ex-
cludes “other.”

Figure 31: “Which of the pharmaceutical pricing models below are used by your patients’ insurance providers?”
Excludes “I don’t know” and “other.” 2015 data for “pharmaceutical company guarantees” and “payment plan” are
not available.
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