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 Managing Director in BB&T Capital Markets Senior Living and 
Healthcare practices 
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Investors Service 
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Increasing Healthcare Costs 

 

 

 

Changing Financial Incentives  

 

 

 

Potential Impact on Senior Service Providers  
 

 

Key Topics 
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Driven by the combination of: 

 Unsustainable cost increases 

 Poor outcomes 

 

Providers will be placed at risk for higher quality and lower 
costs 

 

Post-acute continuum reform process will have parallels to 
Medicare cost containment initiatives for acute care that 
started in the mid-late 1980s 

 

 

Changing Financial Incentives 
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The Case For Change 
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Medicare Costs Are Unsustainable  

 Nearly 1 in 5 Medicare patients discharged from the hospital return 
there within 30 days  

 

 Between 50 and 70 percent are considered avoidable  

 
 

 

 Medicare pays about $1.7 
billion annually for 2.5 
million re-hospitalizations 
and others pay the same 
amount for all re-admissions 
of non-Medicare patients 
 

 End-of-Life care costs are 
estimated at $170 billion per 
year  
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Healthcare Costs Are Concentrated in Chronic Illness 
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Annual Per Capita Healthcare Costs by Age  

Cost by Age – An Upside Opportunity  



Focus.  Depth.  Certainty. 9 

Healthcare Costs by Provider / Setting  
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 Health Care 

 Housing 

 Hospital and Specialist Physician Utilization were Historical Focus 
 Post-acute Care and Pharmacy Costs are the Emerging Challenges 
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Average 2013 Medicare 90-Day Price  

10 
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Cost Variations – 30 Day Episode Bundled Payments   

 In Bundled Payment Care Initiative (BPCI) Opportunity for Cost 
Savings is Largest in Post-Acute Setting:  

Source: Authors’ analysis of standardized payments from 2011 Medicare claims. NOTES Each component of the histogram represents the 
amount of variance, in percentage terms, explained by each component of spending, using a generalized linear regression model with total 
thirty-day spending as the dependent variable. Percentage of variance explained does not sum to 100 percent because of covariance terms. 
CHF is congestive heart failure. COPD is chronic obstructive pulmonary disease.  
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Medicare Cost Containment Approach  

12 

Identify delivery system components most responsible for 
cost / quality issues 

 

Design, test, select, communicate and phase-in new 
payment models 

 

Track and analyze provider behavior 

 

Focus on variances in quality and cost metrics by provider 

 

Adjust incentives to pursue “best practices” demonstrated 
by certain providers  
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Comprehensive Care For Joint Replacement  

Mandated for 800 participants in 67 designated MSA 

 

 Financially responsible for 90 day episode including the following 
Post Acute Care services / settings: 

 Coordinate Care MD Services 

 Hospital and any re-admission costs 

 LTAC 

 SNF 

 HHA 

 Laboratory 

 DME 

 Part B Drugs 

 Hospice 
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Provider Financial “Warning Signs” 

14 

Downward pressure on revenues 
 

Upward pressure on costs 
 

Operating results and cash flow decline 
 

 Liquidity shrinks 
 

Compliance with debt covenants becomes more difficult 
 

Capital needs increase to respond to new industry incentives and 
competitive pressures 
 

Access to future capital becomes more challenging  
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Providers at Greater Risk 
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 Smaller, single site providers 

 

 Limited range of services vs multiple points along the delivery continuum 

 

 Overly reliant on external referrals 

 

 In markets with excess capacity 

 

 Less attractive quality / efficiency metrics 

 

 Limited Liquidity 

 

 Aging plants 

 

 Retiring CEOs  
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Post-Acute Care Industry Consolidation  
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 Likely to result in fewer but larger providers 
 

 Consolidators may vary depending on the market 
 Hospital driven (MedStar, INOVA, Hopkins, UMMS) 
 Physician driven (Mayo, Marshfield, Oschner) 
 Insurer driven (Kaiser, Highmark, possibly Sentara) 

 

 Pace of change will depend on: 
 Relative size / concentration of buyers and sellers 
 Excess capacity in the market 
 

 Preferred provider “narrow networks” will form based on a range of 
formal and informal agreements 
 

 Key Q: Do you need to “own it” or just “have access” to it?  
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What Do Payors Want?  

17 

 

Value = Quality / Cost 
 

 

“Better, Cheaper, Faster” 
 

 



Focus.  Depth.  Certainty. 

Population Health Management Approach 
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Strategically and proactively manage clinical and financial 
parameters of care to improve health and patient 
engagement while decreasing cost 

 

GOAL: Keep population as healthy as possible and minimize 
need for expensive intervention (ED visits, Tests, 
Hospitalizations, etc.) 

 

 What people need  

 When they need it  

 No more, no less   
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The Future Is On Us  

19 

 

“The only effective way to lower medical care costs is to 
experience less sickness in the population” 

 

“If we do not do better in education, prevention, and 
lifestyling, the battle is lost” 

 

        Leland Kaiser, Health Futurist  
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Municipal Advisor Disclosures and Disclaimer 

 BB&T Capital Markets, a division of BB&T Securities, LLC (“BB&T Capital Markets”) is not recommending an action to you as the municipal entity 

or obligated person.

 BB&T Capital Markets is not acting as a municipal advisor to you and therefore, does not have a legal fiduciary duty to you with respect to the 

information and material contained in this communication.

 BB&T Capital Markets is acting for its own interests.

 Any information and material contained in this communication should be discussed with any and all internal or external advisors and experts that 

you deem appropriate before acting on this information or material.

 BB&T Capital Markets seeks to serve as an underwriter on a future transaction and not as a financial advisor or municipal advisor. The 

information provided is for discussion purposes only in anticipation of being engaged to serve as underwriter.  The primary role of an underwriter 

is to purchase securities with a view to distribution in an arm’s-length commercial transaction with the issuer. The underwriter has financial and 

other interests that differ from those of the Issuer.

 Interest rates used herein are hypothetical and take into consideration conditions in today’s market and other factual information such as the 

issuer’s credit rating, geographic location and market sector.  Interest rates applied herein are hypothetical, based on current market facts and 

should not be viewed as rates that BB&T Capital Markets expects to achieve for you should we be selected to act as your underwriter or 

placement agent. Information about interest rates and terms for SLGs is based on current publically available information and treasury or agency 

rates for open-market escrows are based on current market interest rates for these types of credits and should not be seen as costs or rates that 

BB&T Capital Markets expects to achieve for you should we be selected to act as your underwriter or placement agent.


