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Step 4. Senior Leaders and BoD formally identify gaps and strategic
challenges in advance of yearly goal-setting activities, in addition to
recognizing and dealing with any arising during ongoing operations.
Gaps provide context for goal setting, ranging from the ultimate gap to
BHAG to shortfalls in reaching earlier goals or competitive position.
Analysis of inputs provide basis. Further, for each of our Core Roles,
Strategic Priorities are established or affirmed. These are areas of
strategic focus with actionable direction for the short to medium term.

Steps 5a/5b, 6, and 7. Key strategies are marked by associated
enterprise-wide goals (Three-Year and Annual). The activities involved
in identifying those key strategies, establishing measurement methods
and goals to aim for, and building consensus through Senior Leaders
and ultimately BoD span several weeks and engage many. Proposed
strategies and associated goals leading to Base Camp achievement are
shaped by Senior Leaders iteratively in view of prior analysis of strategic
inputs, Foundation Statements, and gaps, as well as discussions among
leaders of BUs and SUs, BoD members, and other stakeholders. The
multi-day Annual Board Strategy culminates activities to set strategies

and goals. At the retreat, final goal statements and measures are set for
the succeeding planning timeframes. Final goals are also evaluated and
approved by the BoD Compensation Committee, given that the goals
and achievement of them provide basis for Premier incentive
compensation plans. (This Committee also provides ongoing monitoring
and final assessment of goal achievement.)

Steps 8, 9, and 10 involve deployment, discussed in 2.2.

Potential blind spots are identified primarily through evaluation of
strategic inputs, taking place not only as part of the planning process but
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directed in new ways and a period of research and development before
embedded. Monthly ORs include a review of Cl, and they can be
reprioritized based on progress, completion, emerging customer needs,
and competitive and industry changes (4.1b-1). New Corporate
Initiatives meeting set criteria may be added throughout the year to keep
pace with performance review findings and changing needs. They are
tracked and monitored on the Corporate Initiatives Traffic Light Report.

Consistent with Hoshin approaches, our planning horizons are very
long-term (present-time to 10/30 year BHAG), three-year or
intermediate-term, and one year or short-term. These horizons were
proposed by our Senior Leaders and concurred in by BoD to provide
strategic flexibility in meeting near-term requirements while making
steady progress toward longer term BHAG. The SPP is built on these
horizons, enabling current decision-making in light of desired future.

2.1 a(2) As part of the SPP, Premier collects, analyzes and incorporates
information from numerous internal and external channels to ensure that
the SPP is comprehensive and focused. Analyzed information is
presented throughout the SPP ensuring consistency and cohesiveness
across the short- and long-term time horizons. Key elements include:

Strengths, weaknesses, opportunities and threats (SWOT) analyses are
performed annually by BUs as input to BLRs. The analysis reconciles
customer requirements gathered through our Listening and Learning
Methods (Figure 3.1-2), data collected by our FS, and internal feedback
collected via Employee Communication Methods (Figure 5.1-1). These
analyses are supplemented by Contracted Supplier concerns gathered
through supplier meetings and contract negotiations, feedback from
Strategic Relationships, and industry organizations such as HIGPA,
Advisory Board, and Institute for Healthcare Improvement.




Information about shifts in technology, markets, competition, or the
regulatory environment is developed and disseminated by a formal
competitive intelligence group, Business Intelligence (Bl). An
Environmental Scan (provided by Bl and including market and
competitive analysis) is combined with business and support unit
research and presented during BLRs. This is supplemented by public
policy and regulatory assessments provided by our Washington
Advocacy office. Additionally, the national economic perspective is
complemented by voiced Owner/member concerns and input collected
from our Listening and Learning Methods (Figure 3.1-2).

Long-term organizational sustainability and business continuity in
emergencies is reflected in our SPP and organizational performance
review (4.1b-1), in financial performance, and in our business continuity
planning efforts (62b(2)). In particular, long-term sustainability is a factor
in analysis of strategic challenges and gaps and the setting of
strategies/goals to address them. BLRs and our organizational
performance reviews enable us to enact corrective action plans or
contingency plans as appropriate, and to reprioritize Corporate
Initiatives and action plans to meet changing customer and business
needs as appropriate (4.1b-1). Because technology plays an integral
part in meeting customer requirements, rigorous IT planning is
documented in the IT Strategic Plan. As well, we budget a strategic fund
to ensure available funds for unanticipated circumstances.

Our three-year rolling budget forecast is adjusted throughout the year
and gives us the ability to continually model cash flow and project future
business needs while anticipating twice-yearly Owner distributions. We
are very focused on sustainable financial performance, and we model
and track future cash flow for our businesses monthly to ensure that
adequate resources will be available to meet the company's current and
future needs. We forecast future operating performance and specifically
review future year business unit forecasts as part of standard annual
BLRs and incorporate those forecasts into monthly cash flow modeling.

The ability to recover and restore essential customer facing systems in
event of a disaster is critical to meeting customer needs. Recovery time
targets are based on a business impact analysis and risk assessment
which identifies the amount of time a system can be unavailable without
significant risk to the customer, including factors such as customer
satisfaction, perception, and revenue impact. The enterprise-wide
Business Continuity Plan (BC) enables us to recover critical systems
from a disaster without significant customer interruption and business
risk. This plan is actively maintained and routinely tested (6.2b(2)).

Among ways we ensure ability to execute the strategic plan is linking
strategies/goals to precise resource allocation in budgets, closely
monitoring performance, and aligning strategies and goals enterprise-
wide and tying achievement to employee incentives. We create
accountability through use of Goal Owners. Also, the SPP is reviewed
annually to identify opportunities to further strengthen and leverage it.
Major improvements are included in Figure P.2-2.

2.1 b Strategic Objectives

2.1 b(1) Our strategic objectives and our timetable for accomplishing
them are given in Figure 2.1-2. The Figure also shows goals for these
objectives. As surrogate measure for our longest-term BHAG of Premier
Owners'’ leading in their markets (along dimensions of cost and quality),
we aspire to the Envisioned Future picture of our Owners’ operating in
the top quartile among all hospitals in clinical quality and in the bottom
quartile in costs. (Our current HQID project with CMS is our most
organized effort to date supporting that aim.) (Figures 7.1-3 - 7.1-6)
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More immediate are Three-Year and Annual Corporate Goals flowing
from Base Camps. Where necessary, Annual Goals at the beginning of
a three-year period may apply to action needed to reach the related
Three-Year Goal. Employee incentive compensation plans are based on
goal achievement. As Figure 2.1-2 shows, for each goal, three target
levels are set based on predicted probability of achievement —
Threshold, Target, and Stretch. Plans and budgets are based on Target.
Stretch requires innovative approaches and extraordinary performance.

Over past years, we have evolved the definition of goals from early
focus on internal process/outputs to statements of desired outcomes
and then to statements of desired customer outcomes to be achieved
through participation in our alliance and use of services. This practice
recognizes that we work with and through customers to “co-produce”
these desired customer outcomes. Further, outcome-based goals
encourage innovation in action planning.

2.1 b(2) Three-Year and Annual Corporate Goals directly address
strategic challenges identified in P.2b. For example, goals relating to
overall customer value returned, in combination with goals for growth
and efficiency, are targeted toward the challenge of retaining and
attracting Owners and Affiliates. Goals related to our HQID project with
CMS not only support Owner retention but have embedded in them the
deployment of new methods to meet the challenge of innovative
solutions. Validated savings goals require approaches and methods in
meeting our supply chain efficiency challenges. Baldrige-related goals
are aligned with and support many of our challenges including
sustaining a diverse and highly effective workforce. The SPP framework
balances short-, intermediate-, and long-term challenges and
opportunities with its linked planning horizons and goal-setting. Use of
Base Camps allows present-day planning decisions to be made in light
of future expectations. Goal-setting balances the needs of all
stakeholders by relating strategies/goals to Core Roles. Together, the
Core Roles provide a balanced scorecard framework reflecting interests
of Owners, customers, patients, employees and the enterprise.

2.2 - Strategy Deployment
2.2 a Action Plan Development and Deployment

2.2 a(1) Step 8 of the SPP (Figure 2.1-1) begins action plan
development and deployment. Each Corporate Goal is assigned a Goal
Owner, who ensures the goal is cascaded fully to business and support
units for development of action plans, monitors continuing progress on a
consolidated basis, and fosters corrective action if plans appear falling
short. In addition, Strategic Initiatives addressing multiple goals may be
launched and assigned/cascaded for associated action plans, as well.

To achieve the goals (or component parts) cascaded to them, BUs and
SUs then develop specific Unit Goals, considering Base Camp, strategic
priorities and challenges, and prevailing Three-Year Corporate Goals.
Unit goals are set by breaking down Annual Corporate Goals into their
key drivers of achievement, the critical few measures relating to closing
performance gaps and reaching targets. The measures and associated
goals are in Unit Grids. Action plans are constructed and special
initiatives may be designed to close gaps and meet goals. Department
managers translate these into unit budgets and resource allocation.
Proposed Unit Goals and action plans are presented during BLRs and
include demonstration of their support for Strategic Priorities and
Corporate Goals. Unit Goals are each also assigned a Goal Owner.



Figure - 2.1-2 Premier Strategic Objectives, Goals, Current and Projected Achievement (Information in this section has been
blinded given its confidential nature)

[See 2.2a(3) for methods. Th=Threshold, Ta=Target, St=Stretch

10-30 Year Plannin

g Horizon

Goal: BHAG Currently aimed-for measure (from Envisioned Future): Owners in top quatrtile in clinical quality, lowest quartile in costs

THREE YEAR (FY 2005-2007) PLANNING HORIZON

Core Roles Related To Measurement Method 3-Year Goal | Current/Projected Select Action Plans (rolled up)
(as of 12/05)

Create Value for Owners, Cumulative implemented Th: Value return:
Facilitate Knowledge Transfer, savings and cash returns to | Ta:
Financial Health Owners (Figure 7.1-1,7.3- | St

2)
Improve Quality, Organizational Participating hospitals’ Th: Quality improvement
Health, Facilitate Knowledge median composite quality Ta:
Transfer score improvement over St

year 1 baseline (Fig. 7.1-5)
Financial Health, Cumulative pre-tax net Th Parent company financial
Grow the Enterprise income FY2005-FY2007 for | Ta: performance.

Premier, Inc. (Figure 7.3-4) | St:

ONE-YEAR (FY 2006) PLANNING HORIZON
Core Role and Strategic Priority Measurement Method Corporate Current and Select Action Plans and
Goal Projected (as of 1/06) | Initiatives (rolled up)

Create Value for Owners: Create | a. Number of Premier Trigger: Current: Savings growth and
value for customers by generating Member hospitals Projected: validation:
validated savings submitting quarterly supply ; o

expense data (ASV) : _!_J

b. All customer-validated Th: Current: °

savings (Figure 7.1-1) Ta: Projected: )

St @)

Improve Quality: Align and HQID participating Th: Current: ~ | Quality improvement support.
integrate resources to support our hospitals’ median composite | Ta: Projected:
customers’ improvement of core quality score improvement St
clinical processes leading to over year 1 baseline (Figure
breakthroughs along the dimensions | 7.1-5) : Q

of quality, safety and cost

Facilitate Knowledge Transfer:
Working with Owners, increase
penetration of comparative data
tools as well as develop best in
class supply chain benchmarking
capability that rapidly transfers
knowledge

o Facilitate Knowledge Transfer goals have historically emphasized technology access and database
participation. For FY 20086, these processes and activities (increase participation in database tools and
collaborative opportunities) are embedded in all of our goals, and they are reflected in the
measurements of “Create Value for Owners” and “Improve Quality, Reduce Costs” goals.

Organizational Health: Create an | Increase over FY 2005 Th: Projected: Baldrige
innovative, values-driven culture that | Baldrige assessment score | Ta: @]

delivers high levels of performance | (Figure 7.6-2) St 1@

Grow the Enterprise: Retain a. Revenue growth (Figure | Th: Current: Revenue growth.
existing customers, attract new 7.3-3) Ta: Projected: ;

customers and achieve broader St: - QJ

utilization of our products and b. Net group purchasing Th: Current: " | New customers.
services by delivering customer- volume growth from new Ta: Projected: ©)

driven value and market-leading Owners and affiliates St: B@I

offerings (ASV) @)

Improve Financial Health Ratio of net distribution Th: Projected: 65.5% —| Cash distributions.
Provide Owners compelling financial | dollars to Owner admin Ta:

returns by generating healthy and fees. (Figure 7.3-1) St: :

sustainable financial performance
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During this step, organizational interdependencies are identified along
with initial budget, resource requirements and support unit needs by
specifically requiring them as part of the BLR Outline. This information is
shared with the appropriate SUs to use as they plan their goals and
initiatives. All units then take part in a Support Unit Reconciliation
meeting to align and reconcile their plans.

In Step 9 action plans and goals are deployed to all employees. To
build understanding, the Base Camp is distributed and discussed with
all employees through their direct supervisors and through many of the
Employee Communication Methods listed in Figure 5.1-1. Annual
Corporate Goals and Unit Goals are cascaded to department leaders to
develop a more specific set of department goals as appropriate and
then to employees. Managers are responsible for communicating goals
and initiatives to all employees and for creating line-of-sight from
individual contribution to Corporate Goal achievement and documented
in Individual Deployment Grids. Annual and long-term incentive
compensation is tied to corporate, unit and individual goal achievement.
Employee incentives and Deployment Grids are tied to Annual Goal
achievement success (5.1b). The cascading of goals is used by Senior
Leaders to align strategies to action, and to allocate resources to
implement plans. All employees are trained in this process during new
employee orientation, and it is reinforced in annual performance
management training and Managing at Premier courses. Corporate
Development serves as the corporate-level strategy deployment
facilitator, while HR Consultants work with units and individuals,
particularly as goals relate to compensation. All BUs and SUs have
appointed strategy liaisons who facilitate understanding of corporate
strategy at the unit level and provide goal development coaching.
Resources are allocated based on the strategies and goals of each unit
and balanced across the organization in reconciliation conferences.

Budget requirements and resource allocations are refined through our
three-year rolling forecast system. Units prepare monthly revenue and
expenditure forecasts, updating them as action plans are implemented.

In Step 10 of the SPP, we ensure that key improvements resulting from
unit action plans are sustained by continuing to monitor performance at
the appropriate level after changes are implemented (4.1a-1).
Consistent with our PMIS (P.2-1), measures are identified for all process
improvement or design activities by the assigned project improvement
team. Once improvements are implemented, the identified measures
remain part of performance review and are generally monitored at the
unit, department, or process level to ensure they are embedded.

2.2 a(2) When circumstances arise that require a shift in current
initiatives and rapid execution of modified action plans, we accomplish
that shift in focus and resources by reprioritizing through the Initiatives
Planning Process and implementing corrective action plans (4.1b-2).
Monthly ORs provide a forum for this activity and enable Senior Leaders
to make necessary adjustments in strategy, actions, and resources
throughout the year. Changes are deployed to units by their respective
E-Team representative. Incentive plans are updated accordingly, and
progress is monitored in monthly ORs.

2.2 a(3) Our key short- and longer-term action plans are listed in Figure
2.1-2. The short titles given represent the underlying detailed action
plans of our various business and support units to meet the goals or
components of goals cascaded to them. “Rolled up” from unit plans for
summary here, the action plans reflect evolutionary changes and
refinements to services, customers, and operations. For example, one
Three-Year Goal is financial self-sufficiency of Premier, Inc. (which
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serves as ‘parent company’ of our enterprise and which has historically
operated at deficit when accounted for by itself) to ultimately reduce
overhead burden for BUs and provide more funding for alliance activities
and development. Various Unit Action Plans contribute to that goal with
tactics for greater efficiency and revenue generation required.

The action plans further lay out tactics whereby more direct and specific
help is provided for hospitals taking part with Premier and CMS in the
HQID project, requiring in particular that we field additional ways
hospitals may quickly share improvement knowledge gained and act on
it. We believe collaboration among participants is one way to speed that,
and action plans include growing collaboration activities. Further,
recognizing the importance of dollar value returned to Owners, our
action plans include tactics not only for increasing that value but also for
capturing that value “co-produced” by us and Owners together and for

Figure - 2.2-1 Key Changes by Business Unit

Purchasing Partners  (Impacting Strategic Priorities # 1, 2, 3, 6)

Healthcare Informatics (Impacting Strategic Priorities # 1, 2, 3, 6)

Premier Insurance Management Services (Strategic priority # 3)

ensuring that value is formally validated by Owners.

Key changes in our products and services, customers and markets and
how we are operating are shown in Figure 2.2-1.

2.2 a(4) Our Human Capital Strategy is developed for all units as part of
Step 8 of the SPP. Cooperatively with all units, HR develops and
proposes strategies, goals, and actions for one, two and three years out
based on the needs identified by units during the BLRs. Additional input
is gained from across the organization through HR Consultants (HRCs)
assigned to each unit, through specific interviews and discussion with
Senior Leaders, and also from the needs of other support units. HR-
related objectives and initiatives are identified, prioritized, and
documented in the Human Capital Strategy. Alignment to BU and other
support units is validated through the Support Unit Reconciliation
meeting. The Human Capital Strategy is shown in Figure 2.2-2.

2.2 a(5) Within the SPP, one or more key performance measurement
methods are established for each goal toward which action plans are
directed, at the corporate level and at the unit level. Enterprise-wide,
overarching key performance indicators for our aggregate action plans
are the measurement methods shown in Figure 2.1-2 for Three-Year
and Annual Corporate Goals. Targets are established for all Corporate
Goals, unit goals, and individual goals at the beginning of the
measurement period. Three target levels are set based on the predicted
probability of achievement: Threshold = 95 percent probability of
achievement; Target = 85 percent probability of achievement; and
Stretch = 50 percent probability of achievement.
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