Separation Arrangements in Healthcare
A Summary of Survey Results
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As the economic conditions continue to worsen, it is clear health care and hospitals are not
immune. Historically considered ‘recession proof organizations, hospital leadership is now
faced with a unique situation — having previously relied on investment or non-operating income
to offset a challenged operating margin, hospitals are now forced to attack an expense situation
which only six months ago was acceptable. Although significant staff reductions were rare in
hospitals since the late 90’s, the last six months have been the worst employment environment
in over twenty years. Even Registered Nurses have not been immune from job loss.

MSA HR Capital, an Integrated Healthcare Strategies practice, asked hospital leaders from
across the nation to participate in a survey to look at both the current issues of job security and
the types of severance packages provided to various levels of leadership and employees in
hospitals and health systems. Over 200 hospitals participated, including public and private not
for profits and private for profits. Their responses, along with our extensive experience provided
some interesting insights into our current healthcare environment and the stability of
employment.

What we found:

Expansion of Staff Reductions

Slightly less than 50% of the hospitals have conducted or are anticipating conducting a staff
reduction. Although expense reduction is on almost every hospital’'s agenda today, the fact that
so many hospitals are going through employment reductions could have a long lasting impact
on future recruiting and the employment population looking to healthcare for stability and safety.

Severance Common but Not in All

Of all the hospitals surveyed, almost 30% indicated they did not have a formal severance
practice or policy. This high number is understandable considering how few hospitals actually
needed a severance policy until recently, but having one in place now is key to helping manage
job security concerns. Although in almost all cases only a small percentage of employees within
a facility were actually impacted by a job loss, the fear of job loss extends out to a vast majority
of the employees. Having an established and communicated severance policy helps ease
some of that concern.
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Voluntary Separation Being Explored

To help ease the negative reaction of an involuntary staff reduction, some hospitals are offering
voluntary separation, similar to the actions taken a number of years ago in the manufacturing
setting. The severance and benefit options are similar to the involuntary reductions, but where
there was a difference, it was typically in providing richer benefit options, such as extended
health insurance premium coverage. It is important to note the COBRA modifications provided
by the federal stimulus package will now impact the health benefits of involuntary separated
employees. It is still unclear whether employees are choosing to voluntarily separate in sufficient
numbers that the hospitals can forgo an involuntary separation. With limited cash, many
hospitals cannot offer a rich enough severance or benefit package to motivate employees to
voluntarily leave the organization.

Severance Higher for Leadership

As has been in the past, the variability in the amount of severance is based on both length of
service and the leadership level in the organization. There appears to be little difference in
severance based on levels of employees (exempt or non-exempt, and professional or RN
compared to a technical or service level job) but there is a significant difference based on levels
of leadership. This is likely due to the philosophical approach to severance as providing income
protection while individuals locate new employment. With the assumption that there are fewer
leadership positions available, and it is more difficult to find replacement employment at higher
levels, a longer severance period is warranted.

Severance Duration—Minimum Weeks

Position Average Median
Executives 27 24 to 26
Middle Management 7 4t05
Exempt 3 2
Non-Exempt 2 2

Severance Duration—Maximum Weeks

Position Average Median
Executives 48 52to 64
Middle Management 25 24 to 25
Exempt 18 13to0 14
Non-Exempt 16 11to 12

Severance Typically Paid out Over Multiple Pay Peri __ods

There are a number of advantages to severance paid through salary continuation compared to a
lump sum payment. Cash flow management, ease of administration following already
established payroll practices, and the ability to assist the employee in managing their new found
economic situation, are just a few. If cash flow is not an issue, some employers have found it
provides the employee some sense of control over the situation by offering them a choice of
lump sum or salary continuation. If a choice is offered, the employer should not make
recommendations to limit any possible challenges or employee relations backlash which may
come from a particular choice.




Continuing Subsidizing Health Insurance Premiums

One of the key factors in a severance package in all industries, but particularly healthcare, is the
continuation of at least the employer contribution to the employee’s health insurance premium.
As healthcare coverage is one of the key issues of national debate, how hospitals manage the
continuation of health insurance during a staff reduction will be a key component of that debate.
Like unemployment pay, the continuation of the subsidization of the health insurance premium
during all or at least some of the severance period has become a standard. Outplacement,
Dental Insurance, Life Insurance and service credit for retirement are also common benefits
continued during the severance period, particularly for leadership positions.

Although the number and scope of staff reductions has increased dramatically, the traditional
components of length of service based severance, health insurance continuation and
outplacement assistance, have not changed significantly. This current round of staff reductions
appear to have been based on low risk, time tested principles. As hospitals are likely to face
even more challenges in the next 24 to 36 months, it is likely that more creative approaches will
need to be developed, including performance based severance (as well as selection criteria),
and a more significant focus on benefit continuation protection as compared to wage and
income protection and continuation. As one of the leading survey firms dedicated to healthcare
and its success, we will continue to provide updated information based on not only our surveys,
but also from what we learn from our hundreds of healthcare clients as we help them be more
successful through providing professional support and advice in better managing the people
side of their business.

To obtain the full survey report or to discuss our findings and insights, please feel free to contact
Kevin Haeberle, Executive Vice President and Practice Leader, MSA HR Capital at 800-821-
8481 or kevin.haeberle@ihstrategies.com. Jim Rude, Vice President, and Jami Herzberg, Vice
President, who were both instrumental in developing the survey and compiling the data, are also
available to answer any questions you may have.

About MSA HR Capital

Integrated Healthcare Strategies provides clients with the most comprehensive array of
healthcare-specific consulting services available through our five integrated specialty practices.
Our MSA HR Capital practice helps clients develop a human resources organization that
supports their strategic goals. MSA HR Capital provides comparative data from over 1,000
hospital organizations to tailor solutions for your specific work environment to ensure that you
reach objectives by integrating your management, compensation, labor relations and employee
engagement goals into one seamlessly operating strategy. Our process is simple - turn data into
information which helps develop more knowledge and better decisions and positive actions.
For more information, visit www.IHStrategies.com.




