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China's Healthcare IT Market |s Ready to Explode,
But Vendor Risk Runs Deep Without Careful Study

reprinted with permission of the publisher from the September 15, 2008 issue

TheBeijing Olympics captured theworl d’srapt attention in August, providing acarefully orchestrated
andlogistically impressiveintroduction of Chinaasan economic superpower. Beforeand after theinflux of
athletes, however, Western companieswere sending in an advance army of busi nesspeopleto scout that
country asan untapped source of potentia growth. Itsnascent healthcarereform movement ismaking it
attractiveto healthcaretechnol ogy vendorsand consultantsaswell.

Hospital Investment Risk DrivesFurther Sudy

Long-timehesalthcarel T businessman Sheldon Dorenfest started The Dorenfest ChinaHedlthcare
Groupinlate 2006 asasubsidiary of his Chicago-based company, The Dorenfest Group. He planned to
make quick investmentsin Chinese hospitals, but what he’ slearned about Chinese businesssincethen has
compelled himto proceed more cautioudly.

“Weoriginaly cameasinvestors, but learned that we' dlose our money,” Dorenfest tellsinside
Healthcare Computing. “ Chinese people are grest, great businesspeople and doing businessthereis
different. Westernersare vulnerable when they cometo China. Everybody in Chinaisalatent
businessperson. That seemslike aparadox for aCommunist country.”

Dorenfest recommendsreading Mr. China, abook written by aBritish businessman who partnered
with another entrepreneur inthe early 1990sto buy Chinese businessesand makethem profitable by
applying Western methods. Theinvestorslost their entire $150 million pool of capital becausethey didn’t
understand the Chineseway of doing business. Firing inefficient employees caused riots, theanticorruption
unit demanded bribes, and empl oyees used company fundsto start competing businesses.

Respect Must Be Earned to Do Good Business

Unlikethoseinvestors, Dorenfest redlized that hisAmerican frameof referencewouldn’t necessarily
servehimwell in China Chinese hospitality, real or scripted, often lullsWesternersinto afal se sense of
camaraderiethat can make bad dealslook attractive. “When | would cometo acity to meet with ahealth
bureau, they would meet meat theairport,” Dorenfest laughs. “ They would give meabouquet of flowers,
whisk me off to abanquet, and toast meall night long.”
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Dorenfest felt he needed to earn respect on smaller projectsto betaken serioudly. Inthe past year, he
delayed hisplanned acquisition of Chinese hospitalsto instead focus on consulting. Hehopesto develop a
reputation asacapable, reliableWestern company that can competently do businessin China. Oncethat
happens, he' [| be more comfortabl e putting more capital at risk.

By late 2009 or early 2010, Dorenfest Chinawill be ready to make hospital investments. He expects
Chinese healthcarereform to take hold by then, with government-run pilot programsunderway for deliver-
ing careto the poor. That will open up opportunitiesfor Western companieswho arefurther downthel T
maturity curve, hebelieves.

Healthcare Cheap, But Below Western Sandards

Per-person healthcare spending in Chinaislessthan $100 per year, Dorenfest says. Patientsthem-
selvespay morethan 60 percent of costs. The growing middle classisdissatisfied with wait timesand other
inefficiencies.

Physician encountersin Chinalast just acouple of minutes. That'sbecausethe averagevisit costsonly
around $1, with super-specialistscommanding up to $5. Doctors have to see many patientsto makea
living, so they unceremonioudly tell patientsthey don’t havetimetotalk or answer questions.

Healthcare reform meansbringing hospitalsup to Western standards. Growth will be huge, Dorenfest
predicts, with 2007’ s$1 billionin I T spending growing to $2 to $4 billion over the next threeyears.

HealthcarelT Like1970sHere

China'shedthcarel T market issmall, Dorenfest says, but the software hasn’t improved efficiency. “ 1T
governanceislikeoursof the1970sto middle 1980s,” heexplains. “ Hospitalswent out without functiona
requirementsand bought softwarewithout really knowing what they were doing. Thingswe already know
could be hel pful to the Chinese healthcare system.”

Dorenfest saysthat Chinese softwareisnot “ productized” asitishere. Customersexpect vendorsto
perform on-site modifications after the sale. He expectsthat vendorswill mature over thenext fiveyears
and will learn how to maketheir customershappier. That, he says, presentsopportunitiesfor Western
vendorswho can*® China-tize” their approach.

Software vendors should not expect to bring in their Western products unchanged and sell them for
smilar prices, he says. Chinese health official swant to benefit from the hard lessonsthat USvendors
learned frominstal ling and managing generationsof systems. They hopeto expeditetheir own maturity by
not making those same mistakes.

L esson: Even GoogleHasFailed in China

Western vendorsare at adecided disadvantage when trying to negotiate deal swith Chinese
bus nesspeople. Many of the most expensive mistakes occurred because companiesfailed to appreciate
just how different the Chinesebusinesscultureis.

(continued on next page)
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For example, Chineselawsregarding intellectual property are primitive compared totheir American
counterparts. That entailssignificant risk, particularly for software vendorsproviding productsthat loca
partnersimplement.

Few Chineseres dents speak English, soworking through alocd interpreter adds complexity and
uncertainty. Inaddition, Chinese bus nesspeopl e have not yet embraced the American ideaof win-win
negotiating, sothey’ re eager to take advantage, Dorenfest says.

It'snot just healthcare | T businessesthat risk failurein thelittle-understood Chinese businessclimate.
Google, eBay, and several other Internet companieshavefailed to gain ground against amateurish loca
competitors despite spending mind-boggling sums. They ended up settling for partnershipswith their former
competitorsasaway to savealittleface and get apiece of the Chinese consumer market.

Dorenfestisnot waitingidly by until he'sready toinvest in Chinesehospitals. “We ve made salesand
have ahalf-dozen customerswho’ ve paid usand are happy,” he says. “We have agood reputation for
delivering good work. Webelieve there’ sawindow of opportunity because we' rethere ahead of alot of
theWestern consulting companies.” B



