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China’'s Healthcare Reform Creates Opportunities for Western Companies,
According to Industry Veteran

reprinted with permission of the publisher from the November 16, 2009 issue

China sannouncement in April of itsthree-year $124 billion investment in healthcare system reform
createsopportunitiesfor U.S. companiesthat areinterested in expanding their reach to hel p meet that country’s
health I T needs, according to industry veteran Sheldon Dorenfest.

“Thetimeisright for Western companiesto takeagood hard ook at China. They should stick their toes
inthewater whileit’sstill early enough for them to take advantage of the opportunities,” hetellsInside
Healthcare Computing.

Dorenfest, who started astring of successful healthcarel T companiesbeginningin 1970, created The
Dorenfest ChinaHealthcare Group inlate 2006 asasubsidiary of his Chicago-based consulting and invest-
ment company, The Dorenfest Group.

Aspart of alarger $586 billion economic stimulus program, China shedthcarereform packageincludes
universal coveragefor 90 percent of itscitizens. Additiondly, hedthcarefacilitieswill be upgraded, including
construction of thousands of hospitalsand clinicsacrossthe country.

Instead of focusing solely on large magnet hospitas, which arenotoriousfor thelong waitsto see physi-
cians, thegovernment plansto build local clinicstotreat smaler problemsand act ashubsdirecting trafficto
bigger hospitals.

All of that growth needsinformation systemsand management improvement to support it, saysDorenfest,
which opensthe door for Western companieswho arewilling toinvest thetime and resourcesto learn both
about China scultureand how to do businessthere successfully.

Refor m packagefocused on developing a state-of-the-art healthcar e system

Chinahasdevel oped astate-of -the-art infrastructure, yet its healthcare system hasremained one of its
more primitiveindustries. Characterized by ahuge devel opment gap between citiesand rural areas, low
government funding, weak healthcarefacilitiesat thegrassrootslevel, and soaring medica bills, whichfosters
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saving rather than spending, and gives Chinathe dubious honor of having the highest patient pay-out-of -
pocket cost intheworld, the government pronounced its healthcare policy afailurein 2005.

“Sincethen, it'staken Chinafour yearsto comeup with anew policy. That'san unusually long time,
primarily dueto differing viewpointsamong the various ministriesthat wereinvolved. However, they al
agreed that they wanted to give more healthcare to the poor people and to that end, they created abasic
healthcare package,” saysDorenfest.

In additionto universa coverage, reformisalso focused on lowering prescription costsand treatments.
To compensatefor low saaries, doctors often aggressively prescribe expens ve and sometimes unnecessary
treatments and drugsto take advantage of bonusesfrom drug companies. To lower prescription costs, the
government will promoteasystem of essential medicinesfor state-run hospitals, clinicsand pharmacies.

Avenuesfor entry into China’smarketplace

While Dorenfest believesthat the Chinese market offers huge potential for Western companies, he
cautionsthat it will beimportant for those companiesto do their homework first. “Thefirst thing Western
companiesneed to doisbecomefamiliar with the differences between the healthcare systems of theWest and
theEast. Chinaisunique because of itsfocuson payment.”

Currently, when patients need to seeadoctor, they visit the hospital’soutpatient clinic. They waitinline
to register and then they wait to pay to enter theclinic. Onceintheclinic, they waitinlineagainto seethe
physician. The physcian examinesthe patient and orderstestsor drugs, which the patient must pay for before
receiving them. Then the patient hasthetests and heads back to the physician’s office.

“Everything,” Dorenfest says, “isbased on payment and amgor focusof information technology will be
tointegratethe careand thebilling.”

To beginto figure out how to do that, both the Chinese government and outside organi zations have
launched numerouspilot projectsand feasibility studies. “ The government pilot projectsare oftenin many
areaswherediffering opinionsbetween the ministriesexist. Thegovernment expectsthat thepilot projectswill
provideva uableinformation about what worksand what doesn't,” Dorenfest explains.

Other studiesarefunded by outside agencies and organi zations. Such projects, Dorenfest believes,
indicateagrowing level of interest in creating opportunitiesin Chinafor Western companiesand consulting
firms.

For example, the U.S. Trade and Development Agency (USTDA), working in cooperation with the
Sichuan Health Information Center (SHIC), announced in August that it will award a$570,642 grant to
designaprovince-wideuniversa hedlthcare system based on an e-hed thcaretechnol ogy platform. The project
isexpected tolower healthcare costs, alow individuasgreater control over health recordsand services, and
provide higher quality healthcare servicesto rural regions, while opening commercia opportunitiesfor the
export of U.S. goodsand servicesin conjunction with the project’simplementation.

TheUSTDA grant will support these effortsby funding atechnical consultant to formulate adevel op-
ment and service strategy on how to build aprovince-wide Electronic Health Record filing system by 2020.

SHICwill sdlect theU.S. firmthat will providethe assistance. .
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Partnering with an existing Chinese company may also be an entry strategy for Western companies,
athough Dorenfest cautionsagainst movingtoofas.

“To develop the market and do your own selling isabig job, so partnering may be agood solution.
However, someWestern companieswho have goneto the partner too early have gotten burned because they
didn’t know enough about China s business environment. It’simportant to not only understand what your
company wants but al so what the Chinese partner wants,” he says.

Healthcar e ar enapoised for explosivegrowth, supported by economic strength

Dorenfest credits China's conservativefiscal policieswiththe country’srelatively strong financial posi-
tion.

“Chinawasn't affected asmuch by thefinancia crissastherest of theworld. For example, Chinadidn’t
allow itsbanksto do credit derivative swaps. Duetoitsconservatismin itsapproach, its banking system
wound up inamuch stronger position relativeto other countries. Because of itshugetrade surpluses, it has
been ableto fund its stimulus programsmore easily and, unlike countriesin theWest, hasn't had to add that
additiona spending to an aready hugedeficit.”

Additionally, Chinahas been an efficient investor and Dorenfest predictsthat it will continueto be so.
“For every dollar it sspentinthepast, it sgotten agood return. There’ severy indication that the country will
takeits$124 billioninvestment, spend it efficiently, and end up with astate-of -the-art health system.”

Dorenfest notesthat for thefirst time, HIM SSwill be offering anAsiaPac’ 10 Expositionin Beljing May
26-28, 2010 and saysthat the event will provide achancefor companiesto seefor themsel veswhat oppor-
tunitiesexig.

Dorenfest isbullish about the opportunitiesthat Chinapresentsfor Western companies, including his
own. “We recurrently working with adozen hospital sright now and we expect that number to grow signifi-
cantly inthe next two years.”

“Whenit comesto healthcare, China sgoa isto leapfrog therest of theworld. They’ veaready shown
that they candoitintermsof buildinginfrastructure. There'sastrong possibility that they’ |l beabletodoit
successfully inthe healthcarearenaaswell,” headds.®



