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John Pritchard

Publisher’s letter

I get calls almost every day from people who work on the supplier side asking 
my opinion on where to focus for contracting success. The most progressive IDN supply chain 
leaders seem to be steering the big GPOs with their participation in GPO committees. At the 
same time, these big IDNs are knee deep in regional aggregation – often with the contracting 
engine provided by the GPOs they own. To add even more complexity, those same IDNs may 
have their own GPO and self-distribute.

So when suppliers ask “Where do I concentrate my focus, staff  and sales activities to drive market share?” 
I tell them to bet on the IDNs! 

If  you would have told me 10 or even five years ago that IDNs would have such de-
liberate control over their spend like they do today, I would never have imagined it could 
be this complex. It is counter-intuitive to think that as they have aggregated their volume, 
driven standardization and integrated clinicians into the supply chain that the costs and 
complexity for suppliers has actually increased. Providers and suppliers generally agree 
that the stakes are higher than ever, and the deals are bigger than ever, so you would 
think the cost for suppliers to attain these deals would take less salespeople, lawyers and 
administration. But it is actually just the opposite.

Years ago, I heard an IDN industry stalwart proclaim, “We want to be your low-cost cus-
tomer. In fact, we want to reduce your price by whatever SG&A is loaded into it, as we will not 
need any post-contract service.” This seems like a great idea, and the numbers may work well 
in an academic exercise, but what has happened in our market place seems to be the opposite. 

When a supplier gears up to handle a progressive IDN, it is crucial they have:
• Comprehensive GPO contract coverage the IDN may use
• Be able to direct contract with the IDN
•  Contracts or local tiers in place to service the IDN should it want to use regional aggregation
• Be prepared to service a self-distributing IDN

Perhaps the cost to serve plummets following the sale, but recent trends seem to point to 
higher stakes, and a higher cost to contract.

the Complexities of Contracting

Thanks for reading this issue of  The Journal of  Healthcare Contracting. 
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ExEcutivE intErviEw: chris holt

Chris Holt is converting years of experience 
looking upstream – that is, at the manufacturing side 
of  the healthcare supply chain – into strategic initia-
tives on the “buy” side. He believes his perspective 
can have a positive impact on providers and suppliers 
alike. Holt joined VHA Inc. in July 2013 as senior vice 
president and executive officer in charge of  its Upper 
Midwest region. 

“I’m a little bit of  a square peg in a round hole,” 
says Holt. “I’ve been in manufacturing, distribution and 
logistics for medical and pharmaceutical manufacturers, 
but now I’m on the buying end of  the supply chain, 
representing a core of  hospital systems. I understand 
the upstream [issues]. Now I’m trying to bring some 
of  that expertise downstream to produce better models. 
That’s the excitement and appeal of  my new position.”

suppliers’ perspective
Holt, who was born in Toronto, but was raised primarily 
in Los Angeles, has an undergraduate degree in busi-
ness administration from the University of  Southern 

California, and a master’s of  engineering in lo-
gistics from Massachusetts Institute of  

Technology (MIT). He was global 
account executive for air-freight 

and logistics company Emery 
Worldwide (now UPS Supply 

Chain Solutions) for several 
years prior to becoming a 

supply chain consultant 
with Ernst & Young and 

then ZEFER. In 2001 
he joined UPS, and 
as vice president of  
global healthcare, 
led the company’s 

the voice of Experience
chris holt’s background in logistics and sourcing gives  
him a unique perspective on the healthcare supply chain
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global logistics, transportation, and consulting 
offerings to the healthcare industry.

After examining the healthcare supply 
chain, UPS decided its primary opportu-
nity was to help manufacturers streamline 
– through outsourcing – their supply chain, 
says Holt. The model fit extremely well with 
the needs of  pharmaceutical manufacturers 
and medical device manufacturers with high-
value goods, he says. UPS offered them an 
opportunity to reduce their overhead by tak-
ing responsibility for their warehousing and 
logistics activities.

In 2007, Holt’s career took 
a turn toward sourcing medical 
products. “I started at Cardinal 
Health designing new supply 
chain solutions; that led me to 
global sourcing.” Holt prepared 
a global sourcing strategy, which 
included the recommendation 
for Cardinal to strengthen its 
presence in China. Cardinal sent 
Holt to Shanghai to carry it out. 

Three years later, Holt was 
named CEO of  Tiger Medi-
cal Group, a medical device manufacturing, 
sourcing and supply chain company based in 
Shanghai. As CEO, Holt repositioned Tiger 
as an integrated, branded product supplier to 
the United States and Europe. (Prior to that, 
Tiger manufactured products primarily on a 
private-label basis for other suppliers.) “We 
started selling directly to GPOs, distributors 
and hospitals in the United States,” says Holt, 
who found himself  involved in developing a 
U.S. distribution network for the company. In 
2013, he orchestrated the sale of  Tiger to a 
rival firm, Anatomy Supply Partners. 

Provider side
The Upper Midwest region is VHA’s larg-
est, comprising 42 health systems with more 

than 150 hospitals and 100 surgery centers, in the Dakotas, Minnesota, 
Wisconsin and northern Illinois. Collectively, Upper Midwest facili-
ties spend $5.5 billion annually on medical product, pharmaceuticals, 
equipment and services.

In 2008, the region created the Upper Midwest Consolidated Ser-
vice Center, which provides contracting, strategic and planning ser-
vices for its members. “The idea was to take this pooled business and 
develop a consolidated purchasing program with suppliers, with a fo-
cus on committed volume,” says Holt. 

A staff  in Minneapolis provides clinical and economic-perfor-
mance-improvement services, with sourcing and contracting provided 
by a team at Mayo Clinic in Rochester, Minn. “We try to understand 
what the hospitals are working on and bring them tools to help them 

save money and improve the safety and quality of  their operations,” 
says Holt. “We delivered $213 million in savings in 2013 – up 30 per-
cent from the year before.”

One of  Holt’s primary missions is to direct UMCSC’s growth. “We 
will physically transact $2 billion of  purchases this year – up from zero 
in 2008 and $1 billion in 2013. We feel this is accelerated movement. 
To drive value, you have to band together.”

He also looks forward to implementing a new strategic initiative 
called 2.0, which is intended to take the organization beyond traditional 
sourcing and contracting. “With 2.0, we’re looking at every way we 
can make healthcare more efficient,” he says. “We know that the way 
hospitals buy products today – sometimes, one box at a time – drives a 
lot of  waste. And the way we select and convert suppliers is a fractured 
process. 

“Everything is on the table. And we’re having discussions with our 
suppliers about how they can reduce waste. They’re excited by what 
we’re bringing them.” <JHC

“ i understand the upstream 
[issues]. now i’m trying 
to bring some of that 
expertise downstream to 
produce better models.”
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model of the future
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The future is in generics, says supply chain consul-
tant Chris Baskel, former system director of  supply chain 
management at Spectrum Health. Particularly as standard 
devices, such as shoulder anchors and hip replacements, 
come off  patent, more manufacturers are expected to offer 
generic copies, he says. And, they’ll work just as well as the 
originals. Baskel is so certain of  this, he currently is edu-
cating healthcare systems on the value of  adopting generic 
technology and substantially reducing costs – sometimes 
by as much as 50 to 75 
percent. “If  a generic 
shoulder anchor costs 
$100, compared to $350 
for a brand name device 
– and assuming an av-
erage of  four anchors 
are used per case – 
that would add up to 
$1,000 savings for the 
hospital,” he says.

“The emerging generic market is creating exact replicas of  the stable name 
brand products hospitals have used for years,” Baskel says. “However, there will 
be little to no movement toward a generic market until physicians’ behavior be-
gins to change. There is a tight bond between many physicians and name brand 
companies based on relationships that have developed over time. Thirty years 
ago, the idea and introduction of  a generic pharmaceutical market would have 
raised a lot of  eyebrows. Today, it’s a given.” 

Convincing IDNs and their physicians to adopt generic technology could 
be a hard sell, he continues, and not without good reason. “First and fore-
most, where would healthcare be today without the life-saving new technol-
ogy developed by innovative manufacturers over the course of  time?” he says.  

Traditionally, IDNs have worked 
hard to be early adopters of  new 
products and devices. But, taking a 
wait-and-see approach just might be 
the best way to go. For one, it’s pru-
dent and safer to employ products 
that have a proven track record over 
time. A quick Internet search will ex-
plain why, he adds.

Intuitive Surgical’s da Vinci ro-
botic surgical system, for example, 

was designed to provide surgeons 
greater visibility and control when 
performing certain invasive proce-
dures. “This robotic system performs 
as advertised when it is used correct-
ly,” says Baskel. “But, it is another 
example of  a technology rushed into 
use by some hospitals before physi-
cians were properly trained to use it.” 

Indeed, several patients who un-
derwent surgery with the assistance 

Generics mean Business 
As generic devices prove to be as reliable as brand name products,  
more IdNs will be amenable to using them.

“ the first 
opportunities will 
be in orthopedics 
– spine implants, 
shoulder anchors 
and eventually hip/
knee replacements.”

Chris Baskel
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of  the da Vinci received tissue burns and electrocutions that resulted 
in organ damage, infection, severe bleeding and other complications. 
In at least one case, a piece of  the da Vinci system broke off  during 
surgery and lodged in a patient’s pelvis. 

Along the same lines, there were cases where bioabsorbable suture 
anchors broke with screw-in insertion, as well as reports of  incon-
sistency in the quality of  the bioabsorbable material. (“Bioabsorb-
able Anchors in Glenhumeral Shoulder Surgery,” 2009, Shane J. Nho, 
M.D., M.S.; LCDR Matthew T. Provencher, M.D., MC, USN; Shane 
T. Seroyer, M.D.; and Anthony A. Romeo, M.D.) “In many cases, 
the smart move may be for hospital administrators and purchasing 
executives to take a wait-and-see approach as others use new technol-
ogy, and see how successful it is and what the pitfalls might be,” says 

Baskel. “Given what we know today, what would the best choice be? 
To switch to the new technology, or a stable generic technology that 
has worked admirably for years?”

“The first opportunities will be in orthopedics – spine im-
plants, shoulder anchors and eventually hip/knee replacements,” 
he says, adding that for-profit hospitals and clinics likely will be 
the early adopters. But, in time, he believes Medicare and Medic-
aid will encourage hospitals to follow suit. “Until this happens, 
there may not be [a lot of] incentive for hospitals to make the 
switch to generics,” he says. “But, one way or another, these are 
savings they are missing out on.

“Currently, it is very difficult to convince physicians to change from 
working with brand hip and knee companies,” he continues. “Yet, there 
is no medical-based evidence to support a clear leader in the market 
place. There are five major hip manufacturers selling three types of  
hips: low-demand hips for elderly patients; medium-demand hips;  

and high-demand hips for young and active 
adult patients.” In theory, these products 
have always been sold based on medical 
research and outcomes, he says. “In reality, 
they are commodities sold based on physi-
cian preference and long-standing relation-
ships. Can you imagine the difficulty [this 
will cause] changing to generic products 
when they hit the market?” 

Nevertheless, as healthcare reform moves 
forward, more physicians will choose to join 
larger healthcare systems, he continues. Sev-
eral years from now, when these physicians 

are working for an IDN that is 
advocating generic implants and 
anchors, they will have to come 
on board, he says. As more health 
systems come under pressure to 
publish the prices of  their implant 
and device procedures, and physi-
cians and patients become more 
aware of  the savings to be had by 
using generics, interest will grow, 
he adds. “And, slowly but surely, 
the cost of  implants will become 
more transparent to both the hos-

pitals and consumers,” he says. “There is no 
excuse. All hospitals and IDNs should pub-
lish their prices because it’s the right thing to 
do.” His former employer, Spectrum Health 
has done so for some time, he adds.

“History is repeating itself,” says Baskel, 
referring to the movement from brand 
name pharmaceuticals to generics in the 
1980s. “Manufacturers are fighting this 
like crazy, and hospitals and physicians are 
scared of  lawsuits and bad publicity.” But, 
just as generics now drive the pharmaceuti-
cal market, as IDNs and physicians become 
better educated on the value and savings to 
be had, generic devices and implants will 
quickly catch on. <JHC

Editor’s note: For more information, contact Chris Baskel at cmbaskel@comcast.net.

“ If a generic shoulder anchor costs 
$100, compared to $350 for a 
brand name device – and assuming 
an average of four anchors are used 
per case – that would add up to 
$1,000 savings for the hospital.”
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The Acquired PrAcTice

Servicing non-acute physicians is no afterthought for the materials 
management department at Sentara Healthcare, Norfolk, Va. Rather, it is an  
integral part of  the IDN’s expansion strategy, as well as its desire to help doc-
tors manage their practices better and improve care for patients. It is also a way 
to solidify the bond between those doctors and Sentara. 

In order to better serve their non-acute-care providers, members of  the Sen-
tara materials management team have increased their knowledge of  the specific 
supply- and equipment-related needs within that market. They’ve also identi-
fied ways for the individual physicians to have a voice. These initiatives have 
helped improve the team’s service to – and promote standardization among – 
Sentara-owned physician practices and the physicians who remain independent, 
but leverage Sentara’s resources through DOCxdirect. 

Sentara launched DOCxdirect 
– the purchasing program for com-
munity physicians – in 2001 as a way 
to help doctors lower their non-labor 
costs by leveraging Sentara’s buying 
power. Today, approximately 260 
practices participate. 

Sentara’s non-acute supply part-
ner, Henry Schein Medical, has been 
an integral part of  the program since 
2008. “We decided Henry Schein was 
the best fit for us,” says Cindy Saeger, 
program manager for DOCxdirect. 
“Their customer service team and 
representation are outstanding. It 
made good sense.”  

Indeed, the non-acute setting 
comes with its own unique set of  
challenges. Products often vary from 
acute to non-acute settings, so en-
suring physicians have access to the 
products that they require is critical 
in DOCxdirect member and patient 
satisfaction. Henry Schein has the 

full breadth of  products that is ap-
propriate for physician offices.  

How DOCxdirect works
DOCxdirect members can purchase 
med/surg products, medical equip-
ment, office supplies, pharmaceuti-
cals, even services, such as red-bag-
waste removal, document shredding 
and storage, and instrument sharpen-
ing. DOCxdirect delivers additional 
savings by supplying many of  the 
products on which Sentara Health-
care has standardized – no easy feat 
among acute and non-acute supply 
needs. The IDN has several active 
value analysis committees in such 
areas as general surgery, orthopedics 
and spine. “You can’t drive down 
cost if  everyone is using something 
different,” says Saeger. “These com-
mittees address issues such as stan-
dardization and utilization.”

Saeger and her staff ’s focus to 
incorporate the non-acute physi-
cians and their product/equipment 
requirements into the overall strategy 
has proven valuable to the IDN. The 
DOCxdirect staff  now actively man-
age both Sentara owned sites, as well 
as the DOCxdirect program and serve 
as a resource to the rest of  the ma-
terials team, who may be well-versed 
in acute-care products and services, 
but less so in non-acute ones. For ex-
ample, during an ongoing initiative to 

Integral to Improvement
Sentara Healthcare’s dedicated non-acute program,  
“DOCxdirect,” enhances relationships with community physicians

“It is important that 
physicians know they 

have a voice within 
the health system and 
that they understand 

they can impact overall 
profitability and quality 
as part of this process.”
– Cindy Saeger, program manager 

for DOCxdirect

June 2014 | The Journal of Healthcare Contracting12
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the acquired practice

standardize products among Sentara’s urgent-care facilities, Saeger and 
her team have been able to shed light on the necessity of  some of  the 
equipment and supplies used in those facilities.

Physicians part of the team
Another benefit for the non-acute physicians has been that DOCxdi-
rect members are encouraged to be part of  the standardization process, 
she continues. “When we’re evaluating something [in the IDN], we send 
samples to our DOCxdirect members for their evaluation and input. 

Working with physicians across the system in this manner has 
worked. Sentara practices have standardized on many commodity items, 
and with Saeger’s help and encouragement, they also have standardized  

to products that are appropriate for the non-acute setting (but may be 
different from the acute sites of  care). This has supported overall cost 
savings and standardization in the system as a whole, still reducing the 
number of  SKUs, and variation, while improving quality. 

It is important that physicians know they have a voice within 
the health system and that they understand they can impact overall 
profitability and quality as part of  this process, Saeger says. As a 
non-acute expert, Saeger is able to ensure their voice is heard and 
that it influences decisions.

DOCxdirect members enjoy personalized service from Saeger and 
her team, as well as the Henry Schein rep who services DOCxdirect 
members. Henry Schein and Saeger collaborate on strategies related to 
DOCxdirect to maximize value.   

“Our representative brings a lot of  knowledge to our customers,” she 
continues. “He has been doing this for years, and he can tell our members 
what has worked well for other customers, and what hasn’t.” But each 
member decides how frequently they want to engage with Saeger or a  

representative. “Some say, ‘I can order online; I 
don’t need you to call on me,’ while others want to 
see you once a week or once a month,” she says.

While DOCxdirect members reap benefits 
from the program, so does Sentara, says Sae-
ger. Increased purchasing volume and hence, 
better negotiating leverage, is one way. But the 
benefits extend beyond that.

“It leads to better relationships between 
Sentara and the physicians,” says Saeger. “And 
that was the whole premise – to build better 
relationships with physicians in the community 

who are sending patients to our hospitals, us-
ing our reference labs, etc.”

A program such as DOCxdirect or any non-
acute program won’t work without unique com-
mitment, she says. “You have to be committed 
to doing everything that needs to be done for 
your physicians, or they will lose faith in you 
and the program.” That’s through good times 
and bad. “If  something goes wrong, at the end 
of  the day, the DOCxdirect member is going 
to call [the health system] and say, ‘You screwed 
up,’” she says. “We take it very personally, and 
we work hard to make sure it doesn’t happen 
again.” It’s an ongoing process, and it helps to 
have strong partners who understand the mis-
sion, vision and unique needs of  the physician 
to ensure success. <JHC

“ You have to be 
committed to doing 
everything that needs 
to be done for your 
physicians, or they 
will lose faith in you 
and the program.

June 2014 | The Journal of Healthcare Contracting14



regional purchasing coalition profile

More than 30 years ago, when IDNs were little more than an experi-
ment in managed care, seven Midwestern hospitals decided the time was right 
to join forces in an effort to leverage purchasing and remain independent. 
“Health Enterprises Cooperative (HEc) of  Cedar Rapids, Iowa was founded 
in June 1983 in response to the pressures of  managed care and the [initial] 
development of  hospital systems, or IDNs,” says Jeanie Brown, vice president, 
Health Enterprises. “The hospitals were looking for a way to remain indepen-
dent, but leverage scale in some key areas. Since managed care didn’t really gain 
a foothold in Iowa, they focused on the opportunity to cut costs through both 
regional and national group purchasing strength.” 

In the late 1990s, the Health En-
terprises board made the decision to 
align itself  with a new GPO, Ameri-
can Healthcare Systems. “Shortly 
after that, American Healthcare 
Systems, Premier Health Alliance 
and Sun Health Alliance merged to 
form Premier, Inc., and we chose 
to remain with them,” Brown says. 
“Our mission was to provide value 
to our members by leveraging ag-
gregated volume, and to create a 
collegial environment for executives 
to meet, discuss, and share. Our par-
ent company, Health Enterprises of  
Iowa, is a membership organization 
now owned by 27 member hospitals. 
It provides management services to 
a variety of  operating companies, 
including HEc.”

The Journal of  Healthcare Contracting 
recently interviewed Brown about the 
organization’s initiatives and goals, and 
the success its members have helped 
orchestrate over the past 31 years.

The Journal of Healthcare Con-
tracting: How has the coalition 
grown since it began?
Jeanie Brown: HEc currently in-
cludes 20 members and five affiliate 
hospitals. Our largest member is a 
four-hospital system. In addition, 
we run an extensive non-acute affili-
ate program, and currently sponsor 
more than 800 providers covering 39 

A Work in Progress
After three decades of successfully meeting the needs of both its large and small 
hospital members, HEc continues to seek new opportunities to leverage volume 
and commitment. 

“ [L]earning to be a part of a regional 
buying group is definitely an 
evolution, and it requires the support 
of everyone from facility leadership to 
the staff using the products.”

The Journal of Healthcare Contracting | June 2014 15



regional purchasing coalition profile

states. Our program is open to all classes of  trade, and we are always 
recruiting for both acute and non-acute providers. 

JHC: Have you found the coalition is providing members with more 
advantages than originally expected?
Brown: I’m not sure that I can speak to our members’ expectations 
going back more than 30 years. However, I would say that we have 
been – and continue to be – a work in progress, and that the advan-
tages our members realize change as HEc, Premier, and the healthcare 
supply chain change and grow. At heart, though, we have always cen-
tered on the value of  leveraging volume and commitment in exchange 
for price, service and quality from our suppliers.

JHC: What are the top initiatives the coalition has pursued in the last 
12 months?

Brown: On the acute care side, in 2013 [we focused] on the imple-
mentation of  Premier’s ASCEND® program, which lets us realize 
more savings at a faster rate. This decision was driven by our board, 
and all of  our members are participating. On the non-acute side, 
we have been working with a large alliance of  long-term care and 
assisted living providers to implement a materials management in-
formation system and value analysis. We have also just completed 
a review of  CPTs, and sterile drapes and gowns. We have been 
standardized for over 10 years now, and have realized considerable 
value from the relationships.

JHC: How has being part of  a regional purchasing coalition enabled 
your members to leverage their buying power?
Brown: We have both large and small hospitals as members, as well as 
a wide range of  affiliates. In total, we bring together $235 million of  
contract spend, and without fail, everyone benefits when we aggregate  

our purchasing volume. For instance, a 
group of  long-term-care facilities saved over 
$145,000 by accessing our sole-source award 
for automated medication dispensing cabi-
nets. And it’s not unusual for the addition of  
a new member or affiliate to give us the vol-
ume for the entire group to move to a better 
price tier. However, learning to be a part of  a 
regional buying group is definitely an evolu-
tion, and it requires the support of  everyone 
from facility leadership to the staff  using the 
products. Some of  our aggregations are in-
formal; we work with the suppliers to recog-
nize the combined volume, which may fluctu-
ate based on individual decisions. However,  

our greatest strength is when our members 
make a sole-source, committed decision. Our 
by-laws provide for a voting process that is 
binding for all members. We don’t use it for 
all contract areas – only targeted ones – and 
we always try to build a consensus prior to the 
vote. We’re lucky to have great members who 
understand the dynamics and the value. They 
learn from each other and have come to trust 
each other to deliver on their commitment. 
As a result, our suppliers have recognized 
HEc members as valuable customers and are 
serious about bringing savings, service and 
quality to them. Our mission is to deliver 
value to our members, and the success of  one 
project feeds the enthusiasm for the next.

“Probably one of the most valuable things we do 
is conduct semi-annual business reviews with each 

member and affiliate hospital... This gives us the 
opportunity to spend time with the hospital CEO,  

CFO or COO, and the materials management director  
to discuss performance and areas of opportunity.”
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JHC: How much savings did the coalition achieve in its first year, and 
how has that increased since?
Brown: Thirty years is a long time. Since we don’t have those records 
– or any individuals who go back to the beginning – I can only as-
sume the savings were enough to convince our original members to 
stay committed and keep growing. As compared to the early years of  
low hanging fruit, the supply chain today has to do a lot of  heavy lifting 
to find savings through utilization, standardization, managing PPI and 
overall efficiencies.

JHC: What is the process whereby your supply chain executives meet 
and make their decisions?
Brown: We like to stay as engaged as possible with our members. 
Key department heads participate in peer-group roundtables, which 
include materials management, lab, pharmacy, imaging, food service 

(with clinical dieticians as a subset), facilities (with EVS as a subset), 
OR and IT. They each meet several times per year. Roundtables are 
held face-to-face, but also incorporate Web and phone conferenc-
ing to accommodate the challenges of  traveling. Materials manage-
ment, though, is our primary focus of  communication and – in 
addition to the roundtables – we have bi-weekly conference calls 
to stay in touch on projects and updates. The peer groups are the 
foundation of  our decision-making. As mentioned, we are a coop-
erative and operate under a one-member/one-vote rule. Through 
the relevant roundtable, each member votes on contract decisions. 
For major projects, we form cross-functional subcommittees that 
make a recommendation to the full roundtable for the vote. We sup-
port our members and affiliates with five employees here at HEc. 
They provide financial analysis and manage supplier relationships, 
while subcommittees conduct clinical analysis and trial products 

as appropriate. Affiliates can access aggre-
gated pricing as long as they understand the  
commitment and agree to be as compliant 
as our members. Acute care affiliates have a 
voice, but no vote, through the roundtables. 

JHC: Please explain how you co-exist with 
your GPO, Premier.
Brown: HEc is the Premier shareholder, 
and our members and affiliates access their 
programs through us. We feel our job is to 
help them get the best possible value out 
of  the Premier portfolio. We write a few re-
gional agreements, but rarely one that con-
flicts with Premier. We focus our efforts on 

contract compliance and maximizing the 
value Premier brings. Even if  we locally  
negotiate on price points, we utilize Pre-
mier’s terms and conditions to prevent 
duplicate efforts. PPI and major capital 
equipment are the most challenging areas 
of  compliance within our group.

JHC: How do you ensure that the interests of  
each of  your facilities are considered and that 
each facility’s needs are met?
Brown: We have a wide mix of  members 
and affiliates. Through volume aggrega-
tion, we can standardize a lot of  the work 
we do on their behalf  (i.e., by ensuring  

“For major projects, we form cross-
functional subcommittees that make a 
recommendation to the full roundtable 

for the vote. We support our members and 
affiliates with five employees here at HEc.” 
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prices get activated and loaded). However, we have a great staff, all of  
whom have hospital backgrounds and incredibly strong customer  
service orientation. Our members and affiliates know they can 
call on us for help with virtually any challenge. Probably one of  
the most valuable things we do is conduct semi-annual business 
reviews with each member and affiliate hospital. One is Web/
phone and the other is face-to-face. This gives us the opportu-
nity to spend time with the hospital CEO, CFO or COO, and the 
materials management director to discuss performance and areas 
of  opportunity. Our larger non-acute affiliate groups also receive 
annual business reviews. In addition, for the non-acute affiliates 
we’ve developed a few strategic relationships with key suppliers, 
so we can monitor the program’s performance through a limited 
number of  contacts.

JHC: How difficult is it to get buy-in to the coalition’s contracts from 
each of  your facilities’ physicians and staff?
Brown: Our philosophy has always been that physician relationships 
are best managed by hospital staff, and that we would probably be seen 
as a disruptive rather than cohesive element. Therefore, we do every-
thing we can to equip department heads with the appropriate informa-
tion and resources, but we do not assume the role of  working directly 
with physicians or other staff. Each member has its own unique set of  
challenges and successes in physician compliance.

JHC: Other than cost-savings your coalition has achieved through 
greater volume purchasing, what has been the greatest benefit of  the 
coalition to its members?
Brown: I think there are two benefits we could name. For [starters], 
I can’t remember the last time I saw a supply chain department that 

was over-staffed, so one benefit would be 
additional resources to help with contract 
management. Secondly, as I mentioned, we 
serve a lot of  small hospitals and unfortu-
nately many suppliers don’t see the value in 
supporting them with on-site representation. 
So I’d say the second benefit is the leverage to 
ensure good service to all of  our members, 
regardless of  size. 

JHC: If  you could change one thing about the 
way your purchasing coalition works, what 
would it be?
Brown: I’m not sure what I’d change, but I 

have a wish list. I would love to have all of  
our members be able to travel for HEc, Pre-
mier, AHRMM and other meetings, to take 
advantage of  the learning and networking op-
portunities they present.

JHC: How do you envision HEc in five or 
so years?
Brown: Given the rate of  change in health-
care right now, the only thing I’m sure of  is 
that we’ll be listening to our members, trying 
to anticipate – [rather than] react to – their 
needs in such a way that they will keep us in-
corporated in their organizations as an inte-
gral part of  their operations. <JHC

“I think there are two benefits we could name. 
For [starters], I can’t remember the last time  

I saw a supply chain department that was over-
staffed, so one benefit would be additional 

resources to help with contract management.”
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Going (for)  
broke
Ten years ago, the Journal of  Healthcare 
Contracting visited with then-Kaiser Permanente 
CEO George Halvorson following the publication of  his 
book (with co-author George Isham) Epidemic 
of Care: A Call for Safer, Better and 
More Accountable Health Care. 
Today, though retired from Kaiser 
Permanente, Halvorson continues 
to call for a better, more efficient 
healthcare system.

George Halvorson

George Halvorson joined 

Kaiser Permanente in 2002 
after serving as CEO of  Minne-
apolis, Minn.-based Health Part-
ners, a vertically integrated IDN 
linked to a financing system. 
Ten years ago, he spoke with 
the Journal of  Healthcare Contracting 
about the shortcomings of  the 
U.S. healthcare system, particu-
larly its inability to use data to 
ensure high-quality, consistent, 
and safe care. To read the words 
of  that interview today is to 
appreciate his prescience. Some 
excerpts from the 2004 interview:

Healthcare will bankrupt us, 
if we fail to focus on patients, 
says former Kaiser Perman-
ente CEO George Halvorson
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•  “The key to making disease manage-
ment a major market force is to have 
buyers use [their] purchasing power to 
select and use organizations that man-
age disease. We’re counting on that hap-
pening. We’re focusing our resources on 
Kaiser Permanente HealthConnect, our 
new electronic care support informa-
tion system. [KP HealthConnect] may 
well be the most important clinical 
tool we’ve ever implemented… It will 
replace our paper-based medical records 
with electronic medical records, thereby 
improving the quality of  our care, pro-
viding consistent and better coordina-
tion of  care, and increasing 
our research capabilities.”

•  “As more and more get 
involved and educated about 
the problems surrounding 
the American healthcare 
industry, we think the answer 
will be obvious: that health-
care needs to be re-engi-
neered. Once that conclusion 
has been reached, the next 
step in the process will be to 
computerize the entire system, provid-
ing complete and timely information, 
and making the system interactive for 
both doctors and patients.”

•  Without good data, the quality market-
place is limited to using rough surrogates 
of  process measurement – usually not at 
consumer-useful levels. With good, solid 
computerized medical data, buyers and 
consumers will finally be able to make 
quality-based purchases of  care.”

•  “It’s time for an Industrial Revolution for 
healthcare. We’re the only industry that 
attempts to improve quality by micro-
managing various pieces of  the process 
entirely out of  context with the others. 

That’s why an automated medical record is critically important to 
create a true quality-based marketplace. At the same time, it will be 
only as helpful as the people who use it.”

Follow the dollars
Though retired from Kaiser Permanente, Halvorson remains a loud 
voice in the healthcare discussion, as evidenced by his newest book, 
published in 2013, Don’t Let Health Care Bankrupt America: Strategies for 
Financial Survival. He strongly believes – as he did 10 years ago – that elec-
tronic medical records can help providers offer high-quality, preventive, 
integrated care, at a lower cost. And he speaks from experience, having 
implemented such a system at Kaiser Permanente. 

“We obviously cannot afford the cost trajectory we are on now,” 
he writes. It’s true that U.S. healthcare produces its share of  miracles 
in patients’ lives every day. “[But] it isn’t right for care costs and health 

care expenses to financially destroy the lives that have been personally 
saved by the care.” As it is, healthcare costs are sucking money from 
other essential services – e.g., infrastructure, public safety, education, 
etc., not to mention patient’s personal savings, he points out.

As he did 10 years ago, Halvorson bemoans the disconnect between 
the cost of  care and the quality of  care. Patients and payers in the 
United States pay more for prescription drugs, CT scans and hospital 
stays than those in any other country, but they don’t necessarily get 
better health as a result. “We need to stop pretending that all care is 
good care and that all American care is automatically the best care,” 
he writes. America needs to change the current healthcare business 
model, that is, fee-for-service, “so that we can buy what we want to buy 
in care delivery and spend less money in the process.” 

Fee-for-service “pays well for underperformance and it actually 
penalizes best care in far too many ways,” he says. “Cutting the 
number of  strokes in half  is great for patients, but that reduction in 

“ It isn’t right for care costs and 
health care expenses to financially 
destroy the lives that have been 
personally saved by [health]care.”
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“ Care today is focused 
far too often on the 
business needs  
of caregivers.”
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needed, instead, is to place the patient at the center of  the care  
delivery system. A re-engineered healthcare system would:

•  Allow caregivers to profit from doing “intelligent care redesign” 
rather than providing more care on a piecework basis. 

•  Ensure that all the patient’s data is in the caregiver’s hands when-
ever and wherever that patient presents for care. Contrast that to 
today, where data is care-site-centered, not patient-centered.

•  Encourage data-supported team care, particularly important for 
patients with comorbidities and chronic conditions (possibly 
only with automated medical records, not paper-based records.)

•  Give caregivers quick access – on an electronic basis – to the 
latest information on medical science. (“There is literally no 
systematic approach that can be used for knowledge sharing 
about important new scientific discoveries for care sites across 
the planet today,” he says.)

•  Reward healthcare providers for providing better quality. 
•  Give patients easy-to-interpret information about the safety re-

cord and quality-of-care record for every hospital in the country, 
as well as prices. 

•  Make the patient’s home the third site of  care, using at-home 
care support tools, and data and video links.

In short, “We clearly need to make a few well designed and stra-
tegically skillful changes in the way we buy care to get the care 
we want to buy,” says Halvorson. And we need to start where the 
need is greatest – patients with chronic conditions and comorbidi-
ties, where 75 percent of  the country’s healthcare dollars are spent. 
Patients with comorbidities are “at the top of  the opportunity list 
for both better care and lower cost care.” What’s more, “preven-
tion needs to be a key strategy and a major component of  our cost 
reduction agenda.” <JHC

strokes creates massive revenue losses 
for the care sites who treat stroke pa-
tients.” In other words, caring for sick 
people is more profitable than keeping 
them healthy, that is, preventing ill-
ness. And that kind of  business model 
leads to overuse of  resources – and a 
sicker population.

Turning the ship around
“Care today is focused far too often 
on the business needs of  caregivers,” 
writes Halvorson. Hence, the overuse 
and duplication of  services, often to 
the detriment of  the patient. What’s 

“ We need to stop pretending that all 
care is good care and that all American 
care is automatically the best care.”
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Clinician 
Preference 
in 2014

Contracting executives know there are many ways to crack the nut of  physician preference items – 
value analysis, standardization, capping prices, etc. These strategies often boil down to balancing 
the demands of  clinical excellence with those of  economic realities. 

In this issue of  The Journal of  Healthcare Contracting, a contracting executive, manufacturer, distribu-
tor, GPO and venture capitalist discuss the challenges and opportunities facing each of  them in the area 
of  physician preference items. Each is convinced they can help providers deliver excellent care while 
maintaining a healthy margin. And each one brings a unique perspective on how to do just that.
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CliniCian preferenCe in 2014

“We believe that we must deliver value 
beyond the device through meaningful in-
novation,” says Jim Mayberry, vice president 
of  marketing and operations for Boston Sci-
entific’s Corporate Accounts and Healthcare 
Solutions group. 

“We’ve always cared deeply about the pa-
tient experience,” he says. “But today, we’re 
also focusing on how to help our customers 
strengthen their financial health and improve 
their operational efficiency. That’s not been 
the historical focus for the industry.”

Decision makers
Based in Natick, Mass., Boston Scientific 
makes a number of  medical devices, includ-
ing pacemakers and implantable cardiovert-
er defibrillators, coronary and peripheral 

stents and balloon catheters, urological 
stone management and severe asthma 
technologies, as well as endoscopic 
tools for gastrointestinal conditions 
and a spinal cord stimulation system. 

With a lineup like that, it’s no sur-
prise that Boston Scientific believes the 

role of  the physician in product deci-
sion-making is critical. “But they no lon-

ger have the sole voice,” says Mayberry. 

Total value and physician 
preference items

innovation will always be the key for manufacturers of  physician preference 
items. But innovation can no longer just be about clinical performance and 
outcomes – as important as those elements are. It must also encompass a 

value proposition related to economic value.
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Today, the Boston Scientific salesper-
son still has clinical expertise and knowl-
edge. “That’s a prerequisite,” says May-
berry. “But what’s changed is their need 
for broader business awareness and fi-
nancial acumen. Salespeople today need 
understanding of  healthcare reform and 
its implications, the decision-making pro-
cesses in today’s hospitals, and value anal-
ysis. And when you look at supply chain 
and administration’s focus on the value 
of  interventional cardiology and cardiac 
rhythm management solutions, our sales 
force needs a broader understanding and 
awareness of  all this.”

Boston Scientific and providers are be-
ing challenged to look beyond what each has 

historically focused on – that 
is, product performance and 
purchase price. Important as 
those factors are in a fee-for-
service environment, they may 
not be enough from a disease-
state or population-health per-
spective, says Mayberry. As 
hospitals and IDNs assume 
long-term responsibility for 
managing the health of  a hy-
pertensive patient population 
or heart failure population, 

they will have to consider the “total value” 
discussion. So, too, will their suppliers. 

“We will always need to be competitive 
from a pricing standpoint,” says Mayberry. 
“But if  we’re going to be on the hook to 
work with the provider to optimize the 
treatment of  a heart failure patient in the 
hospital, and then to help monitor and 
manage him or her post discharge, the dis-
cussion has to be broader than an X per-
cent price reduction.” <JHC

“We consider the three legs of  the decision-making stool to include 
the physician, supply chain executive, and administration. Patients are 
increasingly having a voice as well.”

Boston Scientific has identified four key areas that all new technologies 
must address in order to advance in the market:

1.  Clinical outcomes: Must be equivalent to or superior to 
current technology.

2.  Financial outcomes: The technology must enhance the 
provider’s profitability, either by generating new procedures and 
revenues, or eliminating costs.

3.  Operational efficiency: The technology must allow clini-
cians to perform tasks and procedures faster and more efficiently.

4.  Patient experience: Does the technology improve it?

“It’s not that the physician’s influence has been diluted,” he says. 
“Their voice is typically now one of  three critical voices. That’s very 

real, and it’s been several years in the making.” That’s true even for the 
newest, most proprietary technology.

The new sales force
Boston Scientific’s salespeople have diversified their approach to sales, 
says Mayberry. The so-called “clinical trifecta” – doctor, nurse and 
technician – will always be an important call point for salespeople, he 
says. “But supply chain and administration have become equally as im-
portant.” By making an effort to understand the broader needs of  the 
IDN, the sales force builds a strong working relationship with the clini-
cians as well as administration. 

“ We’ve always cared deeply about the patient 
experience. But today, we’re also focusing 
on how to help our customers strengthen 
their financial health and improve their 
operational efficiency. That’s not been  
the historical focus for the industry.”

– Jim Mayberry, vice president of marketing and operations for Boston 
Scientific’s Corporate Accounts and Healthcare Solutions group
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In July 2012, the com-
pany launched Orthopedic 
Solutions, intended to bring 
fair-priced products, sup-
ply chain services and data 
analytics to this segment 
of  the market. In support 
of  the offering, Cardinal 
Health announced an ex-
clusive distribution agree-
ment with Emerge Medi-
cal, a provider of  trauma 
products, including cannu-
lated screws, drill bits and 
guide wires. The company 
said it would make those 
products available at a 30 
percent to 50 percent sav-
ings over other currently available products.

In April 2014, Cardinal Health announced 
its intention to acquire AccessClosure, a 
manufacturer and distributor of  extravascu-
lar closure devices. “Last year we launched 
our orthopedic trauma solutions to great re-
sponse,” said Don Casey, CEO of  Cardinal 
Health’s Medical Segment. “This acquisition 

will broaden our offering in another physi-
cian preference category.”

The two transactions are part of  a broad-
er strategy, says Casey. Cardinal Health aims 
to bring its shared distribution model and its 
information-enabled distribution system to 
products that have traditionally been consid-
ered physician-preference, but that have not 
seen a great deal of  innovation or clinical 
differentiation over the past 10 to 15 years. 
By doing so, the company believes it can 
give its IDN customers “a whole new way 
of  looking at physician preference items,” 
he says. “We think you can give great patient 
care at significantly lower prices.” Three ar-
eas of  interest are orthopedics, intervention-
al cardiology and wound care.

PPI vendors may push back, he says. But 
in the end, the PPI market may witness the same evolution as the phar-
maceutical industry. History has shown that as Rx patents expire and 
generics manufacturers grab market share, Rx firms focus their attention 
on new pharmaceuticals, he says. “We haven’t seen that same evolution 
in the medical device space.” But chances are, the medical industry will. 

“Over time, where there hasn’t been a lot of  innovation, we think 
there’s an opportunity to bring value into the equation.” That will cause 
the manufacturers of  PPI to turn their attention “upstream,” that is, 

Supply chain slant
Cardinal Health intends to bring its distribution model to products  
that have traditionally been considered physician-preference

Cardinal Health intends to use its extensive sales and distribution ex-
pertise, its RFID technology and its presence in 85 percent of  the 
nation’s IDNs to become the low-cost provider of  what tradition-

ally has been considered physician-preference items. 

“Over time, 
where there 

hasn’t been a lot 
of innovation, 

we think there’s 
an opportunity 

to bring 
value into the 

equation.”
– Don Casey, CEO of Cardinal 

Health’s Medical Segment
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think we can lower the aggregate amount of  
inventory, depending on capacity, and set up 
a far more efficient manufacturing [system] 
by creating real demand signals.”

Cardinal Health believes it can also bring 
a lower-cost sales model to the process. “A 
significant number of  IDNs are moving away 
from the traditional model in orthopedics, in-
terventional cardiology and other areas, where 
the [sales] rep played an integral part not only 
in managing the inventory, but helping man-
age the back table and helping the physician 
[during the procedure]. They are looking to 
create a different model. They’re saying, ‘Send 
me the product, baseline its price, and we will 

discuss whether we want to 
buy inventory services from 
you, training services, etc.’”

Better data analytics will 
help. Providers have a good idea 
of  how much money they’re 
spending on items, but not nec-
essarily when they’re spending 
it, says Casey. Nor is their in-
formation timely or complete. 
A productive hospital might 

perform four hip procedures in a given day, and 
they will know that. But its accounting system 
might not tell them how many tools were used, 
or how many pieces were left unused. “There 
isn’t a manufacturer [of  physician-preference 
items] in the country that would tell you they 
have a good, accurate handle on product flow 
and timeliness in the system,” he says. Contrast 
that with the consumer industry, where compa-
nies like Wal-Mart know when a bottle of  Bena-
dryl moves off  the shelf, at what store, at what 
time, and at what price the customer paid.

“This is the beginning of  creating an elec-
tronic data flow around product movement in 
the physician preference space,” he says. <JHC

at innovative technologies, while companies such as Cardinal Health 
bring to market lower-cost, but equally effective technologies. “The 
benefit to the ecosystem – healthcare systems and medical device man-
ufacturers – is that by freeing up money on these less innovative areas, 
manufacturers can finance more innovative products upstream.”

The time has come?
The timing may be right for a new approach to the clinician preference 
market, says Casey. That’s because decision-making is undergoing a 
transformation. “Five to 10 years ago, 30 percent of  physicians were 
employed by IDNs or hospitals,” he says. “Today, the number is push-
ing 60 percent.” No longer are decisions made solely on the basis of  
what the doctor prefers. Instead, materials management professionals 
and clinicians make decisions jointly. “Not only is the therapeutic value 
[of  an item] understood, but so is the economic cost associated with 

it.” And Casey believes a company like Cardinal Health can have a lot 
of  impact on economic cost.

“We have invested a significant amount of  money on a shared dis-
tribution network,” he says. “And we have bought an RFID company 
that will make information available in that distribution network.” That 
makes things less expensive and easier to manage.”

In February 2014, Cardinal Health announced its acquisition of  
WaveMark, whose RFID technology helps the distributor and cus-
tomer track items as they come in and are shipped out or used; re-
cord lot numbers and expiration dates; and track usage and current 
inventory levels. The acquisition will help Cardinal make inroads in 
the former physician-preference area, says Casey. That’s because tra-
ditionally, these product and devices areas lacked “natural demand 
signals” that go back to the manufacturer, and a methodology to 
establish dating and the amount of  inventory in the system. “We 

“ A significant number of IDNs are moving away 
from the traditional model in orthopedics, 
interventional cardiology and other areas, 
where the [sales] rep played an integral part  
not only in managing the inventory, but  
helping manage the back table and helping  
the physician [during the procedure].”
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implants and biologics market, causing many 
in the healthcare system – from patients to 
hospitals and payers – to scrutinize more 
of  the physician decision-making. Other ar-
eas, such as cardiac service lines (including 
rhythm management and interventional car-
diology) are further ahead of  the product-
to-performance association, as they tend to 
be rooted in a more substantive clinical out-
comes mindset. The value of  the products is 
supported by clinical information. 

As the pressures on 
healthcare systems con-
tinue to grow, there is 
more engagement with 
physicians in select-
ing physician preference 
items. Over the past few 
years, certain physician 
specialties have been 
directly employed by 
the healthcare systems, 
causing marketing chal-

lenges…for suppliers to get higher prices or 
use premium products. Some specialties, like 
orthopedics, are not as clinically mature as 
cardiovascular products.

JHC: The pharmaceutical market is charac-
terized – some would say driven – by patent 

payers are leaning toward pay-for-performance methodologies, 
that is, reimbursing providers on outcomes rather than on the 
amount of  procedures performed, in an effort to save money 

and improve patient care. At the same time, providers are looking to 
dissociate marketing from clinical facts, and reward vendors accord-
ingly. Progress is being made, but much work remains.

The Journal of  Healthcare Contracting recently asked Fred Keller, vice 
president, and Doug Jones, assistant vice president, HealthTrust, for 
their perspectives on negotiating contracts for physician preference 
items, especially implantables. 

The Journal of Healthcare Contracting: Some 
believe the influence of  physicians over so-called 
physician preference items, such as pacemakers, 
is diminishing. They cite not only the ubiquity of  
product standardization and technology assess-
ment committees, but publicity about the dispar-
ity of  hospital charges, and the growing trend 
that finds hospitals and IDNs acquiring physician 
practices. How does HealthTrust perceive this?
fred Keller and Doug Jones: There is a growing 
need within the United States for implant products’ 
value to be rooted in performance. This varies…
across cardiac, spine, orthopedics and other implant procedures. But 
in general, there is a huge wave of  consumer influence, reform pres-
sure, cost pressure and a push for improved quality/outcomes driving 
[providers] to disassociate products from how they are “marketed,” and  
instead associate products with how they actually perform. 

Other factors may be more specific to a segment of  the device 
industry, such as physician ownership, which has riddled the spine  

Performance for price:  
The other P4P
Price is important. Performance even more so.  
When it comes to implants, the two aren’t always connected

“There is a 
growing need 

within the 
United States 

for implant 
products’ value 
to be rooted in 
performance.”
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expirations and generics. To what extent are medical PPI companies 
affected by the so-called “patent cliff ?”
Keller and Jones: PPI companies are not affected nearly as much, 
primarily because the science behind an implant cannot necessarily be 
duplicated because the product is on or off  patent. The traditional 
patent cliff  in pharma is easier to manage when there is a transition 
to generics, as there is more science (or data) and literature associated 
with the drugs. In the pharmaceutical world, much of  the decision is 
driven by the ability or inability of  a company to chemically duplicate 
or clone a drug. 

In the PPI space, there is less objective data to demonstrate equiva-
lency between devices. Most of  the manufacturers won’t dispute that 
many devices are the same, so they try to differentiate themselves in 
other ways – sales rep service, for example. Within other areas of  phy-
sician preference items, this 
is not the case at all. Prod-
ucts have very little clinical 
evidence to support their 
claims. Even if  there is a pat-
ent protecting it, the product 
is marketed more than sold. 
And, because many of  these 
products go through a much 
simpler FDA approval process 
compared to drugs, there is 
less information to fully understand how the design works, if  it works 
and what effects it has on the intended use. The vast majority of  ap-
proval claims are [based on a finding] that a new product is simply no 
worse than a previous version of  a like product. 

JHC: In September 2013, AdvaMed (a trade association for medical 
manufacturers) issued a report saying that hospitals in 2011 paid 34 
percent less per device for drug-eluting stents than they paid in 2007. 
AdvaMed also reported substantial price cuts for six other categories, 
including bare metal stents, pacemakers, cardioverter defibrillators, ar-
tificial hips and knees. Are you finding this to be true in your contract 
negotiations? If  so, can you explain why this trend is occurring?
Keller and Jones: Generally, we have found similar trends. First, 
consider the starting point, which shows how many of  these devices 
were and are overpriced, as well as the product margin. Many of  the 
declines have followed the trend of  physician ownership. The trend 

is occurring because for years, hospitals have 
taken increases on many product lines, and 
new product lines have been introduced that 
consume most, if  not all, of  the profitability 
from other service lines. 

For instance, in the past 15 years, ortho-
pedic prices for a product produced in 1999 
have increased more than 138 percent. No 
other industry works in such a way. You can 
buy a flat-screen TV today that is 10 times 
better than one produced in 1999, yet cost-
ing 30 percent less than what you paid 15 
years ago. This trend is changing considerably 
in healthcare, as service line performance is 

dismal at best for the vast majority of  pro-
viders in the United States. And as a result, 
healthcare facilities are getting smarter, more 
in touch with their operations, better at man-
aging their physician relationships, negotiat-
ing payer contracts and understanding the 
economics that impact their facilities. Price 
was the first low-hanging fruit that needed to 
be right-sized, and that is what you have seen 
across the physician-preference and clinically 
sensitive implant areas.

JHC: The 2013 AdvaMed report offers this 
disclaimer: The study does not account for 
average prices of  any specific device, but in-
stead, looks only at average hospital costs for 

“ There is a confluence of clinical 
and cost data that will change 
the conversation on how 
product selection will occur.”
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pushed down the value chain and be worth less 
if  anyone wants to buy it.

JHC: Has HealthTrust’s role in negotiating con-
tracts with so-called physician-preference 
vendors changed over the past five years? If  so, 
how? What do you foresee in the next five years?
Keller and Jones: Yes, our role in negotiating 
contracts with physician preference vendors 
has and will continue to change as payments 
shift to an outcome-based system. In addition, 
HealthTrust anticipates that the market will 

become more transparent and 
shed light on any clinical differ-
ences between devices. There 
is a confluence of  clinical and 
cost data that will change the 
conversation on how product 
selection will occur. 

Our clients, their hospi-
tals and facilities currently 
provide over 15 percent of  
the care in the United States. 
Our role has changed, as in-

creasingly, we find clients paying more care-
ful attention to how they run their service 
lines that utilize PPI and other medical de-
vice implant products. As a result of  their 
due diligence, they are seeking more guid-
ance, expertise and assistance in tackling all 
aspects of  these service lines – from price 
to implant cost and the total of  cost man-
agement opportunities. This represents a 
tremendous opportunity for SourceTrust 
to engage those types of  organizations for 
both consulting and PPI analytics. 

While the next five years aren’t terribly 
easy to predict in terms of  specifics, one 
thing is certain: More informed providers are 
certain to be better equipped to navigate phy-
sician preference areas. <JHC

different categories. That suggests that falling costs may be partly at-
tributable to changes in product mix over time, such as hospitals opt-
ing to buy cheaper or pricier versions of  different implants. Can you 
comment on this?
Keller and Jones: The fundamentals behind the AdvaMed report 
may not include all the cost drivers that need to be understood to com-
pletely verify if  average hospital costs have fallen. Additionally, there 
is no rationale to the price points in the market, and the AdvaMed 
disclaimer that doesn’t follow or account for normal market forces. 

The fact is, high-volume implants often do not have the best pric-
ing. This is why the manufacturers require “gag clauses” in their agree-
ments with physicians. In the area of  kyphoplasty, the cost of  the 

implants has dramatically dropped over the past two years. The main 
reason is that two years prior, there was only one supplier in the mar-
ket. Now there are four. 

The costs of  the implants alone are not the only thing at play. Over 
time, many of  these procedures have moved from an inpatient to an 
outpatient setting, with very different reimbursement schedules. The 
fact that the costs have decreased cannot be looked at without un-
derstanding that procedures have moved to a very different payment 
schedule. In other areas of  device implants, both product mix as well 
as acuity can play heavily into the cost within any stat – patient day, 
adjusted patient day, admission, adjusted admission. 

Hospitals are not necessarily chasing just the price of  the implant; they 
are also looking for ways to make the entire equation a more successful 
outcome for patients, physicians and financially. Clinical performance is 
moving more toward making decisions on what to use. This same phe-
nomenon is also driving the true value of  the products used. If  a his-
torically high-priced implant is showing inferior performance, it will get 

“ Hospitals are not necessarily chasing 
just the price of the implant; they are 
also looking for ways to make the entire 
equation a more successful outcome for 
patients, physicians and financially.”
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So contracting executives em-
ploy tools such as value analysis, 
vendor credentialing (which some 
vendors prefer to call “vendor 
management”) and even group 
purchasing contracts to slow 
down the flow of  vendors – and 
potentially expensive new tech-
nology – into their facilities. But 
in their bid to limit spending, are 
they shutting the door on poten-
tially beneficial technologies?

“Bringing innovative technol-
ogies that address unmet clinical 
needs has never been more dif-
ficult,” says Wende Hutton, gen-
eral partner, Canaan Partners, a 
venture capital firm. “A combination of  factors has created a perfect 
storm to inhibit innovation,” says Hutton, who brings close to 30 years 
of  venture capital experience to the matter. 

First, there’s the U.S. Food and Drug Administration. Five to 10 years 
ago, the agency had a good working relationship with the medical device 
community, she says. But three or four years ago, the pendulum swung in 
the other direction. “They assumed a posture that industry was uncoop-
erative and not properly equipped to do the kinds of  rigorous studies they 
were asking for.” The agency’s demands for studies were somewhat unre-
alistic. What’s more, reviewers were poorly trained. “There was a standoff  
attitude coming from the FDA,” she says. The good news is that the 
pendulum seems to be swinging the other way again. “We see more 

constructive dialogue today, 
like we saw 10 years ago.”

But even after receiving 
marketing clearance from the 
FDA – itself  is a multiple-
year process – manufactur-
ers must often wage another 
three-to-four-year battle with 
payers for reimbursement. 

The current system – im-
perfect as it is – calls for medi-
cal technology companies to 
publish peer-reviewed articles 
and seek recommendations 
from specialty societies, which 
then advise the American 
Medical Association on issu-

ing new specialty code guidance to the Cen-
ters for Medicare & Medicaid Services, Hut-
ton explains. Only then will the government 
(Medicare, Medicaid) consider issuing a reim-
bursement code for CMS and private payers to 
use in patient care. All the while, the start-up 
company is receiving zero revenue except on 
a case-by-case basis, yet is under pressure to 
get the word out about its novel technology to 
validate demand for it. So it hires salespeople, 
spends money on advertising, exhibits at trade 
shows and trains physicians. 

Road blocked?
Payers and providers scrutinize new technology, but some wonder, have they gone too far?

Contracting executives are used to the balancing act – trying to hold down 
spending on medical devices, supplies and equipment without incurring the 
wrath of  the clinical team. Everyone involved wants to deliver outstanding 

clinical care, but there is that bothersome issue of  cost.

Wende Hutton
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“It’s an un-economic model” for small companies, which often lack 
the cash reserves to tide them over, she says. Only the big compa-
nies can afford to deploy the resources to work through three or four 
post-FDA-approval years before realizing income on their innovative 
technologies. 

Suppose the American Medical Association and Centers for Medi-
care & Medicaid Services give the green light for reimbursement. Now, 
the entrepreneurial company has to work through the sales cycle in in-
dividual hospitals and IDNs, many of  which have an inherent distrust 
of  new technology, says Hutton. Working through value analysis and 
technology assessment committees might consume another six to nine 
months. And for the start-up, it’s one IDN at a time.

There’s another issue involved, one that is having an adverse effect 
on medical technology developers as well as healthcare providers, says 
Hutton: As lawmakers (think Sunshine Act) and hospital administra-
tors work to restrict vendors’ access to clinicians, they threaten to cut 
off  the flow of  new ideas, she says. Healthcare professionals should be 
concerned, because innovation takes place with the free exchange of  
information and ideas among engineers, product managers and end-
users. And that’s not unique to healthcare. “Every enterprise in this 
country is built on assessing customers’ needs and then trying to build 
something to address them,” says Hutton. 

Nothing can replace a spontaneous exchange between an engineer 
and surgeon who says, “I don’t like the way this handle works,” or 
“What I really need in surgery is a device to do XYZ,” she says. “If  
you’re not allowed to stand next to that surgeon in the OR, or you’re 
restricted from getting meetings with surgeons, you’re not serving the 
needs of  physicians or patients.”

The result is that innovation is drying up in cardiovascular medi-
cine, orthopedics and other disciplines. “Distribution [in these areas] 

is concentrated in the hands of  large compa-
nies,” leaving little room for entrepreneurial 
firms, says Hutton.

Given these obstacles, innovative com-
panies do have a few options, she says. For 
example, they can pursue technologies for 
which reimbursement already exists, or that 
have a reasonably clear FDA pathway. Or they 
may focus their efforts on technologies that 
lend themselves to direct payment by patients 
(rather than private or government payers). 
Ophthalmology, dermatology and aesthetic 

medicine are a few examples.

Future of innovation
Medical device makers know 
the pressures facing healthcare 
providers today. “Every smart 
entrepreneur I talk to has a 
very good understanding that 
we’re not in a fee-for-service, 
premium-price marketplace 
any longer,” says Hutton. 

“They know that any kind of  product inno-
vation they’re going to bring forward has to 
reduce costs in the hospital environment.” 
They’re also aware that the fee-for-service 
system has led to excessive use of  some of  
their technologies. 

“But to make the argument that technol-
ogy is at the heart of  [high healthcare costs] is 
a bit misguided. It comes down to, what kind 
of  premium do you want to pay for advances 
in technology, and whether that premium is 
appropriately deployed. I would encourage 
hospital administrators to embrace the medi-
cal device industry as innovators who can 
help bring about change.”

Failure to do so may put more power into 
the hands of  a very few companies, and it could 
dry up innovation. <JHC

“ If you’re not allowed to stand next 
to that surgeon in the OR, or you’re 
restricted from getting meetings with 
surgeons, you’re not serving the needs 
of physicians or patients.”

– Wende Hutton, general partner, Canaan Partners
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McKesson is in business for better 
health. As a company working with 

health care stakeholders in every setting, we are charting the 
course toward a stronger, more sustainable future for the entire 
industry. As the oldest and largest health care services company in 
the nation, McKesson plays an integral role in health care and has 
a unique vision for its future. We serve more than 50% of Ameri-
can hospitals, 20% of physicians and 100% of health plans. We 
are the largest pharmaceutical distributor in North America and 
seamlessly deliver one-third of all medications every day. Our 
software, distribution and business services play an essential role 
in addressing the challenges organizations face today – and shap-
ing how they’ll overcome them tomorrow. We support the quest 
for improved clinical outcomes and help create better business 
health for hospitals and health systems. And that supports better 
patient health. www.betterbusinesshealth.mckesson.com  

Premier is one of  the nation’s 
largest performance improve-
ment alliances of  approximately 

2,900 U.S. community hospitals and 100,000 alternate 
sites using the power of  collaboration and technology 
to help lead the transformation to coordinated, high-
quality, cost-effective care. Owned by healthcare provid-
ers, Premier operates a leading purchasing network and 
also maintains clinical, financial and outcomes databases 
based on 1 in every 4 U.S. hospital discharges. A leader 
in measurably improving patient care, Premier has one 
of  the largest performance improvement collaboratives 
in America, including one in partnership with the Cen-
ters for Medicare & Medicaid Services. Headquartered in 
Charlotte, N.C., Premier also has an office in Washington. 
https://www.premierinc.com.

Big Game Hunting
Purchased services represent opportunities worth millions of dollars for 
contracting executives and their IDNs. Seizing that opportunity is no easy task.

Summit Sponsors

According to The Advisory Board, purchased services represent up to 40 percent of hospital expenditures, 
far greater than physician preference items (estimated at 13 percent). Yet few hospitals or IDNs dedicate staff  and  
resources to writing contracts for them and monitoring their performance. That is a lot of  untapped value, says  
Joe Walsh, assistant vice president of  procurement, Intermountain Healthcare, Salt Lake City, Utah. 

Joe Walsh, Intermountain Healthcare
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Walsh spoke about this opportunity at the 2014 Purchased Services 
Summit, sponsored by the Journal of  Healthcare Contracting.

Tapping into the value of  purchased services isn’t exactly a cake-
walk, but it is worth the effort, given the unprecedented cost pressures 
facing today’s providers. “Supply chain’s capabilities and influence in 
healthcare continue to increase,” he says. “It was appropriate to initially 
focus efforts on medical supplies. However, each of  us in healthcare 
supply chain has an obligation to get our arms around 100 percent 
of  the controllable non-payroll expenditures in our respective compa-
nies. Purchased services is the next frontier, 
which represents a significant opportunity to 
address our cost structures. Although pur-
chased services are extraordinarily challeng-
ing, the unpopular alternative is that we are 
forced to more critically evaluate our clinical 
staffing levels.”

 
What are purchased services?
Healthcare providers spend about $100 billion 
a year on purchased services according to MD 
Buyline, says Walsh. In some cases, their con-
tracts with suppliers of  services – such as food 
service companies – now outweigh (in dollar 
value) contracts with their med/surg and phar-
maceutical distributors. “Can you imagine the 
complexity of  managing a relationship of  this 
magnitude?” he asks. “You have to hire some-
one with specific expertise to do that.”

Sourcing and contracting with providers of  
purchased services can make negotiating for 
spinal implants look – if  not easy, at least more 
manageable. This is particularly true for more 
complex services, like information technology 
services, construction services, legal services, 
HR benefits, market research, etc. 

There are a number of  reasons purchased 
services is inherently complex. Purchased services involving outsourcing 
require a multifaceted decision-making process and requires a new set of  
capabilities to manage. Insource vs. outsource decisions force hospitals 
to reevaluate their core competencies, to reevaluate their long-term tal-
ent strategy and to consider their local public relations strategies. “When-
ever there is talk about potentially outsourcing something that used to 
be done in-house, there will be understandable resistance,” says Walsh.  

“We empower our internal leaders to oversee 
these support operations and they each take 
great pride in these responsibilities.” But out-
sourcing is a trend that is gaining strength in 
healthcare, especially when comparable servic-
es can be provided at lower costs or improved 
services can be provided at similar costs. 

Another reason is the level of  effort need-
ed to impact the cost structure of  purchased 

services. For tangible products or devices, 
you can have an intelligent, transparent dis-
cussion about the supplier’s controllable cost 
elements, says Walsh. Suppliers and hospitals 
can work together to reduce the cost to serve 
and openly discuss strategies about fluctuating 
raw material costs. For example, “It’s relatively  

Keith Callahan, Dignity Health, Inc.
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straightforward to sit down with a willing  
manufacturer [of  a tangible product or device] 
and ask, ‘Raw materials make up what per-
centage of  your product’s finished price?’ and 
‘What are the top four or five raw materials 
that make up that percentage, and what can 
we do to reduce the price risk to both parties?’ 
Suppliers know the answers to these questions. 

“You can’t have this conversation with 
purchased services, partly because the input 
costs of  purchased services are often the 
people directly supporting your statement 
of  work,” he continues. “It’s a completely 
different category, with far more variable ex-
penses, and it’s therefore exponentially more 
challenging to create immediate value in cost 
transparency alone. Significant behavior or 
practice change is often necessary in order to 
drive out unnecessary cost.” 

Here are more reasons why contracting execu-
tives may find purchased services a challenge:

•  Sacred cows: In many cases, senior lead-
ers have direct responsibility for some of  
the largest purchased services agreements. 
For example, advisory firms are often 
used by the C-suite, and a tax auditing 
firm likely has a long-term relationship 
with the CFO. Supply chain professionals 
are not always included when these service 
providers are selected. “My supplier is 
unique and therefore I shouldn’t be sub-
ject to the sourcing process” is something 
often mentioned by resistant stakeholders, 
according to Walsh. 

•  Imprecise and challenging requirements: It is more challeng-
ing to define requirements of  an intangible service or software solu-
tion compared to a tangible product, such as a spinal implant. For 
example, Intermountain Healthcare recently selected Cerner as its 
partner to implement an electronic medical records solution (EMR). 
“We had to mobilize a team of  125 cross-functional representa-
tives to help define requirements, provide feedback on demos and 
to help score the proposals,” says Walsh. This is very different than 
traditional medical products, where most hospitals have standing 
value analysis teams. “The requirements definition alone took nine 
months. We didn’t know what we didn’t know until we invested 
considerable time and effort in demonstrations. Only then could 
we begin to define and prioritize our requirements.” 

•  Purchased services are rarely commoditized: Since require-
ments vary by customer, service providers offer highly configu-
rable solutions. The capabilities of  competing service providers 
are more challenging to compare than the product attributes of  
competing manufacturers. In fact, services are often a source 
of  differentiation for many product manufacturers for this very 
reason. “With purchased services, the effectiveness and value of  
the service is often a direct result of  the expertise and fit of  the 
people assigned to the project,” says Walsh. “You are contracting 
knowledge, expertise and/or a capability you don’t already have in 
your organization. Unique talent is never a commodity and can’t 
be compared as such.”

•  Project-based and demand-driven: Some services, such as 
landscaping, are routine and consistent. However, many services 
providers are engaged on a project basis. This means that the 
quantity of  these purchased services is based on the demand for 
the service. “The hours of  consulting services contracted in 2013 
does not predict the hours of  consulting services we need in 
2014,” says Walsh. “The projects we addressed in 2013 are com-
pleted and we now have new unrelated opportunities to address in 
2014.” The EMR project, for example, was the product of  a once-
in-a-20-year demand cycle.

“We never award business to a supplier 
without our stakeholders and suppliers 

knowing what is expected of each other.”
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•  Lack of internal subject matter experts: 
Want to write a contract for total joints? 
Enlist the help of  the practicing surgeons. 
Want to contract with an EMR partner? 
Brace yourself. “When we did the Cerner 
deal, we didn’t have a team of  experts who 
understood the EMR industry,” says Walsh. 
“We didn’t know the software suppliers or 
the landscape of  the marketplace. We didn’t 
know what we didn’t know. That’s totally 
different [from medical products], where 
knowledge is deep. I’ll never forget the first 
time I sat with our vice president of HR and 
talked about benefits design; I had no direct 
expertise, so we agreed to find somebody 
with this specialized expertise. At that time, 
I didn’t even know where to start this search. 
This is typical of purchased services.”

Still, purchased services offer the IDN the 
opportunity to bring millions of  dollars di-
rectly to the bottom line, says Walsh. About 
what other areas can you say the same?

Starts with executive support
The Intermountain sourcing team has been ad-
dressing purchased services for some time, says 
Walsh. “I’ve been part of  Intermountain for six 
years, and purchased services were already in 
scope for the team before I arrived,” he says. 

Executive support is essential, he says. 
Walsh sought and received such support soon 
after arriving at Intermountain, when a spend 

analysis reflected the significance of  consulting services expenses and 
the historical lack of  involvement of  the supply chain in contracting 
these services. He gained early and strong support from the CFO, who 
required all leaders to engage the supply chain when selecting any third 
parties for professional services. 

Walsh approached Intermountain’s stakeholders with the intent of  
establishing trust and credibility. Therefore, he and the CFO wrote a 
letter that was sent to all existing suppliers of  professional services. 
The letter solicited ideas, which, if  implemented, would result in at 
least a 5 percent annualized savings. Suppliers were encouraged to not 
simply reduce their margins by 5 percent. Although many leaders were 
initially skeptical of  this approach and confident they had already ex-
tracted all of  the possible value from their supplier relationships, this 
effort led to a 12.5 percent average cost reduction, improved service 
levels and newly engaged stakeholders. 

“Having a well-organized sourcing department, staffed by talented 
people, is also essential,” he adds. “Our sourcing mission is to pro-
vide decision support and expertise necessary to help our stakehold-
ers select the supplier(s) that meets all requirements at the most af-
fordable costs for the patients we serve. Team members are organized 
by spend type (e.g., software and services, products, equipment and 
maintenance, etc.), they have a diversity of  experience, most have mas-
ter’s degrees and are certified by the Institute of  Supply Management. 
Those responsible for purchased services understand that agreements 
for purchased services differ from those for products. 

“Warranties are different, definitions of  terms are different, every-
thing is different,” he says. “We had to work with our onsite attorneys 
to develop template master service agreements, software agreements, 
staffing agreements and statements of  work.”

The contracting process
Successful contracting for purchased services begins with early engage-
ment with stakeholders, says Walsh. “We never award business to a  

Cindy DranttelChris HecklerDavid Hargraves Margaret Steele
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supplier without our stakeholders and suppliers knowing what is expected 
of  each other. This way, the sourcing team avoids the risk of  awarding a 
contract for services that the end user neither wants or needs.”

“Purchased services contracting differs from product contracting 
in several ways,” he continues. “With products, we typically source 
based on the product attributes. We ask stakeholders, ‘What do you 
need [the product] to do?’ Then we evaluate the attributes of  each 
product and determine which product best 
meets these overall requirements. 

“Since services are intangible, it is far more 
difficult to define attributes. Therefore, we 
select suppliers based on their ability to solve 
specific problems and/or meet our defined 
service requirements. It is far more challenging 
to clearly articulate problem statements, ser-
vice requirements and other intangibles than it is to describe attributes 
of  tangible products. We had to adapt our processes to accommodate 
this important difference between products and purchased services.”  

Measuring the performance of  the service provider during the 
contract period is best done on the basis of  outcomes, not processes, 
says Walsh. To illustrate this concept, which he believes is often mis-
understood, he uses the example of  a fish tank cleaning service. With 
a process metric, the IDN might require the service provider to come 

to the hospital twice a week to clean the tank. 
An outcomes-based metric, on the other hand, 
would only define that the water must have a 
pH level between a 6.5 and a 7.5, which will be 
measured randomly up to two times per week. 
It is then up to the service provider to use its 
expertise to ensure this outcome is achieved. 

The point is, if  the IDN believes it knows 
how the service provider should do all of  its 
work (in the example, clean the fish tanks 
twice a week), the IDN should probably not 
be asking an expert to perform the service 
in the first place. “It is important to trust the 
experts you hire and empower them to do 
the activities they know best,” he says. <JHC

Base hits (lowest levels of complexity, risk and upside):
• Travel services
• Transcription services
• Collections services
• Temporary staffing
• Translation services
• Credit card services
• Building maintenance services
• Fleet maintenance services
• Print services

Doubles (moderate levels of complexity, risk and upside):
• Coding services
• Software implementation

• Consulting services
• Banking and treasury services
• Telecom services
• Recruiting services
• Linen services
• Energy management 

Home runs (significant complexity, risk and upside):
• Outsourcing (all forms)
• Enterprise software solutions (ERP, EMR, etc)
• Employee benefits
• Clinical services
• Marketing services
• Construction services

Purchased services: From base hits to home runs
Purchased services come in three flavors – base hits, doubles and home runs, says Joe Walsh, assistant 
vice president of procurement, Intermountain, Salt Lake City, Utah. Some examples:

“ Although purchased services are 
extraordinarily challenging, the 
unpopular alternative is that we are 
forced to more critically evaluate our 
clinical staffing levels.”
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Although these elements of  
transformational change remain 
at the forefront of  the conversa-
tion in the media, more subtle, 
under-the-radar changes in feder-
al policy are leading to important 
alterations in the way the health-
care supply chain will work in the 
future. This evolution holds the 
promise of  electronically bridg-
ing important aspects of  the 
healthcare supply chain. 

As recently as 2012, Mercy-
ROi and Becton Dickinson issued a report 
entitled the Perfect Order, which contained a 
description of  the ideal supply chain pro-
cess. It included a graphic depiction of  ide-
al electronic order-processing, from order 
placement to delivery and payment, from 
manufacturing plant to the patient bed-
side. Now, federal policy is slowly creating 
a similar, yet more evolved and expansive 
real-world process. 

Unique Device Identification
The U.S. Food and Drug Administration has 
begun implementing the Unique Device Iden-
tification (UDI) system for medical devices. 

The FDA’s UDI implementation deadline for 
implantable, life-saving, and life-sustaining 
devices is September 2015. HSCA recently 
submitted comments to the FDA stating that 
it agreed that the UDI final rule should en-
able the identification of  devices that are in 
the supply chain and are ultimately used in 
the clinical setting: “Once captured, the UDI 
will allow access to the data published in the 
Global Unique Device Identifier Database 
(GUDID), so that additional device informa-
tion may also be recorded in the EHR.” 

HSCA also expressed support for “a new 
2015 certification criterion that requires EHR technology to be able 
to record and display UDIs in connection with patients’ implantable 
devices. The UDI recorded in the EHR will have been captured at 
the point of  procurement and used to track the procurement through 
delivery and receipt, distribution within a hospital system, and storage 
as a staging area for in-patient use.”   

Track & Trace
Title II of  the recently enacted Drug Supply Chain Security Act of  
2013 (DSCSA), often referred to as the Drug Quality and Safety Act 
(DQSA), includes the so-called “Track & Trace” provisions. DQSA 
creates a uniform national standard for drug supply chain security and 
establishes a lot-level tracking system for enhanced security with a ten-
year transition period to a unit level system. It preempts state law (e.g., 
California) and maintains both floor and ceiling licensure standards 

The evolution will not be televised

By Curtis Rooney

The groundswell of change in the healthcare industry has 
been so widely reported and debated that many of  its elements have 
become a familiar mantra in the collective consciousness, including:

•  Federal payment cuts to hospitals and other healthcare providers
• Value-based (and bundled) payments
• Consolidation
•  Increases in the number of  insured patients

Under-the-radar 
changes in federal 
policy are leading 

to important 
alterations in 
the way the 

healthcare supply 
chain will work  

in the future.

June 2014 | The Journal of Healthcare Contracting50



HSCA

for wholesale distributors and third-party-logistics providers, while pre-
serving state authority for licensure issuance and fee collection. The 
FDA recently requested comments from supply chain stakeholders as 
part of  its implementation of  DQSA. 

HSCA submitted comments highlighting the benefits of  Track & Trace: 
“The new law may also positively affect the drug supply by making the process 
of  tracking and tracing of  pharmaceuticals more secure and less vulnerable 
to ‘gray market‘ activities. DSCSA will allow for the detection of  illegitimate 
drugs (counterfeit, stolen, up-labeled, diverted, etc.) into the legitimate supply 
chain as early as possible, while also helping to identify those who participated 
in the introduction of  the illegitimate product and to prosecute criminals ef-
ficiently by automatically generating solid evidence.”

HSCA maintains that effective implementation of  DSCSA’s Track 
& Trace provisions holds the promise of  linking all appropriate aspects 
of  the healthcare supply chain and ultimately enhancing patient care.

Meaningful Use
The Medicare and Medicaid Electronic Health 
Record (EHR) Incentive Programs are well 
known and provide financial incentives for the 
“meaningful use” of  certified EHR technol-
ogy to improve patient care. “Meaningful use” 
began in 2012. More recently, HSCA filed 
comments to the Office of  the National Co-
ordinator for Health Information Technology 
highlighting our GPO members’ support for 
GS1 standards and “end to end use” of  Glob-
al Trade Item Numbers (GTINs), Global Location Numbers (GLNs), the 
Global Data Synchronisation Network (GDSN) and the FDA’s new Global 
Unique Device Identification Database (GUDID). HSCA’s comments also 
identified areas of  interoperability between enterprise-wide technology sys-
tems that should be improved to ensure: 

•  The reliable, accurate capture of  the UDI in the EHR as a rou-
tine protocol in the clinical setting.

•  Effective recalls both for devices that have already been used 
as well as those that have been ordered, shipped, delivered and 
distributed into provider networks and clinical settings, which 
will allow affected patients to be identified and notified while also 
facilitating the identification of  problem devices prior to use.

HSCA imagines a world in which EHRs connect the supply chain 
using UDI, Track & Trace serialization and related standards and  

protocols. To this end, we have promoted and 
recommended leveraging the GS1 US stan-
dards. GS1 standards offer unique Global Lo-
cation Numbers (GLNs) for identifying loca-
tions in the supply chain, from manufacturer 
locations and operating rooms to provider 
“ship to” and “bill to” locations. GS1 stan-
dards also offer GTINs, which identify each 
product item as well as unique item numbers 
to classify packaging hierarchies where more 
than one “each” is packaged together; and 
support automatic identification and data cap-
ture (AIDC) technology, enabling GTINs for 
each product to be scanned into information 
systems, such as provider material manage-
ment information systems and the EHR. 

As healthcare reform shifts from volume- 
to value-based federal payment systems 
and negotiations move from price-driven 
to quality and performance measurements, 
changes in the supply chain will be utilized to 
provide meaningful data for these important 
conversations. Because a system with more 
detailed levels of  data holds the potential to 
become more patient-centered, partnerships 
among non-traditional allies may become 
increasingly valuable. Unlike the revolution 
taking place in healthcare reform, the evolu-
tion now occurring in the supply chain will 
not be as politically driven, and it will not  
be televised. <JHC

Curtis Rooney is president of  the Healthcare Supply Chain Association, www.supplychainassociation.org.

HSCA imagines a world in 
which EHRs connect the supply 
chain using UDI, Track & Trace 
serialization and related 
standards and protocols.
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View from washington

By Robert Betz, Ph.D.

In President Obama’s Afford-
able Care Act (ACA), policymak-
ers recognized the increasing costs 
of  healthcare for providers and 
the need for integration of  various 
practice types. Yet the specifics of  
what kind of  balance must be struck 
between the monopolistic and com-
petitive aspects of  healthcare remain 
unclear. Fortunately, recent battles 
between the Federal Trade Com-
mission (FTC) and the Department 
of  Justice (DOJ), who advocate 
for competitive practices, and vari-
ous large healthcare providers shed 

some light on how a healthcare or-
ganizations can consolidate, merge, 
and integrate, without fouling the 
monopoly laws. Until policymakers 
adjust the relevant laws, this tension 
will cause uncertainty about the fed-
eral government’s schizophrenic at-
titude toward healthcare consolida-
tion, which can lead to lower costs 
and improved quality.

Background on the tensions
While consolidations, mergers, and 
acquisitions have increased since the 
ACA, “This is not a new problem” in-
sists leading healthcare attorney David 
Hyman, of  Doerner, Saunders, Dan-
iel & Anderson, L.L.P , in Tulsa, Okla. 
“For years under managed cares there 
has been pressure under healthcare to 
consolidate and merge practices into 
groups that will provide a better eco-
nomic return for a world where pay-
ments are going down,” Hyman says.

The reason for the consolida-
tion has been two-fold: insurance 
companies have been restricting 
payments for services, and the 
costs of  maintaining a physician 
practice – or even a small hospital 
– has skyrocketed. This dynamic 

Schizophrenia in  
Health Policy 
The tension between the government’s imperative to improve quality  
and reduce costs vs. the FTC’s goal of preserving competition

For the last half century, the federal government has 
created a dynamic economic and social tension in health policy 
between monopolistic and competitive structures of  produc-
tion. While many policies champion free and fair competition 
as necessary to drive down consumer prices, there are some sec-
tors of  healthcare that cannot sustain a certain level of  competi-
tive behavior due to the high costs of  entry and maintenance of  
presence. From a business perspective, healthcare in the United 
States is an example of  a sector that has relatively higher ad-
ministrative, data-management, and technology costs. In many 
cases, healthcare cost reductions and quality improvements can 
be enhanced by integration and consolidation. 
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View from washington

leads many health policy professionals to 
observe that due to costs, physicians to-
day are being driven by policy toward the 
hospitals, and, some believe, toward an  
employment status. 

The price tag of  new technology and elec-
tronic health records (EHRs) has rapidly in-
creased costs, at least for the short-term. In 
response, physicians and hospitals are desper-
ate to save money. Consolidation is certainly 
a viable alternative for many. “Physicians 
increasingly don’t want to fight the battle 
of  handling reimbursement, insurance, elec-
tronic systems, and the maintenance of  the 
business side of  practice,” Hyman says. 

Even on a higher level, future Medicare/
Medicaid cuts, and cuts from private insur-
ance, are causing increased distress among 

hospitals and management of  health sys-
tems. Dr. David Pate, president and CEO of  
Boise, Idaho-based St Luke’s Health System 
noted “All the healthcare providers are brac-
ing because we know that the cuts are com-
ing... Consolidation is a natural response to 
threatened cuts.”

The FTC’s anti-trust  
body of jurisprudence
The roots of  this conflict between the FTC 
and ACA start far back, in two antitrust 
laws: The Sherman Antitrust Act and the 

Clayton Antitrust Act. Specifically, Section 7 of  the Clayton Act 
and Section 1 of  the Sherman Act, along with Section 5 of  the Fed-
eral Trade Commission Act, impacts the legality of  various mergers 
and acquisitions in the United States. These laws prohibit merging 
if  the merger substantially lessens competition or creates a monop-
oly.1 These laws also take into account “the size of  the transactions 
and the size of  the parties.”2 These two factors, combined with the 
Horizontal Merger Guideline of  2010 and the “Statements of  En-
forcement Policy and Analytical Principles Related to Health Care 
and Antitrust,” give healthcare organizations and lawyers some 
helpful context for evaluating consolidation efforts.

But some note that the statements perhaps create additional con-
fusions. According to a December 2012 article in Modern Healthcare 
by Joe Carlson “The FTC is operating from law that was passed over 
many years to address a set of  issues, and healthcare reform is work-
ing with a different set of  laws,” he said. “And the two have not had 
the time or energy to collaborate about how the two sets of  laws 
need to be symbiotic.”3

 
The ACA’s cost-cutting measures
The ACA incentivizes participants in the 
healthcare industry to decrease costs, in-
crease quality, and collaborate. These incen-
tives have lead many to argue that the ACA 
should change the way in which the FTC 
and DOJ have evaluated merger challeng-
es. However, many agencies have rejected 
that argument. According to former FTC 
Chairman Jon Leibowitz, “there is nothing 
in the Affordable Care Act that suggests 

that hospitals need to merge to become ACOs (Accountable Care 
Organizations), and CMS (Centers for Medicare and Medicaid Ser-
vices) has made that clear in its regulation. We will continue to 
analyze hospital mergers under our merger guidelines.”

Yet many use the ACA to reinforce two types of  defenses in a 
merger challenge: the efficiencies defense and the failing company 
and weakened competitor defenses. The guidelines specify that ef-
ficiencies must be merger-specific or can only be accomplished by 
the merger. In this way, the FTC and DOJ have allowed mergers 
when these mergers deliver better outcomes for society. The ACA 
incentives are additional ways that hospitals and providers can 
point to their efficiencies. Additionally, courts have realized that 
if  the only alternative to a merger is for one of  the firms to exit 

Yet many use the ACA to 
reinforce two types of defenses 
in a merger challenge: the 
efficiencies defense and the 
failing company and weakened 
competitor defenses.
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the market, the merger has been allowed. 
Occasionally, courts have ruled that if  one 
of  the firms is not a significant competi-
tor, the result of  the merger is minimal 
and can be allowed. The ACA plays a role 
in strengthening these defenses as ACA 
requirements “contribute to increased fi-
nancial difficulties that are hard for stand-
alone or smaller hospitals to overcome; 
those hospitals therefore, may seek a part-
ner with greater resources.”4

Tension in action
Since the Affordable Care Act, the DOJ and the FTC have been filing 
cases against mergers that have broken the FTC and the DOJ’s anti-
trust laws. The healthcare provider defense often looks like the type 
described above: the ACA raised costs of  operating necessitating con-
solidation and the ACA laid out ways in which consolidation is meant 
as a way of  cutting costs and improving care for society. So far, courts 
seem to be deciding for the FTC and the DOJ, or the healthcare pro-
viders simply stop the mergers from going through once they realize 
that they are under review. 

Nevertheless, on the horizon is a case that many in healthcare are 
watching carefully. Promedica Health System was ordered to divest an 
Ohio hospital. Promedica contested this action, and currently the case 
is waiting for a decision from the 6th U.S. Circuit Court of  Appeals in 
Cincinnati. The American Hospital Association and America’s Health 
Insurance Plans filed amicus curiae, “friend of  the court” briefs for 
Promedica.5 There is some belief  that this case will eventually find its 
way to the Supreme Court. 

Congress and 
the FTC stir
There has already 
been movement with 
the courts. But Con-
gress and the FTC 
are acting also to 
reconcile the two 
laws and to delineate 
the meaning of  the 
ACA. Congressman 
Jim McDermott (D-
WA) has called upon 

the FTC to issue better guidance on antitrust 
issues in the ACA. The FTC also has released 
an informative paper on reconciling antitrust 
laws for ACOs. In October 2011, the FTC 
and DOJ issued their final Statement of  Antitrust 
Enforcement Policy Regarding Accountable Care  
Organizations Participating in the Medicare Shared 
Savings Program.6 The policy statement was a 
direct response to ACA provisions authoriz-
ing physicians, hospitals and other healthcare 
providers to form ACOs to manage and co-
ordinate care for Medicare beneficiaries for 
purposes of  the ACA’s Medicare Shared Sav-
ings Program. It also was intended to apply 
to ACOs created for the Medicare program 
that will contract with commercial insurers.7 
The policy statement is seen as a change in  

It does seem that the FTC is retooling its 
enforcement in an effort to take the country’s new 

healthcare goals, along with other industry realities, 
into account. At the same time, it is safe to assume, 
the FTC will continue to aggressively test proposed 
transactions they determine are anticompetitive.
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thinking by the agen-
cies moving from a 
prior enforcement 
policy to one that 
provides additional 
leeway for provid-
ers to collaborate to 
achieve the goals of  
cost efficiency and 
greater quality.

Future solutions
Healthcare provid-
ers currently under-
stand the need for some consolidations. The 
goals of  the ACA clearly call for the reduction 
of  costs, while at the same time improving 
the quality of  care. Providers are also pain-
fully aware of  the prospect of  reduced public 
and private reimbursement. In this emerging 
reality, antitrust enforcement continues to be 
seen by the FTC as one of  its most impor-
tant tools to ensure competition. From the 
provider perspective, this is still a painful and 
nebulous area to tread. 

The ACO policy statement will help, 
along with other guidance regarding en-
forcement policy. It does seem that the 

FTC is retooling its enforcement in an ef-
fort to take the country’s new healthcare 
goals, along with other industry realities, 
into account. At the same time, it is safe 
to assume, the FTC will continue to ag-
gressively test proposed transactions they  
determine are anticompetitive.

The tension between healthcare consoli-
dation and antitrust laws will not be easy 
to resolve. How to fix the problem of  in-
creasing costs and the need for competi-
tion in health care is a bigger problem than 
just one of  legal interpretation. Some other 
options for compromise between the ACA 

and the antitrust laws have been proposed by Harvard Health Care 
Law Professor, David Cutler and Yale Professor, Fiona Scott Mor-
ton. In their paper, “Hospitals, Market Share, and Consolidation”, 
they offer two solutions which are being tested now: “bundled pay-
ments, and price controls/price or spending targets.” They argue 
that bundled payments changes “incentives for health systems that 
strongly encourage cost savings, not just the provision of  profit-
able interventions.” Price/spending targets is an altered version of  
price controls, although instead of  capping prices for services, an 
overall expenditure target is set. Pilots of  these price spending tar-
get programs are being utilized in both Oregon and Massachusetts. 
According to Cutler and Morton: “Until a permanent solution is 
reached, a tug of  war with managed care and the ACA and FTC” 
will continue. <JHC

Note: The author wishes to specifically thank Rachel Miklaszewski, 2014 Graduate, Columbian College of  Arts and Sciences of  the 
George Washington University, for her research contributions to this article.
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By Robert T. Yokl, Chief Value Strategist, Strategic Value Analysis® in Healthcare

value analysis

When I first started as a value analysis practitioner, I thought I could 
make a difference in cost, quality and outcomes without too much executive 
management support. I now know, after my firm has trained, coached and fa-
cilitated over a hundred hospitals, systems and IDNs’ value analysis programs, 
that the highest level of  performance is reached by value analysis programs and 
their VA teams when their executive management is supportive and actively 
involved in their healthcare organizations’ value analysis program. There is no 
substitute for this winning formula! 

Too often we have found executive management giving lip service to their 
value analysis programs. They may not provide the time, peoplepower or sup-
port you need to be successful. More importantly, they 
won’t fight for you when you get into skirmishes with 
your department heads and managers – an inevitable  

occurrence with value analysis teams 
who are trying to end the status quo 
at their healthcare organization. To the 
contrary, if  you want to be successful 
in value analysis, your executive man-
agement needs to be 100 percent sup-
portive of  your efforts and willing to 

join you in your battles, set objectives and monitor your VA team’s program 
against performance metrics. 

For example, I once helped a teaching hospital establish its own value analy-
sis program whose executive management appeared to be supportive of  their 
VA teams, but then disappeared after the first few VA meetings. This left me 
and the hospital’s director of  supply chain management to fend for ourselves. 
Slowly, the VA team members too stopped coming to their meetings. The direc-
tor and I were about to give up on this program when the hospital experienced 
a big dip in revenues. Suddenly, the executive management was supportive and 
involved in the value analysis program again. That’s when the big savings cas-
caded and quality outcomes came about, without any pushing and shoving 

of  department heads and managers 
to consider changing their behavior or 
practices to improve their hospital’s bot-
tom line. This is the attitude you need, 
too, with your value analysis program.

How do you too obtain this posi-
tive mindset with your executive 
management team? First, you must 
educate them on what value analy-
sis is about, and then get them to 
commit to serve on your healthcare 
organization’s value analysis steer-
ing committee and represent their 
management as a member of  each 
of  your value analysis teams. We ac-
complish this feat with a three-hour 
executive management seminar and 
then have our client’s executive man-
agement team participate in a half-
day value analysis strategic planning 
workshop where all the ground rules 
are set by the attendees on how they 
want to manage and control their 
healthcare organization’s value analy-
sis program. It takes some time to ac-
complish this, but it works!

Value analysis is a systematic team 
approach to cost and quality man-
agement that requires your executive 
management team’s ongoing support 
and involvement to have a success-
ful and substantial value analysis pro-
gram. Very few, if  any, value analysis 
leaders have been successful without 
selling their executive management 
on the value of  value analysis. That’s 
what leadership is all about! <JHC

Top Down support
is your executive management supporting your va efforts?
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FAH ConFerenCe

U.S. Senator Ron Wyden (D-OR) de-
livered his first healthcare policy speech 
since being named chairman of the Sen-
ate Finance Committee less than a month 
before. Other speakers included U.S. 
Senators Roy Blunt (R-MO) and Patrick 
J. Toomey (R-PA), as well as Marilyn 

Tavenner, administrator 
of the Centers for Medi-
care & Medicaid Services.   

“Holding our meet-
ing in Washington allows 
us to feature several of  
Capitol Hill’s most au-
thoritative leaders and 
health care policymak-
ers,” says FAH presi-
dent and chief  execu-
tive officer Chip Kahn. 
“It also allows senior 

management from our member com-
panies to meet with members of  Con-
gress and many GPO executives.”

This year’s meeting included edu-
cational workshops covering the top-
ics of  capital equipment, pharmacy, 
supply chain, purchased services, and 
national accounts. The meeting also 
featured a RoundTable Discussion for 
suppliers with $75 million or less in 
annual healthcare sales, and numerous 
networking opportunities.

“In spite of  the inclement weather, 
our educational sessions achieved 

FAH 2014 Public Policy Conference 
and Business exposition 
The annual FAH Conference has become a place to hear  
policymakers and share best practices

Even a major snow storm couldn’t put a damper on the Federation of 
American Hospitals’ (FAH) 2014 Public Policy Conference and Business Ex-
position, held in March in Washington, DC. Labeled the “number one group 
purchasing meeting to attend,” the event did not disappoint, as attendees took 
advantage of  the meeting’s business and networking opportunities and were 
treated to speeches from several prominent policymakers, including a keynote 
address by General Michael Hayden, former director of  the CIA and NSA.



FAH ConFerenCe
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their highest attendance to date,” says Doug 
Wiegel, director of  corporate accounts 
of  Spacelabs Healthcare and the longest 
tenured member of  the FAH Exposition 
Advisory Committee. “This year we added 
the Purchased Services Workshop, which 
led to increased attendance from suppliers 
providing product and services within this 
growing category.” 

The FAH conference was “a great op-
portunity for suppliers to spend quality time 
with the respective GPOs, IDNs, and other 

buying groups to identify further areas of  collaboration, 
and to drive value for our mutual customers,” says Ed Jones, 
president and chief  executive officer of  HealthTrust and an 
FAH Exposition Advisory Committee member.

The FAH presented its 2014 Corris Boyd Leadership 
and Diversity Award to Toni Silva, director of  supplier 
relations at Pittsburgh, Pa.-based UPMC. 

“Toni received the award for her outstanding work in 
leadership and promoting of  diversity,” says Dennis Daar, 
managing partner of  Medical Strategies International, 
LLC and the 2013-2014 chair of  the FAH Exposition 
Advisory Committee. “Toni’s passion and involvement in 
promoting diversity was far beyond the requirement of  
her position at UPMC,” he adds.

The award is given in memory of  the late Corris Boyd, 
an early champion of  leadership and diversity during his 
time with HCA and Triad Hospitals.

Attendees at the 2014 FAH Conference also said farewell 
to Bonnie Moneypenny, senior vice president of  administra-
tive services, who retired after 21 years of  service to the FAH.  

“Under Bonnie’s leadership, we were able to make 
many positive changes to the format of  the FAH Con-
ference including building service centers for the provid-
ers (Buying Groups) in place of  the traditional supplier 
booths,” says Daar.

Kerry Price is succeeding Moneypenny as FAH senior vice 
president of  administrative services. 

“Our upcoming 2015 Annual Public Policy Conference 
and Business Exposition will build upon the successes of  
previous meetings and feature several of  the nation’s most 
notable Congressional leaders and policymakers offering 
unparalleled insight and expertise in an innovative busi-
ness setting,” says Price.

The 2015 Conference is scheduled for March 1-3 at the 
Marriott Wardman Park Hotel in Washington, D.C.

Adds Price, “It is a must-attend meeting that you will 
not want to miss! The networking and educational oppor-
tunities afforded are second to none.” <JHC

To learn more about the annual FAH Conference or FAH Associate Membership,  
call Kerry Price, Senior Vice President at 724-934-0044 or go to www.fah.org.
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ACOs And the supply ChAin

Legislative and commercial forc-
es alike are targeting greater account-
ability in healthcare to improve safety 
and quality, lower costs, and ensure 
long-term system stability. Strategic 
Marketplace Initiative (SMI®) and 
Medical Distribution Solutions, Inc. 
(MDSI) have partnered to publish 
“The Healthcare Supply Chain in the Era 
of  Accountable Care”, based on aggre-
gate data from MDSI’s Major Ac-
counts Exchange (MAX) and inter-
views with prominent supply chain 
executives, including Dave Hunter 
(Providence Health), Mary Beth Lang 
and Patrick Flaherty (U of  Pittsburgh 
Medical Center), Deb Templeton 
(Geisinger Health), and Brent John-
son (Intermountain Healthcare). 

The following is an abstract of  
the full SMI Healthcare Supply Chain 
Executive Briefing, which is available 
at http://www.smisupplychain.com/
tools/accountable-care-organizations.  

ACO precepts
Two key precepts of  ACOs are that 
physicians must be the key decision-
makers to align the economics and 
quality of  care, and that payment 
models can incentivize providers to 
become successful episodic care man-
agers – a crucial step toward popula-
tion health management. As a result, 
there has been an unprecedented con-
solidation of  physician organizations 

over the past four years. Only 39 percent of  doctors are now independent, com-
pared to 57 percent in 2000. For example, Providence Health & Services in Rent-
on, Wash., employs about 3,200 physicians today, more than double the number 
from 2011. In addition, new partnerships or ownership positions between payers 
and either physician organizations or IDNs are popping up all over the country. 
MDSI’s MAX data showed approximately 250 Medicare ACOs and about the 
same number of  commercial ACOs in operation at the end of  2013.

ACO strategies seek to control inpatient utilization, manage population health, 
and use the most cost- and quality-effective tools and settings for care. Tactics 
are to incentivize safety and quality outcomes, manage pharmaceutical use, mini-

mize ED utilization, promote wellness and 
self-care, screen at-risk populations, moni-
tor chronic conditions, shepherd and elec-
tronically track patient care, and create and 
follow evidence-based guidelines. In addi-
tion, cost transparency is trending upwards 
as a way to allow informed decision-making 
and promote competition.

The shared risk that underlies account-
ability will require alignment of  incentives among all stakeholders, including pa-
tients, providers, payers, and suppliers. Mary Beth Lang, Vice President of  Health 
Care Pharmacy and Supply Chain Management Commercial Operations at Uni-
versity of  Pittsburgh Medical Center (UPMC), points out that in the fee-for-ser-
vice environment, for instance, hospitals have been incentivized differently than 
physicians, so changing that model will have a different impact on hospitals and 
IDNs, which need to manage an entire patient experience, than on physicians. 

Provider and supplier supply chain professionals need to be parties at the table 
in this new environment, where physicians are now key decision-makers; quality and 
safety are not only stressed but must be measurable; and ambulatory care, supply 
and medication management, and value-based purchasing are rising in prominence. 

Five elements of  accountable care will have the largest impact on the supply 
chain over the next several years: Physician Integration, Alignment of  Incentives, 
Clinical Integration, Information Management, and Supply Chain Engagement.  

For the full SMI Healthcare Supply Chain Executive Briefing explor-
ing these five elements, go to http://www.smisupplychain.com/tools/ 
accountable-care-organizations. <JHC

ACOs and the supply Chain 
sMi releases new executive briefing,  
“the healthcare supply Chain in the era of Accountable Care”

Only 39 percent  
of doctors are now 
independent, 
compared to 57 
percent in 2000.
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Propper Manufacturing Company hosts 
inaugural ANAE Regional Meeting
Propper Manufacturing Company (Long Island City, 
N.Y.) recently hosted the inaugural Regional Meet-
ing of  the Association of  National Account Execu-
tives (ANAE). “Hosting a meeting for an organization 
whose mission is focused on professional development 
for corporate and national account executives was a 
great opportunity to discuss various changes that are 
taking place throughout the healthcare industry,” Prop-
per said in a release.  

The meeting focused on changes in supply chain man-
agement and the data-driven approach required for suc-
cess in the era of  healthcare reform. Propper President & 
CEO Joe Looney discussed the value of  what a made-in-
the-USA, New York based manufacturing company adds 
to successful supply chain management and ultimately 
end user satisfaction. Carlos Maceda, Vice President of  
Supply Chain Operations for Mount Sinai Medical Cen-
ter, offered insights with a presentation examining his 
progressive supply chain management approach. 

For additional information on ANAE’s upcoming  
regional meetings, contact Alicia O’Donnell at aodonnell@
mdsi.org. For information regarding ANAE membership, 
please contact Austin Edwards at aedwards@mdsi.org. For 
information about hosting a healthcare event in the NYC 
area at the Propper Manufacturing Company office contact 
marketing@proppermfg.com 

CMS says few hospitals, docs  
at Stage 2 meaningful use
CMS (Baltimore, MD) officials say only four hospitals have 

achieved Stage 2 meaningful use of  
electronic health records (EHRs) 
seven months into the reporting 
period for hospitals enrolled in the 
federal EHR incentive-payment 
program. Of  the physicians and 
other eligible professionals, who are 
four months into their reporting 
year, only 50 have attested to Stage 
2 meaningful use. The repercus-
sions for failing to achieve Stage 2 
in the allotted time period include 
loss of  incentive payments and in-
curring a one percent reduction in 
future Medicare reimbursements. 
The biggest drawback seems to be 

the ability of  patients to view, download, and transmit 
EHR information, which is an essential part of  Stage 2. 
For physicians and other professionals who have pre-
viously attested to meaningful use, 83 percent are us-
ing EHRs that likely can be upgraded to a 2014 edition 
EHR without needing to switch vendors. Of  those that 
have attested previously, five percent of  hospitals and 
17 percent of  physicians and other eligible profession-
als are currently using systems that do not have a 2014 
certified-base EHR product.
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Mark Thill

observation deck

Revisiting the issue of physician preference items – as we do in this 
month’s issue – is to open a door onto the huge puzzle that is our healthcare system 
today. We read again and again that this country has marvelous facilities, marvelous 
practitioners, and marvelous medical technologies – yet we don’t live longer or even 
as healthy as people in countries that spend less money on healthcare. We worry that 
the dollars spent on healthcare are choking other societal needs, such as education, 
infrastructure, environment and defense. 

can we measure the value  
of medical technology?

Hence today’s emphasis on value. 
Are we getting our money’s worth? It’s 
a question that was seldom asked – at 
least in healthcare circles – 30, 40 or 
50 years ago. The money was there, 
and our faith in the medical establish-
ment unquestioned. Not so today. 

Of  all the components of  health-
care spending, contracting executives 
are probably closest to spending on 
medical products, devices and equip-
ment. A new report from RAND 
Corporation focuses on that issue. 
Contracting executives might want to 
take a look, as it offers the perspective 
of  healthcare providers as well as in-
ventors of  new medical technologies.

“Our work for this project fo-
cused on identifying promising pol-
icy options to change which medical 
technologies are created in the first 
place, with these two related policy 
goals: 1) reduce total health care spending with the small-
est possible loss of  health benefits, and 2) ensure that new 
medical products that increase spending are accompanied 
by health benefits that are worth the spending increases,” 
write the authors. 

That’s how we spell value today.
Inventors of  products that lower 

spending may enjoy limited rewards for 
their work, according to the authors. In 
most U.S. industries, customers tend 
to buy from sellers that provide the 
best value. But that’s not always true 
in healthcare. One reason is fee-for-
service, which rewards providers for 
providing more care, even if  the clini-
cal benefit of  that care is questionable. 
“Because hospitals want to keep equip-
ment operating near capacity in order 
to recoup its costs – and physicians 
make money by helping them do so – 
providers often use expensive technol-
ogies for patients for whom the health 
benefits are small,” write the authors. 
Add to that the fact that Medicare is 
limited in its ability to consider cost in 
coverage and payment decisions. 

You’d think that technologies that 
improve and maintain health over a long period of  time would 
be in high demand. Not so, point out the RAND authors.  
Payers figure that the patient who benefits from such technol-
ogy will probably be part of  a different health plan 10 years 
hence, so why make the initial investment in the technology?

You’d think that 
technologies 
that improve 
and maintain 
health over a 

long period of 
time would be 

in high demand. 
not so, point 

out the  
rand authors. 
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observation deck

Closely related is the fragmented decision-making that 
characterizes today’s healthcare system. “Most decision-
makers consider only the costs and benefits for their parts 
of  their organizations, and few take into account savings 
that accrue outside of  their silos,” write the authors.

So, how can we reduce spending while maximizing the 
clinical benefits of  medical technology? By encouraging 
the invention of  drugs and devices by 1) reducing the costs 
and risks of  invention, and 2) increasing market rewards. 
RAND offers some suggestions.

Some ideas for reducing the costs and risks of  invention 
and approval:

•  Enable more creativity in funding basic science. The 
National Institutes of  Health, the largest federal 
investor in biomedical research, favors low-risk 
projects, and if  investigators fail to achieve their 
project goals, future NIH funding becomes less 
likely. Funding sources need to encourage risk-taking.

•  Offer prizes for inventions. One idea: A share of  
future savings to the Medicare program that could be 
attributed to an invention.

•  Buy out patents. Public agencies, private philanthropists, or 
public-private partnerships might purchase patents in order 
to ensure that a product is commercialized and offered at 
low prices. As with prizes, the best approach might be to 
offer patent-holders a share of the savings to the Medicare 
program that could be attributed to the patented inventions.

•  Establish a public-interest investment fund. The market 
rewards for inventing products that reduce spending are 
often too low to be attractive to private investors. A public-
interest investment fund could finance such inventive efforts.

•  Expedite FDA reviews and approvals for technologies 
that decrease spending. Creating the mechanism would 
require new legislation to expand the FDA’s mission to 
include spending.

Options to increase the market rewards of  inventing drugs 
and devices that reduce spending:

•  Reform Medicare payment policies. If  CMS were 
allowed to consider cost in determining payment 
rates, the agency could set Medicare rates to save 
money in the short run and improve inventors’ 
incentives over the long run. 

•  Reform Medicare coverage policies. For example, 
CMS could expand use of  its existing “coverage with 
evidence” process, and stop paying for tests, procedures, 
and technologies that clinical experts have deemed 
inappropriate or ineffective. 

•  Coordinate FDA approval and CMS coverage 
processes. This could involve, for example, 
concurrent reviews.

•  Increase demand for technologies that decrease 
spending. A promising alternative is expanding 
use of  value-based insurance designs (VBIDs), 
which require patients to pay more out of  pocket 
to receive low-value services than for high-value 
ones. A key challenge for VBID is determining 
whether a service has high or low value for 
individual patients.

•  Provide additional – and more timely – technology 
assessments. Comparative-effectiveness and 
cost-effectiveness analyses can help payers and 
providers predict which patients are likely to benefit 
substantially from a technology’s use

Making such changes won’t be easy, say the RAND au-
thors. There likely will be cries of  “rationing,” for example. 
And many of  these proposals are out of  the hands of  Jour-
nal of  Healthcare Contracting readers. Still, it’s a good idea for 
contracting executives to be aware of  the larger issues, as 
you find yourself  at the heart of  the debate about the value 
of  medical technologies. <JHC

expedite Fda reviews and approvals for technologies that 
decrease spending. creating the mechanism would require new 

legislation to expand the Fda’s mission to include spending.
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AHRMM

AHRMM Annual  

Conference & Exhibition 

August 3-6, 2014 

Orlando World Center Marriott

ASCP (American Society of Consultant Pharmacists)

Annual Meeting

Nov. 5-7, 2014 

Gaylord Palms Resort & Convention Center 

Orlando, Fla.

ANAE (Association of National Account Executives)

ANAE Annual Conference 2014

July 21-22, 2014 

Chicago, Ill.

Health Connect Partners

Fall Hospital Pharmacy Conference

Oct. 6-8, 2014 

Chicago, Ill.

Hospital & Healthcare I.T. Conference

Oct. 13-15, 2014 

Chicago, Ill.

MDSI

Market Insights Supply Chain Forum

Oct. 6-7 

Charlotte, N.C.

Purchased Services Summit

Oct. 8,2014 

Charlotte, N.C.

Premier

Breakthroughs Conference 

June 10-13, 2014 

San Antonio, Texas 

Federation of American Hospitals

FAH 2014 Public Policy Conference and Business Exposition 

March 1-3, 2015 

Marriott Wardman Park Hotel 

Washington, D.C

HIDA

Streamlining Healthcare Conference

Sept. 30 – Oct. 2, 2014 

Hyatt Regency O’Hare 

Chicago, Ill.

Executive Conference

March 17-20, 2015 

Hyatt Regency 

Bonita Springs, Fla.

HSCA

2014 Healthcare Supply Chain Expo

Oct. 15-17, 2014 

JW Marriott 

Washington, D.C.

IDN Summit

2014 Fall IDN Summit & Reverse Expo

Sept. 22-24, 2014  

Arizona Biltmore  

Phoenix, Ariz.
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Max insights

it Evolves for true interoperability
ACOs, insurance exchanges, and 
acquisitions are all hot topics in 2014. 
To focus on a changing healthcare 
landscape, an IDN must run like 
a well-oiled machine. Automation 
plays a huge role in that machine, 
encompassing everything from elec-
tronic health records (EHRs) to as-
set tracking as IDNs strive to achieve 
Meaningful Use. But there are limits.

Providers implement EHRs and 
other support tools, often through 
multiple vendors, to automate pro-
cesses and capture data. The limi-
tation for many IDNs is that these 
systems are not interoperable – they 
don’t talk to each other. And as 
IDNs continue to acquire physician 
practices and other providers, the 
question becomes how to move all 
those facilities to a common, or at 
least compatible, platform.  

Different approaches  
toward one goal
The answer to the question of  in-
teroperability appears to be two-fold. 
Some IDNs, such as Texas Health 
Resources in Arlington, elect to de-
ploy a program or platform that 
unifies disparate platforms. THR 
selected AirStrip Technologies’ Air-
Strip ONE® for use throughout the 
system. The platform gives clinicians 
access to disparate data systems from 
multiple vendors, allowing those sys-
tems to interact with patient infor-
mation both within the hospital and 

on mobile devices. AirStrip ONE integrates THR’s primary EMR system with 
various ambulatory EHRs, and PACS images from third-party sources across 
the enterprise.

In April 2014, SCL Health System Inc. (formerly Sisters of  Charity of  Leav-
enworth Health Services Corp) in Denver, Colo., selected Allscripts Healthcare 
Solutions’ EPSi solution to unify its disparate financial management software 
systems. The move standardizes its financial decision support systems onto a 
single, connected, and interoperable platform. The integrated, Web-based solu-
tion can aggregate data from any healthcare or business software or system.

But is this actual interopera-
bility? More than one source, in-
cluding Susan DeVore, President 
and CEO of  Premier Inc., fore-
cast a “Big Data Revolution” in 
20141. She sees a “provider-led” 
push to make application inter-
faces open-source so they can 
be used to create new programs. 
This would allow developers to 
design new programs that can 

make use of  all data. Think of  your iPhone, DeVore says – though Apple owns 
the operating system, anyone can design an app that delivers value to users.

Interoperability doesn’t just benefit IDNs. It is also in consumers’ best in-
terest. In 2013, the Health Information and Managements Systems Society 
(HIMSS) announced that five leading EHR vendors formed a group called the 
CommonWell Health Alliance that, according to the Alliance’s website, “in-
tends to be an independent, not-for-profit trade association that will support 
and promote the seamless interoperability of  and access to patient data across 
the healthcare system.” The Alliance believes data should be available to both 
individuals and providers regardless of  where care occurs, and “provider access 
to this data must be built-in health IT at a reasonable cost for use by a broad 
range of  healthcare providers and the people they serve.”

In 2013, Technology Business Research Inc. reported that healthcare IT 
spending at large North American healthcare organizations was expected to in-
crease to more than $34.5 billion in 2014. That’s billions of  dollars on technology 
that may not communicate with a health system’s existing EHR or other systems. 
Like every facet of  healthcare, information technology must be leveraged to not 
only be worth every dollar spent, but to produce better outcomes as well. <JHC

Sources: 1 http://healthaffairs.org/blog/2014/02/10/the-changing-health-care-world-trends-to-watch-in-2014/
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