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John Pritchard

publisher’s letter

Changing Dynamics
A few years ago as the industry started to make eye contact with healthcare 
reform, talk of  Accountable Care Organizations (ACOs) went from a trickle, to a regular 
flow of  news and updates. Every day, it seems like a new ACO is forming. Medicare Pioneer 
ACOs, Medicare Shared Savings Participants, Commercial ACOs – the list is now in the 
hundreds and growing.

The ACOs are obviously leaders of  moving our nation from a fee-for-service reimbursement 
environment to a fee-for-value system, but they aren’t the only changes. Consider the following 
from this issue of  The Journal of  Healthcare Contracting:

•  With healthcare delivery rapidly changing, the American Medical Association – through 
its “Accelerating Change in Medical Education” initiative – intends to address how 
young doctors are educated. As a result, the doctors with whom tomorrow’s supply 
chain executives will interact in the hospital and non-acute-care setting are more likely to 
have a deeper understanding of  the financial impact of  their decisions, not to mention a 
greater adeptness at providing team-based, patient-centered care in multiple settings. In 
this issue’s Executive Interview, JHC discussed the goals of  this new training with Susan 
Skochelak, M.D., the AMA’s group vice president for medical education.

•  The transformation of  the fee-for-service model to value-based care is not a question 
of  “if ” but of  “when,” writes Harry Kirschner, managing director, The Advisory 
Board Company. Advisory Board Company research has shown that over 10 percent of  
admissions are already covered by risk-based payment models, with over 80 percent of  
hospitals reporting they already participate in some level of  value-based models or will be 
by the end of  2013. Healthcare reform and dramatic demographic shifts are challenging 
hospitals to deliver top quality care for less. Kirschner examines supply chain’s role in 
delivering value-based care, including outcomes-based contracting, and enlisting the 
clinicians’ support.

As evidence from these and other developments, the way providers deliver care, and are 
reimbursed, is changing. Success is this new landscape will mean adjusting to the new dynamics. 
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Meet the new doctor
...not the same as the old doctor

At press time, the AMA was evaluat-
ing a number of  proposals from med-
ical schools intended to transform the 
way future physicians are trained. The 
association was expected to award 
a total of  $10 million to eight to 10 
schools this summer. Goals include:

•  Develop new methods for 
teaching and assessing key 
competencies for medical 
students.

•  Create more flexible, 
individualized learning plans.

•  Promote exemplary methods 
to achieve patient safety; 
performance improvement; and 
patient-centered, team-based care.

•  Improve understanding of   
the healthcare system and 
healthcare financing.

•  Enhance development of  
professionalism throughout  
the medical education  
learning environment.

the gap
“The training provided to physicians, 
in terms of  medical quality and care, 
is excellent,” says Susan Skochelak, 
M.D., the AMA’s group vice president 
for medical education. “But the way 
we’ve trained physicians historically is 
different than the way the healthcare 
system has evolved.”

That’s true for a number of  rea-
sons, she says. First, young physi-
cians tend to be trained as individuals.  

Healthcare delivery is rapidly changing, and the way in 
which young doctors are educated is not keeping pace. But the 
American Medical Association – through its “Accelerating Change 
in Medical Education” initiative – intends to address that gap. As a 
result, the doctors with whom tomorrow’s supply chain executives 
will interact in the hospital and non-acute-care setting are more 
likely to have a deeper understanding of  the financial impact of  
their decisions, not to mention a greater adeptness at providing 
team-based, patient-centered care in multiple settings. 

Susan Skochelak



ExEcutivE intErviEw

The Journal of Healthcare Contracting | June 2013 7

“We know we need to work in teams,” says Skochelak. Sec-
ond, physicians tend to be trained in the hospital setting, 
despite much care being delivered in the outpatient setting 
today. Third, today’s medical students are more likely than 
those in the past to have prior work experience – such as 
biomedical engineering or physical therapy – and hence, 
have different educational needs than those fresh out of  
college. And fourth, new developments in healthcare make 
it imperative that physicians be good stewards of  resourc-
es, that is, they understand the business of  healthcare and 
the fiscal implications of  their decisions.

“Physicians constantly make medical de-
cisions that affect healthcare spending,” says 
Skochelak. They order tests, write prescrip-
tions, perform procedures. “Without under-
standing the impact of  their decisions on the 
overall financial and resource utilization of  
healthcare, we’re leaving things up to chance 
rather than making sure we’re training our 
young physicians to think about the evidence 
behind the decisions they make.” Physicians 
should be trained, for example, on when it’s 
appropriate to prescribe a generic drug vs. a 
brand-name one, so long as it is just as ef-
fective for the patient. “There has been very 
little focus on resource management and fis-
cal stewardship,” she says.

learning how to learn
AMA intends to bring a “broader voice” to medical edu-
cation, says Skochelak. That includes healthcare system 
executives as well as innovators in educational methods, 
all of  whom are represented on the association’s national 
advisory panel for education. The latter can help students 
become lifelong learners, according to AMA.

“We don’t stop our training after medical school,” says 
Skochelak, noting that it’s not uncommon for physicians to 
practice medicine 30 or 40 years after finishing their formal 
training. AMA recognized the need for lifelong learning 
long ago, when it required physicians to receive ongoing 
continuing medical education. 

But traditional methods of  education – lectures, memo-
rization, multiple-choice tests, etc. – don’t necessarily prepare 

students to be life-long learners. “With the burgeoning amount 
of  information available to all of  us, we need to be able to as-
sess and manage information, and to assess how much we 
know and where our knowledge gaps are,” says Skochelak. 
Tomorrow’s doctors need to be able to discern useful, quality 
information from useless information.

And CME needs to change as well. “It used to be, you 
could go to a meeting and listen to lectures,” she says. But to-
day’s physicians need to be continually challenged: “How are 
you managing your practice?” “How are your patients doing?” 
“Can you improve the quality of  the care you’re providing?”

“Learning how to learn can also be applied to the way 
we practice medicine,” continues Skochelak. “What do I 
need to learn now about managing the diabetic patient that 
I didn’t know before?”

team-based care
Medical education needs to come into alignment with the 
changing needs of  patients, communities and the health-
care environment, the AMA believes. Skochelak reinforces 
the point:

•  Patients’ needs are changing. The United States 
is facing a growing burden associated with chronic 
disease, and many of  those diseases are caused – or 
exacerbated – by people’s lifestyle choices. “What 
that means for medical education is, physicians need 
to be trained in lifestyle management and motivating 

“ with the burgeoning 
amount of information 
available to all of us, we 
need to be able to assess 
and manage information, 
and to assess how much 
we know and where our 
knowledge gaps are.” 

– Susan Skochelak, M.D.
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behavioral change. There’s a whole new science in 
that area.”

•  Communities’ needs are changing. Physicians 
need to be more proactive in promoting population 
health. For example, rather than waiting for patients 
to come in for a vaccination, physicians may need to 
reach out into the community to explain the benefits 
of  vaccination.

•  The healthcare environment is changing. “If  
we don’t teach students about healthcare financing 
and the systems of  care, it will cost us in the future – 
as it is costing us now,” says Skochelak.

Nor will tomorrow’s physicians deliver the kind of  
care needed by operating solely on their own. “Team-
based care is where we’re going,” says Skochelak. The 

healthcare delivery system is complex, with many play-
ers involved. Proper care calls for coordination of  care 
– and communication – among all the different parts. 
And in the midst of  it all, someone needs to act as an 
advocate for the patient. “The physician’s role is really 
being an orchestra conductor, that is, being the person 
who helps bring that team together and making sure 
all the resources that the patient needs are coordinated 
and current.

“The gap in today’s education is, we don’t effectively 
train physicians on the best way to work in teams, how to 
communicate, and how to put the patient in the center of  
it all.”

And the need to learn how to coordinate patient-cen-
tered, team-based care is just as urgent for specialists as 
for general practitioners, she emphasizes. “The concept of  
team care applies across all [disciplines],” she says, drawing 
upon cancer care and childhood neurological-disease care 
as examples.

In the next five years, the AMA intends to accomplish  
the following:

•  Establish partnerships with select medical schools 
and healthcare systems to develop innovations 
supporting new, flexible and outcomes-based 
education across the continuum.

•  Convene a consortium of  medical schools and 
additional partners to collaboratively evaluate 
successes and lessons learned.

•  Widely promote dissemination and adoption of  
successful innovations.

At the same time, the AMA will continue its work to 
shape graduate medical education by working closely with 
the Accreditation Council for Graduate Medical Educa-
tion and residency committees on GME standards as well 
as supporting federal and state-level advocacy that addresses 
GME and workforce issues. The AMA also intends to fa-
cilitate electronic access to AMA and Journal of  the Ameri-
can Medical Association continuing medical education while 
developing and disseminating additional learning tools that 
support students, residents and practicing physicians. JHC

“the concept of team care applies across 
all [disciplines],” she says, drawing  
upon cancer care and childhood  

neurological-disease care as examples.
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Most of those surveyed believe that:
•  The performance of the U.S. healthcare system is 

suboptimal, but the Affordable Care Act is a good 
start to addressing issues of access and cost. 

•  The future of the medical profession may be in jeop-
ardy as it loses clinical autonomy and compensation. 

•  Satisfaction with the profession is driven by  
patient relationships. 

•  Medical liability (malpractice) reform is a  
major concern to physicians. 

•  Health insurance exchanges are unlikely to be ready 
for enrollment by the 2013 deadline. 

•  Physicians are likely to increasingly compete with 
mid-level professionals in primary care. 

•  Medicaid and Medicare reimbursements may be 
problematic, prompting many physicians to limit or 
close their practices to these enrollees. 

•  Physician-hospital integration will increase. 
•  Integrating comparative effectiveness research into 

clinical practice may require detailed communica-
tion of study methods and tailored results, increased 
access to clinical decision-support tools in electronic 
health records, and financial incentives for adoption. 

•  Clinical decision-support information technologies 
that reduce unnecessary services and increase clini-
cian adherence to evidence-based practices are of 
interest to physicians. 

•  Adoption of electronic health records by physicians 
will increase.

•  Connectivity with consumers (patients) using online or 
mobile technologies and personal health records is ex-
pected to become increasingly important to physicians.

•  Incentives to address consumers’ unhealthy lifestyles 
should be carefully designed to avoid unintended 
consequences of non-adherence by the most  
vulnerable consumer (patient) populations. 

Among the key findings:
•  Nearly seven in 10 physicians are satisfied with prac-

ticing medicine. Of all those surveyed, primary care 
providers are the least satisfied compared with their 
specialist colleagues. Satisfaction with the profession is 
higher in the younger age groups (25-39) and among 
those with fewer years of experience (10 years or less).

•  Physicians report that accountable care organiza-
tions will be successful to some extent in improving 
quality of care and reducing costs. 

•  Larger practices (large medical groups, health systems, 
hospitals and health insurance plans) will secure supe-
rior third-party payer contracts and offer the greatest 
financial success potential, whereas solo practices are 
perceived to offer greater clinical autonomy.

•  Half (51 percent) of all physicians think that physician 
incomes will fall dramatically in the next one to three 
years. Significantly more solo physicians (68 percent) 
are likely to believe that their incomes will fall than 
those in practices of two-to-nine physicians (51 per-
cent) or 10+ physicians (44 percent). 

•  Nearly half (49 percent) of all physicians think that 
capitation will replace fee-for-service payments in 
the next one to three years.

•  Few (26 percent) physicians believe that the Sustain-
able Growth Rate (SGR) mechanism will be repealed 
in the next one to three years.

•  Although most physicians have not consolidated or 
considered it, three in ten (31 percent) report having 
done so in the past one to two years. Twenty-nine 
percent of physicians who consolidated in the past 
one to two years did so in order to gain or retain 
income security, while 21 percent did so to leverage 
negotiation power with payers.

•  About two-thirds of all physicians believe that physi-
cians and hospitals will become more integrated in 
the next one to three years.

Doctors look into uncertain future
Physicians have looked into the future, and they’re not sure they like what they see. 

Based on the results of the Deloitte 2013 Survey of U.S. Physicians, most U.S. physicians are concerned about 
the future of their profession and consider many changes in the market to be a threat. Six hundred and 13 physi-
cians completed the survey, which was composed by the Deloitte Center for Health Solutions. 
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By Laura Thill

Transforming a supply chain from one 
focused on delivering supplies, to one that 
supports patient care, requires strong lead-
ership and oversight. At Geisinger Health 
System, Deborah Petretich Templeton, RPH, 
MHA/vice president, supply chain services, 
has taken the helm, beginning with the launch 
of  project HELP, designed to increase effi-
ciency in the IDN’s nursing department, fol-
lowed by a move toward expanding patient 
care beyond the bedside. If  her experience at 
Geisinger has taught her one thing, it’s that 
“the patient is always the center of  the day,” 
she says. “If  we have not contributed to the 
delivery of  quality outcomes, improved pa-
tient health or cost-effective care every day, 
we have not done our job.”

Meeting the challenge
Prior to joining the supply chain division at 
Geisinger Health System, Templeton worked 
in the IDN’s pharmacy department, first as 
an intern in 1980, and then as a staff  phar-
macist beginning in 1981. She assumed her Deborah Petretich Templeton

Embracing Change
With an eye to the future, Deborah Petretich Templeton  
ensures Geisinger Health System remains an industry leader.

As accountable care organizations become the predominant model for health-
care delivery, IDNs will need to transform the way they provide care – particularly as more 
care is delivered outside of  hospitals, at outpatient centers. Geisinger Health System, for 
one, is extending its scope to include outpatient facilities, such as nursing centers and am-
bulatory surgical centers. The IDN also has developed multidisciplinary clinical-use evalua-
tion teams, which are clinician-led and supported by its supply chain team. While maintain-
ing its focus on efficiency, standardization and cost-savings, the teams can make clinically 
relevant product and equipment decisions.
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current position in 2000. “My past clinical work as a phar-
macist has given me experience with formulary manage-
ment, clinician interactions, as well as an understanding 
of  medical procedures and terminology – all of  which 
[are conducive] to building better processes to support 
clinicians,” she says. Today, she oversees four acute and 
78 non-acute facilities, accounting for over $400 million 
in annual supply spend. Her supply chain responsibilities 
include procurement, sourcing, contracting, logistics, pa-
tient transport, linen, central sterile processing and mail 
activities throughout the health system.

Perhaps one of  the most rewarding projects Temple-
ton has headed at Geisinger Health System in the past year 
is the launching of  HELP (Healthcare Enabled Logistics 

Program). “Supply chain, in conjunction with nursing and 
a small team of  process engineers and student interns, 
has completed a study that shows about 18 percent of  a 
nurse’s day is consumed in logistics activities, which take 
them away from patient care,” she explains. The supply 
chain division’s goal is to make process changes that result 
in greater efficiency in nursing, enabling nurses to focus as 
much as possible on patient care, she notes. 

“Our first redesign began in the linen delivery area,” 
she continues. “We have moved away from exchange 
carts and now deliver linen five times a day to nursing 

units. This was done with no additional staff, and has 
resulted in the elimination of  phone calls for additional 
linen, as well as eliminated rework, resulting in linen 
cost savings and increased nursing satisfaction. This is 
only one part of  the HELP journey. We have many more 
ideas in process and have applied for grants to help us 
continue the work.”

HELP is but one part of  broader goal at Geisinger 
Health System, says Templeton. “The HELP project is 
part of  a larger strategy to move supply chain to a new 
model called Care Support Services,” she says. “Recog-
nizing that the patient care areas are expanded beyond 
the bedside, the model will continue to develop in all care 
areas. The ideas emanating from project HELP include 

the application of  new technology, cultural 
changes and a willingness to push boundar-
ies beyond traditional methods. [The mod-
el] relies heavily on collaboration between 
multiple departments, with anticipated out-
comes [designed to] drive a higher quality 
of  care delivery and more cost-effective 
methods, all benefiting the patients that we 
care for.”

Partnering with the right suppliers has 
been key to enabling Templeton to achieve 
her goals. Which is why she looks for suppli-
ers that demonstrate a “willingness to look 
at root cause analysis of  issues and make 
an honest attempt at fixing and improving 
things,” she points out. “Successive, small 
successes in this area result in bigger wins 
and long-term partnerships.”

In years to come, with the growth of  new care deliv-
ery models, such as accountable care organizations, she 
anticipates a number of  industrywide changes. “This 
could include one contracting party on behalf  of  many; 
the elimination of  class of  trade, as we are accountable 
for the care of  patients across the continuum; and the 
development of  safe harbors for information sharing, 
contracting, etc. to [benefit] the new models.” Moving 
forward with HELP and Care Support Services, she 
aims to help Geisinger Health System embrace such 
changes, while remaining an industry leader. JHC

“ Our first redesign began 
in the linen delivery area. 
We have moved away 
from exchange carts  
and now deliver linen  
five times a day to 
nursing units.”

– Deborah Petretich Templeton
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Indeed, the Louisiana Hospital Rural Network sales 
have increased at a much faster pace than its founders pro-
jected, which has contributed to its success at providing 
improved pricing to more hospitals than originally expect-
ed. In addition, network leaders point to member perks, 
such as improved networking and greater hospital partici-
pation in committee work.

Recently, The Journal of  Healthcare Contracting spoke with 
C.J. Tuminello, Amerinet director of  member solutions, 
and Rebecca Bradley, associate vice president of  Rural 
Health Programs, Louisiana Hospital Association, about 
the network’s initiatives and accomplishments.

The Journal of Healthcare Con-
tracting: What are the top three ini-
tiatives your network has pursued in 
the last 12 months? 
C.J. Tuminello and Rebecca Brad-
ley: The top three initiatives our net-
work has pursued include growth in the 
network membership, improvements in 
aggregation of  volumes and recognizing 
a need to work together to drive better 
pricing among our hospital members.

JHC: How much savings has the Loui-
siana Hospital Rural Network realized?

Tuminello and Bradley: Amerinet’s Savings Roadmap 
cost study analysis has shown that, through participation 
in Louisiana Hospital Rural Network, we have demon-
strated savings on average of  approximately 15-18 percent 
through utilization of  the committed regional portfolio. 
Our network has experienced savings by reducing distribu-
tion cost of  goods (COG). We have reduced the markup 
from med/surg distributors by as much as 15 percent by 
utilizing a committed regional portfolio.

JHC: How has being part of  a regional purchasing coali-
tion enabled members to leverage their buying power? 

Modest start, Big lead
smart strategizing has helped one small network grow beyond its expectations.

When the Louisiana Hospital Rural Network launched 
in January 2010, its mission was to aid small, rural hospitals 
in Louisiana in obtaining improved pricing through collabora-
tion. In its first year of  operation, the network had three partici-
pants. Today, it boasts 18 member facilities, and in 2012 alone, 
its membership sales increased by 22.9 percent.

rebecca Bradleyc.J. tuminello
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Tuminello and Bradley: Being part of  a regional coali-
tion has helped leverage buying power through the forma-
tion of  a lab task force, developed to address lab distribu-
tion and reference lab contracts. The task force is soliciting 
responses to a tailored RFP, specific to the needs of  the 
participating hospitals. The expectation is improved lever-
aging of  buying power.

JHC: Can you explain the process whereby your supply 
chain executives meet and make their decisions? 
Tuminello and Bradley: We bring the action to the hos-
pitals through individual meetings. This has allowed us to 
focus on savings at the hospital level, while keeping the 
total project moving forward. We discov-
ered early in the project phase that our sup-
ply chain managers are wearing several hats, 
and with healthcare reform changes being 
implemented, several hospitals have been 
forced to reduce overall travel budgets. This 
has made it very difficult for the supply chain 
managers to get outside of  the hospitals, so 
we have brought the project to them.

JHC: How do you co-exist with your GPO? 
Tuminello and Bradley: The Louisiana 
Hospital Rural Network co-exists with Am-
erinet through member participation in the 
GPO. Our affiliation with Amerinet has put the network in 
the position of  allowing the GPO to negotiate on behalf  
of  the Louisiana Hospital Rural Network for contracts not 
currently in place. 

JHC: How do you ensure that the interests of  each of  
your facilities are considered and that each facility’s needs  
are met?
Tuminello and Bradley: The Louisiana Hospital Rural 
Network is managed by a board of  representatives. Each 
participating hospital has a seat on the board and an active 
voting voice. Through this methodology, we actively keep 
a finger on the pulse of  our members’ needs.

JHC: Is it difficult to get buy-in to the coalition’s contracts 
from each of  your facility’s physicians and staff?

Tuminello and Bradley: Yes, we do experience push-
back at times on physician preference items. However, by 
conducting a cost study analysis, we are able to develop 
a strategic plan of  action for the network, and have illus-
trated a direct path to savings. 

JHC: What have been the greatest rewards your network 
has experienced?
Tuminello and Bradley: One of  the greatest rewards 
has been an improved awareness of  opportunity to con-
trol cost in struggling facilities. Also, the close relationship 
celebrated by the GPO, the Louisiana Hospital Association 
and our network members has been priceless.

JHC: If  you could change one thing about the way your 
organization works, what would that be?
Tuminello and Bradley: In developing this coalition, we 
would like to see the members move into more of  a driving 
role, [as Louisiana Hospital Rural Network] becomes their 
coalition. We expect this to be a work in progress, and that 
is certainly where our attention is focused moving forward. 

JHC: How do you envision the Louisiana Hospital Rural 
Network in five or so years? 
Tuminello and Bradley: We envision our network to 
continue to grow both through added members and the 
development of  [new] committees. We expect to increase 
the amount of  unique contracting opportunities that meet 
the direct needs of  the network members. And we expect 
to still be enjoying the journey! JHC

each participating hospital 
has a seat on the board and an 
active voting voice. through 
this methodology, we actively 
keep a finger on the pulse of 
our members’ needs.
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diversity in the workplacereducing readmissions

The federal government is trying to change the rules of the 
game of  U.S. healthcare. 

Traditionally, those rules have called for providers to get paid for 
doing more procedures and providing more care. But spurred on by the 
Patient Protection and Affordable Care Act, the feds are trying to turn 
that formula around. One vehicle they are using to do so is the Hospital 
Readmissions Reduction Program. 

Hospitalizations account for nearly one-third of  the total $2 trillion 
spent on health care in the United States, according to the Institute for 
Healthcare Improvement. In the majority of  cases, hospitalization is nec-
essary and appropriate. However, a substantial fraction of  all hospitaliza-
tions are patients returning to the hospital soon after their previous stay, 
says IHI. These rehospitalizations can be costly and harmful, and are often 
avoidable, according to the organization. And the feds apparently agree.

The readmission-reduction program calls for the Centers for Medi-
care & Medicaid Services to reduce payments to hospitals that have 
excess readmissions, effective for discharges beginning Oct. 1, 2012. 
“Readmission” refers to a patient being readmitted to a hospital within 
30 days of  discharge. Though Year 1 penalties are reportedly relatively 
small (ranging from 0.01 percent to 1 percent of  a hospital’s Medicare 
revenue), they are scheduled to increase in following years. 

In its final rule for FY2012, CMS finalized the readmission measures 
for acute myocardial infarction, heart failure and pneumonia, and wrote 
in adjustments for factors considered to be clinically relevant, including 
patient demographic characteristics, comorbidities and patient frailty.

The bottom line? The feds hope the readmission-reduction program 
will reward new activities among healthcare providers, including:

•  Increased communication and, it is hoped, coordination of  care, 
among hospitals, doctors’ offices, long-term-care facilities and 
home care providers. 

Hospital readmissions reduction Program 
could affect how doctors care for patients

Editor’s note: In April, the Journal of  Healthcare Contracting examined 
the Hospital Readmissions Reduction Program’s impact on hospitals, skilled nursing 
facilities and home health agencies. This month, JHC examines its impact on physicians.

rethinking
the Process

16 June 2013 | The Journal of Healthcare Contracting
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reducing readmissions

•  A growing emphasis on patient education, so that 
patients and their caregivers fully understand post-
hospital instructions, particularly for medication 
management and diet. 

•  Prompt and frequent monitoring of  the patient’s 
post-discharge condition by medical professionals, 
such as a doctor, nurse, nurse practitioner, etc.

Though not directly tied to the readmissions-reduction 
program, two newly created Current Procedural Terminol-
ogy (CPT) codes for “transitional care management ser-
vices” may encourage physicians to get onboard.

rethinking processes
“[The readmission-reduction program] is causing us to 
look at our processes,” says C. Michael Valentine, MD, 
FACC, Cardiovascular Group of  Centra, Lynchburg, Va., 
and treasurer of  the American College of  Cardiology. 

“The first thing we have to do is ramp up training of  the 
patient and staff,” he says. “No. 2, we have to think about, 
‘What avenues are we going to take that will prevent the 
patient from coming back to the hospital?’” 

The process begins during the patient’s hospital stay, 
but it has implications in the outpatient setting as well, in-
cluding the doctor’s office or clinic.

In the traditional heart failure clinic, for example, the 
cardiologist might not see his or her patient for two, three 
or even four weeks after discharge, says Valentine. But 
many readmissions occur within a week after discharge, 
due to a lack of  planning or teaching. The patient may not 
understand instructions and hence won’t be in compliance 
with them. 

That’s why the new heart failure clinic is taking a new ap-
proach, starting with its internal team, says Valentine. “Rath-
er than just the physician planning to see the patient two or 
three weeks after discharge, now we need an entire team to 
help manage the patient – nurses, nurse practitioners, dieti-
tians, social workers and physicians. In the future, a physician 
may not even be the leader of  that team. It most likely will 
be a nurse or nurse practitioner, pairing with a physician.”

At Centra Health, mid-level providers meet with dis-
charged patients no later than three to five days after dis-
charge. “That provider is looking for dietary compliance and 
understanding; medication compliance and understanding; 
setup of  food and understanding of  the sodium restrictions at 
home,” says Valentine. Centra practitioners look at barriers to 
compliance, such as a person’s inability to read, lack of  money 
to buy medicine, or social problems in the home. “The team 
goes from being a physician to a nurse, nurse practitioner, so-
cial worker and dietitian,” he says.

The key is education and breaking down 
the barriers to success, he continues. And the 
payoff? “Keeping the patient at home and 
healthy is the primary goal,” says Valentine. 
“The secondary goal is reducing [financial] 
losses for the healthcare system as a whole.”

Some physicians may resist forming the 
kinds of  healthcare teams that Valentine be-
lieves are necessary to reduce readmissions and 
improve patients’ well-being. “But heart failure, 
like many things we face today, is a chronic dis-
ease. It calls for partnering with nurses, nurse 

practitioners, managers, pharmacists,” he says. “When you 
look at accountable care organizations, it’s the people who 
partner best and create the most efficient ways of  working 
together who will be the winners.” So will their patients.

medical homes
Some practices already have experience forming the 
kinds of  teams necessary to reduce hospital readmissions. 
Coastal Medical in Cranston, R.I., for example, has been 
a patient-centered medical home for two years, and, for 
the past six months, has been a Medicare accountable care 
organization, says Yul D. Ejnes, MD, MACP, a practicing 
internist and immediate past chair of  the American College 
of  Physicians’ board of  regents. 

But many readmissions occur 
within a week after discharge, due 
to a lack of planning or teaching. 
The patient may not understand 
instructions and hence won’t be in 
compliance with them. 
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reducing readmissions

The fact that Coastal Medical is a patient-centered med-
ical home and ACO “aligns everything,” says Ejnes. Being 
a medical home means that payment is based not just on 
the number of  patient visits, but on the practice’s success 
in improving quality of  care and on managing patients’ 
long-term health. That’s why the practice employs a nurse 
care manager, who stays in close touch with patients with 
chronic conditions, such as diabetes. “Those patients may 
need more time, or they may need to be called regularly 
or seen,” says Ejnes. The nurse care manager makes those 
phone calls and coordinates that care.

Coastal Medical also stays in close touch with the staff  
at Rhode Island Hospital – where Ejnes is on staff  – about 
patient admits and discharges. “[The hospital staff] alert us 
when the patient is discharged, and that allows us to do a 
better job of  making sure his or her meds are reconciled 
and the patient gets timely access to our office.”

For the most part, communication between hospital 
and medical practice has always been pretty 
good, says Ejnes. “But overall, things have 
gotten even better,” he says. “Five years ago, 
we might find out that our patient had been 
in the hospital only after they came in for 
a routine visit months after they were dis-
charged,” he says. “But we’re seeing less of  
that now, because of  the various tools we 
have in place, as well as greater sensitivity to 
the issue.”

The state of  Rhode Island has instituted 
measures to keep all providers aware of  patients’ status, says 
Ejnes. For example, when patients leave one institution for 
another, or go from a healthcare institution to their home, 
a form is sent to the patient’s physician containing diagno-
ses, medications, changes in medications and management 
instructions. 

One of  the keys to reducing hospital readmissions is 
seeing patients as soon as possible after their discharge 
from the hospital, says Ejnes. Perhaps changes to the pa-
tient’s medication regimen were made in the hospital. Fol-
lowing the patient’s discharge, the practice wants to ensure 
that his or her meds are reconciled. Often, the patient who 
has been discharged from the hospital needs to be moni-
tored for whatever condition or incident brought him or 
her to the hospital. Often that monitoring can be done in 

the patient’s home, he says. Telemedicine offers other pos-
sibilities for remote monitoring. 

cPT codes
Physicians in all practices – not just those that qualify as 
medical homes or accountable care organizations – should 
benefit from two new CPT codes covering transitional care 
management. Codes 99495 and 99496 are intended to re-
imburse physicians for the management of  patients who 
have recently been discharged from a hospital or skilled 
nursing facility. The codes allow for efficient reporting of  
time spent discussing a care plan, connecting patients to 
community services, transitioning them from inpatient set-
tings and preventing readmissions, according to the Ameri-
can Medical Association.

“There has been a longstanding concern that the evalu-
ation-and-management (E&M) codes do not fully account 
for the services that are not provided in a face-to-face  

office visit,” says Peter Hollmann, MD, chair of  the CPT 
Editorial Panel and associate chief  medical officer for clini-
cal affairs, Blue Cross & Blue Shield of  Rhode Island. That 
has been problematic, because reducing readmissions calls 
not only for face-to-face visits, but phone contact, as well 
as coordination between the physician’s office and home 
care agencies, social service agencies, pharmacy benefit 
management companies and others. That’s particularly true 
for the older Medicare population, he says.

“A lot of  doctors are doing these things now, and not get-
ting paid for it,” says Hollmann. “So with the CPT codes, they 
are finally getting paid and recognized for the work they’re do-
ing.” And it might encourage others, who might have been un-
able to afford to engage in these activities, to do them as well. 
“That’s the fundamental principle behind them,” he says. JHC

Being a medical home means that 
payment is based not just on the 
number of patient visits, but on 
the practice’s success in improving 
quality of care and on managing 
patients’ long-term health.
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reducing readmissions

Hospitalizations account for nearly one-third of the 
total $2 trillion spent on health care in the United States, 
according to the Institute for Healthcare Improvement 
(IHI). In the majority of cases, hospitalization is necessary 
and appropriate. However, a substantial fraction of all hos-
pitalizations are patients returning to the hospital soon af-
ter their previous stay. These rehospitalizations are costly, 
potentially harmful, and often avoidable.

In May 2009, the Institute for Healthcare Improve-
ment launched the STate Action on Avoidable Rehospi-
talizations (STAAR) initiative to reduce rehospitalizations. 
STAAR participants work across organizational boundar-
ies by engaging 1) payers, 2) stakeholders at the state, 
regional and national level, 3) patients and families, and 
4) caregivers at multiple care sites. Participating states to 
date are Massachusetts, Michigan and Washington.

The STAAR initiative is grounded in a two-part strat-
egy for reducing rates of rehospitalization.

1. Improve transitions of care.
2.  Engage state-level leadership to understand and 

mitigate barriers to change.

improve transitions of care
Delivering high-quality healthcare requires contributions 
from many parts of the care continuum, and effective 
coordination and transitions between providers and be-
tween care settings, according to IHI. The best transition 
out of the hospital is only as effective as an activated re-
ception into the next setting of care. 

STAAR participants are required to engage partners 
from across the continuum of care to problem-solve and 
co-design improvements in the day-to-day work of pro-
viders. STAAR provides content reviews, process recom-
mendations, inventory and celebration of best practices, 
and suggested measurement strategies. Best practices and 
experienced faculty are drawn from successful teams that 
have worked with IHI in prior engagements.

Prioritizing longitudinal care and reducing avoidable  
rehospitalizations involves new behaviors, norms, relation-
ships, and partnerships to communicate and coordinate care 
between disciplines, settings, and organizations. State-level 

leadership is essential to understand and act on the barriers 
that front-line teams encounter. Similar in many respects to 
the cross-continuum team at the provider-level, STAAR en-
gages with multi-stakeholder state leaders and steering com-
mittees to lead and coordinate this initiative at the state level.

at the patient level
STAAR hospital teams focus on the implementation of four 
key process-level improvements, which require collabora-
tion between the hospitals and their community partners.

1.  Perform an enhanced assessment of  
post-hospital needs.

•  Involve family caregivers and community 
providers in completing a needs assessment 
of patients’ home-going needs.

• Reconcile medications upon admission. 
•  Create a customized discharge plan based 

on the assessment.
2.  Provide effective teaching and facilitate 

enhanced learning.
•  Customize the patient education materials 

and processes for patients and caregivers.
•  Identify all learners on admission.
•  Use “Teach Back” regularly throughout the 

hospital stay to assess the patient’s and fam-
ily caregivers’ understanding of discharge 
instructions and ability to perform self-care.

3.  Provide real-time handover communications
• Reconcile medications at discharge.
•  Provide customized, real-time critical infor-

mation to next clinical care provider(s).
•  Give patients and family members a  

patient-friendly discharge plan.
•  For high-risk patients, call the individual 

listed as the patient’s emergency contact to 
discuss the patient’s status and plan of care.

4. Ensure timely post-hospital care follow-up
• Identify each patient’s risk for readmission.
•  Prior to discharge, schedule timely follow-up 

care and initiate clinical and social services 
based upon the risk assessment. 

sTaar initiative
Better education, handoffs key to reducing readmissions

To learn more about STAAR, go to http://www.ihi.org/offerings/Initiatives/STAAR/Pages/default.aspx.
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Come
together
Alan Weintraub, chief  procurement officer, Enloe 

Medical Center, Chico, Calif., talks about the in-
verted triangle that has characterized the acqui-

sition of  physician-preference items from….well, for a 
very long time. At the top of  the triangle, in one corner, 
is the physician; at the other is the vendor. And who’s at 
the bottom? Yes, it’s the supply chain executive. What 
Weintraub is attempting to do at Enloe is round out that 
triangle, so that it’s a circle in which all three participate 
on equal footing.

Can physician-preference 
vendors come together 

with supply chain 
executives and clinicians 

for the good of the 
patient?
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outside business influenCes

Weintraub and other supply chain executives con-
tinue to explore ways to build bridges with their clinical 
colleagues in the quest for higher-quality care at lower 
costs. The successful ones enlist the support of  admin-
istration and the clinical team. The most successful ones 
also have the support – reluctant or otherwise – of  phy-
sician-preference vendors. 

“The reality is, supply chain executives are gaining more 
and more influence [in the selection and acquisition of  phy-
sician-preference items],” says Pete Allen, senior vice presi-
dent, sourcing operations, Novation. “Hospitals are either 
employing physicians, or they have presented enough data 
to physicians, that some of  the power is shifting from the 
physician community to supply chain.

“We have seen very successful aggregation initiatives 
around physician preference items, 
and suppliers have reluctantly come 
to the table,” he says. “And suppli-
ers realize that some of  the physi-
cian preference categories, frankly, 
are commoditizing, and supply 
chain has more influence” in the  
selection process.

Bridging the gap
It’s true that many physician-preference vendors continue 
to bypass supply chain, preferring to go right to the clinical 
staff. But that may be changing.

“The supplier community is learning to change its be-
havior and work directly with [supply chain] as opposed to 
bypassing us,” says Weintraub. “And that’s great. They’re 
coming to us upfront, and we’re able to run [product evalu-
ations] through our proper sourcing, contracting and con-
version channels. The point is to drive it to that next level – 
utilization. Our goal is to eliminate waste and unnecessary 
variation at the end user level.”

One physician-preference vendor that has chosen to 
bridge the gap with supply chain executives is Cook Medi-
cal, Bloomington, Ind. “Hospitals and IDNs are looking to 
the supply chain to help them improve, enhance outcomes 
for patients and do it in an economically viable way,” says 
David Reed, vice president, Healthcare Business Solutions, 
Cook Medical. Providers have come to recognize that the 

supply chain is an important element in healthcare delivery 
and in reducing overall healthcare costs, he says. 

Cook created its Healthcare Business Solutions team 
to work with its supply chain customers on improving the 
business and logistics elements of  its offerings, says Reed. 
“The ability to track the cost of  care and patient outcomes 
is critically important to healthcare,” he says. “And there 
are a number of  ways to do that,” including adoption of  
a standard product-numbering system, such as the GS1 
Global Trade Item Number, or GTIN. All Cook products 
shipped from its North American service center bear a 
GTIN. “This opens up an entire world of  tracking costs, 
looking at outcomes, examining total cost of  ownership, 
as well as what it’s costing the provider to achieve good 
outcomes – or poor ones,” he says.

“We believe that the bridge [between clinicians and 
supply chain] needs to be transversed on a regular basis,” 
says Reed. In addition to addressing the logistics concerns 
of  supply chain professionals, Cook’s reps can aid them 
in understanding some of  the clinical implications of  the 
company’s products. 

“There has been a gap between healthcare systems and 
manufacturers of  devices,” he says. Providers are skeptical 
of  the clinical data that manufacturers share with them. 
“There is work to be done on both sides to make sure we 
draw closer together as an industry,” says Reed.

Price will always be an issue, he says. “At the end of  the 
day, everybody wants to know what the price is. But value 
creation [encompasses] a lot of  things. When you look at 
some of  the new models of  care – accountable care orga-
nizations – the real question is, ‘What is the total cost of  
doing these procedures or treating these types of  diseases?’ 
If  you can’t get past that price question, you may never get 
to what I call the most substantive elements.”

“ We wanted to demonstrate [to 
vendors] that if you come to the table 
with our best interest in mind, we’ll go 
to our surgeons and talk to them.”

– Alan Weintraub, chief procurement officer, Enloe Medical Center
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PhysiCiAn PreferenCe items

Trustworthy
Weintraub – like most supply chain executives – prefers 
that physician-preference vendors come to supply chain 
before attempting to influence the clinical staff, so that En-
loe’s value analysis team can analyze the implications of  the 
equipment or item in question. In fact, the IDN has begun 
to insert language in its contracts stipulating that vendors 
give supply chain 60 days’ advance notice of  any technol-
ogy they want to introduce to the clinical staff. 

“The first few times we did this, it was very difficult,” he 
says. That was no surprise. “We are taking away one of  their 
channels for sales.” But that issue can be dealt with, he says. 

“We wanted to demonstrate [to vendors] that if  you 
come to the table with our best interest in mind, we’ll go 
to our surgeons and talk to them.” The heads-up from the 
vendor gives Enloe’s value analysis team an opportunity to 

examine the clinical and financial impact of  acquiring the 
new item. “If  it looks interesting or favorable, we’ll say [to 
the vendor], ‘Go to the doctors; we’ll work out a trial and 
do a deeper dive into it.’”

Over time, Enloe has developed better relationships 
with some physician-preference vendors, and as a result, 
the two sides have become more candid about the financial 
implications of  devices and equipment. What’s more, ven-
dors share with supply chain news about technologies they 
are developing for the future. In those cases, supply chain 
executives pass that word on to their clinicians. 

It helps, of  course, if  the supply chain executive has at 
least a rudimentary understanding of  the clinical implica-
tions of  medical devices and equipment, adds Weintraub. 
“If  you’re asking for notice [about what’s cooking in R&D], 
you have to understand the clinical implications,” he says. 
True, the value analysis coordinator carries the flag in eval-
uating technologies. In Enloe’s case, that person had 20+ 

years of  OR experience before joining the supply chain 
team. But the more the supply chain executive can under-
stand, the more he or she can participate in a dialogue with 
the vendor and clinicians about technology.

More communication
Strong, collaborative relationships between supply chain 
executives, administration and end users might be the thing 
to “round out” the triangle that Weintraub speaks of.

“[Many] companies still focus on the end users of  their 
products and avoid supply chain executives,” says Lori Pilla, 
vice president, Clinical Advantage and Supply Chain Op-
timization, Amerinet. “This is due to the fact that supply 
chain executives usually do not have the ability to affect us-
age without C-level and surgeon support in taking the po-
sition of  the service line champion. Companies will work 

with these executives, but usually only 
after the end users of  the products 
have been involved and demonstrated 
their partnership to the hospital and 
process associated in reducing costs 
to maintain the viability of  their ser-
vices in the community.

“Overall, more and more commu-
nication is going into helping suppli-

ers realize that outside of  traditional sales of  their products, 
the real focus is on maintaining existing business in a very 
volatile/tense market,” continues Pilla. “There have been 
few who have acknowledged the change in practice and are 
beginning to recognize the need to find ways to work better 
with providers in maintaining their relationships, business 
and overall long-term strategy – which may determine who 
is left standing in the next 36 months.”

The overall goal for healthcare providers is to improve 
margins on procedures and improve financial viability, 
while providing high quality care and outcomes to the pa-
tients they serve, says Pilla. “Physicians need to be support-
ive of  the effort with the suppliers and find some common 
ground without leveraging the relationships they may have 
had with those suppliers over the years. This may involve 
physician employment or some other arrangement needed 
to win their support.” It also involves direct communica-
tion with vendors, she adds. 

“ We’ve also taken a pretty aggressive 
stance with [physician-preference] 
vendors in the area of capitation 
contracting.”

– Matthew Pehrson, vice president of  
supply chain management, Presbyterian Healthcare Services
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“Some large healthcare systems…have specifically 
communicated their need to reduce the cost of  doing busi-
ness overall, not just on the implants; and they have asked 
those suppliers who are truly willing to partner with them, 
for the good of  patient care, to assist them in finding ways 
to maintain their viability long term, together.”

Actionable reports
The key challenge for supply chain executives with regard 
to physician-preference items is aligning surgeons’ incen-
tives with those of  the hospital or IDN, says Tom Beall, 
director, supply chain management, Halifax Health, Day-
tona Beach, Fla. Doing so can be difficult, however, given 
anti-kickback regulations. Yet without clinicians’ support, 
the cycle of  rising costs will be hard to stop. The purchase 
price of  physician-preference items is one issue. Another 
issue that providers may have to address are sales reps in 
the OR. While they do provide a valuable service to the 
surgical team, they come at a high price, says Beall.

One factor that may hasten alignment between surgeons 
and hospital administration is the availability of  actionable 
reports, that is, information that can tie together medical 
products, costs and outcomes, continues Beall. Unfortunate-
ly, such data is still rudimentary. Another factor that might 
turn the tide is the emergence of  accountable care organiza-
tions, which are intended to unite physicians, hospitals and 
other providers to provide cost-effective, high-quality care. 

Clinically integrated supply chain
For four years, Matthew Pehrson, vice president of  supply 
chain management, Presbyterian Healthcare Services, Al-
buquerque, N.M., has been developing what he calls a clini-
cally integrated supply chain. “We have integrated supply 
chain into our service line leadership,” with service-line-
specific value analysis teams working to drive down cost 
and utilization of  products, he says. 

“I’m not a clinical expert, but part of  the advantage of  
our clinical/supply chain integration is the fact that supply 
chain really understands what’s important to the clinicians,” 
he says. “By being involved in meetings every month, as 
we contract and source together, I begin to understand the 
push points of  clinicians, and they have begun to understand 
those of  supply chain. That’s how we bridge those gaps.

“We’ve also taken a pretty aggressive stance with [physi-
cian-preference] vendors in the area of  capitation contract-
ing,” he continues. In the process, the supply community 
has learned to change its behavior. Rather than bypass sup-
ply chain, “they’re coming to us upfront and we are able 
to run [new products] through our value analysis process, 
to ensure we’re getting a product that will provide value.” 

As a member of  Premier healthcare alliance’s ASCEND 
oversight committee, Pehrson is working to take Presbyteri-
an – and other Premier members – beyond sole-source con-
tracting. (ASCEND, or Accelerated Supply Chain Endeavor, 
is a collaborative project involving Premier and more than 
300 Premier members, designed to aggregate, monitor and 
analyze supply chain data.) “The point is to drive [contract-
ing] to that next level – utilization,” he says. “That is, selling 
the right product to us, with evidence-based practices, and 
then sourcing to those specifications. The goal is to elimi-
nate waste and unnecessary variation at the end-user level.”

Can’t stop now
Supply chain executives continue to pursue savings oppor-
tunities associated with physician-preference items, says 
Allen. “If  you look at the big aggregators, I think every-
body is focused on this area,” he says. “They’ve had many 
initiatives around the more commodity-based products, 
and most are satisfied they’ve done a good job controlling 
those expenses. But they’re facing continued pressure to 
control costs, so they’re going after more complex catego-
ries. Every year we have at least one large system that has a 
physician-preference category they want to work through.”

Says Reed, “Providers and suppliers have to move their 
conversations beyond price and get to value. How do we 
help create value for patients, because that’s why we’re 
here. It’s easy to get locked in a pricing conversation and 
miss the opportunity to help lower cost and help patients 
improve or have a better lifestyle. 

“We are keenly interested in this part of  the process 
of  improving healthcare,” he says. “And while I’ll say we 
are not going to execute perfectly, and we don’t expect 
providers to do so, we’ll have peaks and valleys over time. 
There are elements in our team and in healthcare systems’ 
teams that won’t execute right. But it’s critically important 
to move beyond where we are today.” JHC
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The name of a new organization designed to study 
the effectiveness of medical devices and contract accord-
ingly – jointly owned by an insurer and several healthcare 
systems – says it all. 

“There was a consistent theme that our member/
owners wanted,” says Mark West, president, SharedClar-
ity LLC. “They wanted clarity about 
how medical devices perform, and 
they wanted independent informa-
tion to achieve it. And that interest 
was shared by all of them.” 

Headquartered in Phoenix, 
Ariz., SharedClarity is a for-profit, 
limited liability corporation, jointly 
owned by insurer UnitedHealth-
care and three healthcare systems 
– Dignity Health, San Francisco; 
Advocate Health Care, Oak Brook, 
Ill.; and Baylor Health Care System, 
Dallas, Texas. (Participants expect 
more IDNs to participate in future 
months.) Their goal is to pool their 
data and use it to conduct studies 
about the effectiveness of various 
medical devices, and then to col-
laboratively contract for the most 
effective ones. 

Participants expect that 
SharedClarity will help all in-
volved gain insight from the 
studies when purchasing high-
cost products, including defibril-
lators, heart valves, knee and hip 
implants and stents. Executives ex-
pect that data will be available for 
several product categories, such 

as radiology, imaging, cardiology, cardiac surgical, 
orthopedic/spinal surgical, vascular surgical, urology  
and ophthalmology.

Years in the making
SharedClarity has actually been years in the making, 

says West, who served as vice 
president of supply chain manage-
ment for UnitedHealthcare prior to 
being named president of Shared-
Clarity. Prior to that, he was execu-
tive director of supply chain man-
agement for the Cleveland Clinic 
Healthcare System. 

During routine business re-
views involving UnitedHealthcare 
and Dignity Health, discussions 
about patient care were always at 
the forefront, he says. “The discus-
sion about medical devices was a 
recurring theme.” Both organiza-
tions realized that they lacked inde-
pendent data about the effective-
ness of medical devices. “The more 
we talked, the more we realized that 
if we pulled data together, we could 
create a bucket of data that could 
be studied and that could provide 
new and different insights.” 

Providers and payers collect 
loads of patient care data, but 
their data doesn’t always overlap, 
points out West. UnitedHealthcare, 
for example, has “longitudinal” in-
formation on about 40 million in-
sured people in the United States, 

PhysiCiAn PreferenCe items

A Little Clarity for Contracting 
Insurer and IDNs join forces, pool data, in effort to gauge the effectiveness of 
medical devices. Collaborative contracting will follow.

Providers and 
payers collect 

loads of patient 
care data, 

but their data 
doesn’t always 
overlap, points 

out West.

Mark West
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and can track procedures, doctor visits, prescriptions, 
lab work, physical therapy, etc. But the insurer lacks 
one piece of information – details on the devices used 
or implanted on patients. So, while UnitedHealthcare 
might know that a member received a coronary stent, 
it wouldn’t know if it was a bare metal stent or a drug-
eluting one, nor would it know the manufacturer. “So, 
from the UnitedHealthcare perspective, that’s a huge 
blind spot,” says West.

Health systems, on the other hand, know and re-
cord what medical devices they implant in their patients. 
“Their blind spot is [the fact that] they don’t know what 
happened to the patient [prior to the procedure] or after 
he or she leaves the building,” he says.

SharedClarity’s goal, then, is to match three buckets 
of data:

•  Specifics on the devices that are  
implanted in patients.

• Clinical information about the procedure or event.
• Insurance claims information. 

“We’ve done some piloting and have been able 
to triangulate these three very effectively,” says West. 
“We’re very excited about creating a raw data set that 
can be studied.”

Contracting
SharedClarity’s primary goal is to study and produce 
evidence of the effectiveness of medical devices,  
resulting in better patient care. But its efforts will have 
cost implications as well. “If we identify products that 

lead to better outcomes, fewer readmissions and fewer 
complications, we can help take costs out for the whole 
industry,” says West. 

In addition, SharedClarity members intend to 
take the results of the studies and contract as one 
entity with manufacturers. “We’ll use the studies to 
guide us on which products have the best clinical 
outcomes, and then we will jointly develop sourcing 
strategies,” he says. “Our strategy will be to [pursue] 
products with the best outcomes, as well as mean-
ingful consolidation and rationalization of medical 
devices.” Consolidation and rationalization may be 
goals, but that doesn’t mean SharedClarity will sin-
gle-mindedly pursue single-source or dual-source 
contracts in all categories. “What may work well in 
one product category might not work in another,” 
he says. Michael Georgulis, Jr., formerly with Premier 
health alliance, is heading up SharedClarity’s strate-
gic sourcing initiative.

“When we negotiate with device manufacturers, 
we will negotiate a price tier for our member/own-
ers, then we will negotiate another tier, which we will 
make available to UnitedHealthcare’s network provid-
ers,” says West. This way, UnitedHealthcare has a unique 
offering to provide its network providers to help them 
reduce costs.

The SharedClarity medical device studies will be 
overseen by physicians from each of the participat-
ing health systems. Optum Labs will serve as the data 
and research partner, with consultants from the Lewin 
Group overseeing the research. Studies are expected 
to begin later this year. JHC
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“When we negotiate with device manufacturers, we will 
negotiate a price tier for our member/owners, then we will 

negotiate another tier, which we will make available to 
UnitedHealthcare’s network providers.”

– Mark West, president, SharedClarity LLC
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We’ve all heard the phrase “low 
cost, high quality always wins.” Few 
people will disagree with this simple 
but sage advice. But is it really true in 
today’s fee-for-service world?  

Several recent studies have dem-
onstrated that despite new readmis-
sion penalties, organizations with the 
highest rate of readmissions actually 
drive more profit compared to their 
peers who’ve transformed care proto-
cols to proactively prevent unneces-
sary re-visits to the acute care setting. 
So it appears we are caught in the 
cross-hairs at a moment in time where 
payment reforms haven’t quite caught 
up with operating reality.  

This certainly doesn’t mean we 
should slow down efforts to im-
prove quality and outcomes, but it 

Supply chain’s role  
in value-based care

PhysiCiAn PreferenCe items

By Harry Kirschner

Outcomes-based 
contracting has 

to transcend 
silos of care – 

and incorporate 
clinicians’ input

does surface a few important questions, including these two: What out-
comes measures really matter to drive improved performance? What is the 
healthcare supply chain’s evolving role in managing the balance between 
cost and quality?

Supply chain impact
The transformation of the fee-for-service model to value-based care is not a 
question of “if” but of “when.” Advisory Board Company research has shown 
that over 10 percent of admissions are already covered by risk-based payment 
models, with over 80 percent of hospitals reporting they already participate in 
some level of value-based models or will be by the end of 2013. 

Healthcare reform and dramatic demographic shifts are challenging hos-
pitals to deliver top quality care for less, and the pace of innovation is furious. 
Value-based care requires that we move beyond looking at cost from a short-
term perspective to understand what truly drives better long-term outcomes, 
a paradigm shift with direct implications across the supply chain. 

We’ve been speaking with ex-
ecutive leadership across hospitals 
and suppliers to assess what they can 
impact within today’s constraints and 
where they are making investments 
for the future.

The discussion must start by de-
fining what outcomes measures re-
ally matter and improving our ability 
to correlate specific supply decisions 
with improved performance. Evaluat-
ing and defining outcomes is a multi-
step process that involves hospitals, 
surgeons, primary care physicians 
and insurers. Each stakeholder col-
lects important data specific to his or 
her role in patients’ lives across a dif-
ferent window of time. 

Outcomes-based contracting
As the data currently stands, hospi-
tals track patients’ immediate stay, 
and surgeons follow their recovery. 
Primary care hospitals and insurers 
subsequently follow their long-term 
health trajectory. The key to unlocking 
outcomes-based contracting is linking 
these silos of knowledge. But where 
is the starting point? And what’s the 
road map from here to there? 

Well, factors that affect proce-
dural cost, such as operating room 
time or personnel costs, may be 
the easiest place to start, especially 
since this data already resides with-
in hospitals. As hospitals become 
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more sophisticated in assessing total cost, they will be 
able to broaden the scope of evaluations to include 
episode-of-care cost (data surgeons can supply) and 
lifetime costs (data within the reach of primary care 
physicians and insurers). These types of data can more 
accurately capture the impact of supply chain deci-
sions on anything from likelihood of readmission to 
likelihood of revision. The good news is, accountable 
care organizations and population health manage-
ment strategies incentivize collaboration. 

Enlisting clinicians’ support
In the short-term, healthcare can 
make tremendous headway by 
empowering clinicians in collabora-
tive contracting decisions, and by 
moving away from price and “ready 
baked contracts” as the primary de-
terminate for contract awards. After 
all, clinicians – not executives – best 
understand what clinical technolo-
gies are required to provide the best 
patient care.

Rather than restricting choice 
by standardizing or “forcing” clini-
cians to award decisions for short-
term price gains, hospitals should 
engage in productive dialogue with 
clinicians around which products 
truly drive better performance, and 
leverage data to truly understand 
why. Physician alignment is the cornerstone of build-
ing the framework for outcomes-based contracting, but 
laying the renewed partnership’s foundation requires a 
systemic, not episodic, approach. Instead of viewing phy-
sician preference as an inhibitor to maximizing supply 
chain value, top performers engage clinicians with a for-
mal infrastructure that enables them to take ownership in 
sourcing decisions and provide insight into what factors 
truly drive product selection. 

By making this a data-driven discussion, hospi-
tals and physicians can shift away from this being a  

politically sensitive discussion to a fact-based mission, as 
both strive to understand those circumstances in which 
specific products might actually justify a premium be-
cause they indeed drive lower total costs through better 
performance. In many cases, these discussions have led 
to physicians appropriately questioning the cost variation 
among similar supplies where there is no clear evidence 
that marketed features do in fact improve either short- or 
long-term outcomes. 

In brief, we have the data today for outcomes-based 
contracting. It’s sitting in the heads 
of our physician partners and we 
can unlock it by bringing credible 
data to our efforts in order to pivot 
from conversations around prefer-
ence to conversations around prod-
uct requirements.

Interdependence  
with suppliers
Rather than focusing solely on price, 
hospitals should recognize their 
interdependence with suppliers 
and explore ways to help uncover 
shared value. Historically, suppliers 
have not partnered with hospitals 
on these efforts because reduced 
use of supplies translates into lower 
profits. But recognizing that physi-
cian preference alone is no longer 
going to dictate market share, pro-

gressive suppliers are responding to this shift by sharing 
risk to prove their ability to drive lower cost and high-
quality care.  

By aligning suppliers and providing meaningful in-
centives around achieving clinically and cost-effective 
utilization, hospitals create new opportunities for sup-
pliers. This requires that hospitals and suppliers take a 
true partnership approach and share value by taking 
real costs out of their day-to-day interactions and cre-
ating meaningful incentives when products do in fact 
drive better outcomes.  JHC

harry Kirschner is managing director, the Advisory board Company. he can be reached at kirschnh@advisory.com.
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specifications

With the industry heading toward full implementation 
of  the Affordable Care Act, most healthcare providers are 
looking at everything in a quest to find more cost savings. 
Many are building highly effective value analysis programs, 
especially to look at high-cost, historically “clinician pref-
erence” items. Value analysis strives to compare products, 
services and processes and identify unneeded features of  

them. Unfortunately, when the projects are done, we often 
fail to take what we’ve learned and build them into specifi-
cations for future use.

As an industry, we’ve typically been driven by new 
technology and sometimes what amounts to product 
line extensions. Memorializing what’s actually needed 
vs. what is “nice to have” is where specifications come 

in. Good specifications lead to im-
proved standardization of  not only 
products, but processes as well. 
Specifications should be an out-
come of  value analysis and work 
hand-in-hand with it.

Healthcare compared  
to other industries
In many healthcare transactions, the 
manufacturer and its sales represen-
tatives have been allowed to become 
key influencers of  purchasing deci-
sions. That is not the case in other 
industries. (See table.) Usually it is 
the consumer of  the goods who 
specifies what they want. 

Developing specifications 
can pay off
Buyers – not sellers – should prepare the specifications for the goods and services they buy

By John Strong

procurement specification matrix
INITIATOR INFLUENCER DECIDER BUYER USER

HEALTHCARE

Manufacturer
Marketing,  

Peers, Sales Rep
Physician

Hospital or 
Health Care 

Provider

Patient 
(Consumer)

MANUFACTURER

Engineering, 
Product 

Development

Quality, 
Manufacturing 

Operations
Purchasing Manufacturer Consumer

RETAIL

Marketing, 
Consumer

Marketing, 
Peers

Consumer Consumer Consumer

FOOD

Marketing, 
Consumer

Marketing, 
Peers

Consumer Consumer Consumer

Writing good specifications takes time, and it’s hard work. Nonethe-
less, most industries recognize it as an essential role of  supply chain manage-
ment. But in healthcare, we either use simple specifications, such as citing a 
brand name, or none at all. We seem to “take” the products designed and devel-
oped by our suppliers, rather than telling them what we need. 
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specifications

Without specifications, we fail to capitalize on the evalu-
ation process, whether it is examining new products, or 
soliciting proposals for either goods and services. We lose 
the ability to:

• Drive future requirements and purchases.
• Perform thorough price analysis.
•  Negotiate based on what is actually  

required to perform the task.
•  Match products and services with the need, ensuring that 

we are not accepting unneeded features and benefits.

Make no mistake. Being overly prescriptive can stifle 
innovation and cost organizations money. On the other 
hand, developing specifications allows us to clearly indicate 
to suppliers what is needed – and why they either received 
a contract award or didn’t. 

specifications for products
Good product specifications start with de-
fining requirements. The procurement staff  
needs to have good communication with 
product users for technical advice. In many 
organizations, these are the exact people who 
are also assembled to perform value analysis. 

Defining requirements comes from find-
ing common understanding about what is 
needed. By asking questions and exploring 
possibilities, you can eliminate ambiguities 
about what is actually needed, often leading 
to reduced product or service features, and 
lower cost. This can lead to better product and process 
performance, providing better patient outcomes. 

specifications for services
Many specifications today seem to focus on the “boiler-
plate” terms and conditions that the buyer is looking for, 
and less on what services he or she actually desires. In 
some cases, vendors provide the specifications. This can 
lead to over- or under-specification. The seller may have 
no incentive to restrict services to those that are actually 
needed. More service may be nice to have, but it is prob-
ably costing your organization money. If  you’ve placed too 
much emphasis on cost with a service provider, you may 

get a low price but find out that you are also receiving bare-
bones service as a result.

When writing service specifications, you need to be 
clear, concise and complete. To do so, the procurement 
staff  needs to work with a team of  people who use the ser-
vice to help carefully define all the steps that are needed for 
effective service delivery. Doing so also allows the buyer 
to match the specifications to the end results provided by 
the selected supplier – an essential part of  monitoring the 
results through the contract-to-pay cycle. 

It pays to take the time to completely define the orga-
nization’s needs in a consistent fashion from the beginning 
to end of  the specification. It’s also important to define 
which party is responsible for providing and paying for any 
products that are required to perform the services. Taking 

the time to do this will result in less misunderstanding from 
potential vendors, fewer questions, and a process that can 
be completed on time and with less frustration. 

characteristics of well-written specifications
Good specifications spell out the obligations of  both par-
ties clearly. They describe the buyer’s requirements in de-
tail, and have great clarity without being wordy. This can be 
facilitated by using the active tense, and by being precise.

In addition, good specifications are data- and quality-driven, 
and they are objective. Unless you wish to “lock-out” certain 
suppliers, ensure that your specifications are written to be gen-
erally inclusive of  all qualified suppliers. Every specification 

When writing service  
specifications, you need  
to be clear, concise and  
complete. to do so, the  
procurement staff needs  
to work with a team of  
people who use the service to help 
carefully define all the steps that are 
needed for effective service delivery. 
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specifications

should be carefully proofread and reviewed with 
potential product or service users before they are 
published. This means making them team-driven, 
which can improve the potential for competition. 

a good set of specifications
Whether for products or services, having well-written 
specifications can provide a number of  benefits to the pro-
vider’s supply chain:

• The potential for better competition for products.
•  Meaningful dialog around how products and services 

are actually used, how they are paid for, and how the 
processes involved with them can be simplified.

•  Clarification of  whether each product or service meets 
the exact requirements of  the clinician for the patient.

•  The opportunity to mesh good specifications with 
clinical procedures and care plans.

•  The opportunity to objectively evaluate new products, 
or product line extensions to see if  the value provided 
is consistent with what is actually needed.

•  Reduce the cost of  products and services through 
better matching of  needs to requirements.

conclusion
In healthcare, providers have tended to allow the sellers of  
the goods and services to set the specifications for prod-
ucts and services. While that has worked for a long time, 
and led to a great deal of  important innovation, it may also 
have led healthcare providers to purchase too much, or the 
wrong things. That tendency has been reinforced by the 

fact that we didn’t always know what thought 
we needed – or we saw something with great 
features and benefits that became the new 
product we had to have.

As cost challenges continue to mount in health-
care, it is more important than ever that we define our require-
ments through well-written specifications. Doing so can provide 
us with a wide variety of  benefits – most notably lower costs.
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as cost challenges continue to mount in healthcare, it is more 
important than ever that we define our requirements through 

well-written specifications. Doing so can provide us with a 
wide variety of benefits – most notably lower costs.

John Strong is a former healthcare provider supply chain leader and group purchasing executive who operates his own consulting practice. In ad-
dition, he is an adjunct instructor of  purchasing and supply chain management at the Sheldon B. Lubar School of  Business at the University 
of  Wisconsin – Milwaukee. He can be reached at johnstrongllc@gmail.com. 
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up for the Challenge
MedAssets Business summit focuses on succeeding amidst change

Nobody said reforming the U.S. healthcare system 
would be easy. But it can – and will – be done.

“We knew any reform-related change was going to be 
challenging,” said John Bardis, chairman, president and 
chief  executive officer, MedAssets, speaking to 4,400 at-
tendees at the organization’s 2013 Healthcare Business 
Summit in April. “If  we can share together and work to-
gether, we can succeed together.”

The Summit offered attendees more than 70 educa-
tional sessions and multiple keynote speakers. In addition, 
attendees had opportunities to network, collaborate and 
share ideas with peers.

“The Affordable Care Act is now the law of  the land, ty-
ing quality considerations directly to payments,” Bardis said. 
“The traditional business model to wait and treat people ar-
riving at the door is no longer acceptable or affordable. Each 
healthcare provider today knows it’s imperative to enhance 
capabilities to better manage quality, reduce costs and en-
hance services, but where to focus those efforts?

“Our future requires clear and actionable business intelli-
gence – along with the ability to connect quality and financial 
data to know where to reduce variability, benchmark pro-
ductivity and accountability, as well as manage effective care 
networks. All of  this work needs to start now – while ex-

periencing drastic reductions in payment from 
government agencies and private payers.”

Outsourced procurement
At the Summit, MedAssets announced a 
strategic partnership with Ariba, an SAP 
company. The partnership is intended to of-
fer providers and suppliers a comprehensive 
electronic commerce platform, including 
requisition-to-purchase-order transmission, 
shipment notification, invoice transmission 
and reconciliation workflow automation, ex-
pense posting, supplier payment and early-
pay discount solutions.

Through the partnership, healthcare pro-
viders will be able to conduct fully automated 

e-commerce with the nearly 1 million companies connect-
ed to the Ariba® Network through the MedAssets eCom-
merce Exchange. Providers will be able to eliminate up to 
100 percent of  paper invoices received from suppliers us-
ing Ariba’s “smart invoicing” applications, which automati-
cally validate supplier-initiated electronic invoices through 
a provider-managed rules engine and post them directly to 
their accounting system, according to MedAssets.

Capturing all supplier invoice data electronically for 
both PO- and non-PO-based transactions will accelerate 

MedAssets Chairman, President and CeO John Bardis
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a provider’s ability to identify and 
execute upon cost reduction op-
portunities for all non-labor spend, 
including purchased services, the 
organization said.

Award-winners
University Health System, San An-
tonio, Texas, received the 2012 Me-
dAssets President’s Award. Within 
one year, the academic medical cen-
ter saved more than $13 million and 
realized $14 million in cash flow im-
provement through a comprehensive 
advisory services engagement with 
MedAssets. The multi-pronged engagement consisted of  
an operational-improvement and cost-reduction strategy 
focused on process and cultural change in five main areas: 
clinical resource utilization, labor, purchased services, sup-
ply expense and revenue capture.

Meanwhile, Mike Greco, principal and chief  sales of-
ficer, and Jim Hall, executive chairman, Insurance Point, 
Salt Lake City, Utah, received the 2012 President’s Award 
for suppliers. Last year, the company’s efforts helped 
MedAssets clients save an average of  19 percent on  
employer-paid premiums. 

Other award-winners were:
•  Cost management innovation: Alameda Health System, 

Oakland, Calif.
•  Financial improvement innovation: Allina Health, 

Minneapolis, Minn.
•  Financial improvement process: Cullman Regional 

Medical Center, Cullman, Ala.
•  Financial improvement leadership award for a 

community hospital: Hays Medical Center, Hayes, Kan.
•  Financial improvement leadership: Kettering Health 

Network, Dayton, Ohio.
•  Cost management leadership (community hospital) 

and excellence in quality, safety and reliability: Maury 
Regional Medical Center, Columbia, Tenn.

•  Process improvement excellence: Northeast Georgia 
Health System, Gainesville, Ga.

•  Cost management optimization: Sisters of  Charity of  
Leavenworth Health System, Denver, Colo.

•  Cost management leadership (non-acute-care provider): 
US Oncology Network, The Woodlands, Texas.

•  President’s Award, Supplier: Mike Greco and Jim Hall, 
Insurance Point, Salt Lake City, Utah. JHC

university Health system winning the President’s Award.
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By Curtis Rooney

HSCA

Two former federal officials intimately involved 
with the GPO safe harbor provisions reflected, in a recent 
report, on their professional experience, personal knowl-
edge and various perspectives related to the safe harbor.1 
The results are enlightening.

“In the over 25 years since the OIG started reviewing 
GPO arrangements and activities, a Governmental under-
standing and recognition of  their benefits has developed,” 
state Richard P. Kusserow and Thomas E. Herrmann. 
Kusserow served as the U.S. Department of  Health and 
Human Services (DHHS) Inspector General from 1980 to 
1992. Thomas E. Herrmann served in various capacities in 

the DHHS Office of  Inspector General Counsel’s Office 
for over 20 years, and as an administrative appeals judge.

“The OIG recognized the potential cost savings that 
can be realized through the pooling of  purchasing power 
by GPOs,” they note. “The mandated disclosure and re-
porting of  cost savings that healthcare providers achieve 
through the use of  GPOs ensures that federal healthcare 
programs also benefit from lower costs.”

The report includes important information about the 
law and the Congressional intent behind its passage. For 
example, as early as 1985, Congress indicated a desire to 
encourage certain business practices, including the dis-
counting of  prices for healthcare items and services, espe-
cially where they were passed onto the Medicare and Med-
icaid programs. One of  these practices included the use 
of  GPOs. Interestingly the report points out that the push 
to continue these practices was predicated on the “many 
inquiries and complaints from hospital suppliers.”

Anti-kickback statute
Congress recognized that the anti-kickback 
statute – the key federal statute addressing 
financial relationships between federally re-
imbursed healthcare providers and suppliers, 
and manufacturers and suppliers of  health-
care items and services – was very broad in 
its application and thus hindered some re-
lationships. As a result it passed a law that 
directed the OIG to develop “safe harbor” 
regulations “to limit the reach of  the statute” 
and “encourag[e] beneficial and innocuous 
arrangements.” The law charged GPOs with 
specified disclosure, reporting, and transpar-

ency requirements in order to benefit from an authorized 
exception under the anti-kickback statute. 

Kusserow and Herrmann outline how both Congress 
and the Administration found important the fact that fed-
eral healthcare programs were moving from reimburse-
ment on a cost-plus basis to a prospective payment sys-
tem, fee schedules and capitated managed care payments. 
It was understood that any risks associated with GPOs 

Vote of Confidence  
for GPO Safe Harbor
Law’s provisions for disclosure, reporting and transparency 
outweigh any potential harm, say former fed officials

“ The mandated disclosure and 
reporting of cost savings that 
healthcare providers achieve 
through the use of GPOs ensures 
that federal healthcare programs 
also benefit from lower costs.”
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Curtis Rooney is president of  the Healthcare Supply Chain Association, www.supplychainassociation.org.

1�Activities�and�Perspectives�of �the�Office�of �Inspector�General�in�the�U.S.�Department�of �Health�and�Human�Services�Regarding�Group�
Purchasing�Organizations�(GPOs)�Richard�P.�Kusserow,�Chief �Executive�Officer�Thomas�E.�Herrmann,�JD,�Senior�Vice�President�
Strategic�Management�Services,�LLC,�March�22,�2013.

could be addressed through the statutory and regulatory 
requirements of  disclosure, reporting, and transparency. It 
was also well-understood that the mandated disclosure and 
reporting of  cost savings that healthcare providers achieve 
through the use of  GPOs ensured that federal healthcare 
programs also benefited from lower costs. The report con-
cludes that questions raised about the appropriateness of  
GPOs with respect to their engagements and payments 
to vendors and healthcare providers partici-
pating in federal healthcare programs are ad-
dressed in the law.

The authors also note that some critics of  
the vendor-based funding model for GPOs have 
suggested that these payments are anticompetitive 
“kickbacks,” arguing that they may distort a GPO’s 
purchasing decisions and lead to higher prices, 
as the fees are passed through to the customers. 
Kusserow and Herrmann report that Congress 
rejected these arguments and further legitimized 
GPOs with specified disclosure requirements 
and transparency. Congress understood that un-
der current methodologies for paying healthcare 
providers participating in the federal healthcare 
programs, potential risks can be avoided with ad-
equate disclosure, reporting and transparency.

Advisory Opinion
In their review of  more recent developments, the authors 
note that the OIG provided a response to a large health sys-
tem that requested an Advisory Opinion regarding a “pro-
posal to establish a…GPO that would be wholly-owned 
by an entity that also wholly owns many of  the potential 
participants in the GPO, and to pass through the partici-
pants in the GPO a portion of  the payments received by 
the GPO from Vendors.” 

The OIG referenced various General Accounting Of-
fice and OIG audits, reviews, and reports that identified 
certain ways in which GPO arrangements that would not 

be considered beneficial. The OIG, however, determined 
that the arrangement presented “an acceptably low level 
of  risk to Federal healthcare programs.” Further, the OIG 
concluded that “although the Proposed Arrangement can-
not receive GPO safe harbor protection because the own-
ership structure of  the Proposed GPO, the Proposed Ar-
rangement includes a number of  features that mitigate the 
risks present in some GPO arrangements.”

Therefore, the OIG advised that it would not impose 
administrative sanctions for any potential violations of  
the anti-kickback statute resulting from the proposed 
GPO arrangement. 

The report is especially authoritative because its authors 
were so intimately involved with the GPO safe harbor at 
its inception. Most compelling is the suggestion by the au-
thors that the law’s enduring power is owed to the ongoing 
safeguards of  disclosure, reporting, and transparency. It is 
easy to conclude that this model could and should be used 
for others in the healthcare supply chain. 

A copy of  the report can be accessed at www.sup-
plychainassociation.org/resource/resmgr/research/gpo_
report_22_march_2013.pdf  JHC

The report is especially authoritative 
because its authors were so intimately 
involved with the GPO safe harbor at 
its inception. Most compelling is the 
suggestion by the authors that the 
law’s enduring power is owed to the 
ongoing safeguards of disclosure, 
reporting, and transparency. 

The Journal of Healthcare Contracting | June 2013 41



View from washington

By Robert Betz, Ph.D.

Uwe E. Reinhardt, Profes-
sor of  Health Economics at 
Princeton University and a for-
mer President of  the Associa-
tion of  Health Services Research 
once observed about the Ger-
man health care system “It was 
the first formal social health in-
surance system, yes – the first 
government-regulated system. I 
believe it is still the best model 
there is, because it blends a pri-
vate health-care delivery system 
with universal coverage and so-
cial solidarity. The financing is 
simple. It’s inexpensive and eq-
uitable. Coverage is portable. 
You’re never uninsured in Ger-
many. No family goes broke over 
healthcare bills.” 1

Healthcare insurance in Ger-
many operates the same way as in 

the United States in terms of  ag-
gregating demand and negotiat-
ing prices. However, stark differ-
ences in terms of  GPOs set the 
two apart. The German system 
provides a paradox that competi-
tion among healthcare providers 
and third-party purchasers is pos-
sible when coverage guidelines 
are sparse, and while financial 
regulations are set by a top-down 
government approach. Germany 
provides an interesting case study 
of  third-party payers and cost 
containment strategies for supply 
chain costs. 

What are the major similarities 
and differences between U.S. and 
Germany in terms of  healthcare? 
The United States has an esti-
mated population of  311,591,917 
(2011). GDP per capita in 2011 

Compare and Contrast
Similarities and differences between U.S. and German GPOs

Otto von Bismarck was the “Iron Chancellor” of Germany. He dominated Euro-
pean affairs for decades. Among his many accomplishments was the establishment of  the 
first universal healthcare system, arguably today’s most successful one. Like many other 
developed countries, Germany struggles with driving demographic forces affecting qual-
ity and cost. Bismarck once said “God has a special providence for fools, drunks, and the 
United States of  America.” Yet it is to the American group purchasing organization (GPO) 
model that the Germany healthcare system has turned to fashion a new approach to driv-
ing down the costs of  consumables, medical supplies, pharmaceuticals, and particularly 
medical devices.

“Germany is known 
for its comprehensive 
healthcare coverage 

by sickness funds and 
private health insurers 
and its successful cost 
containment policy.”
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(USD) is $46,588 (2011). Real GDP growth (annual growth 
percentage) is 1.7 (2011). Net saving rate for U.S. household 
disposable income is 5.5% (2010). The average household 
net-adjusted disposable income is $22,387 (2010). The aver-
age household wealth is $36, 238 (2010). Public expenditure 
on health (% of  GDP) is 8.5% (2010) while private expendi-
ture on health (% of  GDP) is 9.1% (2010). Life expectancy 
at birth for men and women is 78.7 years (2010)

Germany has an estimated population of  81,726,000 
(2011). The GDP per capita in 2011 (USD) is $39,187 
(2011). Real GDP growth (annual growth percentage) is 
3.0% (2011). Net saving rate in household disposable in-
come is 11.3 % (2010). Average household net-adjusted 
disposable income is $27,692 (2010) with average house-
hold wealth at $41,695 (2010). Public 
expenditure on health (% of  GDP) 
is 8.9% (2010) while private expendi-
ture on health (% of  GDP) is 2.7% 
(2010). Life expectancy at birth for 
men and women is 80.5 years (2010).

It is of  significance to note that 
the average household wealth in 
Germany, as well as the net-adjusted 
disposable income, are both higher 
than the Organization for Econom-
ic Co-operation and Development 
(OECD) average of  the United States 
in both categories. Strikingly, private 
expenditure in Germany on health is 6.4% GDP lower than 
private expenditure on health in the United States.

German healthcare system today 
There are more than 2,000 hospitals in Germany. About 
half  the hospitals in Germany are public, with about 30 of  
them being university clinics. One-third of  the clinics are 
private non-profit, while the other hospitals in Germany 
are for-profit clinics. The numbers of  these for-profit clin-
ics are increasing.

This translates into more than 800 hospital beds for 
every 100,000 inhabitants in Germany. This is the most 
hospital beds per capita in the European Union (E.U.) in 
2011.2 Acute hospital care has generally decreased in the 
E.U. in recent years: between 1998 and 2008, 274 acute 

care hospitals closed in Germany. Between 1998 and 2008, 
the registered number of  inpatient surgical procedures per 
100,000 inhabitants decreased in Germany by 8.2 percent. 
Data from 2000 to 2008 shows that in Germany the in-
crease in the total number of  doctors was higher than the 
increase in the number of  doctors graduated.

“Germany is known for its comprehensive healthcare 
coverage by sickness funds and private health insurers and 
its successful cost containment policy.”3 But there are clear 
similarities to the United States. To paraphrase von der 
Schulenberg’s Forming and Reforming the Market for Third-Party 
Purchasing of  Health Care: a Germany Perspective, the German 
model of  health care is not out of  the ordinary when com-
pared to other European models. It is in fact similar to 

that of  the United States. in that it accounts for a larger 
set of  social expectations with a compromise of  parts that 
are competitive for the economy while providing social 
welfare programs for those whose incomes are below the 
poverty standard. Like the majority of  European countries, 
Germany’s societal outlook, which influences its healthcare 
policy, is the “solidarity principle” or, the role of  govern-
ment is to provide for the people.

The German definition of  a GPO matches that of  the 
United States. “A group purchasing organization is an enti-
ty that helps healthcare providers – such as hospitals, nurs-
ing homes and home health agencies – realize savings and 
efficiencies by aggregating purchasing volume and using 
that leverage to negotiate discounts with manufacturers, 
distributors and other vendors.”4 The German healthcare 

In terms of which product categories 
the German GPOs seem to be having 
the greatest success in, the London 
asset manager observed that prices 
on consumables have seen the 
biggest penetration.
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system may trace its lineage back to the time of  Bismarck, 
but U.S. GPOs trace their origins back to collaborative ef-
forts started in 1910 by a group of  hospitals in New York.

In the United States today, MedAssets (one of  the three 
largest GPOs in U.S.) reported in 2011 that its Spend and 
Clinical Resource Management sector “manages more than 
$48 billion of  annual supply spend by healthcare provid-
ers, including over $27 billion of  annual spend through 
our group purchasing organization on behalf  of  more 
than 2,600 hospital clients.” Premier, the second largest 
GPO reportedly manages an estimated “$43 billion” in 
purchasing volume. The largest GPO in the U.S. is No-
vation, which is owned by VHA Inc. and the University  

HealthSystem Consortium. Novation reported “$43 bil-
lion” in annual purchasing volume by its members, as well 
as a staggering figure of  more than “$75 billion” of  annual 
“supply spend” by healthcare providers. 

In Germany, generally the GPOs operate the same as in 
the United States in terms of  aggregating demand and ne-
gotiating prices. Although similar in contracting for medi-
cal surgical products and consumables, there are, however, 
some noted differences. U.S. GPOs do as good a job of  
driving down the cost of  generic pharmaceuticals, but the 
German system does a much better job overall at also re-
ducing pricing for name-brand pharmaceuticals. This is 
generally attributed to the price controls many European 
countries have for name-brand drugs. A big differentiator, 
however, is the seeming success of  German GPOs to drive 
down the cost for physician preference items – specifically 
implantable medical devices. 

What has been the impetus for the recent escalation of  
GPO activity in Germany? Analysts believe it can be traced 
to a 1993 law which initiated drastic changes in office-
based physician payment (combination of  fee-for-service 
and fees for combined service packages). At the same time 
German hospital financing was transformed from a per 
diem remuneration to a payment system where per diems 
are combined with payments based on diagnostic related 
groups (DRGs) and patient management categories. The 
resulting shift from an inpatient acute care model to an 
incentivized, primarily outpatient care model, has gathered 
momentum. With it comes a growing focus on input costs, 
particularly those related to the supply chain.

According to a recent interview with a London-based 
asset manager that specializes in health care and GPOs, 
the major differences today between U.S. and German 
GPOs is “In Germany to date, the GPOs only negoti-
ate the framework of  the agreement with suppliers.” 
“The service offerings of  GPOs in the United States 
are much more involved in offering other services i.e. 
benchmarking.” Germany GPOs are currently seen as a 
value-added service and are struggling to penetrate the 
provider community. Additionally, only an estimated 15 
to 20 percent of  the market is currently represented by 
GPOs. In the United States, that market penetration has 
been estimated to be 90 percent. Reportedly the biggest 
GPO player in Germany is Sana Kliniken AG, headquar-
tered in Ismaning, Germany. They have been described 
as an owned and managed hospital system “considered 
to be the price leader for supply chain products” through 

A big differentiator, however, is the seeming 
success of German GPOs to drive down the cost 

for physician preference items – specifically 
implantable medical devices.
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their success at “standardization”. 
The second largest German GPO 
is Prospitalia, based in Ulm, Ger-
many. It is privately owned. The 
third largest player in the GPO field 
in Germany appears to be Einkauf-
sgemeinschaft Kommunaler Kran-
kenhäuser (EKK) based in Gereon-
shaus. Both EKK and a company 
called Clinic Cost Control (CCC) 
signed a cooperation agreement 
with GPO-Healthcare, Amsterdam, 
the Netherlands, which itself  signed 
a cooperation agreement in 2010 
with U.S. based Novation.

In terms of  which product cat-
egories the German GPOs seem 
to be having the greatest success 
in, the London asset manager ob-
served that prices on consumables have seen the big-
gest penetration. High technology products and devices 
have started to come down particularly with Medtronic 
enhancing its presence in the marketplace. “Clearly the 
degree of  competition among medical device manufac-
turers is higher in Germany right now than in the U.S.” 
the manager observed during the interview. There are 
significant difficulties with conflict of  interest and “ten-
dering” – European government procurement rules for 
the transparent acquisition of  goods and/or services 
from an external source. The European Union laws re-
lated to tendering have not been tested as of  yet nor 
has Germany specifically dealt with any GPO related 
conflict-of-interest legislation and regulations.

Predictions about the German 
GPO market reveal that as GPO 
competition tightens up in the com-
ing years, that net administrative 
fees will come down. The German 
healthcare system was further char-
acterized as “a no growth opportu-
nity from penetration, but instead, it 
now is a marketplace game.” Further 
mentioned was “To win hospitals 
and clinics in the future the GPOs 
in this space will need to offer differ-
entiators like benchmarking.” GPO 
margins will change as well. Accord-
ing to this asset manager “Currently 
German GPOs are operating on a 
current margin of  65 percent while 
U.S. GPOs operate at a 50-percent 
margin. The German margin reduc-

tion will track closer to the U.S. in the years ahead, as current 
levels of  administrative fees decline.”

The Iron Chancellor once observed that “Only a fool 
learns from his own mistakes. The wise man learns from 
the mistakes of  others.” Germany is seeing growth and ac-
tivity among competing GPOs. Clearly, German GPOs will 
change as the new supply chain actors mature and policymak-
ers catch up with this fast-moving marketplace. The success 
of  German GPOs in the area of  clinical preference items in 
terms of  securing price reductions from profit-maximizing 
global manufacturers is a clear and present advantage over 
U.S. GPOs. Nevertheless, it appears that German GPOs will 
move toward the market and policy lessons of  the U.S. GPO 
model in the coming years.  JHC

1 NY Times: http://prescriptions.blogs.nytimes.com/2009/09/29/health-care-abroad-germany/
2 http://www.hope.be/03activities/quality_eu-hospitals/eu_country_profiles/00-hospitals_in_europe-synthesis_vs2011-06.pdf
3 http://www.sciencedirect.com.proxygw.wrlc.org/science/article/pii/0277953694902410
4 http://www.supplychainassociation.org/

Note: The author wishes to specifically thank Jahwai Lynch, Undergraduate, Columbian College of  Arts and Sciences, a Political Science 
Major, at the George Washington University, for her research contributions to this article.

Robert Betz, Ph.D., is President of  Robert Betz Associates, Inc. (RBA), a federal health policy consulting firm located in the Washington, 
D.C. area. Additionally, Dr. Betz is an adjunct professor teaching at The George Washington University where he specializes in political 
science and health policy. For more information about RBA, visit www.robertbetz.com. 
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supply chain strategy

an Optimized  
Value analysis program
healthcare reform will require you to boost your Va performance significantly

Robert T. Yokl is president and chief  value strategist of  Strategic Value Analysis® In Healthcare, which is the acknowledged healthcare 
authority in value analysis and utilization management. Yokl has nearly 38 years of  experience as a healthcare materials manager and supply 
chain consultant, and also is the co-creator of  the new Utilizer® Dashboard that moves beyond price for even deeper and broader utilization 
savings. For more information, visit www.strategicva.com. For questions or comments, e-mail Yokl at bobpres@strategicva.com.

The conventional wisdom says that 11 to 20 percent 
of  your healthcare organization’s operating budget needs to 
be cut to survive the Medicare revenue reductions that are 
imposed in the Affordable Care Act (ACA). According to a 
recent study by Healthcare Leaders Media of  hospital CEOs, 
the top three areas that these cuts will be coming from are: 
process improvement, labor efficiencies and supply chain  
expense reductions. As I see it, value analysis touches on all 
three of  these cost-control targets if  your value analysis pro-
gram is organized, systematized and operationalized to do so. 

We all know that value analysis can be a powerful 
cost, quality and safety improvement tool, but has your 
healthcare organization really optimized your value 
analysis program to meet the new ACA challenges? 
Do you have the right structure, with the right people, 
with the right process, looking at the right things? Too 
often the answer to one or more of  these questions 
is there is room for great improvement in what we 
have been doing in some or all of  our value analysis  
program’s elements. 

The following is a guide to help you to understand the key elements that need to be optimized in any and all value analysis programs:

•  Do you have a value analysis steer-
ing committee composed of  senior 
management representatives (that 
meets monthly) to monitor, guide 
and arbitrate disputes to facilitate 
your value analysis teams? If  not, 
you will find that without this mis-
sion critical committee that your 
value analysis team’s problems and 
disputes linger for months, even 
years without being resolved. 

•  Is your value analysis team’s ac-
tivities structured around a project 
management model? This means as-
signing each of  your team members 
to value analysis studies and holding 
them accountable for their results. 
We have found that this one change 

in your value analysis team structure 
will up your team’s overall perfor-
mance by leaps and bounds.

•  Do you have the right people (orga-
nized, enthusiastic, reliable, punctual, 
analytical, takes initiative, welcomes 
change, and looking for growth and 
recognition) on your teams? 

•  Do you have a step by step, defined 
value analysis process that is fol-
lowed and repeated by your team’s 
project managers on each and every 
value analysis study?  If  not, you 
will discover you are reinventing the 
wheel on each of  your VA studies 
and then going off  course too often. 

•  Are your value analysis team members 
looking at your supply chain pro-

cesses, possible labor reductions and 
utilization management? This is where 
the biggest savings, quality and safety 
opportunities reside, not in price. 

•  Over the next few years your health-
care organization’s management will 
be looking to supply chain manage-
ment for a large chunk of  the savings 
that they require to reduce their oper-
ating budget. If  you are honest with 
yourself, this is not going to happen 
with price alone. Only by optimizing 
your value analysis program to look 
beyond price can you bring about the 
huge supply chain savings that your 
hospital, system or IDN is looking 
for to survive in this ever-changing 
healthcare environment. JHC
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Mark Dixon to keynote at 2013 ANAE Conference
Mark Dixon, leader of  The Mark Dixon Group LLC 
(Guilford, Conn.), will be the keynote speaker at the up-
coming ANAE meeting, which will be held on July 21-23, 
2013 in Las Vegas, Nev. His presentation, “Integrated De-
livery Networks and Hospital Trends and Strategies: a C-
Suite Perspective,” will share information related to major 
changes in healthcare reform, with a focus on ACOs and the 
implications for suppliers through these changes. For more 
information, visit www.nationalaccountexecutives.com/ 
members/events/annual-conference.

HealthTrust names Berryhill as COO
HealthTrust (Brentwood, Tenn.) appointed Michael Berry-
hill to the position of  EVP and COO. Berryhill has served 
in the healthcare industry for 25 years, most recently as 
SVP of  strategic sourcing for MedAssets (Alpharetta, Ga.). 
Prior to his employment at MedAssets, Berryhill served 
in several executive capacities at The Broadlane Group 
(Dallas, Texas) including: director, laboratory contracting 
services; VP, contracting services; SVP, supply chain ser-
vices; and EVP, supply chain solutions. He will report to 
Ed Jones, HealthTrust’s president and CEO.

Council of Supply Chain Executives 
announces new corporate sponsors
The Council of  Supply Chain Executives (Franklin, Tenn.) 
added five new corporate members for 2013. The compa-
nies are LINET Americas Inc (Charlotte, N.C.), Sodexo 
(Gaithersburg, Pa.), TRIOSE Inc (Reading, Pa.), Network 
Services Company (Schaumburg, Ill.), and Vendormate 
(Atlanta, Ga.). The Council of  Supply Chain Executives 
is an educational services organization that provides a col-
laborative, productive, and structured environment where 
providers and suppliers can learn from each other and in-
crease the efficiency and quality of  healthcare in America.

MedAssets and Carl Meyer sponsor 6th 
annual 100 Holes for Our Heroes event
MedAssets announced it will host the sixth annual “100 
Holes for Our Heroes” fundraising golf  event to ben-
efit Hire Heroes USA (Alpharetta, Ga.) on July 4th at 
Chenequa Country Club in Hartland, Wisc. This event 
is planned and executed by Carl Meyer and features his 
attempt to play 100 holes of  golf  in a single day. Me-
dAssets aims to raise $60,000 for the daily operations 
of  Hire Heroes USA and to conduct Warrior Assistance 
Workshops. These workshops provide comprehensive 
career transition training at no cost to service members. 
During the two-to-three-day workshops, Hire Heroes 
USA staff  and volunteers teach wounded or disabled 
soldiers how to identify personal goals, formulate job 
search strategies, create effective resumes, and excel in 
job interviews. Individual supporters can pledge to give 
a fixed amount or per-hole amount. Those who wish 
to become Corporate Virtual Hole Sponsors can pledge 
a $2,000 tax deductible donation. To register a pledge, 
visit www.regonline.com/Register/Checkin.aspx.

CMS denies Pioneer ACOs’ request  
for pay-for-performance delay 
CMS rejected requests from 32 Pioneer ACOs to de-
lay performance-based payments until 2014, though it 
agreed to modify the way the benchmarks are derived. 
The ACOs had sent CMS a letter in February contend-
ing that 19 “flat percentage” quality measurements were 
not based on empirical data and put an unfair burden on 
providers to meet them. In refusing the payment system 
delay, a CMS letter stated that “Pioneer ACOs should 
be moving more rapidly than ACOs in the Medicare 
Shared Savings Program” because their potential re-
wards are greater and their practices can be models for  
other organizations.
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Amerinet

2014 Amerinet Member Conference 

May 20-23, 2014 

Paris Hotel 

Las Vegas, Nev.

AHRMM

AHRMM Annual  

Conference & Exhibition 

July 28-31, 2013 

San Diego, Calif.

ANAE

Annual Conference

July 21-23, 2013 

The Mirage Hotel 

Las Vegas, Nev.

Health Connect Partners

Fall Hospital Pharmacy Conference

Oct. 14-16, 2013 

Los Angeles, Calif.

Hospital & Healthcare I.T. Conference

Oct. 16-18, 2013

Los Angeles, Calif.

HIDA

Streamlining Healthcare Conference

Sept. 24-26, 2013 

Gaylord National

Washington, D.C.

HSCA

Healthcare Supply Chain Expo

Oct. 21-23, 2013 

JW Marriott

Washington, D.C.

IDN Summit

2013 Fall IDN Summit & Expo

Sept. 24-26, 2013 

Arizona Biltmore

Phoenix, Ariz.

Premier

Breakthroughs Conference 

June 11-14, 2013 

San Antonio, Texas 



By Mark Thill

observation deck

Journal of Healthcare Contracting readers don’t 
need to be told that hospital systems are acquiring physi-
cian practices at a rapid pace. The trend is changing your 
job, expanding your responsibilities, forcing you to learn 
about aspects of  patient care with which you might not 
have been familiar. 

But there’s another trend equally fascinating, also 
full of  challenges and opportunity. In our April issue, 
we interviewed William O’Connor, senior vice president 
of  Provider Supply Chain Partners in Pittsburgh. This 

healthcare supply chain company has ambitious supply-
chain-related plans, including group purchasing, distribu-
tion services and biomedical engineering. It has one more 
distinguishing characteristic – it is owned by an insurer, 
Highmark, an independent licensee of  the Blue Cross and 
Blue Shield Association.

Across the nation, there is a growing involvement 
of  insurers in the delivery of  care. Cigna, Aetna, In-
dependent Health, Highmark and others are form-
ing accountable care organizations and joint ven-
tures with providers. In this month’s issue, you’ll read 
about SharedClarity, a for-profit, limited liability cor-
poration, jointly owned by insurer UnitedHealthcare  

and three healthcare systems – Dignity Health, San 
Francisco; Advocate Health Care, Oak Brook, Ill.; and 
Baylor Health Care System, Dallas, Texas. (Participants 
expect more IDNs to participate in future months.) 
Their goal is to pool their data and use it to conduct 
studies about the effectiveness of  various medical de-
vices, and then to collaboratively contract for the most 
effective ones. 

If  we as a society are committed to improving the 
health of  people, then this all makes sense. After all, 

hospital executives have episodic data on 
their patients. They know what happened 
to a person when he or she came in for 
their hospital procedure. But they don’t 
know nearly as much about what care that 
patient received in the weeks, months or 
even years prior to admission, or what hap-
pened to him or her following the hospital 
stay, whether it involved nursing home care, 
home care, physical rehab, etc. Insurers, on 
the other hand, have a long-range view of  
that patient. They know about doctor visits, 
prescriptions, home care, even visits to the 

chiropractor, not to mention details of  the patient’s hos-
pital stay. Marry these two sets of  data, and this could be 
the beginning of  a beautiful relationship.

So what does this mean for contracting executives? In 
the case of  SharedClarity, it has a direct impact on con-
tracting, as hospital systems and insurers pool their knowl-
edge about the performance of  medical devices and proce-
dures, and then use that knowledge to negotiate contracts 
with vendors. 

At last, it seems, data may be the thing to bring into 
alignment the interests of  contracting executives and clini-
cal staff  – to improve the health of  a given population in a 
cost-effective manner. JHC

In the case of SharedClarity, it has 
a direct impact on contracting, as 
hospital systems and insurers pool their 
knowledge about the performance of 
medical devices and procedures, and 
then use that knowledge to negotiate 
contracts with vendors. 

The long view of healthcare
Closer ties between payers and providers could facilitate better 
healthcare, and better contracting
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