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John Pritchard

Publisher’s letter

Just when the financial markets seemed to have recovered – bam! Our not-so-little 
healthcare sector within the economy is sent into a tail spin, with the implementation of  the Afford-
able Care Act. It’s almost like all our neighbors still recovering from the Great Recession are looking 
at us in healthcare like “OK, it’s five years late, but now maybe you see how challenging things are out here.”

I couldn’t agree more. Five years ago, my 401k and investments went down, capital was hard 
to come by and my charitable giving declined. But all that steadily improved for me and many 
Americans. Then came the implementation of  Obamacare or the Affordable Care Act. With 
this material change to all things healthcare, I’d like to make a few observations from 2013:

stakeholders and their roles in 2014

Non-for-profits are not passive  
stewards of their mission anymore.
The days of  our nation’s non-for-profit hospitals and 
health systems being mild mannered, meek operators at the 
mercy of  Medicare, Medicaid and commercial payers are 
gone. These systems now negotiate, demand and leverage 
their size and market share to their favor every day of  the 
week, and that will not stop anytime soon. 

They are also more demanding with their suppliers 
and patients. Without hard figures, I would guess they 
have far fewer suppliers than they did a year ago, as 
well as lower prices for products and services from the 
surviving suppliers. 

I would also venture to guess they have aggressively 
pursued nonpaying patients more so than any time in 
the past. Call it their pursuit of  survival or demand for 
results, but the non-for-profits should be taken serious-
ly. They are the hard-nosed constituent in our healthcare 
system. In fact, I think they very well may be the corner-
stone of  system.

successful suppliers understand  
the new value equation.
Reimbursement for providers has changed for good. Provid-
ers are no longer measured solely on volume, but also on 
outcomes and patient experience. This is true for many of  
their payer arrangements – not just Medicare – so suppliers 
need to make sure their value proposition lends directly to 
the triple aim focus of  reform;

• Decreasing cost
• Increasing quality
• Enhancing patient experience 

Suppliers better have a compelling story of  how their 
products or services lend to these tenants.

Interesting, isn’t it, how fast things changed? Non-for-profit 
providers have grown into results heavy, demanding businesses.  
Suppliers known for pushing products to meet aggressive sales 
targets have been compelled toward ensuring their offering is 
an altruistic solution to the healthcare provider and patient. 

It certainly sets up interesting roles for stakeholders in 2014.

Thanks for reading this issue of  The Journal of  Healthcare Contracting. 
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ExEcutivE intErviEw: DaviD lansky

Need a knee or hip replace-
ment? If  you work for Walmart 
or Lowe’s, and you’re willing to 
travel to Baltimore, Md., Ir-
vine, Calif., Springfield, Mo., or 
Seattle, Wash., you can get one 
– for free. 

Need a knee or hip replacement? 
If  you work for Walmart or Lowe’s, 
and you’re willing to travel to Balti-
more, Md., Irvine, Calif., Springfield, 
Mo., or Seattle, Wash., you can get 
one – for free. 

Domestic medical travel or tour-
ism isn’t a new concept. But if  it 
catches on, it may affect the way sup-
ply chain executives select and acquire 
so-called physician-preference items. 

In October 2013, Walmart, 
Lowe’s and other employers joined 
the Pacific Business Group on 
Health Negotiating Alliance, San 
Francisco, Calif., to launch what 
they are calling a national Employ-
ers Center of  Excellence Network, 
to offer no-cost knee and hip re-
placement surgeries for employees. 

the new Playing Field
Big employers steer patient volume to high-quality, affordable providers

David lansky

“ Our premise was that, ultimately, 
by choosing the highest quality 
programs, there would be long-term 
cost savings, with lower complication 
rates and fewer repeat procedures.”
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ExEcutivE intErviEw: DaviD lansky

PBGH, working with healthcare man-
agement company Health Design Plus, 
will oversee the network, which will in-
clude treatment for knee and hip re-
placement surgeries for the more than 
1.5 million employees and their de-
pendents enrolled in Walmart’s, Lowe’s 
and other large employers’ eligible  
medical plans. 

Employees will receive consultations and 
care covered at 100 percent without deduct-
ible or coinsurance, plus travel, lodging and 
living expenses for the patient and a caregiver. 
Patients must be healthy enough to travel for 
the surgeries. The program is voluntary, and 

employees or their covered dependents can 
still choose to receive care from local provid-
ers and incur routine costs. 

The four designated “centers of  excel-
lence” healthcare organizations for the 
hip and knee program are Johns Hop-
kins Bayview Medical Center, Baltimore;  
Kaiser Permanente Orange County Irvine 
Medical Center, Irvine; Mercy Hospital in 
Springfield; and Virginia Mason Medical 
Center, Seattle. 

Quality first
That a group of  employers banded together 
to contract for orthopedic procedures is a 
sign of  the times, says David Lansky, Ph.D., 
president and chief  executive officer, Pacific 
Business Group on Health. 

“Our members set up the [Pacific Business Group on Health 
Negotiating Alliance] in the mid-90s,” he says. “At the time, 
they were interested in collectively purchasing HMO products 
in the market.” HMOs were still relatively new, and employ-
ers were interested in pooling their covered lives to obtain bet-
ter rates from providers. (Though that aspect of  the program 
ended three years ago, the Negotiating Alliance continues to 
operate as a mutual benefit corporation for joint purchas-
ing activities.) “Today, employers are very interested in con-
tracting for high-quality care with specialized providers and 
they’re looking for bundled payment packages from them.” 
Bundled prices offer predictability – something fee-for-service  
arrangements cannot.

The four providers for the hip/knee program were selected 
based on the quality of  care they provide – not price, says Lan-

sky. “Our premise was that, ultimately, by 
choosing the highest quality programs, 
there would be long-term cost savings, 
with lower complication rates and fewer 
repeat procedures.”

The Negotiating Alliance started with a 
list of  about 30 programs around the country, 
all well-known for orthopedic care, he says. 
Its RFP required providers to respond to 
questions about their facilities as well as their 

surgeons, including training, volume, complication rates, outcomes, 
patient satisfaction and more. Alliance members were also looking 
for geographic spread to minimize travel time for employees seeking  
orthopedic care. 

“We looked at clinical care pathways, appropriateness criteria, 
pain protocols, the way they manage outcomes data,” explains Lan-
sky. “We’re asking them to be very transparent, and to continue 
to document what they’re doing.” Site visits were also part of  the 
selection process.

Participating hospitals had to agree to collect outcomes data, so 
the Negotiating Alliance could track how well patients were doing 
12 months after surgery. They also had to agree to participate in a 
data registry, several of  which exist around the country. “These are 
ways of  collecting data on individual orthopedic cases and com-
paring them to national and regional norms,” explains Lansky. 
The providers also had to agree to collaborate with each other on 
best practices. “So there was an expectation of  transparency and  
continuous improvement.”

“ there was an expectation 
of transparency and 
continuous improvement.”



ExEcutivE intErviEw

The Journal of Healthcare Contracting | February 2014 9

strong interest  
among providers

Though the criteria sound daunt-
ing, the selection process – from 
initial meetings with Negotiating 
Alliance members to final selection 
of  the four healthcare providers – 
took only seven or eight months, 
says Lansky. 

Major providers understand 
what employers are seeking and 
why, and they’re eager to accom-
modate the requests of  major cus-
tomers, says Lansky. “Orthopedic 
and cardiac procedures, which 
are high volume and high mar-
gin, are an important part of  the 
business strategies of  these large 
institutions. A program such as 
ours gives them the opportunity 
to be visible in a national program 
sponsored by well-known employ-
ers. That’s very attractive to them. 
They also want to be pioneers in 
learning how to make bundled 
payments work. They want to be 
in the forefront.” 

In fact, since the Negotiating Alliance made its announcement in 
October, Lansky has been contacted by other hospitals expressing in-
terest in the program. “It’s exactly the response we wanted. We wanted 
to stimulate interest in providing high quality and affordable care.” (At 
press time, the Alliance was not seeking more hospitals for the hip/
knee program, though it may pursue agreements with other providers 
for different procedures.)

The national Employers Centers of  Excellence Network com-
plements Centers of  Excellence programs that Walmart and Lowe’s 
have and will continue to offer separately from the Negotiating 
Alliance. In 2013, Walmart expanded its long-standing program 
covering transplants at the Mayo Clinic to include treatment for 
certain heart and spine surgeries at five hospital and health systems 
in the United States, including network providers Virginia Mason 
and Mercy Springfield, for associates and their covered dependents 
enrolled in medical plans. 

In 2010, Lowe’s began an alli-
ance with Cleveland Clinic in Cleve-
land, Ohio, to provide its full-time 
employees (and their covered de-
pendents enrolled in the company’s 
self-funded medical plans) enhanced 
benefits coverage for qualifying 
heart surgery procedures. 

supply chain implications
Now that the groundwork for the 
hip/knee program is in place, the re-
ally hard work begins. “The hard part 
is communicating to the employees 
and their families why this is a good 
program, and how they can take ad-
vantage of  it,” says Lansky. Given 
thousands of  employees and fam-
ily members, “How do you create 
awareness about the opportunity for 
them to save money and get higher 
quality of  care? And once you do, 
you get a lot of  people who haven’t 
traveled widely; it might be difficult 
to get them on a plane. So, how do 
you help people see the advantages 
and give it fair consideration?”

Though quality is paramount, cost is a con-
sideration as well, and the Negotiating Alliance 
program might help supply chain executives 
get a hold of  some of  those costs. “We realize 
pluralism of  implants is a problem,” says Lan-
sky. “We won’t micromanage. But with [our 
network providers] focused on transparency 
and joining a registry, they will begin to see 
whether specific devices are associated with 
better outcomes. The registry offers thousands 
of  pieces of  data with which to make judg-
ments. All these things should help [supply 
chain executives’] work with physicians.

“We’re hoping this drive toward selecting 
high-quality providers will be based on quality 
and affordability.” JHC

“today, 
employers are 
very interested 
in contracting 

for high-quality 
care with 

specialized 
providers; and 
they’re looking 

for bundled 
payment 
packages  

from them.”
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Along with steering patients to 
lower-price hospitals, a California 
Public Employees’ Retirement Sys-
tem (CalPERS) reference pricing 
initiative motivated other hospi-
tals to reduce prices for hip and 
knee replacements, according to 
a study by the Center for Studying 
Health System Change (HSC) for 
the National Institute for Health 
Care Reform (NIHCR).

CalPERS and Anthem Blue 
Cross in 2011 adopted reference 
pricing to guide enrollees in  

CalPERS preferred provider orga-
nizations to hospitals that provide 
routine hip and knee replacements 
below a certain price threshold. (In 
reference pricing, the enrollee de-
cides whether to be treated at a 
lower-price provider with no out-
of-pocket expense beyond typical 
cost sharing, or at a higher-price 
facility with additional cost above 
the reference price.)

After reviewing quality and 
cost information showing the 
hospital price for routine hip and 
knee replacements ranged from 
$15,000 to $110,000, CalPERS 

and Anthem set a threshold of 
$30,000 for hospital facility pay-
ments for both procedures, and 
designated certain hospitals that 
met certain quality standards and 
where enrollees could get care at 
or below the reference price. 

Enrollees who elect to have 
surgery at designated hospitals 
pay their plans’ typical deductible 
and coinsurance up to the out-of-
pocket maximum. Patients can go 
to other in-network hospitals for 
care but are responsible for both 

the typical cost sharing and all al-
lowed amounts exceeding the 
$30,000 threshold.

Saves money 
The CalPERS program seemed to 
resonate with workers. In 2011, 
the first year of the program, 
the share of CalPERS patients 
going to designated hospitals 
increased to 63 percent (280 of 
447 total), up from 47 percent 
(231 of 485 total) in 2010. What’s 
more, the program saved CalP-
ERS and enrollees money – $2.8 
million for CalPERS and $300,000 

in cost-sharing for enrollees in 
2011, without sacrificing quality.

Soon after CalPERS rolled out 
the reference pricing program, 
several non-designated hospi-
tals renegotiated their contracted 
price with Anthem (for all Anthem-
covered patients, not just CalPERS 
members) to become designated 
hospitals and retain CalPERS pa-
tients. Anthem’s list of designated 
hospitals grew from 45 to 54 hospi-
tals by September 2012. 

Also, while 37 percent of 
CalPERS patients went to non-
designated hospitals in 2011, 
some respondents suggested 
that these were typically hospi-
tals with prices in the $31,000-
$35,000 range, rather than the 
$90,000-$100,000 range. Pa-
tients may have selected these 
hospitals because they were 
closer or more convenient, and 
they were willing to pay the ad-
ditional cost. 

Some non-designated hospi-
tals that were unwilling to rene-
gotiate their contracted price with 
Anthem agreed to waive amounts 
above $30,000 for CalPERS mem-
bers to retain their business.

The study’s findings are detailed 
in a new HSC Research Brief – The Po-
tential of Reference Pricing to Gen-
erate Health Care Savings: Lessons 
from a California Pioneer – avail-
able online at www.hschange.org/ 
CONTENT/1397/.

steering patients to lower-price hospitals prompts others to lower prices

in 2011, the first year of the program, the share of 
calPErs patients going to designated hospitals 
increased to 63 percent (280 of 447 total), up 
from 47 percent (231 of 485 total) in 2010. 



regional purchasing coalition profile

For VHA’s West Coast members, 
the regional purchasing coalition 
model worked well. But, on July 1, 
2012, when two coalitions – WPC 
and Westpac – formally merged, 
becoming the second largest VHA 
network with facilities in California, 
Arizona, Washington, Oregon and 
Hawaii, it became clear that bigger 
was definitely better. The result was 
West Coast Purchasing Coalition. 
Today it is a 19-hospital network 
that has an annual spend of  $2.1 
billion. Not only that, the coalition 
has quickly learned how to 
engage its physicians and 
executives so as to move 
initiatives forward with 
the speed and ease that of-
ten elude even stand-alone 
hospitals. 

Recently, the Journal of  
Healthcare Contracting spoke 
with Peggy Jenkins, senior director of  
supply networks, Phd, RN, VHA, and 
Bob Hemker, CFO, Palomar Health, 
about West Coast Purchasing Coali-
tion – its goals, accomplishments and 
direction. 

 
The Journal of Healthcare Con-
tracting: What was West Coast 
Purchasing Coalition’s mission 
when it was formed in 2012?
Peggy Jenkins and Bob Hemker: 
West Coast Purchasing Coalition’s  

Big, but nimble
for West coast purchasing coalition, larger volume in the marketplace is getting results.

mission was to reduce supply costs through aggregating volume of  purchases and 
improve operational performance through sharing of  leading practices. 

JHC: Have you found that the coalition is providing members with 
more advantages than originally expected?
Jenkins and Hemker: The coalition is finding that its larger volume in the 
marketplace is getting results. In 2012, the coalition realized $9 million in sav-
ings, and for 2013, it anticipates over $15 million in savings.

JHC: What was the top initiative West Coast Purchasing Coalition pur-
sued in the last 12 months?
Jenkins and Hemker: Its top initiative focused on coronary interventional 
stents and achieved $5 million in savings in four months. Typically, [an initiative 
such as this one] takes 12 to 18 months to engage physicians and supply chain 

executives. However, the coalition put a committee in place, which was led by 
an executive champion from Scottsdale Healthcare and an operations cham-
pion from Cedar Sinai. They involved cath lab leaders and worked internally to 
engage physicians and get their buy-in.

JHC: What other initiatives has the coalition recently pursued?
Jenkins and Hemker: West Coast Purchasing Coalition has worked on four 
pharmacy initiatives and has achieved a savings of  $2.5 million in four months. 
A VHA pharmacy staff  leader worked with top directors of  pharmacy at each 
of  the hospitals in the coalition, gaining support from internal P & T commit-
tees and physicians. The coalition has also pursued an endo-mechanical initia-
tive, which has achieved $2 million in savings. Currently, it is working on an IT 
management initiative and in 2014 it will target cardiac rhythm management, 

how do you continue to improve 
structural processes and 
communication to get members 
the value faster?
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which will be a larger initiative, as well as other smaller initiatives. Coali-
tion executives are working with the six largest members to understand 
their goals. (This will help determine future initiatives.)

JHC: In spite of the coalition’s success at engaging physicians and 
executives, has it been difficult to get their buy-in to new contracts?
Jenkins and Hemker: Certainly the coalition has faced challenges get-
ting physician buy-in. The CFOs and CEOs from each of  the hospitals 
have been very much informed on [the different] initiatives. They have 
been supplied with talking points, which they can share with physicians 
and staff  at their hospital. This was [especially true] for the coronary in-
tervention stent initiative. For this initiative, VHA’s 
subject matter expert, who has years of  experience 
working with cath labs, helped provide key informa-
tion, which the CFOs and CEOs could offer to cath 
lab directors.

JHC: Can you explain the process whereby 
your supply chain executives meet and 
make their decisions?
Jenkins and Hemker: In 2013, the coalition 
moved to a new structure. Its six largest members 
meet monthly and drive the decision-making pro-
cess. The 14 other members join bi-monthly phone 
meetings. So, the “big six” determine the contracting strategy, which then 
goes to a vote by the whole membership. They have found this process 
works more efficiently. The coalition has worked on putting a communi-
cation process in place, [as well as] a share point or collaboration site to 
keep everyone informed.

JHC: How does the coalition co-exist with VHA/Novation?
Jenkins and Hemker: The coalition partners with Novation [and 
largely relies on] its resources, including the VHA Supply Network 

director, VHA analytics and a clearly defined 
supply network process. More than 95 per-
cent of  the time, the coalition contracts with 
Novation contract suppliers. But, when the 
value is not great enough from these con-
tracts, the coalition can extend an invitation 
to [non-Novation suppliers]. However, this 
doesn’t happen very often.

JHC: If the coalition could change one 
thing about the way it works, what 

would that be?
Jenkins and Hemker: Speed 
to value. [The questions is], how 
do you continue to improve 
structural processes and com-
munication to get members the 
value faster?

JHC: How do you envision 
West Coast Purchasing Coali-
tion in five years?
Jenkins and Hemker: The co-
alition is open to growth, but in a 

very thoughtful manner. It is looking for mem-
bers who are a good fit with its culture and 
want to work within its [guidelines]. West Coast 
Purchasing Coalition is also talking about ex-
panding into other service areas. And, there’s 
opportunity for it to work with other VHA 
members across the country. The coalition’s 
structure really is for commitment to working 
in solidarity to drive value. JHC

the West coast purchasing coalition (Wcpc) has proven to be an effective and cohesive 
organization for its members in achieving additional value in resource management. Key 
to success has been alignment of focus by the executive oversight committee members, 
as well as the operations committee members, with an emphasis on speed to market 
and quantifiable savings. Wcpc has a business model that works, but it also relies on 
flexibility to adapt to changing market conditions. commitment, communications and 
accountability have been key to its success.

– Bob hemker, cfo, palomar health

the 
coalition’s 
structure 

really is for 
commitment 
to working in 
solidarity to 
drive value. 
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JHC ContraCting Professional of tHe year 

David Hargraves may not have moved mountains, but he’s come close. 
In the last couple of  years, the vice president of  clinical supply chain, 
University of  Pittsburgh Medical Center (UPMC), Pittsburgh, Pa., and 

vice president operations, BioTronics, Inc., led the design, construction and 
opening of  a 148,000 square foot consolidated service center. Relocating to 
the new facility enabled UPMC to support internal growth and future hospital 
acquisitions, as well as move to a manufacturer-direct supply chain model.

“Supply chain management recognized 
the need to relocate and expand the distri-
bution services offered to UPMC facilities,” 
says Hargraves. “Despite significant gains in 
operating efficiency in our [old] facility, which 
was 51,000 square feet, hospital acquisitions 
as well as organic growth had stretched our 
internal capacity and forced us to further le-
verage our external distribution relationships. 
[Relocating to the newly constructed facility] 
has permanently reduced supply costs by mil-
lions of  dollars through the elimination of  the external distribution markups 
and provided us the opportunity to optimize order volumes and deliveries to 
reduce freight and labor cost.” 

Opening a larger service center created a number of  other benefits as well, including:
•  Improved efficiency through reduced number of  orders and  

reduced cross docking.
• Reduced waste through eliminating double handling of  products.
•  Increased compliance with UPMC’s preferred suppliers and products,  

and fewer special-request orders.
• Reduced risk exposure and complexity though a shortened supply chain. 
• Improved customer satisfaction through higher fill rates and fewer stock outs.
•  Increased capacity to service additional demand, and the ability to service 

100 percent of  UPMC acute care facilities.

Hargraves notes that throughout the process, costs were systemically  
reduced or eliminated, rather than simply shifted.

BioTronics
Hargraves credits UPMC chief  supply 
chain officer Jim Szilagy with expanding 
the role of  supply chain at the IDN by 
drawing from best practices from vari-
ous industries outside of  healthcare. To-
day, UPMC’s supply chain provides the 
IDN with a variety of  services, including 
pharmacy packaging services, specialty 
bed and equipment distribution, and 
employee transportation services. In ad-
dition, the UPMC supply chain has sev-
eral for-profit organizations, including 
Prodigo Solutions, LLC (a procurement 
and supply chain software and services 
company) and HC Pharmacy Central, 
Inc. (a group purchasing organization 
and pharmacy distribution center).  

Moving forward, Hargraves is fo-
cusing on integrating UPMC’s wholly 
owned subsidiary, BioTronics Inc., into 
the IDN’s supply chain and expanding 
its services. The goal is to deliver addi-
tional value for UPMC, he points out. 

BioTronics was started in the 1980s 
in what was then Shadyside Hospital 
(prior to UPMC’s existence), he explains. 
“[Today it is] a fully centralized clinical 
engineering department with 145 engi-
neers servicing 140,000 pieces of  medical 
equipment. It offers a medical equipment 
repair service, preventive maintenance 
and quality assurance programs to 
UPMC, as well as to external for-profit 
clients under a variety of  engagement 

Moving Forward
This year’s contracting professional of the year, David Hargraves,  
has paved the way for future expansion and new direction at UPMC.        By Laura Thill

David Hargraves
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options. Engineers and technicians have special-
ized OEM training and hands-on experience with 
state-of-the-art medical equipment.”

Indeed, with the addition of  BioTronics, 
UPMC now has access to such services as:

• Medical equipment maintenance.
• Imaging equipment maintenance.
•  Surgical instrument repair  

and refurbishment.
•  Sterilizer and washer maintenance and repair.
• Clinical support.
• Laser and image guided surgery support.

Additionally, BioTronics provides an 
equipment management system, Integrated 
Technology Solutions.

Hargraves says that from a supply chain per-
spective, developing BioTronics has already led to 
some positive changes. With regard to UPMC’s 
fleet equipment initiative, where supply chain 
executives develop a five-year plan for replacing 
classes of  equipment across the health system, 
they now can “leverage a 30-year history of  total 
cost ownership to predict when devices will reach 
their economic end of  useful life,” he explains. As 
a result, he and his team can initiate bulk purchas-
es, which should help lower their acquisition costs.

Just as UPMC has taken steps to prepare 
for its future, so too must the industry at large, 
notes Hargraves. In the next several years, one 
of  the greatest changes he foresees in health-
care contracting is “the adoption of  contractual 

commitments by more medical device manufacturers to go at risk for 
patient outcomes.  

“Increased consolidation among providers, coupled with a nationwide in-
crease in sophistication in hospital supply chain managers and the implemen-
tation of  the Affordable Care Act, will help end the era of  suppliers being able 
to push price increases on providers with no corresponding increase in clinical 
efficacy,” he says. “Suppliers who truly believe their products deliver increased 
performance and effectiveness will be required to contractually guarantee 
this performance in order to receive any form of  price premium.” JHC 

When he joined University of Pittsburgh Medical Center (UPMC), 
David Hargraves, C.P.M., M.B.A., brought a repertoire of experi-
ences. He had worked in supply chain leadership positions with 
Alcoa and Ariba, and was a biomedical equipment technician 
with the U.S. Navy. A certified purchasing manager, he received 
his MBA from Waynesburg University, a B.S. in organizational 
leadership from Duquesne University, and an A.S. degree in bio-
medical engineering technology from Penn State University.  

More recently, Hargraves served as president of the Large 
Hospital Consortium, an organization of healthcare teaching 
institutions. Today, he is an adjunct lecturer with Chatham Uni-
versity, where he teaches a graduate course in sustainable sup-
ply chain management. Hargraves is also an active member of 
AHRMM and the Institute of Supply Management, and recently 
presented “Pursuit of Total Care Cost: Elusive or Obtainable,” at 
the AHRMM 2013 Conference & Exhibition in San Diego, Calif.

As vice president of clinical supply chain at UPMC, Hargraves is 
responsible for the following:
• Clinical engineering (BioTronics, Inc.) • Strategic sourcing
• Procurement operations   • Value analysis 

UPMC: facts and figures
A $10 billion integrated global health enterprise, University of Pittsburgh Medical Center (UPMC), Pittsburgh, 
Pa., comprises more than 20 academic, community and regional hospitals. In addition, the IDN has:

• More than 4,500 licensed beds.
• 400 outpatient sites, plus various rehabilitation, retirement and long-term care facilities.
• Approximately $1 billion in annual spend.

A brief history

2013: Joe Walsh, Intermountain Healthcare, Salt Lake City, Utah
2012: Laurel Junk, Kaiser Permanente, Oakland, Calif.
2011: Michele Tarantino, Carilion Clinic, Roanoke, Va.
2010: Brent Petty, Wellmont Health System, Kingsport, Tenn. 

2009: Dennis Robb, Health Alliance of Greater Cincinnati (Ohio)
2008:  Donna Drummond, North Shore-Long Island Jewish 

Medical Center, New York
2007:  Chris Meyers Janda, Fairview Health Services, Minneapolis, Minn.

Contracting 
Professional  

of the year:  
Past recipients



diversity in the workplacemarket insights

As the healthcare industry’s first online direct contracting mar-
ket, aptitude LLC continues to gain momentum as an alterna-
tive way for hospitals and suppliers to conduct business. Both 
are intrigued by how aptitude re-imagines the contracting model 
and provides the driving force for a more logical market that 
offers greater efficiency and financial value. Over 500 of  the 
nation’s leading hospitals have used aptitude to place millions 
of  dollars in bids with suppliers representing nearly a million 
different products, and have reported average savings of  about 
10 to 15 percent. Sellers are experiencing lower costs for bid 
responses and unique opportunities to win new business, and 
agreements are being executed within about a month.

Premier is one of  the nation’s largest performance improve-
ment alliances of  approximately 2,900 U.S. community hospi-
tals and 100,000 alternate sites using the power of  collaboration 
and technology to help lead the transformation to coordinated, 
high-quality, cost-effective care. Owned by healthcare provid-
ers, Premier operates a leading purchasing network and also 
maintains clinical, financial and outcomes databases based on 
1 in every 4 U.S. hospital discharges. A leader in measurably 
improving patient care, Premier has one of  the largest per-
formance improvement collaboratives in America, including 

one in partnership with the Centers for Medicare & Medicaid  
Services. Headquartered in Charlotte, N.C., Premier also has an 
office in Washington. https://www.premierinc.com.

Olympus develops solutions for healthcare professionals that 
help improve clinical outcomes, reduce overall costs and en-
hance quality of  life for their patients. By enabling less invasive 
procedures, innovative diagnostic and therapeutic endoscopy 
and early stage lung cancer evaluation and treatments, Olym-
pus is transforming the future of  healthcare. For more infor-
mation, visit Olympus at www.olympusamerica.com

At CareFusion, we are united in our vision to improve the 
safety and lower the cost of  healthcare for generations 
to come. Our clinically proven product families include 
Pyxis® for medication and supply dispensing, Alaris® for 
infusion, AVEA® ventilators, Jaeger® for respiratory diag-
nostic instruments, AVAmax® and PleurX® for interven-
tional procedures, V. Mueller® and Snowden-Pencer® surgi-
cal instruments, and ChloraPrep® skin antiseptic. To make 
global healthcare better, we partner with our customers to 
help them improve medication management, lower costs in 
procedural areas, reduce risk of  infection, advance the care 
of  ventilated patients and turn the endless amount of  data 
generated in healthcare into actionable information.

Far-flung
as iDns and rPCs grow, so too do the challenges – and benefits – of getting 
everyone to move in the same direction
Editor’s note: The big issues of  the day – “big,” as in consolidation of  providers and suppliers – were aired at last fall’s Market Insights 
conference in Dallas. Speakers from some of  the country’s biggest IDNs and regional purchasing coalitions talked about the market, their 
strategic positioning in it, and their expectations of  suppliers. 

Market Insights is a continuing series of educa-
tional programs from MDSI, publisher of  The Journal of  
Healthcare Contracting.

Speakers included Geoffrey Brenner, Texas Purchasing 
Coalition; Tim Bugg, Capstone Health Alliance; Curtis Dud-
ley, Mercy Health System (speaking about the Healthcare 
Transformation Group); Mike Switzer, North Mississippi 

Health Systems Inc.; Chris Baskel, Spectrum Health; Jan 
Lea, vice president, supply chain, Methodist Health System, 
Dallas, Texas; Shaun Clinton, senior director, acute care ser-
vices, supply chain management, Texas Health Resources; 
John Burks, Baylor Scott & White Health, Dallas;  Peggy 
Naas, MD, vice president, physician strategies, VHA; and 
management speaker Dan Nielsen. 

Market Insights Sponsors
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market insights

Consolidation is an accelerating factor in the health-
care market, said Geoffrey Brenner, president, Texas Purchas-
ing Coalition. “It’s a natural market dynamic; simply look at 
the recent mergers and acquisition activity among providers, 
payers, and suppliers,” he said. This dynamic affects regional 
coalition models, such as TPC, a regional purchasing coalition 
comprising several Texas-based healthcare systems represent-
ing $500 million in annual supply purchases. In addition to its 
own regional contracting portfolio, TPC has partnered with 
MedAssets as its primary group purchasing organization.

“Several of  our member 
organizations have been ac-
quired or merged with oth-
ers,” said Brenner. Both for-
profits and non-profits have 
been involved. 

“Given the uncertainty in 
the industry, there are a lot of  
scale-based conversations tak-
ing place,” he said. “Conver-
sations are not only taking place between large integrated 
systems and stand-alone providers, but also between sys-
tems.” For example, Baylor Health Care System and Scott 
& White Health recently merged, forming a large IDN 
comprising 43 hospitals and more than 500 patient care 
sites. “A lot of  this activity is being driven by innovative 
providers in response to healthcare reform,” he added. 

Provider consolidation presents challenges – and op-
portunities – for RPCs, such as TPC, and their members, 
said Brenner. “Our value proposition has always been that 
of  a virtual system that drives strategic aggregation mod-
els,” he said. But as hospital systems and IDNs expand, 
their needs and expectations of  a regional purchasing 
coalition change. “In response, we must think differently 
about how we create value.”

At the same time, RPCs such as the TPC help stand-
alone providers achieve valuable economies of  scale that 
help them remain independent. “There are many reasons 
why healthcare providers merge, but one of  the key drivers 

is to gain efficiencies and scale,” said Brenner. “TPC helps 
stand-alone organizations achieve many of  the contracting 
efficiencies and scale that historically would have required 
a merger. So the pressures driving consolidation also cre-
ate opportunities for models that preserve independence.”

Big trends
Some other big trends affecting TPC and other providers:

•  Economic pressures are beginning to trump 
legacy relationships. “Healthcare is still a local 
business based on relationships,” said Brenner. “How-
ever, as economic pressures continue to increase, we 
have witnessed many long-standing relationships come 
under evaluation.” As an example, the TPC ended its 
long-term relationship with its former GPO in order 
to align itself  with MedAssets. “Increasingly, relation-
ships that aren’t delivering the desired economic value 
are going to come under fire,” he said.

•  Increasing boldness. “Consider the Baylor-Scott 
& White merger,” Brenner continued. “Current and 
looming changes within the healthcare industry cre-
ated the climate where a merger of  this magnitude 
could become a reality. It’s a very bold step that I 
believe will benefit the patients served by the new 
system. Escalating pressures are prompting providers 
to consider bolder alignments.”

•  System thinking. “Bold alignments that drive sig-
nificant value are not limited to mergers and acquisi-
tions,” said Brenner. “TPC is proof  that independent 
providers can exhibit boldness and vision by working 
together and thinking like a system. System thinking 
requires a willingness to make very tough choices. TPC 
members are thinking like a system, and as a result, 
they are engaging with their physicians and suppliers 
in a collective manner. Many of  these decisions and 
operating principles are no different than those of  a 
merged system. My observation is that TPC members’ 
willingness to venture into increasingly more difficult 
decisions is becoming greater and greater.” JHC

texas Purchasing Coalition:  
Virtual system

geoffrey Brenner
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Texas Health Resources comprises 25 owned, oper-
ated, joint-ventured and affiliated hospitals; more than 250 phy-
sician clinics; and 21,000-plus employees. So is it any surprise 
that its supply chain team is using electronic communication 
technologies to keep everyone moving in the same direction?

Supply chain at Texas Health Resources has been a central-
ized, corporate function since 2001, explained Shaun Clinton, 
senior director, acute care services, 
supply chain management. The 
department is responsible for con-
tracting, purchasing, information 
systems, mail/courier and more. 
Three regional directors manage 
the operational side of  supply chain – i.e., logistics and product 
movement – in the IDN’s three zones. 

Clinton worked for Cardinal Health (and its predecessor med/
surg company, Baxter Healthcare) for almost 17 years, primarily 
in logistics consulting and e-business. “One thing I learned on the 
other side of the desk is how to set priorities,” he said. “That really 
helped me when I came to [Texas Health Resources].” With a man-
agement degree in supply chain operations and years of experience 
working with hospitals on logistics, “I know how supply chain is 
supposed to work,” he added. “And I will spend the rest of my 
life trying to help healthcare supply chain conform to that.”

At the Market Insights conference, Clinton shared some of  
the projects in which he and his team are engaged.

•  Online value analysis toolset. Premier Inc.’s Val-
ueAdvisor tool helps supply chain manage value analysis 
several ways, said Clinton. For example, it helps the 
team engage a larger number of  users in the process. 
“We’ve gotten so large as a system, in order to capture 
a larger population, we’ve had to move online; we can’t 
fit everyone into a room any more,” he said. “And it’s 
not just that the tool allows us to engage more people in 
the process, but it allows us to engage the right people, 
especially those who are bedside. They have always been 
the toughest audience to get in a room, because of  the 
criticality of  their jobs. Getting them engaged is vital.” 

•  Virtual trade show platform. Texas Health 
Resources is beta testing an online “trade show” 
application, allowing users to “walk” a convention 
floor, visit product booths, even interact with sales 
reps in real time. “There are a few reasons for sales 
reps to be in our facilities; one of  those shouldn’t be 
to [bother] clinicians about products. The trade show 
will be a vehicle for [clinicians] to see the latest and 
greatest technologies,” and it offers them 24/7 ac-
cess to them, he said. “Suppliers like the idea as well, 
because it maximizes the audience they can reach.”

•  Executive dashboards. IDNs such as Texas 
Health Resources are getting more disciplined about 
what they report and how, said Clinton. “Premier 
helped design dashboards that, at a glance, allow my 
boss and others to see what we’re working on; what 
compliance is across the system; which entities have 
adopted the products we’re looking at. At a glance, 
they can see what we’re doing.”

•  Non-acute integration. This year, Clinton and his 
counterpart – Nate Mickish – on the non-acute-care 
supply chain intend to engage the IDN’s non-acute-care 
entities in the value analysis process. Up until now, supply 
chain’s efforts have been focused on getting the 250-plus 
physician practices onto a common information system, 
and onboard Henry Schein’s distribution model. The 
next challenge is to move the non-acute-care entities onto 
Premier contracts. “It’s really important that they access 
Premier contracts, just as the acute-care space does,” he 
said. The goal isn’t just to create more volume and better 
pricing, but to drive all sites – acute and non-acute – to 
common product standards. “A standard supply chain is 
a safe supply chain,” he said. “If  you’re a nurse working 
in a physician office, and you eventually go to one of  the 
acute-care facilities, I’d love for you to see the same prod-
ucts there. You feel comfortable, you don’t need train-
ing. Standards have existed at Texas Health Resources 
for a while, but as we pull in more non-acute sites and 
surgery centers, we add a new wrinkle to it.” JHC

texas health resources:  
engaging the right people

“a standard 
supply chain 

is a safe 
supply chain.” 
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Drug shortages

There’s some good news about drug shortages in the United States. 
The U.S. Food and Drug Administration reported in October 2013 that the 
number of  new shortages in 2012 was 117, down from 251 in 2011.

But there’s some not-so-good news too. “It’s still a big problem,” says Wayne 
Russell, senior director, pharmacy, Premier. “FDA data shows that the number 
of  new drug shortages – and I have to emphasize ‘new’ – has declined this past 
year. But when you look at the total number of  drugs still on the shortage list 
that have carried over, we’re still looking at over 300 drugs.” Many are generic 
injectables, including oncology agents and nutritional agents used primarily in 
the hospital setting, ambulatory clinic or infusion center.

“A number of  market forces drive medication shortages,” says Andy Keller, 
vice president of  inventory development, Cardinal Health. Some of  the most 
common drivers are product quality issues, raw material shortages and quality 
issues, and manufacturing capacity constraints, he says. Some shortages are also 
caused when manufacturers cease production of  a given product. “Although 
many manufacturers are working diligently to remediate product shortages and 
associated root causes, we expect product shortages to be a market reality for 
the foreseeable future.”

Providers are seeing the same thing. 
“There are many reasons why we 

ended up in the situation we are in 
regarding drug shortages,” says Mary 
Beth Lang, vice president, healthcare 
pharmacy and supply chain manage-
ment commercial operations, UPMC, 
Pittsburgh, Pa. “But part of  what 
we’re finding is, this whole situation 
has really forced us to get better at 
communication as an industry.” 

Even in the recent past, infor-
mation about current or impending 
shortages wasn’t readily available, she 
says. “But it is now.” Shortages also 
forced the FDA to re-evaluate the 
way vendors notify the agency about 
impending interruptions of  supply, 

as well as the process by which the 
agency approves alternatives. “It has 
forced us to look at items that only 
one vendor makes, and begin to seek 
alternatives. Things are getting better, 
but only because of  how bad it was.”

“Shortages are complex and multi-
faceted, and different therapies face 
different circumstances,” says David 
Gaugh, RPh, senior vice president of  
sciences and regulatory affairs, Gener-
ic Pharmaceutical Association. “Some 
therapies in shortage are only made 
by one or two manufacturers. Others 
cope with unplanned disruptions in 
manufacturing for any variety of  rea-
sons. There is no single cause, and no 
single solution.”

What’s going on?
“[Drug shortages] are still a very sig-
nificant problem,” says Ron Hart-
mann, PharmD, senior vice presi-
dent, pharmacy, MedAssets. “It really 
is affecting all healthcare providers, 
but in particular, those in the acute 
care market. It’s the No. 1 problem 
hospital pharmacies face today.” 
There are occasional problems with 
branded products, he adds, but those 
are relatively uncommon. “Primarily 
it’s an issue with generic products.

“I believe the underlying cause for 
most shortages are manufacturing-re-
lated,” he says. “The FDA has, in many 
cases, found fault with something they 

Response to drug shortage: Heads up
Economic and manufacturing factors aside, better communication among all 
supply chain members can help healthcare providers continue to meet their 
patients’ Rx needs
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are doing to adhere to quality standards. Manufacturers have responded 
that they have been making changes as needed to bring themselves up to 
that level of  standard and be seen as compliant. But that has required a 
complete changeover of  the culture at some manufacturing sites, all the 
way down to the workers on the line, who perhaps hadn’t seen themselves 
as part of  the entire quality process. I think that’s changed now. They really 
are engaged and do understand there is a patient who is ultimately going to 
be receiving sterile products, and they can’t lose sight of  that.”

Another issue, particularly in the generic injectables market, is that there 
are relatively few suppliers, continues Hartmann. “Whether it’s because of  
industry consolidation or the global nature of  that market, probably seven 
or eight manufacturers produce the majority of  generic injectable prod-
ucts for use in the United States.” Several have experienced manufacturing-
related problems.

“Some new manufacturers are cropping up, but bringing up a new 
manufacturing plant takes an extended amount of  time. The whole 
process – building the plant, getting it in-
spected, and ultimately making product – 
takes a number of  years.”

On top of  that, the economic incentives 
aren’t always there. “Part of  this has been af-
fected by the drive by consumers – in particu-
lar, in the U.S. market – to purchase quality 
product at the lowest price possible,” contin-
ues Hartmann. “This is a highly competitive 
market, and some companies are willing and 
able to sell their product at more competitive prices than others. That 
has been a factor in whether some companies continue to produce 
these products at prices that are market-competitive. But we have seen 
pricing go through cycles as well. More recently, the trend for generic 
injectables has been for pricing to increase, so some of  their profit-
ability is being maintained.”

Cause for optimism
Product quality issues have been a problem among some manufacturers, 
says Russell. But because of  insufficient capacity in the system, bringing 
down a product line for routine maintenance can affect supply.

What’s more, insufficient capacity extends back up the supply 
chain, he says. “The ability to obtain raw materials [to make pharma-
ceuticals] is becoming more and more important, because there are 
a limited number of  manufacturers making them. And they have to 
be inspected and approved by the FDA, just like the manufacturers 
making finished products.”

Have product-quality issues grown more 
severe in recent years? “That’s hard for me to 
answer,” says Russell. “I think we’ve seen, over 
the last 10 years, more transparency in making 
information available. So it may seem like there’s 
more quality issues today than 10 years ago, but 
I’m not sure that’s the case.”

There is cause for optimism, he adds. 
“There’s been a lot of  attention brought to 
bear on this issue.” That being the case, “I 
think we are going to see a lot of  these prod-
ucts come to market over the next few years 
by new manufacturers. We’re starting to work 
with some companies that a few years ago 
didn’t manufacture generic injectables, but 
now are going to. So I think there will be a 

decline in the shortage problem, but it will still 
take a couple of  years.”

UPMC
UPMC’s situation is unique in a couple of  
ways. First, Lang is a registered pharmacist 
with responsibility for HC Pharmacy Central 
Inc., a for-profit membership corporation and 
group purchasing organization that annually 
distributes $550 million in pharmaceuticals on 
behalf  of  its members. She also leads Prodigo 
Solutions Inc., a supply chain management 
services company designed to leverage UPMC 
contracts along with management, consul-
tant and technology expertise, particularly in 
the area of  e-procurement. Prior to joining 
UPMC, she was the senior vice president of  

“ Although many manufacturers are 
working diligently to remediate 
product shortages and associated 
root causes, we expect product 
shortages to be a market reality  
for the foreseeable future.”      – Andy Keller
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business intelligence for Amerinet, and presi-
dent of  Amerinet subsidiary Diagnostix.

Second, HC Pharmacy – which works 
with a national wholesaler (McKesson) and 
GPO (MedAssets) – self-distributes. Prod-
ucts are brought into UPMC’s distribution 
center, then picked, packed and shipped to 
customers in acute-care facilities, clinics, phy-
sician offices and other sites.

HC Pharmacy has direct contracts with 
many pharmaceutical companies, including 
generics manufacturers. “When I have a di-
rect relationship with the generic company, 

and I purchase directly from that company, 
my allocated portion [when shortages arise] 
comes right to me,” says Lang. 

When shortages occur, Lang and her team 
quickly alert the pharmacy staff and work with the 
medical staff to move patients to alternative thera-
pies. They look at the most vulnerable patient pop-
ulations, and allocate pharmaceuticals appropriately. 
For example, when potassium phosphate injection 
– used primarily in the neonatal population – was 
in short supply, Lang made sure supplies went 
to the neonatal units, instead of the adult units. 

The fact that HC Pharmacy self-distributes 
gives UPMC another advantage – inventory. “We 
have a warehouse,” Lang explains. “But when 
you’re a small hospital with limited physical space, 
you can’t really stock anticipatory supply.”

Better communication
As the industry works to improve quality-
related issues, so too are efforts being made 

to improve communication among all healthcare players, so all have a 
heads-up when shortages might occur. 

The Food and Drug Administration Safety and Innovation Act, 
signed into law in July 2012, requires manufacturers of  certain drug 
products to notify the FDA at least six months prior to the date of  
the permanent discontinuance in the manufacture of  the drug or an 
interruption in the manufacturing of  the drug that is likely to lead to 
a meaningful disruption in supply. In October 2013, the agency sent a 
strategic plan to Congress that includes, among other things, plans to 
launch a mobile app so that individuals can instantaneously access drug 
shortage information via their smartphones.

By and large, the industry supports the FDA’s actions.
“Addressing anticipated occurrences of  a drug shortage early in the 

process helps both healthcare providers and 
manufacturers identify treatment alternatives 
more efficiently, and we will continue to work 
with FDA and other stakeholders to improve 
upon existing reporting requirements,” said 
Pharmaceutical Research and Manufacturers 
of  America (PhRMA) President and CEO 
John J. Castellani in a statement. 

“The only way to mitigate current shortag-
es and prevent future shortages from occurring is a collaborative effort,” 
says Gaugh. “This means more communication between regulators and 
manufacturers, enhancing the ANDA review and approval process, and 
making sure that generic manufacturers continue to be part of  the solu-
tion to this complex issue.”

(An Abbreviated New Drug Application, or ANDA, contains data 
which, when submitted to the FDA’s Center for Drug Evaluation and 
Research, Office of  Generic Drugs, provides for the review and ulti-
mate approval of  a generic drug product. Once approved, an applicant 
may manufacture and market the product to the American public.)

“We are pleased with what’s happened,” says Russell. “Communi-
cation has been one of  the issues of  the past. If  the FDA has more 
information to better gauge the severity of  the problem, they can look 
for alternative manufacturers.” Or the agency can try to shorten the 
time it takes to get products from new manufacturers into production.

Some steps only go so far
“These have certainly been positive steps,” says Hartmann, referring to 
the FDA’s recent actions. “But they only go so far.” The FDA, for exam-
ple, may be responsible for setting standards, inspecting manufacturing 
facilities, and ensuring the safety and efficacy of  drugs being produced, 

“ Because of the potential for rapid 
interruptions to patient care, physicians 
are very open to talking about 
alternatives and acting quickly.”  

– Mary Beth Lang
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he points out. “But they can’t require a manu-
facturer to make any product.”

What’s more, while requiring manufactur-
ers to notify the agency of  anticipated disrup-
tions is a positive step, “the problems we’ve 
had primarily are from unplanned shortages 
and events,” he says. Those unplanned events 
include a shortage of  raw materials, even of  
vials and stoppers. 

“Through their efforts at early notification 
from manufacturers, the FDA has averted a 
large number of  shortages by contacting 
other manufacturers of  a particular product 
to see if  they can ramp up 
production,” says Hartmann. 
“They have managed to avoid 
large numbers of  what would 
have been additional short-
ages. So that’s been a posi-
tive. But manufacturers have 
to ultimately choose to make 
these products and in suffi-
cient quantities to meet the 
demands of  the U.S. and, in 
some cases, global market.” 
Manufacturers also have to make an effort to 
secure backup suppliers of  raw materials, in 
case their primary source is disrupted.

Inside the IDN
Dealing with potential shortages also calls 
for better communication within the hospi-
tal or IDN.

“Our members tell us that planning is key,” 
says Bona Benjamin, director, medication-use 
quality improvement, and coordinator of  the 
Drug Shortages Resource Center for the Amer-
ican Society of  Health-System Pharmacists. “A 
standardized process for identifying and manag-
ing shortages developed by the pharmacy leader 
and other hospital stakeholders is critical.”

That standardized process should begin 
with a hospitalwide or IDN-wide inventory 

and identification of  those pharmaceuticals that the provider abso-
lutely cannot do without, advises Benjamin. “Then brainstorm with 
‘what-if ’ scenarios. ‘What if  I couldn’t get my full supply?’ ‘What con-
servation or rationing protocols should we put in place?’ ‘What alterna-
tives are out there?’”

Decisions about how best to allocate scarce drugs shouldn’t be 
made by pharmacy directors alone, though they may coordinate such 
discussions, continues Benjamin. “These decisions have to be made 
with other stakeholders in the hospital,” including the medical staff, 
nursing, P&T committee, and sometimes the ethics committee.

UPMC has developed an internal communication strategy, explains Lang. 
“We look at the FDA website every week,” she says. “For each drug class, we 
look at what items are on hand, and the alternatives on hand. Then we add 

information from the industry and our wholesal-
er, including all of  the production projections as 
to when it might be available.” The IDN’s clinical 
pharmacists review the reports weekly.

“At each institution, we have been able to 
have an open dialogue with our physicians in 
a very different way,” she continues. “Because 
of  the potential for rapid interruptions to pa-
tient care, they are very open to talking about 
alternatives and acting quickly.”

It’s important to keep nurses in the loop 
as well, adds Lang. “If  we need to change an 

item, or its strength has changed, nursing needs to know, or there could 
be medication errors. When you have to replace one medication for a 
therapeutic equivalent, sometimes it must be handled or infused differ-
ently.” UPMC issues a clinical alert as well as operation plan to make 
sure everyone understands the change. Notifications are posted on the 
hospital’s internal information system, as well as on screensavers. Sub-
stitutions can also be clearly spelled out in the IDN’s computerized 
pharmacy order entry system.

“As we look at drug shortages, I think the hardship has taught us 
lessons we have been able to turn into opportunities,” says Lang. “It has 
helped us create the infrastructure to ensure that drugs are readily avail-
able for our patients, to lessen the impact [of  shortages] on patient care.”

Says Russell, “The key is enhanced communication across all as-
pects of  the supply chain. That means manufacturers increasing com-
munication with the FDA; and GPOs working closely with manufac-
turers, distributors and members. All aspects of  the supply chain need 
to be communicating about what they think is the problem and how 
they’re managing it.” JHC

117
The U.S. Food and Drug 

Administration reported in 
October 2013 that the number 
of new shortages in 2012 was 
117, down from 251 in 2011. 
However, the total number of 
drugs still on the shortage list 

is still over 300 drugs. 
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Wholesalers are a vital link in the flow of product and commu-
nication between pharmaceutical manufacturers and healthcare pro-
viders. It’s not an easy job.

“We work closely with manufacturers to get accurate product avail-
ability information and advance notice when they believe product 
shortages are likely to occur,” says Andy Keller, vice president, inven-
tory development, Cardinal Health. “However, many disruptions oc-
cur rapidly, with little advance notice. 

“We have enhanced our processes to increase the responsiveness 
when we learn of  disruptions from suppliers or other market indica-
tors, since an initial disruption can quickly grow, impacting multiple 
products and suppliers. We do believe that these efforts could be fur-
ther strengthened if  manufacturers [agreed] on a standard definition 
of  what constitutes a product shortage; and 
what information they provide to the FDA 
and other entities regarding the expected du-
ration of  product shortages.

“We also see one of  our key roles as driving 
increased collaboration, not just with manu-
facturers, but also with providers,” he contin-
ues. “Increasing visibility to accurate demand 

across the value stream from patient to manu-
facturer remains a critical element in prevent-
ing and managing supply disruptions.”

When shortages do occur, wholesalers 
must try to satisfy customers’ demands while 
guarding against hoarding.

“When products are in short supply, we 
generally receive product allocations from 
manufacturers, based on our customers’ past 
buying behaviors,” explains Keller. “Through 
our Dynamic Allocation system, we deter-
mine the amount of  product each customer 
will receive by taking into consideration the 

amount of  product that is 
available and each custom-
er’s purchasing history and 
trends. For example, if  we 
only receive 50 percent of  
a given product order from 
a manufacturer, our system 
would dynamically allocate 50 

Wholesaler’s role

When shortages do 
occur, wholesalers 

must try to 
satisfy customers’ 
demands while 

guarding against 
hoarding.
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drug shortages

units to a customer that his-
torically ordered 100 units. 
When a specific product is 
in short supply, this system 
helps guard against any one, 
or group, of  customers or-
dering dramatically larger 
quantities than they have in 
the past.”

Potential responses
Cardinal is committed to 
working with the entire health-
care supply chain to mitigate 
the impact of  drug shortages on providers and 
patients, says Keller. Some potential solutions:

•  The industry needs to better communi-
cate what products are expected to be in 
short supply, when the shortages are ex-
pected to occur, and how long they are 
expected to last. “Manufacturers have the 
clearest line of  sight into the cause and 
potential duration of  supply disruptions, 
and are therefore in the best position to 
quickly, efficiently and accurately pro-
vide product shortage information to the 
FDA and distributors for planning pur-
poses,” he says. 

•  Speed and accuracy of  information are 
critical. “As a distributor, the quicker we 
are able to access reliable information 
about the potential for a drug shortage 
and the pipeline of  available alternatives, 

 the better able distributors will be 
to immediately implement a na-
tionwide product allocation system 
to help healthcare providers miti-
gate the impact that product short-
ages have on patient care.”

•  More standardized information is 
key. “Currently, there is a lack of  
standardization in how manufactur-
ers define when a product is – or 
is likely to soon be – in short sup-
ply,” says Keller. There is also a lack 
of  standardization in the three key 
pieces of  information that distribu

tors – and the healthcare providers they serve – need most: the cause 
of  the shortage, its likely duration, and the product alternatives. 

Keller believes the FDA could help distributors and healthcare  
providers by:

•  Collaborating with manufacturers to develop new, consistent 
criteria for determining when a product is considered to be in 
(or approaching) a shortage situation, and when this information 
should be communicated. 

•  Collaborating with manufacturers to identify the specific types 
and frequency of  information they should communicate during 
a drug shortage, particularly as it relates to the shortage duration.

“We also encourage providers to continue to collaborate with us 
on proactively sharing demand changes and clear communication 
on increases, which we in turn can share with manufacturers,” says 
Keller. “This information is critical to manufacturers when there is 
a shortage, and unplanned increases can actually increase the likeli-
hood of  a shortage.” JHC

“Manufacturers have the clearest line of sight into the cause  
and potential duration of supply disruptions, and are therefore  

in the best position to quickly, efficiently and accurately  
provide product shortage information to the FDA and  

distributors for planning purposes.”
– Andy Keller
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Group purchasing organizations have devised their 
own strategies to help members mitigate the effects 
of intermittent drug shortages.

“Our strategy is multi-faceted,” says Wayne Rus-
sell, senior director, pharmacy, Premier. “We clearly 
communicate with the FDA. And we’re talking 
to manufacturers, especially some of the newer, 
smaller companies, and asking them, ‘Are you capa-
ble of making any of these products [on the FDA’s 
drug shortage list]?’ ‘What’s it going to take to get 
you into this market?’ ‘Do you need access to raw 
materials?’ ‘Do you need us to talk to the FDA and 

make them aware of your capabilities, if they aren’t 
already?’ ‘What can we do to help you?’

“We’re trying to take a proactive approach to bring 
more suppliers into the market. We think it creates a 
healthy market and lessens the probability of a short-
age. We have had multiple meetings with the FDA 
around this topic.”

Says Ron Hartmann, PharmD, senior vice presi-
dent, pharmacy, MedAssets, “Our primary responsi-
bility is to make the best decisions we can on behalf 
of our members….Pricing is a factor, but it has never 
been the only factor. 

“Quality issues, and the manufac-
turer’s ability to supply product, have al-
ways been factors in our contract award 
decisions. Given the challenges we’ve 
had with shortages, we are making sure 
that the companies we contract with 
have a good track record in their ability 
to supply product, and that they don’t 
have issues with the FDA from a quality 
and compliance standpoint. 

“We also see that part of our respon-
sibility is supporting the generics indus-
try and making sure that the industry is 
healthy and that there are an adequate 
number of suppliers.”

“The thing we’ve tried to foster within 
our membership and encourage our 
members to do is, stay informed,” says 
Hartmann. “It’s important to learn from 
other hospitals’ experiences about how 
they’re best managing drug shortages, 
and then share best practices. It has be-
come very clear that it’s important to 
keep the medical staff informed of sup-
ply situations, in particular, of critical 
drugs, and for pharmacy to offer recom-
mendations for alternatives.”

GPOs Take Action

“ We’re trying to take a proactive 
approach to bring more 
suppliers into the market. 
We think it creates a healthy 
market and lessens the 
probability of a shortage.  
We have had multiple 
meetings with the FDA  
around  
this topic.” 

–  Wayne Russell,  
senior director,  
pharmacy, Premier
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Track & trace. The 
Drug Quality and 
Safety Act of  2013 

(DQSA) contained two important matters af-
fecting the security and quality of  the nation’s 
healthcare supply chain. The first included 
the so-called “track & trace” provisions. Ti-
tle II of  the Act created a uniform national 
standard for drug supply chain security and 
established a lot-level tracking system for 

enhanced security, with a 10-year transition 
period to a unit level system. It preempts 
state law (e.g., California) and maintains 
both floor and ceiling licensure standards for 
wholesale distributors and third-party-logis-
tics providers, while preserving state author-
ity for licensure issuance and fee collection. 
Compounding. The second provision  
(Title 1) in the DQSA was enacted in response 
to several meningitis outbreak tragedies.  

Title I clarifies FDA’s authority over the compounding of  human drugs 
while requiring the agency to engage and coordinate with states to en-
sure the safety of  compounded drugs. Among other things, the bill 
permits entities engaged in the compounding of  sterile drugs to regis-
ter as “outsourcing facilities” subject to good manufacturing practices, 
risk-based inspection, and other new standards. 
Unique device identification (UDI). The U.S. Food and Drug Ad-
ministration implemented the UDI system for medical devices. It is 
worth noting that HSCA successfully argued that the FDA should 
adopt the international date format in its UDI final rule in order to 

avoid unnecessary confusion in the global 
supply chain. It took two acts of  Congress 
to get the Administration to ultimately issue 
these regulations, and it will take a few ad-
ditional years to get them sorted out in the 
business world.  
Medical device tax. While the medical de-
vice tax technically went into effect on Dec. 
31, 2012, 2013 saw the device industry apply 
a full court press on Congress to repeal the 
measure. It remains to be seen whether 2014 
will be their year. While it has become politi-

cally popular on Capitol Hill to talk about repeal, budgetary “offsets” 
required to pay for the $30 billion price tag of  repeal continue to be 
elusive – not to mention the veto threat issued by the Obama Admin-
istration. In 2013, HSCA voiced its concern that some manufacturers 
were passing on the cost of  the 2.3 percent tax to healthcare providers 
and created www.devicetaxwatch.com in response.
Meaningful use. The Medicare and Medicaid Electronic Health Re-
cord (EHR) Incentive Programs are well known and provide finan-
cial incentives for the “meaningful use” of  certified EHR technol-
ogy to improve patient care. To receive an EHR incentive payment,  

What’s Ahead for the Supply Chain in 2014?
Look at what happened in 2013 for some clues

By Curtis Rooney

For the first time, CMS released Medicare’s 
cost of medical device prices. This 
unprecedented release of data by CMS 
highlighted huge differences  
around the United States  
in what hospitals charge  
for different procedures. 

In terms of influential activity and policy decisions affecting the health-

care supply chain, it’s doubtful that Washington will be able to top the year it had in 
2013. In fact, to fully grasp the health policy landscape in 2014, one needs to briefly 
reconsider the activity of  the past year.
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providers have to show that they are “meaningfully using” their EHRs 
by meeting thresholds for a number of  objectives. Stage I requirements 
of  “meaningful use” began in 2012, Stage II requirements will begin in 
2014 and Stage III requirements in 2016. In 2013, however, the Centers 
for Medicare and Medicaid Services (CMS) issued several changes to 
the Stage 1 EHR objectives, measures, and exclusions for eligible pro-
fessionals (EPs), eligible hospitals, and critical access hospitals (CAHs). 
These changes took effect on Oct. 1, 2012, for eligible hospitals and 
Critical Access Hospitals, and on Jan. 1, 2013, for 
EPs. Although some of  the changes to meaning-
ful use objectives, measures, and exclusions are 
optional, others are required. EPs participate in 
the program on the calendar years, while eligible 
hospitals and CAHs participate according to the 
federal fiscal year. Imagine a world in which EHRs 
were connected with the supply chain using UDI, 
track & trace serialization and related standards 
and protocols. 
Drug shortages. Unfortunately, the issue of  drug 
shortages remained in the headlines throughout 
the year and into 2014. In fact, the list of  drugs in 
shortage is not expected to improve any time in the near future. To help 
explain the role of  the GPO industry in mitigating the impact of  critical 
prescription drug shortages, HSCA created a new website to serve as 
a clearinghouse of  information on what GPOs were doing to combat 
drug shortages. (See www.drugshortage.org.) More efforts to address 
the drug shortage can be anticipated in 2014. (For a full discussion, see, 
“Drug shortages: GPOs are part of  the solution,” in the December 
2013 issue of  the Journal of  Healthcare Contracting.)
340B Program Notice. On Feb. 7, 2013, the Health Resources and 
Services Administration (HRSA) issued a Program Notice intended to 
ensure 340B Program integrity. The Program Notice, however, caused 
substantial confusion and uncertainty regarding whether it is possible, in 
practice, for a 340B Program-covered entity to comply without maintain-
ing separate physical inventories for drugs purchased through the 340B 
Program and drugs purchased through GPOs. HRSA extended the com-
pliance deadline from April 7, 2013, to Aug. 7, 2013, and issued a Ques-
tion and Answer statement meant to allay some of  the concerns. Ad-
ditional regulatory, and perhaps, legislative action can expected in 2014.
Transparency. For the first time, CMS released Medicare’s cost 
of  medical device prices. This unprecedented release of  data by 
CMS highlighted huge differences around the United States in what  

hospitals charge for different procedures. In 
May 2013, CMS released data regarding 100 of  
the most common Medicare diagnosis-related 
groups, including procedures involving stents, 
orthopedic devices and pacemakers. More 
data dumps of  this variety and more Medicare 
transparency should be anticipated in 2014 
and beyond.

Initial public offering.  
In September, Premier, 
Inc. (NYSE: PINC) joined 
the growing ranks of  group 
purchasing organizations 
that have gone to the capi-
tal markets for financing. 
MedAssets (MDAS) went 
public in December 2007. 
Hospital Corporation of  
America (HCA) went pub-
lic in February 2011 and 
maintains the GPO affili-

ate HealthTrust Purchasing Group. In addition 
to the movement to the markets, this trend also 
shows the growing direction of  GPOs to go 
beyond mere contracting and into new and im-
portant roles as solutions providers.
Affordable Care Act. 2014 will be remem-
bered as the year the Affordable Care Act was 
officially implemented, especially its provi-
sions that expand health insurance coverage. 
That doesn’t mean 2013 didn’t have its share 
of  ACA-related events. The more than 40 
votes held by the Republican-held House of  
Representatives to repeal the law, the Obama 
Administration’s botched enrollment roll-out 
and the Administration’s tweaks and changes 
to the law’s health insurance mandate provi-
sions were enough to keep us all guessing. 

By no means is this list exhaustive, and issues 
from bundled payments to value-based purchas-
ing to GPO cost-savings could all have easily 
cracked the Top Ten. What’s on your list? JHC

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

In May 2013,  
CMS released data 
regarding 100 of 

the most common 
Medicare diagnosis-

related groups, 
including procedures 

involving stents, 
orthopedic devices 

and pacemakers.
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View from washington

By Robert Betz, 
Ph.D.

The joke goes like this: A new 
sales guy for a dog food company 
attends his first annual sales meet-
ing with the big cheese. The CEO 
gets up and chews out the multi-
tude of  salespeople gathered about 
why their dog food is last in sales 
among their competitors. 

“I don’t understand!” The CEO 
rants. “We have the highest paid mar-
keting firm, the best advertising, the 
largest and highest paid sales force in 
the country! Why is our dog food last 
is sales?” 

You could hear a pin drop in 
the room as the veteran salespeople 
keep their heads down, taking copi-
ous notes. After a moment, the new 
sales guy jumps up at the back of  the 
room and yells, “Maybe the dogs just 
don’t like it.”

A Tough Sell
Why aren’t young people buying in to the ACA? 
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Among policymakers there seems to be a similar question about 
why the number of  young people who have enrolled in health cover-
age under the Affordable Care Act (ACA) is so low. Well, “Maybe the 
young people just don’t like it.” 

To find out, I interviewed some of  the young bloods. I also asked 
these young adults for suggestions on what could be done by the govern-
ment to change this situation. The results were revealing in several ways.

Enrollment falls short
By way of  background, by the end of  December 2013, almost a quarter 
of  the 2.2 million people who have enrolled in health coverage in the 
ACA insurance marketplaces were young adults, people 18 to 34 years 
old. This is the prime target population that the federal and state health 
exchanges need to offset the 
older and/or sicker, popula-
tion with higher health costs 
that are also signing up. The 
health law’s individual man-
date was put in place largely to 
make sure young adults signed 
up. In fairness to the Obama 
Administration, everyone ex-
pected this demographic to be 
the hardest to attract.

But a recent enrollment re-
port showed the government 
lagging behind the Obama 
Administration’s target of  3.3 
million sign-ups by the end 
of  December 2013. Some health policy experts say they always knew 
young adults would wait till the last second to sign up. Also, the Ad-
ministration notes that the target young adults still have an open en-
rollment period which was recently extended until March 31, 2014. 
Nevertheless, federal officials are not being exactly forthright when 
they say they are not concerned about the situation. 

Insurers are raising concerns about what such a current demo-
graphic mix might mean for future insurance prices. Indications are 
that the Administration and the supporters of  the ACA are indeed 
worried that without more young adults, health insurance premiums 
could sky-rocket next year. 

In a Jan. 16, 2014 CNN Money article, Chris Carlson, from Oli-
ver Wyman, an actuarial firm which helps insurers set premium prices 
based on their enrollee pools, predicted a rush of  people at the end 

of  March, “but they may not skew younger.” 
He added, “It will take a pretty big shift from 
what we’ve been seeing so far to get to the 
original assumptions, which is what insurers 
based their pricing on.” Worse, there is actu-
ally some gallows talk among Democrats that 
without greater participation by young adults 
soon, the ACA itself  could begin to unravel.

According to the Congressional Budget 
Office (CBO) projections, there are about 40 
percent of  the potential market for the federal  
and state exchanges that are people 18 to 34 
years old. CBO originally estimated an overall 
total of  7 million people would sign up for 
insurance by the end of  2013. Of  this 7 mil-
lion projection, 2.7 million were supposed to 
be young adults.

After the disastrous roll-out of  the fed-
eral healthcare exchange in the fall of  2013, 
many expected an aggressive nationwide 
marketing effort by the government to in-
crease the number of  enrollees in the 18 to 
34 year old demographic. A Department of  
Health and Human Services (HHS) report 
on enrollees was released on Jan. 13, 2014. 
This is the first time the Administration has 
given demographic data about health plan 
enrollees. The report states that over 50 per-
cent of  health plan enrollees are 45 or older, 
while only 24 percent of  the 2.2 million in-
dividuals – or about 489,460 young adults – 
have signed up for healthcare so far. And, 
it’s not clear how many of  all enrollees have 
actually paid their premiums.

Proportionality of  young and old en-
rollees makes healthcare insurance viable. 
So what kinds of  people are signing up for 
health insurance through the Affordable 
Care Act’s federal and state marketplaces? 
The HHS report reveals that three out of  
four are primarily older and potentially 
less healthy, a demographic mix that could 
threaten the ACA’s economic underpinnings 

Indications are that 
the Administration 
and the supporters 

of the ACA are 
indeed worried 

that without more 
young adults, 

health insurance 
premiums could 

sky-rocket  
next year. 
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and cause premiums to rise in the future if  
the pattern continues. This is why it is so 
crucial that young adults be recruited by the 
end of  March 2014.

Youthful observations
After the release of  the HHS report, I sur-
veyed about 40 young adults (ages ranging 
from 21 to 28 years old) from across the 
country. I asked why they thought young 
people were not signing up. They made some 
interesting observations. 

One New Yorker observed three main rea-
sons why young people have failed to register 
for healthcare under the ACA. First, “many 
young adults between the ages of  18 and 26 
are allowed to stay on their parents health plans 
so they have no need to purchase additional 
coverage via the ACA.” Second, “the mentality 
of  young people is working against the ACA. 
In other words, young people tend to have a 
feeling of  invincibility that causes them not to 
see the urgency in signing up for health insur-
ance. Because they are generally healthier and 
don’t give much thought to the idea of  aging 
or possible illness or injury, they are less likely 
to see the need for a comprehensive healthcare 
plan.” The young person’s final observation 
was “The issue of  money is a real problem. 
Many 18 to 34 year olds are either in school 
or recently graduated and have just joined the 
working world. Often times they are still strug-
gling to establish themselves as financially in-
dependent and are less likely to purchase a  

healthcare plan that seems unnecessary, 
especially if  they are healthy.”

Another young person from Penn-
sylvania observed “I believe the demo-
graphic of  18 to 34 year olds in the U.S. 
haven’t signed up for the new federal/
state health exchanges because many 
get health insurance from their em-

ployment.” Also, “they are uniformed by choice or they don’t have 
real access to the information.” 

A North Carolinian said his fellow young adults “know that the ACA ex-
ists, but they do not know how it impacts them. I think a lot of  people don’t 
realize how they could benefit from the ACA, and even that they qualify for 
it. It seems overall there is a lot of  uncertainty about the details of  the pro-
grams. If  people in this demographic learn more about what the ACA is and 
how they can benefit from it, they will be more inclined to join.”

From the state where the most young adults have signed up for 
insurance so far, a Californian said “like myself, they feel that a whole 
healthcare plan that includes many features/coverage that they prob-
ably (and hopefully) won’t need is too expensive for a young profes-
sional to afford and/or just not worth it.” He added “I am going to 
try to stay on my parent’s plan as long as possible and give them any 
money I can for my personal medical expenses.” However, he added 
“Ultimately, though, I think it is the young’s belief  that they are invin-
cible and they would rather spend their money on other things.” Then 
surprisingly he added “I honestly don’t think that this issue can be fixed 
in the foreseeable future. Maybe if  I were to start a family by my late 
20s/early 30s, I would think of  looking at health insurance through the 
ACA, but that is a huge “if ”. As for others in the 18 to 34 year old age 
range, we are not concerned with our health as much as we are with 
our jobs and social lives.”

A young person from New Jersey bluntly stated, “The lack of  
young adult enrollees is clearly the result of  economic factors. Students 
are coming out of  college with huge educational debts, delay starting 

“I think a lot of people don’t realize how they 
could benefit from the ACA, and even that they 

qualify for it. It seems overall there is a lot of 
uncertainty about the details of the programs.”
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a family, can’t afford a car, and can’t find a good paying job if  they can 
find one at all. The last thing my friends are thinking about right now 
is health insurance – mandate or not.”

So did these students have any suggestions for the Obama Admin-
istration as to how they could more effectively get uninsured young 
adults to sign up for insurance? Again, some of  the representative 
comments were as follows:
“�This�issue�may�be�fixed�if �the�government�tailors�its�mandatory�requirements�for�
health�insurance�to�various�age�groups�and�at-risk�populations.”

“�Creating�awareness�campaigns�via�advertisements�targeted�at�this�demographic�
would�really�help.”

“�In�order�to�fix�these�problems,�the�Administration�
should�do�a�better�job�of �stressing�the�importance�
of �having�basic�healthcare�coverage,�even�if �one�is�
completely�healthy,�by�outlining�the�costs�involved�
both�on�society�and�the�individual�in�a�medical�
emergency�if �the�patient�has�no�health�insurance.�
This�kind�of �ad�campaign�should�be�prolifer-
ated�throughout�social�media�sites�like�Facebook,�
Twitter,�Vine�and�Instagram�to�reach�the�largest�
amount�of �young�people.”��

“�The�Administration�could�target�their�advertising�by�presenting�it�during�young�
adult�events�(i.e.�happy�hours)�and�on�college�campuses.”

“�The�advertising�could�use�shock�value�by�presenting�statistics�on�the�morbidities�
that�especially�affect�this�demographic�and�provide�understandable�reasons�for�the�
need�to�be�insured.”

Given the stakes, the Administration is moving forward aggres-
sively in a two-month campaign to reach young adults and get them to 
sign up for insurance under the ACA. Some of  the reported method-
ologies they will employ fit nicely with what some of  the young people 
I surveyed told me should be done. But there is something else that 
troubles me.

History will note that President Obama dropped the ball on im-
plementation of  his signature domestic policy achievement. Frankly, 

I can’t get over the ham-handed way the 
roll-out of  the federal healthcare exchange 
was handled. As focus comes from the top, 
the President did not seem to be operation-
ally focused. Why weren’t the senior people 
around the President working overtime to 
be sure the roll-out of  the ACA wasn’t more 
effective? In an administration lauded for 
being the first to capture the potential of  so-
cial media in rallying young people, why was 
the initial outreach to young adults on the 
ACA so poor? Young adults may have gone 

out for President Obama at election time 
but they certainly don’t seem to be buying 
his idea on health insurance.

Getting sufficient numbers of  young adults 
to sign up for health insurance by the end of  
March 2014 – to avoid a precipitous rise in 
premiums for everyone else – is problematic 
at best. To pull this out of  the ditch operation-
ally and politically, I think the Administration 
needs to enroll at least another million and a 
half  young people by the end of  March 2014. 
Things might change with significant govern-
ment-funded advertising, aggressive outreach, 
and an eventual strengthening of  the individu-
al mandate. However, the Obama Administra-
tion must consider that, for right now, “Maybe 
the young people just don’t like it.” JHC

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.

Given the stakes, the Administration 
is moving forward aggressively in a 
two-month campaign to reach young 
adults and get them to sign up for 
insurance under the ACA.
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As the general director of supply chain for automotive component 
maker Delphi, and in his previous role as director of  sourcing at Honda, Jon 
Stegner recognized how important it was to establish a system for measuring 
supplier performance. Stegner is vice president of  supply chain management at 
the University of  Chicago Medicine. 

“Supplier performance measurement is the basis for supplier improvement, 
and also is critical for getting on the same page with the internal customer, so 
that we are measuring the things that are important to their business,” he says.

So it was without hesitation that Stegner set out to build a strategic sourc-
ing program at the UC Medicine. He figured that if  it worked for automo-
tive, it could work in healthcare. Little did he realize how this simple concept 
could be so challenging in a hospital environment, where standard methods 
for supply management are not well recognized, and the environment for 
change can be complex.

selling the vision to leadership
Before stepping into his role at UC Medicine in May 2011, Stegner had been di-
rector, supply chain at Loyola University Medical Center in suburban Chicago. 
It was at Loyola that he learned how critical it was to have aligned leadership 
before attempting any type of  supply chain transformation effort. So upon 
arriving at UC Medicine, he approached his new boss, Sharon O’Keefe, about 
implementing new models of  lean thinking in the supply chain process. 

He emphasized the key concepts of  supply chain transformation, particu-
larly the importance of  building a team that had the capacity to listen to and 
influence stakeholders in the organization, apply well-known and document-
ed strategic sourcing principles, create an electronic procurement transaction 
capability to allow the department to move away from just being a “buyer” 
function, and create an analytical capability that made decisions based on 
data, not opinions. 

The last element was fundamen-
tal in improving supplier quality and 
communicating expectations on per-
formance that translated into stake-
holder value. This is not uncommon 
in just about every healthcare institu-
tion in the country, as strategic sourc-
ing and category management are 
new concepts in the field, especially 
in the minds of  hospital leaders. 

After listening to Stegner, 
O’Keefe gave her approval, trust-
ing him to move forward in creat-
ing a world-class supply chain orga-
nization. This meant first building 
a capability and bringing in people 
who had the skills and knowledge 
in sourcing and logistics – a chal-
lenging hurdle, as the pay grades for 
many sourcing and logistics posi-
tions are often new to the human 
resource department in hospitals. 
Sourcing has often been considered 
a low-skill buying activity. 

After creating new job specifica-
tions, Stegner brought on Gary Len-
non, a veteran sourcing executive with 
whom he had worked at Delphi in De-
troit. This was followed by additional  

Making a List…
Vendor scorecard broadens the conversation beyond price at Uc Medicine

By Robert 
Handfield, Ph.D.
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hires of  people who could drive the tools and processes needed to build 
strategic sourcing capabilities.

A key challenge facing team members was the fact that they would 
be leading change and seeking to influence individuals who were un-
familiar with the performance expectations and their use in the UC 
Medicine sourcing process. 

“We began by explaining to people that it is no different from the rat-
ings you use for employee evaluation once or twice a year,” says Stegner. 
“You have no problem doing these ratings. You also have no problem with 
the other types of  ratings and evaluations we use, including patient satis-
faction surveys, employee surveys, and so on. So why shouldn’t we also 
rate our suppliers, who are effectively an extension of  our organization?”

Getting started 
In building a foundation for supplier performance improvement, Steg-
ner borrowed a concept he had used at Honda, which involved fo-
cusing supplier metrics around five key mea-
sures. Using this framework – called QCDTS 
– from the automotive industry, he developed 
a scorecard that also applied these five major 
building blocks for supplier performance. 

Quality (zero defects). Measures any ele-
ments of  supplier performance that impact 
the ability of  users to use the product in a 
healthcare environment, assessing fit for pur-
pose. Some of  the key questions include: 

• FDA or voluntary product recalls? 
• ECRI warnings? 
•  Internal defects discovered by clinical staff  or supplier quality 

engineering or other non-recall quality events? 
•  Any other quality complaints related to level of  corporate 

customer service or other factors? 

Cost (best-in-market cost). Measures the capability of  the supplier 
to continually improve lowest total cost by addressing cost drivers, 
waste reduction, adopting lean practices or other approaches that do 
not reduce value from the customer’s perspective.

Delivery (100 percent on-time). Measures all incidents related to 
getting the right item at the right place to the right person at the right 
time, as promised. Factors include:

• Incidents of  under filled/over filled shipments.

•  Feedback from primary wholesaler (in 
UC Medicine’s case, Cardinal Health) 
on delivery record.

• Incorrect /missing shipping documentation.
• Damaged shipments.
• MBOs (manufacturer back orders).

Technology (at the forefront of technol-
ogy). Measures contributions to new tech-
nology applications, innovative technologies, 
products with new features (safety, adaptabil-
ity, flexibility, etc.) that are not currently avail-
able elsewhere. Questions include:

• Is the supplier a market leader? 
•  Are there competitors to their  

products/devices? 

•  Does the product provide cost-  
or time-savings? 

•  Does it provide substantial clinical ben-
efit that cannot yet be measured? 

Service (best-in-class customer service). 
Measures all dimensions of  customer service 
that are critical to internal customers. Uses 
data that include both external third party 
data (from vendor credentialing firm Ven-
dormate) as well as internal stakeholder per-
ceptions of  service. Measures include vendor 
representative sign-in/sign-out compliance, 
sanction lists (pass/fail), and documentation 
alerts (pass/fail). Questions include: 

“ Supplier performance measurement 
is the basis for supplier improvement, 
and also is critical for getting on the 
same page as the internal customer, 
so that we are measuring the things 
that are important to their business.”
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•  Are all onsite representatives responsive, 
knowledgeable, available to in-service? 

• Do they sell in an appropriate manner? 
•  Is the level of  product  

support acceptable?

Each measure uses a combination of  data, 
and when assessed overall, results in a 
three-tier structure: 

•  Green: Performance  
meets expectations.

•  Yellow: Performance is meeting 
expectations, but there is room  
for improvement.

•  Red: Performance is below expecta-
tions, and action to meet performance 
expectations is expected immediately. 

Preparing suppliers, clinicians 
Stegner’s team began talking about quality, 
cost, service, delivery, and technology with 
suppliers for almost a year before the score-
card was implemented. The message was 
clear, and the team began to get suppliers 
ready for the change that was ahead. 

Their initial focus was on strategic suppliers 
who directly supported clinicians and adminis-
trative stakeholders, who were responsible for 
budgets for the funds that paid suppliers. The 
message to suppliers was, in effect, “Get ready. 
You will be measured on QCDTS, because 
these are the elements of  performance that 
matter to these clinical end users.” 

For a year prior to rollout, Stegner and his 
team also prepared clinicians and administrative  

stakeholders for the program. The message again was clear. “You are 
familiar with employee surveys; measuring supplier performance is no 
different. This is how we are going to roll this out, and we are counting 
on your engagement.” 

The elements for each scorecard were similar, but the measures that 
were used in each element may be different for a category of  product 
or service. 

“We examined suppliers that as part of  our regulatory compliance were 
required to have monitoring of  supplier performance,” says Stegner. He 
and his team reviewed the contracts and current methods being used, and 
determined that application of  the scorecard process would need to be 
more rigorous, exceed the intent of  the regulatory bodies, and become the 
standard work for the entire hospital. 

rolling out the first scorecard 
The team decided to begin the program with a few key suppliers – two 
healthcare products suppliers, and one medical equipment supplier. 

These were “suppliers we needed to engage 
formally to send a consistent, clear message on 
our expectations and need for improvement if  
the relationship was going to grow...and even 
continue, in one case,” explains Eric Tritch, di-
rector of  strategic sourcing. 

At the meeting with the first supplier, 
the UC Medicine team “brought data to the 
problem in the form of  a scorecard that doc-

umented exactly what was happening in our facility,” says Gary Len-
non, director of  business processes. “The supplier had never seen any-
thing like it before, and they told us as much.” 

In this case, the supplier had a red “X” for quality, due to mul-
tiple recalls for its pharmaceutical and med/surg products, as well as 
late delivery issues. When the supplier pushed back on delivery, the 
team brought up the scorecard and mentioned an incident in which 
the pharmacy could not administer medicine to patients because the 
product was not in stock. That ended the conversation. 

Where does scorecard data come from? 
In building a scorecard, the key is to identify critical stakeholder issues 
before worrying about where the data will come from. Once the issue 
is identified, then the sources of  data that can either directly or indi-
rectly measure the issue can be developed. Note that the measures do 
not all have to be objective data pulled from a system. Some are related 
to customer service, and require reaching out to measure customer 

“ We began by explaining that it 
is no different from the ratings 
[used] for employee evaluation 
once or twice a year.”
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perceptions based on recent experiences with 
that supplier. 

For delivery data, the team often reaches 
out to Cardinal Health, because the com-
pany sees the performance first hand and 
can provide delivery data that is already be-
ing tracked. Novation’s input was sought for 
service contracts, in cases where the contract 
was held there or where Novation could pro-
vide broader feedback. 

More than price
“The supplier scorecard is a process that 
helps us build our internal relationship with 
our stakeholders and have a conversation 

around multiple suppliers,” says Stegner. “This is a very different 
approach for hospital supply chain departments. Purchasing is re-
nowned for just talking about price and talking to everyone else 
about everything else.”

With the scorecard in place, Stegner and his team conduct business 
reviews with suppliers that are focused on the right issues. “We are 
much better prepared, because we bring actual performance data from 
our stakeholders to the meeting. The suppliers are more engaged, once 
they understand what we are doing. Many of  them are telling us that 
they have never experienced this type of  feedback before, and frankly, 
they are delighted to be getting it. Now they know what they need to 

do to make the customer happy and keep or grow the account, and it 
is clearly spelled out in this document.”

No longer is the discussion solely about better prices, he says. “In-
stead, we are telling them ‘Here is how we view you, and this is what 
our stakeholders are telling us.’ It isn’t our opinion; it is the direct voice 
of  the customer, the person who is using their product. The scorecard 
then becomes the basis upon which to facilitate communication and 
identify problem-solving approaches.”

UC Medicine President Sharon O’Keefe set the target for the sup-
ply chain when she said, “Our goal is to be the benchmark for health-
care supply chain management in two years.” Says Stegner, “Our lead-
ership has been very supportive in allowing us to do the right things, 
and we continue to get support from all of  the people we meet with on 
a day to day basis, including employees, physicians, and leaders. And we 
also support one another. 

“Being an academic medical center helps, because people here value 
the research component clinically, and can appreciate that we are seek-
ing to explore new ways of  doing things here that are more effective 
than old ways of  doing things in procurement.” JHC

Robert Handfield, Ph.D., is Bank of  America University Distinguished Professor of  Supply Chain Management, and director, Supply 
Chain Resource Cooperative, College of  Management, North Carolina State University, Raleigh, N.C.

University of Chicago Medicine is 
an academic teaching and research 
hospital, with approximately 560 
beds, and an annual spend of ap-
proximately $500 million, includ-
ing supplies ($120 million), services 
($100 million), drugs ($70 million), 
and capital equipment ($70 million), 
with the remainder a combination of 
transfer payments and other servic-
es. The organization recently moved 
into a new hospital with state of the 
art technology, 30 percent more 
supply rooms and 21 new operat-
ing rooms. This move came after Jon 
Stegner joined the hospital, creating 
an even more complex environment 
as he came into the new role prepar-
ing for an entirely new supply chain 
system in a new facility. 

UC Medicine

“People here value the research 
component…and can appreciate that 
we are seeking to explore new ways 
of doing things here that are more 

effective than old ways of doing  
things in procurement.”



Learn. Network. Succeed.

April 8-10, 2014
OMNI Royal Orleans Hotel
New Orleans, LA
Register online today! 
Go to www.HMMC.com

Healthcare Manufacturers Management Council

SPRING 2014

Problem Solving, Decision-making,
and Crisis Management Preparation for Business Excellence!

Opening Speaker: Vicki Hitzges, winner of a National Press Club “Headliner Award,” will present, serious fact-based findings 
from the Carnegie Research Institute on what makes people successful!  Vicki’s presentation is a laugh-provoking, motivational 
keynote that will give you tips you can use immediately to attract and keep customers, close sales, and build strong relationships 
both at the office and at home. You’ll learn specific rapport-building techniques you can put into practice right away. You’ll 
benefit personally and professionally.

6-Hour Customized Workshop: “Effective Problem Solving and Decision Making,” presented by Michael Curran-Hays of Kepner 
Tregoe. Michael will present and demonstrate time-proven, data-driven thinking processes that help you reduce costs, improve 
efficiency, increase quality, and exercise control by providing clarity and structure. Michael coordinates Kepner-Tregoe’s 
(KT) Operational Excellence efforts in the U.S. and Canada. His expertise is in business process improvement, operational 
improvement, and strategy formulation. 

Mary Butin, Founder and CEO of the Butin Group, an award winning marketing communications agency, will demonstrate how 
proactive communications can temper or even avoid the damaging effects of “Crisis” situations. Crisis communications plans, 
social media protocols and reputation management strategies are just a few of the important tools Mary will cover to help 
companies effectively weather a crisis situation. 

Learn. Network. Succeed.

April 8-10, 2014
OMNI Royal Orleans Hotel
New Orleans, LA
Register online today! 
Go to www.HMMC.com

Healthcare Manufacturers Management Council

SPRING 2014

Problem Solving, Decision-making,
and Crisis Management Preparation for Business Excellence!

Opening Speaker: Vicki Hitzges, winner of a National Press Club “Headliner Award,” will present, serious fact-based findings 
from the Carnegie Research Institute on what makes people successful!  Vicki’s presentation is a laugh-provoking, motivational 
keynote that will give you tips you can use immediately to attract and keep customers, close sales, and build strong relationships 
both at the office and at home. You’ll learn specific rapport-building techniques you can put into practice right away. You’ll 
benefit personally and professionally.

6-Hour Customized Workshop: “Effective Problem Solving and Decision Making,” presented by Michael Curran-Hays of Kepner 
Tregoe. Michael will present and demonstrate time-proven, data-driven thinking processes that help you reduce costs, improve 
efficiency, increase quality, and exercise control by providing clarity and structure. Michael coordinates Kepner-Tregoe’s 
(KT) Operational Excellence efforts in the U.S. and Canada. His expertise is in business process improvement, operational 
improvement, and strategy formulation. 

Mary Butin, Founder and CEO of the Butin Group, an award winning marketing communications agency, will demonstrate how 
proactive communications can temper or even avoid the damaging effects of “Crisis” situations. Crisis communications plans, 
social media protocols and reputation management strategies are just a few of the important tools Mary will cover to help 
companies effectively weather a crisis situation. 



diversity in the workplace

By Alan Cherry

Max insights

Healthcare providers and the sales reps who service them are part of 
the largest customer service industry in the world. The importance and urgency 
for providers and their suppliers to adopt a more customer-oriented mindset was 
the topic of  Welch Allyn’s inaugural Patient Experience Summit this past fall.

For providers, customer service isn’t just limited to a patient’s interactions 
with their doctors and nurses. “It’s not just about how we interface with pa-
tients; it’s also about how we interact 
with each other,” said Jim Merlino, 
M.D., Cleveland Clinic’s chief  expe-
rience officer. “There are things that 
we bring to what we do every day 
that are going to impact how we care 
for people.”

Providers are being slammed with 
changes in every direction. The brunt 
of  these changes, such as declin-
ing reimbursements and the medi-
cal device tax, have directly affected 
the bottom line in every facet of  the 
continuum. In response, hospitals 
are grouping up, physician groups 
are aligning themselves with provider 
systems, etc.

At the same time, consumers have 
more power than ever before. “Reform today is very different,” said Merlino. 
“It requires us to look at, and pay attention to [the patient quality survey]… it’s 
how we achieve our success.” The providers who will be the most successful 
are those that provide the best care experience, not just those who are the best 
at curing ailments, he said. 

suppliers take note
Likewise, successful distributors, manufacturers and sales reps will be those 
who provide the best overall experience for their customers – providers and 
provider systems, according to speakers. That will call for more transparency, 
particularly in pricing.

Why Patient Experience  
is so important

Alan Cherry is editor-in-chief  of  Dail-E News, a daily electronic news source from MDSI, publisher of  the Journal of  Healthcare Contracting. 

Suppliers will commit substantial 
resources to improving and maintain-
ing open lines of  communication with 
hospitals and health systems, said Steve 
Inacker, president, hospital sales & ser-
vices for the Medical Segment of  Car-

dinal Health. “[Cardinal’s] goal 
and mission is to make sure that 
we are doing everything we can 
to make healthcare more effi-
cient and more cost effective, so 
that our customers – the care-
givers – can spend more quality 
time with their patients.”

Suppliers can play a role, 
even though they may not be on 
the “front line” of  providing a 
patient experience, Inacker con-
tinued. “[When] a patient can’t 
be rolled into the OR…because 
a product wasn’t available, we 
affect the patient wait time.”

Suppliers also need to com-
municate to people all across 

the care continuum. Once the trend 
of  vertical integration settles down, 
provider systems will focus on horizon-
tally integrating across their enterprise, 
said Mike Stoecklein, director of  net-
work operations, ThedaCare Center for 
Healthcare Value, Appleton, Wis. Mod-
els such as the Patient-Centered Medi-
cal Home will become the new industry 
standard, as providers look for ways to 
ease the hassle on patients. JHC

“It’s not just about  
how we interface  

with patients; it’s also 
about how we interact 

with each other.”
– Jim Merlino, M.D., Cleveland Clinic’s 

chief experience officer
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JhC annivErsary

ten years of the Journal of  
healthcare Contracting
a look at headlines from the debut issue

Cutting costs while improving revenues. 
Seeking more alignment on physician prefer-
ence items. IDNs looking for value in purchas-
ing contracts with flexibility when they need 
it. All important goals of  hospitals, health sys-
tems, and the group purchasing organizations 
and suppliers that serve them in today’s mar-
ketplace, right?

The same held true ten years ago. These 
were some of  the themes from 
The Journal of  Healthcare Contract-
ing’s debut issue in 2004.

“It struck me as unusual that 
there wasn’t a publication dedi-
cated to this dynamic and growing 
marketplace,” said John Pritchard 
in his Publisher’s Letter. “So when 
I discussed the idea of  starting a 
magazine dedicated to contract-
ing, a number of  industry experts 
gave me the same response over 
and over again: It’s about time!

“The stakeholders in the con-
tracting arena, including GPOs, 
IDNs, manufacturers and service 
suppliers, and distributors deserve 
to have a magazine dedicated to 
their profession. I hope The Journal 
of  Healthcare Contracting will serve 
as the map and compass for your 
journey in healthcare contracting.”

the contracting  
conversation
In the debut issue, JHC asked Me-
dAssets Founder and Chairman 

John Bardis what a supplier needs to do to have to successfully contract 
with MedAssets.

“Its contract pricing must be competitive, of  course,” Bardis said. 
“But at the same time, our clients are looking to total value created, 
meaning the total impact of  products and services on the cost and 
quality of  care. They want to see a quantifiable impact and reporting 
improvements. Add a certain degree of  flexibility to work with provid-
ers of  different shapes and sizes to round out the successful offering.”

Bill McIlhargey offered suggestions for contracting 
executives on successfully navigation physician pref-
erence item discussions. Among his suggestions:

•  Start where the action is. This doesn’t mean 
that arm’s-length influences could not be 
part of  the solution, but rather, that values, 
opportunities and perceptions reside locally 
and need to be resolved there.

•  Throw away standard buying/selling 
models. Line item benchmarking, cross-
reference evaluations and SKU pricing are 
not the tools we’re looking for here. Realize 
that understanding and innovation are the 
keys to success, and that they can only exist 
after both sides strip away their egos and 
place their strengths and weaknesses on the 
table for collaborative leverage.

“As John Pritchard notes in his Publisher’s Let-
ter, we are dedicated to helping provide insight, un-
derstanding and a sense of  community to everyone 
in the contracting arena,” wrote Editor Mark Thill 
in his first Observation Deck. “Doing so won’t be 
easy all the time. There are so many different inter-
ests and perspectives in this business. And we all 
know that. But we owe it to each other and to all 
of  this country’s patients to try.” JHC

“So when I 
discussed the 

idea of starting 
a magazine 

dedicated to 
contracting, a 

number of industry 
experts gave me 

the same response 
over and over again: 

It’s about time!”
– John Pritchard
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IntheHeadlines

California: Daughters of Charity 
Health System for sale
The board of  Daughters of  Charity Health 
System (DCHS) (Los Altos Hills, Calif.) an-
nounced it will seek buyers for its hospitals 
individually or the health system in its en-
tirety, and will solicit proposals from both 
not-for-profit and for-profit health systems. 
DCHS owns 22 sites in California.

California: Alta Bates Summit  
Medical Center lays off 358
Alta Bates Summit Medical Center (Berkeley, 
Calif.) laid off  358 workers across its three 
hospital campuses to reduce expenses. An 
Alta Bates official said the moves were part 
of  a long-term effort to restructure the health 
system and cut costs. 

Missouri: BJC activates world’s first 
MEVION S250 proton system at 
Siteman Cancer Center
The S Lee Kling Proton Therapy Center at 
Siteman Cancer Center (St Louis, Mo.), the 
only proton therapy center located in Mis-
souri and the surrounding region, complet-
ed testing its new MEVION S250 proton 
therapy equipment from Mevion Medical 
Systems Inc (Littleton, Mass.) and began 
treating patients. The activation marks the 
world’s first use of  the MEVION S250, 
which was selected by Siteman, a joint ven-
ture of  BJC HealthCare (St Louis, MO) and 
Washington University School of  Medicine 
(St Louis, MO), due to its compact space 

Editor’s note: The following news has been compiled by Major Accounts Exchange (The MAX), healthcare’s leading provider of  real-
world intelligence for the supply chain. The MAX serves as a Supply Chain “Community” where senior-level executives can easily Find, 
Digest, and Act on vital business and market intelligence. For the latest news impacting the supply chains of  over 1,200 IDNs and all the 
GPOs, visit http://www.uslifeline.com/

Hospital and health system news from across the country

requirements and lower initial and maintenance costs compared to 
other proton therapy systems. 

Ohio: University Hospitals shuffles  
leadership at system hospitals
University Hospitals (UH) (Cleveland, Ohio) switched the leader-

ship at several of  its hospitals. Robert  
David, formerly president of  UH 
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Conneaut Medical Center (Conneaut, Ohio) and UH Geneva Medical 
Center (Geneva, Ohio), was named president of  UH Bedford Medical 
Centre (Bedford, Ohio) and UH Richmond Medical Center (Cleve-
land, Ohio). M Steven Jones, current president of  UH Geauga Medical 
Center (Chardon, Ohio), will expand his responsibilities by assuming 
David’s former roles at UH Conneaut and UH Geneva. David has 
worked at University Hospitals since 1996, and M Steven Jones began 
his employment at the health system in 2006.

Texas: Douglas Hawthorne to retire  
as CEO of Texas Health Resources
Douglas Hawthorne, CEO of  Texas Health Resources (Arlington, 
Texas) since its founding in 1997, announced he will retire by the 
end of  2014. Hawthorne will work with the board of  trustees as it 
conducts a national search to name a replacement by fall.

New Jersey: Barnabas Health to 
merge Kimball Medical Center with 
Monmouth Medical Center
Barnabas Health (West Orange, N.J.) will con-
solidate Kimball Medical Center (Lakewood, 
N.J.) with Monmouth Medical Center (Long 
Branch, N.J.), making it Monmouth’s second 
hospital campus. Kimball will be known as 
Monmouth Medical Center Southern Cam-
pus and close its maternity ward. Monmouth 
will also invest $11 million to convert Kim-
ball’s units to all-private rooms, while Kim-
ball will expand its neurology, oncology, and 
geriatric services. 

New York: HHS, CMS award one year, 
$45M contract to Accenture  
to fix healthcare.gov
The Obama Administration awarded a one-
year, $45 million contract to the federal ser-
vices unit of  Accenture (New York, N.Y.) to 
handle the do-over of  the bungled Health-
Care.gov website. According to a press release 
by Accenture, the $45 million is just for the 
“initial phase of  the project, which includes a 
transition plan to define the work required.” 

It will replace integrator company CGI (Mon-
treal, Quebec), which has been largely blamed 
for the problems with the HealthCare.gov 
website project and, following a transition pe-
riod on the current program.
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By Mark Thill

observation deck

Journal of Healthcare Contracting readers have been 
under pressure for a long time to reduce costs while help-
ing their facilities maintain high quality standards. Strategic 
sourcing, group purchasing, value analysis, standardization 
– these are the tools of  your trade, and you wield them well.

Your counterparts in higher education are facing some 
of  the same challenges and mandates. But they’re newer to 
it than you are, and they have a steep learning curve ahead 
of  them. 

“After years of  cuts in state subsidies and growing re-
sistance to rising tuition, U.S. colleges and universities are 
starting to unwind decades of  administrative bloat and 
back-office waste that helped push up costs and tuition,” 

reads a recent Wall Street Journal article by Douglas Belkin. 
Federal higher-education data show back-office expenses 

have been growing rapidly, according to the article. “In infla-
tion-adjusted dollars, back-office expenses between 2001 to 
2011, as measured by the combined categories of  academic 
and institutional support as reported to the Department of  
Education, increased 68 percent at the University of  Michi-
gan, Ann Arbor; 91 percent at the University of  Texas at 
Austin; 59 percent at the University of  California Berkeley; 
and 99 percent at the University of  Kansas.”

Many public universities have “papered over” cuts from 
their states by raising tuition. In fact, tuition rose at three 
times the rate of  inflation over the past decade, according 

to the report. Here’s the rub for universities: Student debt 
is rising, and the public is rebelling against rising tuition. 
More bad news: The value of  a college education is being 
seriously questioned in our tough economy. 

JHC readers will recognize some of  the strategies that 
universities are employing to reduce costs. The SUNY 
(State University of  New York), for example, consolidated 
elevator-service contracts, saving half  a million dollars a 
year. University of  Kansas revamped its back office opera-
tions, and now uses 11 million fewer pieces of  paper a year. 

Needless to say, there’s been backlash, some of  which 
will sound familiar to JHC readers. For example, an engi-
neering professor at the University of  Michigan in Ann 

Arbor is quoted as saying that the university’s 
plan to consolidate support staff  into a single 
facility “is based on standardized operations 
as one would find in a state agency” or a big 
manufacturer, reports the Journal. “Those types 
of  operations are a world apart from what hap-
pens in a university.” 

How many times have we heard people say, 
“That might work elsewhere, but healthcare 
is different than other industries” as a way to 

refute the need for cost-cutting measures? You don’t hear 
that much any more, though, do you?

One person quoted in the article – John Wilton, vice 
chancellor for administration and finance at University of  
California Berkeley – seems to have it right. He believes 
that public universities can’t conduct business as usual while 
their state legislatures continue to cut their budgets. “You 
have a burning platform. If  you just stand on it, you’re go-
ing to burn to death.” That pretty much sums it up.

Now, I’m not saying that misery loves company. But 
doesn’t it offer you just a bit of  comfort to know that oth-
ers are just now tackling the challenges you’ve been work-
ing on for decades? JHC

Join the Crowd
Higher education’s day of reckoning is here

How many times have we heard people 
say, “That might work elsewhere, but 
healthcare is different than other 
industries” as a way to refute the need 
for cost-cutting measures?

February 2014 | The Journal of Healthcare Contracting50



HARTMANN USA, Inc.
1-800-243-2294 • www.hartmanninfo.com Deluxe LF is a registered trademark of HARTMANN USA.

Because clinicians know our history is
all about healing
HARTMANN’s history in providing clinical experts superior Compression Management products goes back 60

years and with medical products almost 200 years.  That legacy has endured because of our knowledge and 

experience in the healthcare environment and evolving treatment protocols for positive clinical outcomes.  From

our well-respected Deluxe LF, our orthopedic grade bandages woven with the finest quality yarn and superior

strength and consistent elasticity, to our comprehensive range of Advanced Wound Management, Traditional

Wound Management, and Sports Medicine products, HARTMANN remains on the forefront of innovative 

products utilized by medical professionals across the country.  Unwrap the power of HARTMANN healing.

15326 Krasity full page Deluxe ad.qxp_15326 Krasity full page Deluxe ad  1/28/14  4:14 PM  Page 1



- Bear Grylls
   Man vs. Wild

“Experience matters. I recommend a  
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