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John Pritchard

PUBLISHER’S LETTER

In 2007, we started monitoring some regional aggregation activity that 
hospitals and IDNs were conducting. It seemed reasonable enough that there would be local 
and regional needs of  providing healthcare services, and that the products and services could 
be sourced well locally. It soon became evident this strategy was gaining momentum and 
would not be a passing trend.

In early 2009, we conducted a survey of  over 100 IDN Supply Chain Leaders whose respon-
sibility was for over 3,000 of  our nation’s hospitals. The results came back clear – buyers were 
joining and entertaining participation in a Regional Purchasing Group, even though little of  their 
volume went through RPC contracts at that time. Only 40 percent of  respondents were part of  
an RPC at that point, and well less than half  of  their purchases were through their RPC contracts.

Much has changed since then: gas prices have been reduced in half, the Dow Jones Industrial 
Average has more than doubled to the 17,000s, and the GDP has grown by $3 trillion. In late 
2014, we re-conducted the survey and found some interesting results. Today, 66 percent of  the 
respondents are part of  an RPC. Not surprisingly, a much larger portion of  their purchases go 
through an RPC contract. 

What surprised me was the product mix changed greatly as to which sector of  purchases 
was bringing them value. In 2009, 78 percent of  respondents listed med/surg supplies as the 
primary focus for why hospitals and IDNs were using RPC contracts. Today, 16 percent list 
pharmaceuticals, and 11 percent list capital as the main reason for using RPC contracts (up 
respectively from 8 percent and 1 percent).

The last big shift in responses was that now 96 percent of  the respondents believe they will 
be in an RPC within the next five years. This signals that RPCs are part and parcel to a strategic 
sourcing and contracting strategy going forward. It will be fascinating to see how the mix of  the 
way hospitals and IDNs purchase supplies continues to change and evolve.

Thanks for reading this issue of The Journal of  Healthcare Contracting.

The Big Regional Shift
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Supply Chain Translator

What begins with “s” and ends with “n?” Supply chain.
That’s about all that Tom Faciszewski, MD, knew about the subject almost 

10 years ago, when he accepted, in addition to his full-time job, a two-hour-per-
month assignment as medical director of  supply chain at Ministry St. Joseph’s 
Hospital in Marshfield, Wisc.

That assignment grew into a 30-hour-per-month commitment, as Facisze-
wski – a spine surgeon – came to understand how an efficient supply chain 
could improve patient care and the healthcare system in general.

Faciszewski went to medical school at the University of  Colorado, attended 
the University of  Utah for training in orthopedics, and received his fellowship in 

Tom Faciszewski, MD, serves as a bridge between the 
operations and clinical teams at St. Luke’s Health System

spine surgery at the Minnesota Spine 
Center. He was an orthopedic spine 
surgeon at Marshfield Clinic from 
1993 to 2013, and served as chair-
man of  the Department of  Ortho-
pedic Spine Surgery for 16 of  those 
years. In February 2014, he and his 
wife, Jill, moved to Boise, Idaho, so 
he could enroll in an executive MBA 
program. Soon thereafter, he was 
offered the position of  system vice 
president of  supply chain for St. 
Luke’s Health System in Boise.

“About two years ago, I decided I 
could impact healthcare in a greater 
way than I could one patient at a time, 
even though that was the most cher-
ished and valued way,” he recalls. “I 
found myself  waking up and asking, 
‘How can I help thousands of  patients, 
help improve the practice of  physicians 
and operational efficiency, and most 
important, increase value and decrease 
cost to patients?’ So I made the deci-
sion in 2013 to get my MBA.”

In the process, he has learned to 
be a “translator” for the clinicians, the 
operations team (from CEOs through 
OR directors and front line staff) and 
supply chain. Such translators are 
sorely needed in healthcare facilities 
today, he says. 

“Historically, hospital operations 
teams haven’t known how to have 
critical conversations with clinicians 
on complex practice issues and vice 
versa; and supply chain has been out 

Tom Faciszewski
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of  the loop. If  we’re going to transform healthcare and 
move to disease state management, we need all the key 
stakeholders working closely together with supply chain. 
That is the key driver for lower cost and higher quality.”

Culture trumps strategy
The position of  system vice president of  supply chain 
was a new one for St. Luke’s, as was the position of  
medical director of  supply chain for Ministry Health 
Care (the parent of  Ministry St. Joseph’s Hospital) 
when Faciszewski assumed the role in 2005. St. Luke’s 
is a $1.8 billion integrated delivery 
network comprising seven hospi-
tals in Idaho. With 12,000 employ-
ees, it is the state’s largest employer.

The St. Luke’s team recognized 
their program was tactical, not strate-
gic, he says. “They knew they needed to 
do something different in supply chain. 
In the previous year, there had been six 
different people leading supply chain. 
Given my clinical and supply chain ex-
perience, they were excited about the 
opportunity to engage me to help the 
system build a professional, strategic 
supply chain program.”

But before implementing any 
change at St. Luke’s, Faciszewski first took a step back.

“In any business, in any firm, the culture is tantamount. 
The reason is, culture will trump any strategy every single 
time. I had to understand the culture at St. Luke’s.” So he 
met with a majority of  the 300 senior leaders in the orga-
nization within the first 60 days. “I was out of  my office 
and on the road, nonstop.”

He then sought to gain an understanding of  supply 
chain spend. “I was surprised – though it’s not uncommon 
in healthcare – that the organization didn’t know its third-
party spend,” he says. “I did a third-party-spend analysis, 
in order to understand our opportunity.”

Then he sought to create what he calls the “Holy 
Grail” for change: a platform for engaging the clinician 
and operations teams. It clearly was an area that would 
require some work.

“I found that the decision-making process on the 
part of  the clinicians and operations team wasn’t what it 
should be,” he says. Too often, supply chain was making 
product decisions that should have been left to clinicians, 
and often those decisions were based on price, not long-
term strategic factors. What’s more, supply chain was do-
ing a poor job of  facilitating communication between the 
operations and clinical teams.

“Supply chain management was failing to propose logi-
cal, data-driven options to the clinicians, and the opera-
tions team was failing to facilitate a clear decision-making 

process,” he says.

Decision-making  
process examined
Faciszewski presented his observa-
tions about the decision-making pro-
cess to the St. Luke’s leadership team 
and talked about category manage-
ment as a strategy to move supply 
chain forward. Subsequently, he devel-
oped a process best depicted as three 
intersecting circles – clinicians, opera-
tions team and supply chain – with the 
patient in the middle. Then he started 
organizing teams around five cat-
egories: hemostatic agents, spine im-

plants, hernia mesh, neurostimulators and osteobiologics. 
They weren’t necessarily “easy” product categories 

to tackle at the outset. But Faciszewski had a strategy in 
mind. “Many organizations think they have to learn every-
thing before doing anything. But what I like to say is, you 
learn by doing, and you learn together – not in isolation.”

Next, the supply chain team he was assembling began 
identifying savings opportunities. “That’s ongoing,” he 
says. “But to make a long story short, we have amazing 
opportunities in the system to cut cost, improve efficien-
cies and improve quality. That is terribly exciting to me. 

“We have a world of  opportunity. People are engaging. 
Clinicians are excited about being at the table to help make 
decisions about quality and cost – not only in their respec-
tive disciplines, but in the context of  the entire organiza-
tion as a critical step in transforming healthcare.”

“In any business, 
in any firm, 

the culture is 
tantamount. The 
reason is, culture 

will trump any 
strategy every 

single time.” 
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Credibility
It doesn’t hurt that Faciszewski is a surgeon. That fact of-
fered credibility and the confidence to “go for the gold” 
at the outset.

“I’m confident of  what will lead to the right solution,” 
he says. “I’m confident about who needs to be at the table. 
And I’m confident physicians want to be at the table and 
help make better decisions. So why would I avoid [tough 
product categories]? 

“We may think these conversations will be uncomfort-
able, but we found that once you get started, they’re not 
uncomfortable at all. Teams develop a synergy as they 
work together to solve complex problems. But you have to 
have the right framework for discussion.

“At the end of  the day, you have to follow the money into 
the strategic arena. Supply chain traditionally has been tacti-
cal, focusing on low-risk areas, looking for leverage [in nego-
tiations with vendors]. The other approach is to be strategic 
– attack critical areas, which are high-risk, high-reward. So 
you go where the risk is, but you reduce that risk by moving 
to a more strategic approach. If  we’re going to be success-
ful in population health management and accountable care 
organizations, we have to attack the strategic areas.”

There are only three ways to run a healthcare organiza-
tion more efficiently financially, he says. The first way is to 
increase revenues. But that approach is problematic, given 
hospitals’ operating margins of  just 2 to 5 percent. The 

second way is to reduce benefits or staff. But that approach 
can end up adversely affecting patient care and clinicians. 
The third is to reduce third-party spend. “That approach 
drops savings directly to the bottom line; and if  you main-
tain reduced third-party spend, it’s year-after-year savings.” 
No need to start from scratch every Jan. 1. 

Leadership
Faciszewski credits his MBA program at Boise State 
for exposing him to some valuable business and  
organizational principles.

The first is familiarity with the practical tools and con-
cepts traditionally associated with running a business, such 
as spreadsheets, capital investment, finance principles, etc. 
The second is much broader: how to lead teams, how to 
inspire an organization, how to successfully implement 
change and how to influence the people one works with. 

“I like the influence model – but it isn’t just about you 
influencing someone else,” he says. “It’s about you being will-
ing to be influenced. If  it’s just you doing the influencing, 
that’s simply another method of  command and control.” 

Historically, when the supply chain team has made a 
decision to undergo a cost-savings initiative, they com-
piled data, called a meeting of  the clinical team, and pre-
sented the data. “But what’s never talked about is the 
‘why’ they are doing it,” he says. “If  you don’t share the 
‘why’ in a relevant way to physicians, they will ask, ‘Why 
should I help the hospital?’ Without the ‘why,’ physicians 
will often become resistant to change.”

In order to assure success, Faciszewski mandates that 
clinician/operations/supply chain team meetings begin 
with an in-depth conversation about the ‘why’ behind the 
initiative and the positive effects of  the decision. “That 
completely turns the table,” he says. “It’s not me telling 
anyone what to do. Instead the physicians and operations 
team members become champions of  the supply chain 
change because they understand the substantial benefit of  
their decisions to society, the hospital, their patients, their 
clinician teams as well as the physicians themselves. 

“The soft stuff  is the hard stuff,” he says, quoting a say-
ing that resonates with him. “Manage the culture and the 
strategy will be successful. Ignore it and it will trump the 
strategy… every time.” JHC

“ Many organizations 
think they have to learn 
everything before doing 
anything. But what I like to 
say is, you learn by doing, 
and you learn together – 
not in isolation.”



REGIONAL PURCHASING COALITION

The Amerinet Eastern Alliance (AEA) may be one of the industry’s 
newer purchasing coalitions, but it certainly hasn’t wasted time finding its foot-
hold. When it formed in 2013, it was with the intent “to bring the purchasing 
power of  all of  the facilities Amerinet represented together to standardize and 
lower cost,” says David Hanline, vice chair of  AEA and director of  ancillary 
services at OSS Health (York, Pa.). Since then, the alliance has demonstrated 
“significant savings and standardization to all the facilities that fall under the 
AEA, as long as the guidelines are followed,” he points out. “We have worked 
with the manufacturing side to offer excellent opportunities that normally these 
facilities would not be open to.”

Out of the Gate
In little over a year, the Amerinet Eastern Alliance has experienced  
significant savings and standardization among its members.

The Journal of  Healthcare Contracting 
recently spoke with Hanline about 
the team approach taken by AEA 
members, which is largely respon-
sible for its fast and steady success.

The Journal of Healthcare Con-
tracting: Who are the Amerinet 
Eastern Alliance’s members and 
what are its top initiatives?
David Hanline: We have a total of  14 
organizations within the AEA. These 
range from ambulatory surgery cen-
ters, clinics, profit and not-for-profit 
hospitals. We are currently recruit-
ing new organizations to assist them 
with their standardization and pricing 
and to add to the overall spend of  the 
AEA. We feel we can bring a unique 
perspective to the overall purchasing 
of  any healthcare facility. The top ini-
tiatives we have pursued in the last 12 
months include distribution, negative 
pressure and wound care/bandages. 
We have reviewed and looked at a 
number of  categories to pursue, and 
during our meetings, we discuss mul-
tiple areas to review by quarter.

JHC: How has being part of a re-
gional purchasing coalition en-
abled your members to leverage 
their buying power?

The Journal of Healthcare Contracting | February  2015 11



REGIONAL PURCHASING COALITION

Hanline: By having the ability to increase usage with a 
committed contract, it has enabled each facility to lower 
cost and standardize. This has made each facility wiser in 
that when a price from the vendor is proposed or already 
in place, the facility understands that, indeed, with the buy-
ing power, we have leverage.

JHC: How much savings has the coalition achieved 
since it began?
Hanline: Depending on the facility and the contract, 
some facilities have seen over a 20 percent annual savings.  

JHC: Can you explain the process whereby your sup-
ply chain executives meet and make their decisions?
Hanline: We have two representatives from Amerinet – Don 

Smalley-Rader and Deb Reetz – who do an amazing job. They 
lead and guide AEA in the direction that is requested. The 
board meets quarterly in the different regions we represent. 
We always have open, honest discussions where anything 
goes. We have discussed numerous healthcare items and work 
closely together to make the decisions that will best suit the 
organizations represented. 

JHC: How do you co-exist with your GPO, Amerinet?
Hanline: We will review any contract from any of  the fa-
cilities represented, as well as any that Amerinet may bring. 
We feel that if  the AEA is willing to review a potential op-
portunity from one facility and can open it up to all, then 
we can see a better opportunity to increase sales for that 
vendor and show an overall savings to each facility. 

JHC: How do you ensure that the interests of each 
of your facilities are considered and that each facil-
ity’s needs are met?
Hanline: Each facility represented has a voice and is con-
sidered in each opportunity we pursue. A decision is not 
made without a vote, and concerns are addressed from 
each represented.

JHC: How difficult is it to get buy-in to the coali-
tion’s contracts from each of your facility’s physi-
cians and staff?
Hanline: If  the proper procedures are demonstrated 
within the facility and explained to each physician and staff  
that it affects, it is a much smoother process. Here at OSS 
Health, each contract or potential contract is reviewed 

through our value analysis team. If  we need 
to trial, we move forward with a trial. We will 
show any cost savings and any benefits the 
new product may have. If  justification can be 
made as why not to move forward, then this 
is taken into consideration. If  not, then we 
move forward with implementation. 

JHC: Other than cost-savings your  
coalition has achieved through great-
er volume purchasing, what has been 
the greatest benefit of the coalition to 
its members?

Hanline: The ability to sit and discuss issues that your 
facility may be facing and figure out solutions together. We 
have discussed all types of  issues that may not even relate 
to purchasing and, together, we have helped resolve some 
of  these.

JHC: How do you envision the Amerinet Eastern  
Alliance in the next five years?
Hanline: We would like to continue to grow and exceed 
all expectations of  our members. We want to be able to 
provide a base of  opportunity that any facility can review 
to see what we can offer. We plan on being the example 
for all of  the region and for all of  Amerinet. We will have 
an extensive contract portfolio that will be the envy of  all 
purchasing organizations. JHC

The top initiatives we have pursued in 
the last 12 months include distribution, 
negative pressure and wound care/
bandages. We have reviewed and looked 
at a number of categories to pursue, and 
during our meetings, we discuss multiple 
areas to review by quarter.
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TEN YEARS AFTER

Sanford Health 
Highly integrated IDN spans nine states

Ten years ago, the Journal of Healthcare Contracting interviewed Paul 
Swanson, executive partner, materials management, MeritCare Health System, 
Fargo, N.D., about the IDN’s path to becoming a highly integrated healthcare 
provider. In November 2009, MeritCare merged with Sanford Health to create 
one of  the country’s biggest integrated rural healthcare systems. 

Today, Sanford Health operates 42 medical centers, 225 clinics and 22 long-
term-care facilities, primarily in six states -- North Dakota, South Dakota, Ne-
braska, Iowa, Minnesota and Montana. In addition Sanford operates pediatric 
clinics in Duncan, Okla.; Klamath Falls, Ore.; and Oceanside, Calif.; as well as 
pediatric clinics in Ghana, Mexico and China. 

Tom Harvieux, vice president supply chain management; and Jason Wilson, 
enterprise executive director, supply chain operations, provide an update on 
how Sanford has evolved in the past 10 years.

Shared services team
Sanford Health Supply Chain operates a shared services team that operates 
several unified functions, explain Harvieux and Wilson. While leadership and 
accountability are consolidated, team members can be decentralized to support 
operational needs. 

Supplies, capital, and purchased service contracts are managed by the corporate 
supply chain team. Clinical services are managed centrally by the legal department. 

“Sanford has a diverse contract-
ing strategy,” according to Harvieux 
and Wilson. The IDN is a member 
of  VHA (its primary GPO) and a 
founding member of  the Upper 
Midwest Consolidated Service Cen-
ter (UMCSC) regional aggregation 
purchasing group. Sanford uses the 
UMCSC and VHA contracts heav-
ily for commodity and clinical prod-
ucts, where aggregated volume sup-
ports market-leading pricing. The 
IDN self-contracts for the majority 
of  medical devices, capital and pur-
chased services. 

Other centralized supply chain func-
tions include:

•  Purchasing. Purchase order 
authority is limited exclusively 
to Supply Chain Management. 
Ninety-seven percent of  pur-
chase orders are executed by the 
central purchasing team; just 
over 3 percent are with a limited 
number of  decentralized supply 
managers. Additional central-
ized functions include manage-
ment of  recalls, device warranty 
claims and product failures.

•  Value Analysis. Sanford Health 
has 10 Enterprise value analysis 
teams. The supply chain director 
and analysts support teams com-
prised of  clinicians and physicians 
from entities across Sanford. 

The Journal of  Healthcare Contracting revisits some of  the people and issues we covered in 2004.
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•  Capital acquisition. Capital purchases and service 
agreements are negotiated and finalized by Corpo-
rate Supply Chain. Decisions are facilitated through 
the VAT process. 

•  Information system. All facilities in the enterprise 
are on a single materials management information 
system, item and vendor master, contract files, data 
integrity, GS1 standards and new product adds.

Sanford Supply Chain operates central leadership of  op-
erations consisting of  the following areas. Teams report to 
corporate supply chain but are regionally based to support 
hospital and clinic operations. 

•  Inventory management. Enterprise management of  
inventory strategy, product shortage coordination 
and product conversions. 

•  Project Management Office. Central project 
management and performance improvement 
resource to drive supply chain operational 
improvements and enterprise non-labor expense 
reduction opportunities.

•  Analytics. Provides enterprise reporting and 
analysis of  supply chain operational metrics, supply 
utilization, cost data, go-to market intelligence and 
VAT supporting information. 

•  Warehousing. Sanford operates four primary regions 
and uses a hub-and-spoke network to provide 
logistical support. This includes a blended model of  
internal and third-party warehousing. 

•  Distribution. Sanford has a unified distribution 
model that uses internal warehousing for all ambula-
tory and up to 20 percent of  medical center needs; 
third party distributors support the majority of  
bulk order fulfillment. Hospital-based supply chain 
team members oversee all internal distribution and 
replenishment activities. 

•  Mobile equipment management is performed by 
Supply Chain as independent operations by facility. 
Location tracking system and metrics are compared 
across enterprise. 

•  Couriers and transportation: Central leadership struc-
ture with regional courier operations. Central strategy 
and oversight on freight/mode management, channel 

optimization, integrated network, dedicated fleet  
and outsourced carrier management and overall 
distributed cost. 

Challenges facing the rural IDN
Covering six states presents unique challenges, say Har-
vieux and Wilson. For instance:

•  Bulk deliveries can be as infrequent as two days a week.
•  Higher inventory levels are needed to support fewer 

deliveries and supply disruptions.
•  Distributors are a minimum of  four to 12 hours away, 

with no ability to just “cab” over a critical item.
• Vendor representative coverage is difficult.
•  Daily courier routes for lab, supplies, etc., can be up 

to 410 miles round trip.
•  Geographic separation leads to redundant inventory, 

warehouses and logistics staff.
•  Distributor-managed low-unit-of-measure models 

are inefficient. (A lot of  air is shipped in totes.)
• Freight costs are high.
•  Leadership travel time means lost productivity, and 

team cohesion is difficult to achieve. (Some team-
mates never have met each other.) 

•  Travel time to build local relationships and participate 
in regional hospital team meetings is also challenging.

IT
Despite the challenges, Sanford continues to build a highly 
integrated organization. The IDN has completed imple-
mentation of  EMR and ERP systems across all medical 
centers and clinics. Both systems are fully integrated with 
each other and share a common unique number as the item 
and charge master number. The IDN recently implemented 
Real Time Location System (RTLS) technology, which is 
being applied to medical equipment tracking, potentially en-
abling inventory visibility on the supply chain side. 

Other systems include a pilot project with a major sup-
ply chain technology company to streamline procedural 
area inventory management and associated operational 
workflow and expanded use of  a business intelligence 
platform. “Sanford Supply Chain strives to focus on im-
proving operational processes prior to overlaying technol-
ogy,” say Harvieux and Wilson. JHC
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Purchased Services Dashboard

With Trust 
Comes 
Success
For Teresa Dail, chief supply chain  
officer at Vanderbilt University 
Medical Center, building relationships 
is key to being an effective leader. 

Teresa Dail is well aware that, without the support 
of  her physicians, it can be next to impossible to mobilize 
supply chain protocols. To a large extent, she credits her 
clinical background for her ability to engage Vanderbilt’s 
physicians and clinicians in the IDN’s contracting and 
standardization strategies. Long before joining the ranks 

of  contracting executives, she worked as an ICU reg-
istered nurse for 15 years, followed by positions as a 

nursing leader in intensive care, step-down and car-
diac. It wasn’t until she joined a large private prac-
tice as a clinical practice administrator that she 
was exposed to vendor/physician relationships 
and the dynamics between private practice phy-
sicians and hospital administration.

By Laura Thill
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“I started in supply chain in a clinical resource man-
agement role, and then became the corporate director 
of  materials management at Orlando Health – a seven-
hospital system at the time,” says Dail. “I believe strongly 
that it is my background that has allowed me to build 
relationships and be effective in my role as a supply chain 
leader. In fact, I was originally recruited into the clini-
cal resource manager role to build and foster relation-
ships that did not exist during the early 2000s between 
physicians/clinicians and materials management. Today, 

I believe – and try to instill in my 
team – that supply chain needs to 
be a strong partner with the opera-
tional and clinical leaders; that with 
these relationships come trust; and 
that, with trust, comes success.”  

Her ability to leverage such re-
lationships has enabled Dail to mo-
bilize key protocols at Vanderbilt, 
such as its Supply Chain Services 
program, which has enabled the 
IDN to work with non-owned hos-
pitals and systems; and her current 
agenda – to engage supply chain in 
the IDN’s patient care centers and 
their bundled initiatives.

A collaboration
Dail joined Vanderbilt in 2007 as ad-
ministrative director of  supply chain. 
Three years later, she was assigned 
to serve as interim administrative 
director for perioperative services, 
with oversight for daily clinical op-
erations while the IDN recruited a 
permanent replacement to fill the 
position. “I was actually asked to do 
this because of  the collaborative re-
lationship I had been able to develop 
with the perioperative team during a 
major initiative between our two ar-

eas that I was the project manager for,” she explains. 
“I had the privilege of  being named the chief  supply 

chain officer at Vanderbilt in June of  2012,” Dail contin-
ues. “We had several changes in leadership in the months 
leading up to that. While there were a number of  op-
portunities that I could have pursued at the time, I had 
a vision of  where I wanted to take the supply chain at 
Vanderbilt, so it made my decision to pursue the CSCO 
position a very easy one.  Having spent the previous five 
years building a solid, fundamentally strong foundation, 

“This collaboration, where everyone 
is evaluating cost, quality and 

outcomes to drive value, is critical for 
organizations going forward.”
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I wanted the opportunity to maximize our position as a 
health system, while beginning to explore externally how 
we could drive additional value for ourselves and others 
in the effort to better position all of  us for the challenges 
we are facing.” 

Today, she oversees all areas of  operations related to 
Vanderbilt’s supply chain, including four hospitals, 151 
employed physician clinics and some joint ventures. “This 
[requires] a strong self-contracting model; procurement; 
GPO oversight; capital acquisition and data base devel-
opment; asset management; distribution and logistics for 
just-in-time delivery; an LUM model with over 400 ship 
to’s on- and off-site; materials system maintenance, which 
includes point-of-use technology in every clinical depart-

ment; equipment management; post office; copy center; 
and clinical engineering,” she says. “I also have supply 
chain responsibility for a 50,000-square-foot off-site case 
cart operation center, which does all of  the case picks for 
our adult hospital (including 76 operating rooms follow-
ing expansion planned in 2014). I see the entire clinical 
enterprise as our customer, and have worked to instill the 
impact of  the value of  the work we do with our team 
members as it relates to direct patient care. 

“It is a huge compliment that when someone needs 
to find a solution or to get something done, our phone 
rings,” Dail continues. In addition to the above responsi-
bilities, she is the executive chair of  the medical economic 
outcome committees, which is a paired leadership model 

with Vanderbilt’s physicians and clinicians charged with 
managing the introduction of  new products and technol-
ogy into the system. 

Driving value
The past seven years have kept Dail busy. “There have 
been multiple projects that have touched every aspect 
of  supply chain,” she says. “We are constantly evaluat-
ing our performance and how we can drive value for 
the organization through the use of  technology, clinical 
engagement, internal and external benchmarking, and 
peer best practice modeling.” A recent project involved 
the launch of  the Vanderbilt Supply Chain Services 
(VSCS) program, which enables the IDN to work with 

non-owned hospitals or systems. “We currently have 11 
hospitals in the program, with a focused growth plan 
to add participants,” she explains. “Our goal is multi-
faceted. We know that we can bring value to these enti-
ties through the self-contracting model that we have in 
place and our ability to drive compliance. By working 
on behalf  of  these organizations, it is our goal to help 
them improve their margins so that they can continue to 
provide services within their communities. 

“With the changes occurring today in healthcare, 
we have to find a way to allow these small-to-medium-
size community hospitals to keep their doors open,” 
Dail continues. “We hope the program we have put 
in place, which will require ongoing support by our  
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industry partners, will help. We will 
also work to share best practice and 
innovative approaches to [facilitate 
the] management of  complex sup-
ply chain issues. Our goal is to posi-
tion the supply chain within any or-
ganization to be a strong, integrated 
member of  the healthcare team in 
the effort to drive quality and re-
duce cost. And, if  requested, [we 
will] offer our services and expertise 
to supplement or support a given 
process within an organization.” 

The pace in the coming year 
shows no hint of  slowing down. “We 
have a very robust new product and 
technology program that embraces 
physician and clinician leadership 
and engagement, which has been 
in place for six years,” says Dail. 
“While the committees have been 
very successful in supporting stan-
dardization, centralized contracting, 
cost reductions and new technology 
assessment/acquisition, we realize 
that we need to evolve beyond that. 
Internally, we are working closely 
with our senior leadership team to 
understand how the committees – 
and supply chain in general – can 
help support the Patient Care Cen-
ters as they become more engaged 
in episode-of-care (bundled) initia-
tives, focused growth and centers 
of  excellence. “This collaboration, 
where everyone is evaluating cost, 
quality and outcomes to drive value, 
is critical for organizations going 
forward,” she says.

“While we work to take our 
committees to this next level, we 

would like to help those entities 
working with us under the Vander-
bilt Supply Chain Services (VSCS) 
program to implement a version 
of  the model that makes sense 
for them,” she says. “This can be 
done in a community-based setting 
or an academic environment, with 
or without employed physicians. 
Ultimately, as the VSCS evolves 
and matures, I would love to see 
a collaborative forum that allows 
physicians and clinicians, no mat-
ter at what institution they practice 
within our network, to be engaged 
in subcommittee work, helping to 
make contracting decisions on be-
half  of  the participants that can be 
incorporated into best practice care 
models. This is not an insignificant 
endeavor, as it is going to require 
a completely different mindset by 
both the physicians and their re-
spective hospital leadership teams.  

“Evidence can and should drive 
decision making,” she continues. 
“I equate this to when I was asked 
to take my first nurse manager role 
in a step-down unit. I had a very 
prominent physician tell me that 
the unit couldn’t be fixed and that 
he would never admit his patients 
there. I asked him to give me six 
months and then [we could] talk 
again. Before that six months 
passed, he was admitting his pa-
tients to my unit. Things that are 
worth doing require a lot of  work, 
but you shouldn’t shy away from 
trying, simply because some may 
believe it can’t be done.” JHC

•  Four hospitals.

•  151 employed physician 
clinics, as well as 
miscellaneous joint ventures.

• 1065 beds.

•  $500 million  
supply chain spend.

Vanderbilt 
University  

Medical Center,  
Nashville, Tenn.

“With the 
changes 

occurring 
today in 

healthcare, we 
have to find a 
way to allow 

these small-to-
medium-size 
community 
hospitals to 
keep their 

doors open.”
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UDI: No more waiting

CHICAGO – UDI isn’t just for freaks and geeks or your IDN’s regula-
tory team. Supply chain executives and their suppliers need to get up to 
speed…and fast…not just because the feds are requiring it, but because 
UDI represents opportunities for all sectors of  the supply chain to im-
prove their internal processes and sales and, above all, help clinicians pro-
vide better patient care. That was the message from speakers at the recent 
Fall Conference of  the Healthcare Manufacturers Management Council, or 
HMMC, whom moderator Kevin Neuman, vice president of  marketing and 
operations for Innovative Healthcare Corp., asked to discuss the strategic 
implication of  UDI.

UDI stands for “Unique Device Identifier.” After years of  deliberation, in Sep-
tember 2013 the U.S. Food and Drug Administration issued a final rule on UDI 
as well as a database for medical devices. The clock has already begun tick-
ing. Effective September 2014, for example, all newly manufactured Class III 

The Unique 
Device Identifier 

is here; supply 
chain needs to 
adapt rapidly, 

say experts
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devices – considered the riskiest of  all – were required to 
carry a UDI on their packaging. Other important dates are:

•  Sep. 24, 2015: Newly manufactured life-sustaining 
equipment must be labeled. (For a list of  devices 
that FDA classifies as “implantable, life-saving, and 
life-sustaining,” go to www.fda.gov/downloads/
MedicalDevices/DeviceRegulationandGuidance/
UniqueDeviceIdentification/UCM382463.pdf) 

• Sept. 24, 2016: All Class II devices must be labeled.
• Sept. 24, 2018: Class I devices must be labeled.

Manufacturers – and distributors that private-label – 
shouldn’t wait for the regulatory deadlines, 
cautioned Dennis Black, director of  e-busi-
ness for BD. That’s because a growing num-
ber of  IDNs and group purchasing organiza-
tions are demanding UDI now.

 
The UDI system consists of  two core items:

•  A unique number assigned by the device 
manufacturer to identify the version or 
model of  a device. The number must be 
represented on the label in plain text as 
well as in a manner that can be read by 
automatic identification and data capture 
(AIDC) technology, such as a bar code. 
The identifier contains two elements: 1) 
the device identifier, or DI, which de-
scribes the manufacturer, product, brand 
name, number of  items (in case, box or each); and 2) 
the production identifier, or PI (identifying the lot or 
batch number, date of  manufacture, expiration date). 

•  A publicly searchable database administered by 
the FDA, called the Global Unique Device Iden-
tification Database (GUDID), which will serve 
as a reference catalogue for every device with 
an identifier. GUDID will house only so-called 
“static” information about manufacturers’ prod-
ucts. No identifying patient information will be 
stored in this device information center, nor will 
companies’ sales information -- such as volume 
of  goods shipped, customers or pricing, etc. – be 
represented. For a list of  all device information 

to be submitted to the GUDID, see www.fda.
gov/MedicalDevices/DeviceRegulationandGuid-
ance/UniqueDeviceIdentification/GlobalUDIDa-
tabaseGUDID/default.htm.

The FDA’s rule allows manufacturers to use one of  two 
standards for the UDI:

•  GS1 US, whose UDI system is called the GTIN, or 
Global Trade Item Number. 

•  The Health Industry Business Communications 
Council (HIBCC), whose UDI is the Labeler Identi-
fication Code, or LIC.

The FDA requires the use of  ICCBBA (the internation-
al standards organization, that is related to the World Health 
Organization) for human cells, tissues, or cellular and tissue-
based products (HCT/Ps) that are regulated as devices.

In most cases, the manufacturer – as the “labeler” of a medi-
cal product – bears responsibility for ensuring that all of  its devic-
es are properly labeled and accounted for in the GUDID. That 
said, distributors are accountable for their private-label products. 

Implications
One of  the federal government’s primary reasons for pursu-
ing a UDI is to facilitate product recalls, explained Black. For 
example, the UDI will provide a way to more easily track which 
patients received a certain implantable device, for example. 

“ If you take advantage of these 
standards, you will improve your 
business processes; you can better 
meet your customers’ demands; 
you will be perceived as a leader by 
adopting standards; and you can 
position yourself as being easy to 
do business with, while realizing 
lower operating costs.”  

– Denise Odenkirk
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But the UDI has additional implications for the supply 
chain, offering benefits for providers and suppliers alike.

What customers want is simple, said Black. They want 
to be able to scan products at the point of  receipt, at the 
bedside or in the lab – just as companies like Wal-Mart and 
Whole Foods do in their industries. That identifying infor-
mation can help providers control their inventory better 
and ensure they are paying accurate prices for contracted 
items. Once the UDI is integrated into electronic health 
records, providers can use it to compare one physician’s 
usage of  a particular product to those of  his or her peers, 
and perhaps even to compare the patient outcomes associ-
ated with that usage. 

For providers, it comes down to “cost, quality and out-
comes,” said Ellenmary Martin, chief  strategy officer, DU-
KAL Corp. Traditionally, health systems have been hard-
pressed to accurately identify their cost to serve. But with a 
UDI system in place, they can more accurately identify the 
materials portion of  that care – and bill accordingly. What’s 
more, by giving them visibility into which products are be-
ing used, the IDN can monitor standardization efforts, and 
can compare product usage from clinician to clinician.

Contracting
UDI represents operational efficiencies for all players 
in the supply chain. Contracting is one of  the most sa-
lient examples, according to Denise Odenkirk, senior 
director, industry solutions, GHX, who participated on 
a Health Industry Distributors Association-sponsored 
work group on contract administration. (The group is-
sued a white paper on UDI and the contracting process 
in September 2014.)

“Today, contract administration is very complex,” said 
Odenkirk. Most suppliers have “heroes” in the office 
making Herculean efforts to keep contracts up to date. 
“Even so, how many of  you have gotten a call from an 
irate customer because the contract terms are wrong?” she 
asked. Common issues include:

• Price mismatches.

•  Credits/rebills. (“They’re miserable,” said Odenkirk. 
“Usually, when you invoice incorrectly for an order, 
it’s not just one time; you’ve probably invoiced 
incorrectly for the last three months.”)

•  Rebate denials (stemming from confusion about the 
accuracy of  the price when the product was shipped).

Fixing issues such as these eats up non-value-added 
time, she said. “Your sales reps are taking care of  pricing 
issues rather than selling.”

The HIDA committee examined how other industries 
handle contract management, and recommended the 
healthcare supply chain do three things:

•  Automate all contracting transactions, and redesign 
those processes that cannot be automated.

• Adopt industry standards and processes, including UDI.
•  Share updated contract information with trading 

partners on a timely basis, and use EDI transaction 
sets where possible (e.g., 845 for contract informa-
tion, 832 for price/sales catalog, 867 for sales trac-
ings, 849 for chargeback reconciliation, etc.)

Implementing UDI and electronic data interchange 
may be challenging, but participants in the med/surg sup-
ply chain need only look at their counterparts in the phar-
maceutical supply chain to see the potential benefits, said 
Odenkirk. The National Drug Code (NDC) has helped 
pharmaceutical manufacturers and wholesalers clean up 
their processes, she said. 

“If  you take advantage of  these standards, you will im-
prove your business processes, you can better meet your 
customers’ demands, you will be perceived as a leader by 
adopting standards, and you can position yourself  as being 
easy to do business with, while realizing lower operating 
costs,” she said.

Marketing and sales executives tend to focus their ef-
forts on this quarter’s performance. “But [it will be in your 
best interest] to figure out how you will use these standards 
as a driver to improve operating efficiencies and sales.” JHC

Editor’s Note: To read the FDA’s Final Rule on the Unique Device Identification System, issued Sept. 24, 2013,  
go to www.federalregister.gov/articles/2013/09/24/2013-23059/unique-device-identification-system

February 2015 | The Journal of Healthcare Contracting28



 NEW Nutrilipid®
20% I.V. Fat Emulsion—now part of  
B. Braun’s valued line of parenteral solutions. 
For more information, call 800–227–2862 or 
visit www.BBraunLipids.com. 

Ready
to serve you

Rx only. ©2015 B. Braun Medical Inc., Bethlehem, PA. All rights reserved. 15-4688_JHC_1/15_RTS3

RX_ad_nutrilipid_butler_JHC_15-4688_rts3.indd   1 1/13/2015   10:42:52 AM



TRENDS

Timetable for UDI implementation
Compliance date Requirement

One year after publication of 
final rule (Sept. 24, 2014)

•  The labels and packages of Class III medical devices and devices licensed under 
the Public Health Service Act must bear a UDI.  (A one-year extension may be 
requested no later than June 23, 2014.)

• Class III stand-alone software must provide its UDI.

Two years after publication of 
final rule (Sept. 24, 2015)

•  The labels and packages of implantable, life-supporting, and life-sustaining 
devices must bear a UDI. 

•  A device that is a life-supporting or life-sustaining device that is required to 
be labeled with a UDI must bear a UDI as a permanent marking on the device 
itself if the device is intended to be used more than once and intended to be 
reprocessed before each use. 

•  Data for implantable, life-supporting, and life-sustaining devices that are 
required to be labeled with a UDI must be submitted to the GUDID database. 

Three years after publication of 
final rule (Sept. 24, 2016)

•  Class III devices required to be labeled with a UDI must bear a UDI as a 
permanent marking on the device itself if the device is a device intended to be 
used more than once and intended to be reprocessed before each use.

•  The labels and packages of Class II medical devices must bear a UDI. 
•  Data for Class II devices that are required to be labeled with a UDI must be 

submitted to the GUDID database.

Five years after publication of 
final rule (Sept. 24, 2018)

•  A Class II device that is required to be labeled with a UDI must bear a UDI as 
a permanent marking on the device itself if the device is intended to be used 
more than once and intended to be reprocessed before each use.

•  The labels and packages of class I medical devices and devices that have not 
been classified into Class I, Class II, or Class III must bear a UDI. 

•  Data for Class I devices and devices that have not been classified into Class I, 
Class II, or Class III that are required to be labeled with a UDI must be submitted 
to the GUDID database.

• Class I stand-alone software must provide its UDI.

Seven years after publication 
of final rule (Sept. 24, 2020)

•  Class I devices, and devices that have not been classified into Class I, Class 
II, or Class III that are required to be labeled with a UDI, must bear a UDI as a 
permanent marking on the device itself if the device is intended to be used 
more than once and intended to be reprocessed before each use.

Source: U.S. Food and Drug Administration, “Unique Device Identification,”  
www.fda.gov/MedicalDevices/DeviceRegulationandGuidance/UniqueDeviceIdentification/default.htm
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Premier 
Premier, Inc. has for years advocated in support of 
UDI supply chain standards that further enhance pa-
tient safety and reduce costs in the healthcare indus-
try. In fact, it recently announced its support of the 
Healthcare Supply Chain Association’s (HSCA) Com-
mittee for Healthcare eStandards (CHeS) Total Visibil-
ity Project, to improve the accuracy and accessibility 

of product information available to the healthcare 
supply chain. Premier was the first GPO to announce 
its endorsement of GS1 supply chain standards, and 
was the first organization to expect its contracted 
suppliers to comply with this important initiative. 
Use of the standards allows supply chain stakehold-
ers to definitively identify all items purchased by 
healthcare providers, and efficiently exchange and 
update this information.

In its policy for sellers/suppliers, Premier re-
quests that suppliers use the GLN (Global Loca-
tion Number) to identify participating alliance 

members and use the GTIN (Global Trade Item 
Number) to identify their products within all re-
porting and data exchanged with Premier. Pre-
mier also requests that the supplier agrees that 
standardized product identifiers such as NDC (Na-
tional Drug Code) and UDI increase efficiency and 
accuracy within the supply chain and improve 
patient safety. Premier sellers/suppliers must 

remain compliant with all ap-
plicable UDI requirements and 
compliance dates, and agree to 
support Premier’s use of GTIN 
as the UDI. In addition, any bar-
codes that are placed on the 
supplier’s packaging must be 
Grade “C” or better (i.e., able to 
be reliably scanned on the first 
pass of a barcode reader).

Healthcare  
Transformation Group
(Editor’s note: The Healthcare 

Transformation Group was formed in 2010 by five 
healthcare systems to share best practices in sup-
ply chain. They are: Geisinger Health System, Inter-
mountain Healthcare, Kaiser Permanente, Mayo 
Clinic and Mercy.)

HTG expects our supplier partners to label all Class 
1, 2 and 3 products with a human readable GS1 128 
linear concatenated barcode whenever possible; and 
in those cases where packaging size is limited, we will 
consider 2D acceptable. We expect these barcodes to 
be applied to all products by the defined FDA sunrise 

Providers insist on UDI
Editor’s note: Group purchasing organizations and IDNs are urging – and in some cases, demanding – that 
their suppliers include unique device identifiers on their packaging. We asked several provider organizations 
about their policy. Following are their responses.

HTG does not recognize any 
exceptions to UDI labeling and 
will be pushing to ensure that 
GS1/UDI compliance is a central 
factor in partner identification 
and contracting through our 
GPOs and product negotiations.
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date provided for Class III devices. HTG does not 
recognize any exceptions to UDI labeling and will 
be pushing to ensure that GS1/UDI compliance is 
a central factor in partner identification and con-
tracting through our GPOs and product negotia-
tions. For more details around this guideline please 
reference the detailed guideline at: http://health-
caretransformationgroup.com/backend/wp-con-
tent/uploads/2012/08/HTG-Suppliers.8.15.12.pdf

Amerinet
Amerinet communicates our requirements on data 
standards to our suppliers through our corporate 
website and supplier portal. We have a specific web 

page that details the requirements for UDI, and a 
similar one for GS1 standards. Our primary request 
to our suppliers is that they comply with both the 
UDI requirements and GS1 standards, and that they 
publish this information to the GUDID (Global UDI 
Database) and GDSN (Global Data Synchronisation 
Network), respectively. We have incorporated lan-
guage in our standard contracts respective to our 
suppliers’ compliance with these standards.

Amerinet is a strong supporter of the UDI and 
the GS1 standards. It is important to note that the 
major GPOs worked together on a coordinated re-
sponse to the proposed UDI rules through partici-
pation on the Healthcare Supply Chain Association 

Committee for Healthcare eStandards. HSCA issued 
a press release in support of the UDI rule (with sug-
gested changed during the comment period), and 
Amerinet issued a similar press release.  Several oth-
er GPOs also issued press releases in response.

For more information, go to www.amerinet-
gpo.com/suppliers/unique-device-identifica-
tion.aspx or www.amerinet-gpo.com/suppliers/
gs1-standards.aspx

MedAssets
MedAssets is a GS1 standards advocate. We be-
lieve these standards will help organizations share 
data, promote accuracy, and work more efficiently 

– to improve patient safety and 
lower healthcare costs. In ad-
dition to GS1 delivering stan-
dardization and efficiencies, 
MedAssets supports the FDA’s 
Unique Device Identification 
(UDI) ruling and sees the GS1 la-
beling system as being the best 
system in fulfilling expectations 
on product identification and 
patient safety.

Novation
Novation believes a robust 
UDI system will significantly 

enhance product identification, improve the 
device recall process, ensure the integrity of the 
product throughout the transportation process, 
and most important, advance and improve pa-
tient safety. A UDI system also has the potential 
to generate significant savings for the health-
care industry through improved efficiencies and  
automated processes.

Novation has encouraged suppliers to embrace 
early adoption, and we have implemented a pro-
cess to communicate with medical device suppliers 
regarding compliance dates for all device classes. 
Finally, we have changed our NOVAPLUS® Graphics 
Standard Guide to require UDI compliance.

A UDI system also has 
the potential to generate 
significant savings for 
the healthcare industry 
through improved 
efficiencies and  
automated processes.
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platform and service capability, some 
of  which we had and some of  which 
we recognized we had to build.

“We had the ability to service the 
physician office space, but clearly, 
our strength was in what we would 
call large-pallet distribution and Val-
ueLink®, our low-unit-of-measure 
offering,” continued Inacker. “The 
physician office fell somewhere in 
between those. We had some capabil-
ities, but we recognized that [to con-
tinue to fully serve] the office-based 

Henry Schein and Cardinal 
Agreement reflects unique supply chain needs of non-acute vs. acute-care providers

The recent acquisition by Henry Schein, Inc. of Cardinal Health’s phy-
sician office business demonstrates that the needs of  the physician office differ 
from those of  the acute-care hospital, and that healthcare leaders recognize as 
much, according to those involved.

The two companies announced in late November that the physician-office-
focused business of  Cardinal Health’s Medical segment would be consolidated 
into Henry Schein’s Medical Group. 

As a result of  the agreement, Henry Schein Medical gains service to more 
than 25,000 physician office customer locations, adds $300 million in annual 
sales, and brings on approximately 200 sales professionals.

“We have been servicing almost 25,000 physician offices and strengthening 
our presence for a long time,” said Steve Inacker, president, Hospital Sales and 
Services, Cardinal Health. “But serving the physician office requires a unique 

Henry Schein will serve its new physician-office customers 
from its five major distribution centers around the country.



View Health System Case Studies and more:
www.henryschein.com/casestudies

RELY ON US FROM SUPPLY CHAIN 
TO DRIVING EFFICIENCY, 
WE DELIVER.

Henry Schein, the number one distributor 

to office-based practitioners worldwide, has partnered 

with the country’s leading health systems to create 

turnkey solutions for their physician integration 

and alignment needs. We are recognized by some of 

the world’s largest health care organizations for our 

outstanding service capabilities and expertise. 

To arrange an exploratory conversation, email us at 
letsmeet@henryschein.com or call 1-844-201-6330

14MM3199_RelyonUS_8.25x10.75.indd   1 1/6/15   3:52 PM



February 2015 | The Journal of Healthcare Contracting38

DISTRIBUTION

practitioner, we needed to build more. Our alliance with 
Henry Schein has allowed us to build those capabilities. 
We can grow them with the alliance much more quickly, 
and we can deploy capital more efficiently. We didn’t have 
to invest in infrastructure to do that.

“Henry Schein’s outstanding service capability of-
fered a more comprehensive and efficient solution for our 
[IDN] customers than either company could offer individ-
ually,” continued Inacker. “We will offer a wider breadth 
of  product and world class service and value. In this case, 
one plus one equals three.”

“Our whole focus has been the non-acute-care space,” 
said Henry Schein Medical President Dave McKinley. The 
company’s programs, sales tools, order entry systems, and 
infrastructure are designed specifically for the non-acute-
care space, he added.

“It was a matter of  looking in the mirror and asking, 
‘What are we good at, and how can we best support our 

customers going forward?’ We know 
that the continuity across points of  
care is important. This is a good way 
to address it.”

Focus on the IDN customer
“The whole intent is to better serve the 
customer,” said McKinley. “Cardinal 
Health and Henry Schein will seam-
lessly collaborate to serve IDNs. And 
that’s our intent – to provide a greater 
level of  service across points of  care.”

Henry Schein and Cardinal Health 
will each fulfill their areas of  exper-
tise when it comes to working with 

IDNs, added Inacker. “Henry Schein will be respon-
sible for servicing the physician office environment, 
and Cardinal Health will be responsible for the non-
physician-office-based component. We see it as very 
symbiotic. The materials executives we have spoken to 
are very positive about it.” 

“We are following our customer,” McKinley said. “Our 
customer is consolidated. With the Affordable Care Act, 
they are looking at how they can coordinate care. Based on 
their needs, we had to ask ourselves, ‘How do we reflect 
the trends in the marketplace, and how do we change and 
achieve this collaboration?’” 

Henry Schein and Cardinal Health will service IDNs 
seeking one contract for both acute-care and non-acute-
care services, if  they desire, he added. “It’s whatever 
the customer wants; it’s not what Henry Schein or Car-
dinal Health wants. We will offer seamless collaboration 
when it comes to supporting acute-care settings and 

Dave McKinley

“The key to this is being able to offer a defined 
portfolio of products across the entire continuum 
of care. Nobody else has the breadth that Henry 

Schein and Cardinal Health have together.”  
– Steve Inacker

Steve Inacker
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non-acute-care offices, so supply chain executives can 
meet their objectives. By working together, we achieve 
a three-way partnership, if  you will.”

Adds Inacker, “We think we can create a lot more value 
between Henry Schein and Cardinal Health than they could 
achieve with any other relationship. The key to this is be-
ing able to offer a defined portfolio of  products across the 
entire continuum of  care. Nobody else has the breadth that 
Henry Schein and Cardinal Health have together.”

Unique needs of the non-acute-care market
The agreement between Henry Schein and Cardinal 
Health reflects a changing market and changing attitudes 
on the part of  IDN supply chain executives, according to 
both companies.

Not too many years ago, many IDNs were acute-
care-focused organizations, said McKinley. They owned 
some clinics, but not as many physician offices as they 
do today. “When you mentioned Henry Schein to [ma-
terials managers] 10 or 15 years ago, they probably 
didn’t know us,” he said. “Today, we have changed our 
focus; we have followed the customer; and our brand 
has increased substantially among supply chain leaders 
across the country. I think it’s recognition of  a changing 
market and environment.”

The agreement also signals that the supply chain needs 
of  the physician office and that of  the acute-care hospital 
are clearly different. That includes sales representation. 

“The physician office space requires unique tools 
and a service platform to best serve their needs, 
whether they are IDN-owned or independent,” said 
Inacker. “Our customers are looking for partners 
who can bring a more efficient and cost-effective 
supply chain across the entire continuum of  care. A 
key part of  this solution are the physician office reps. 
They are critical in working with the customer to ser-
vice the unique needs of  that marketplace, whether 
it’s basic account management, driving cost-savings 
opportunities, data analysis, training and education, 
or product formulary development. Reps are truly 
the partners who can help physician office custom-
ers run their businesses better. They are the glue in 
this strategic alliance.”

As the Henry Schein team traveled 
throughout the country in December to 
speak with Cardinal Health physician office 
sales reps and acquaint them with Henry 
Schein’s capabilities, “they were pleased and 
excited to be joining us,” said McKinley. 
“We have about 900 sales reps and manag-
ers – a specialized sales force – out there. 
And we will support them with about 300 
[inside] people.”

Cardinal Health’s physician reps should be 
fully integrated into the Henry Schein organi-
zation by the end of  the first quarter of  2015, 
he said. 

Similar cultures
“The cultures of  our two organizations are very similar,” 
said Inacker. “We have similar values and morals, and the 
way we approach the marketplace is similar.”  This creates 
fertile ground for a successful integration of  teams and 
ultimately, an optimal customer experience, he said.

Cardinal Health’s physician-office customers will 
note changes in some of  the systems they use to ac-
cess their distributor’s product catalog, order products, 
receive invoices and submit payment. Henry Schein 
will serve its new physician-office customers from its 
five major distribution centers around the country. 
According to McKinley, customers will benefit from 

“ The physician office space 
requires unique tools 
and a service platform to 
best serve their needs, 
whether they are IDN-
owned or independent.”  

– Steve Inacker
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best-in-class service as a result of  Henry Schein’s non-
acute-centric distribution centers: Orders are shipped 
complete and fulfilled the same day from their primary 
distribution center.

Sean Postol, who has been leading Cardinal Health’s 
physician-office business, will remain with Cardinal Health 
after the transition. Postol is national vice president, sales 
and segment sales support.

“Our focus remains to drive the most efficient and 
cost-effective supply chain for our customers,” said Post-
ol. “We believe this alliance will only strengthen our ability 
to do that. We have worked closely with the Henry Schein 
team to bring this to fruition.” 

“We are excited about the level of  talent that the 
agreement brings together,” added Postol. “The sales 
reps are ready to capitalize on this. They are excited 
about the opportunities they can bring to their custom-
ers. And as they move to Henry Schein, they join a class 
organization that does an incredibly good job of  servic-
ing office-based practitioners. The unique tools sets will 
be at their fingertips.”

Added Inacker, “They feel they will get the support 
and the programs they have always needed to really show 
what they can do in the marketplace.”

Manufacturers will continue to be “an important 
part of  the value we deliver to the marketplace,” said 
Inacker. “Cardinal Health and Henry Schein have com-
mitted to a seamless and smooth transition for suppli-
ers. The Cardinal Health team will continue to collabo-
rate with our manufacturer partners, and an integration 

team from both companies will continue to work on a 
transition plan.”

Said McKinley, “Henry Schein is getting larger. This 
should be good news to manufacturers, as we have 
more capabilities.”

As part of  the agreement, Henry Schein has commit-
ted to purchase Cardinal Health™ Brand products and 
use Cardinal Health as a primary source for various medi-
cal products. Henry Schein was selling Cardinal Health 
brand products prior to the new agreement, but “certainly 
this adds to a preferred brand of  products now for us,” 
said McKinley. “We have more access to a greater number 
of  SKUs than before.”

Said Inacker, “It’s not a different model for us in that 
we already sell our products through other distributors. We 
believe a lot more value will be created, and [the result] will 
be a less cumbersome environment for our customers.”

“This agreement is the first of  its kind in the space,” 
said McKinley. “Healthcare today is all about collabora-
tion, and Cardinal Health and Henry Schein have taken a 
huge leap forward in putting the customer first to deliver 
optimal service across the continuum.”

“I think the overarching message is the opportunity 
for [Henry Schein and Cardinal Health] to accelerate our 
offerings on a combined basis and bring about a more 
efficient supply chain that will meet the needs of  our cus-
tomers,” said Postol. 

Said Inacker, “The short answer to why we’re doing 
this is, we’re better able to serve our customers, drive ef-
ficiencies, and drive value.” JHC

“Healthcare today is all about 
collaboration and Cardinal Health and 
Henry Schein have taken a huge leap 

forward in coordinating the non-acute 
and acute settings of healthcare.”  

– Dave McKinley



February 2015 | The Journal of Healthcare Contracting42

DISTRIBUTION

Greater volume on the non-acute-care side of the 
business may be the key factor in changing health-
care providers’ and distributors’ approach to this part 
of the market. 

The Journal of Healthcare Contracting recently 
asked several healthcare supply chain executives to 
offer their perspectives on Henry Schein’s acquisi-
tion of Cardinal Health’s physician-office business. 
Chris Holt, senior vice president and executive of-
ficer, VHA Upper Midwest; and Bob Taylor, assistant 
vice president of supply chain, UAB Health System, 
Birmingham, Ala., offered their comments.

Journal of Healthcare Contracting: At one point 
in time, perhaps 15 years ago, it seemed that 
IDN materials managers would have preferred 
to have one distributor service both their acute-
care and non-acute-care facilities. Would you 
agree or not? Would you say that sentiment has 
changed since then? If so, why?
Chris Holt: Fifteen years ago, most of the prod-
uct flow was to the hospitals themselves, and the 
non-acute volume was small enough that it was 
sensible to have one distributor for acute and 
non-acute. Interestingly, this trend led to the large 

acute distributors aggressively 
expanding their non-acute ca-
pabilities in order to provide 
“one stop shopping.” But since 
that time, non-acute volumes 
have grown dramatically, and 
they now represent a much 
higher percentage of total vol-
ume. It’s harder to pigeonhole 
acute distribution capabilities, 
processes and systems into 
non-acute channels, creat-
ing the opportunity for niche 
distributors in the non-acute 
space. There are still potential 
advantages and synergies in re-
ceiving both types of distribu-
tion from one company, but it 
is harder and harder to be great 
at both.
Bob Taylor: I think that was a 
very common preference for 
an IDN materials manager, as it 
greatly simplified the contract-
ing process and reduced the 
number of distribution con-
tracts. The volume from the 

Henry Schein and Cardinal Health: Customer’s view

“ It’s harder to pigeonhole 
acute distribution capabilities, 
processes and systems into non-
acute channels, creating the 
opportunity for niche distributors 
in the non-acute space.”  

– Chris Holt

Bob Taylor Chris Holt
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acute business could be used as leverage for im-
proved pricing and terms on the non-acute busi-
ness. The consolidation of physician practices and 
other non-acute settings means that they are now 
a bigger part of the IDN’s overall structure. Ac-
cordingly, what may have once been a somewhat 
incidental portion of the business is now quite 
significant and warrants a solution that is built 
around the different needs of this segment.

Journal of Healthcare Contracting: Cardinal Health’s 
sale of its physician office business (and reps) to 
Henry Schein would seem to lend weight to the 
belief that the acute-care and physician-office 
markets are very different, requiring different 
skills, different services, different sales reps. To 
what extent would you agree or disagree with 
that? Why?
Holt: The Cardinal-Schein transaction is an ex-
ample of companies choosing to focus on core 
strengths. The reality is that these two channels 
are very different. Much like a Walmart and a 
neighborhood corner store need different ser-
vice and delivery models, a large urban hospital 
is very different from a doctor’s office. The large 
hospital might have an onsite, dedicated sales 
rep, a daily truckload delivery, and a multitude 

of value-added services around data, inventory 
and process efficiency. The doctor’s office needs 
a van delivery of a few boxes of product, a simple 
order interface to a smaller portfolio of products, 
and an occasional visit from a sales rep. Being an 
acute and non-acute distributor simultaneously 
can hurt the efficiency of both, so the specializa-
tion makes sense.
Taylor: I think there is a difference in the logistics 
related to servicing the physician office market 
vs. the acute care market. Although the prod-
ucts may, for the most part, be the same as what 
is used in the hospital med/surg setting, there is 
less infrastructure to manage the processes and 
movement of supplies. The model that may be ef-
ficient in an acute-care setting may become very 
inefficient in the non-acute, as the concentration 
and volume is insufficient to warrant dedicated 
materials staff. Having a model that is designed 
specifically for the unique needs and require-
ments of the physician office setting may result in 
logistics costs that, as a percent of supply cost, is 
higher than the acute care setting, but less than if 
the acute care model is overlaid in the non-acute 
setting. The ‘high touch’ model that is often seen 
in the non-acute setting can also result in higher 
service and satisfaction levels.

“The consolidation of physician practices and 
other non-acute settings means that they are 

now a bigger part of the IDN’s overall structure. 
Accordingly, what may have once been a 

somewhat incidental portion of the business is 
now quite significant and warrants a solution that 

is built around the different needs of this segment.”  
– Bob Taylor
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Not-so-great expectations

By Curtis Rooney

The 114th Congress was sworn in Jan. 6, 2015, yet hardly anyone felt as though a 
new day had dawned in Washington. Why? Well, as a Gallup survey found last November, only 
9 percent of  Americans approved of  the 113th Congress. 

The Pew Research Center notes that the 113th Congress was not only the least popular, it 
was also the least productive in recent history, passing a paltry 142 public laws. The 112th Con-
gress, by way of  contrast, passed 284 public laws, while the 111th Congress passed 385. By way 
of  contrast. the 80th Congress, which President Truman called the “do-nothing Congress,” had 
passed 395 bills by the end of  1947. 

Suffice to say, the abysmal track record of  
the 113th Congress may help explain the lack 
of  optimism for legislative accomplishments 
in the 114th. 

Majority rule
Handily winning the elections in November, 
Republicans now control a majority in both 
chambers of  Congress. In the House of  Rep-
resentatives, the GOP picked up 22 seats for 
a total of  247 seats (compared to 188 held 
by Democrats), their largest majority since 
1928. In the Senate, Republicans netted nine 
seats and hold a total of  54, compared to the 
44 Democratic seats, plus two Independents 
who caucus with them. 

With such strong majorities, it’s tempting 
to think the GOP will have an easy time pass-
ing their agenda. There are signs, however, 
that this is far from the case. 

For one, how will Republican Congressio-
nal leadership control its conservative wing? 
By opening day there were already 25 Repub-
licans voting against John Boehner (R-Ohio) 
for his reelection as Speaker of  the House. 
In addition, several representatives left the 
Republican Study Committee because it was 
not conservative enough, deciding instead to 
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of the 113th Congress may 

help explain the lack of 
optimism for legislative 
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in the 114th.
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Curtis Rooney is president of  the Healthcare Supply Chain Association, www.supplychainassociation.org.

form their own “invitation-only” conservative caucus in 
an effort to push Boehner to the right. 

The upper chamber isn’t much different. Some of  the 
more conservative senators intimated they will not sup-
port incremental healthcare “fix” legislation because they 
believe repeal of  the Affordable Care Act is the only ap-
propriate course of  action. Without the solid support 
from his caucus, Majority Leader Mitch McConnell (R-
Kentucky) would need to look for help across the aisle 
to offset any potential losses if  he hopes to get the 60 
votes required to end debate or the 67 votes necessary to 

overcome a veto. Reaching across the aisle could further 
alienate the conservative senators, and perhaps even drive 
more moderate Republicans away from a consensus.

Dates that could be an opening
How this will all play out is not entirely certain, but even an 
inactive Congress will still face some key pressure points 
on enacting legislation. As a general rule, Congress tends 
to act only when faced with a deadline. With this in mind, 
the following dates could offer some window for action:

• Feb. 15: ACA open enrollment ends
•  Feb. 27: Department of  Homeland Security 

continuing resolution expires
• March 15: Debt ceiling suspension ends
• April 1: Current “doc fix” patch expires
• May 31: Highway Trust Fund expires
• June 30: Export-Import Bank charter extension ends
• Oct. 1: Fiscal Year 2016 begins

Additionally, the U.S. Supreme Court is expected 
to rule this summer on two highly anticipated cases 
concerning healthcare. These cases, coupled with the 
Affordable Care Act’s period of  open enrollment 
closing in February and the expiration of  the cur-
rent “doc fix” patch in April, will create several news 
cycles that Congress could use to gather momentum 
on healthcare legislation. 

While full-scale repeal of  the Affordable Care Act is 
highly unlikely (the House held over 50 repeal votes last 
year), several “fixes” will certainly be debated during these 

time frames. Repeal of  the medical 
device tax is high on many members’ 
lists, but without a designated “pay 
for” to offset the estimated $30 bil-
lion loss to the Treasury over 10 years, 
its final fate is uncertain. Of  course, 
a presidential veto looms large over 
any Republican calculation. 

Is 2014 over yet?
It is unlikely that the 114th Congress 
will suddenly become more popular 

or more productive than its predecessor. Very few Con-
gressional districts produce competitive elections between 
the parties. For instance, only 22 House races were de-
cided by a margin of  5 percent or less; 14 of  those races 
were won by Democratic candidates, while eight were won 
by Republican candidates. 

Without a thriving marketplace of  ideas, Congress 
tends to rely on the tried and true – often with predict-
able results. Some observers suggest that because so 
few districts produce competitive races, change is un-
likely until districts are redrawn following the 2020 cen-
sus. The Senate, of  course, is different, but with 2016 
approaching, several of  its members will soon wake up 
one morning, look in the mirror, and see a potential 
president. The Senate floor will then become their plat-
form and little else. 

What should be expected of  the 1st Session of  the 
114th Congress? Perhaps not so much. JHC

Without a thriving 
marketplace of ideas, 
Congress tends to rely on 
the tried and true – often 
with predictable results.
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CONSTRUCTION

By Caroline Anschutz
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Hospital and healthcare-related construction thrived in 2014. Accord-
ing to data from the Major Accounts Exchange (MAX) and multiple sources such 
as Becker’s Hospital Review and Health Facilities Management, a publication of  
the American Hospital Association, the trend looks to continue in 2015. 

After a couple of  years of  decline in construction, things picked up last year, 
in part due to the Affordable Care Act (ACA), which, along with the economic 
slow down, likely contributed to a downturn in the first place. Now that most 
of  the uncertainty of  the ACA has passed, IDNs are expanding in part to meet 
the demands that more insured Americans will place on the system. IDNs are 
also more focused on outpatient care, meeting the demands of  value-based 
versus fee-for-service care, and reducing costs.

The MAX is currently tracking more than 1,800 construction projects that 
are estimated to cost $5 million or more and are in various stages of  comple-
tion, from announced but awaiting CON approval to nearing their scheduled 
opening date. In 2014, the MAX reported more than 500 new projects (esti-
mated to cost $5 million or more).

A February 2014 survey by Health Facilities Management found that 51 percent 
of  respondents are “considering the ACA in senior leadership discussions about 
potential changes needed to existing facilities or campus design,” compared to only 

34 percent in 2013. The survey was 
completed by almost 500 hospitals and 
health systems, and it also reported that 
IDNs are focused on ambulatory care 
settings, urgent care, and emergency 
department patient flow.

The survey also found “hesitan-
cy” around new hospital construc-
tion. In 2014, MAX data tracked 
plans for approximately 55 new hos-
pitals, compared to about 70 in 2013, 
a decrease of  about 20 percent. Ac-
cording to the AHA survey, approxi-
mately 41 percent of  respondents 
said they are “less likely or not likely 
to proceed with plans [for new hos-
pitals] because of  the ACA.” Some 
health systems are also scaling back 
on the size and complexity of  larger 
projects, but nonetheless are moving 
forward with projects that may have 
stalled in 2012 or 2013.

These trends definitely reflect a 
change in thinking since the reces-
sion and introduction of  the ACA, 
when new hospital construction was 
booming. MAX data indicates that 
the Southern Atlantic region is see-
ing the biggest boom in construction. 
This region includes Florida; Geor-
gia; Maryland; North Carolina; South 
Carolina; Virginia, Washington, DC; 
and West Virginia. It’s safe to predict 
that the construction will continue to 
prosper in 2015, with a definite shift 
in focus over just a few years ago. JHC

Healthcare Construction is Booming
MAX data shows construction projects on the uptick across the country
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Federation of American Hospitals

FAH Public Policy Conference and Business Exposition 

March 1-3, 2015 

Marriott Wardman Park Hotel 

Washington, D.C

HIDA

Executive Conference

March 17-20, 2015 

Hyatt Regency 

Bonita Springs, Fla.

AHRMM (Association for Healthcare  

Resource & Materials Management)

Annual Conference & Exhibition

Aug. 9-12, 2015

Indianapolis, Ind.

Amerinet

Member Conference

May 17-20, 2015

Walt Disney World Swan and Dolphin

Orlando, Fla.

Association of National Account Executives (ANAE)

ANAE Annual Conference 2015 

July 20-21, 2015 

Manchester Grand Hyatt San Diego 

San Diego, CA

MDSI

Market Insights Supply Chain Forum

March 24-25, 2015 

Dallas, Texas 

MedAssets

Healthcare Business Summit

April 7-9, 2015

Mandalay Bay Resort & Convention Center

Las Vegas, Nev.

 Premier

Annual Breakthroughs Conference & Exhibition

June 23-25, 2015

Washington, D.C.

Health Connect Partners

Hospital Pharmacy Conference Spring

May 4-6, 2015

Orlando, Fla.

Hospital Pharmacy Conference Fall

Oct. 12-14, 2015

Los Angeles, Calif.

Radiology & Imaging Conference

March 4-6, 2015

Orlando, Fla.



IntheHeadlines

Hospital and health system news 
from across the country

HCA Holdings Inc (Nashville, TN) intends to make 
acquisitions a part of  its strategic capital deployment plan in 
order to sustain consistent growth. HCA plans to assess two 
to three purchases in 2015, particularly for ambulatory care 
facilities and physicians practices located in markets it already 
serves. Systems would be large and often would be not-for-
profit. HCA would return cash to shareholders if  it were 
unable to find suitable acquisitions.

California: UCSF Medical 
Center at Mission Bay to 
deploy fleet of robots 
UCSF Medical Center at Mis-
sion Bay (San Francisco, CA), 
which is scheduled to open in 
2015, will implement a fleet 
of 25 robots called Eve, 
which are built by Aethon 
Inc (Pittsburgh, PA). The 
robot looks like a refrigera-
tor and is designed to carry 
heavy loads of equipment 
and travel to different parts 
of the hospital to provide 
supplies to employees. The 
hospital is 800,000 square 
feet and includes 289 beds. 
Tasks assigned to the robot 
include delivering 1,000 meals 
to patients each day, picking up 
dirty trays, and delivering medicine, 
with a goal of making deliveries in 45 
minutes or less.

Nashville, Tenn.: HCA poised  
to expand through acquisitions
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Editor’s note: The following news has been compiled by Major Accounts Exchange (The MAX), health care’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 www.uslifeline.com.

Atlanta, Ga: CDC announces 46 percent decline in central 
line bloodstream infections since 2008
According to a report by the CDC (Atlanta, GA), there was a 46 percent 
decline in central line-associated bloodstream infections (CLABSI) be-
tween 2008 and 2013. The reports summarizes data from the reports of  
each state to the CDC’s National Healthcare Safety Network (NHSN), 
an infection tracking system which is used by more than 14,500 health-
care facilities across the country who are joining together to eliminate 
the six infection types reported to the CDC, in particular methicillin-
resistant Staphylococcus aureus (MRSA) bloodstream infections and 
Clostridium difficile (C. difficile) infections (deadly diarrhea).

OhioHealth, Cleveland Clinic, 4 
more providers form cost control & 
quality collaborative
OhioHealth (Columbus, OH), Cleveland 
Clinic (Cleveland, OH), Premier Health 
Partners (Dayton, OH), ProMedica Health 

System (Toledo, OH), TriHealth (Cincinnati, 
OH), and Aultman Hospital (Canton, OH) 

partnered to form a statewide cost control and 
quality improvement collaborative named the 

Midwest Health Collaborative. These providers will 
also study whether and how to create a statewide “su-

per-network” to negotiate with insurers. The Midwest 
Health Collaborative’s first initiatives involve using data 

analytics across all six systems to find the best procedures 
and most cost-effective supplies to encourage physicians to 
favor scientific data over personal opinion on what tools 
and devices work best. The collaborative’s members will 
join Explorys Inc (Cleveland, OH), a big data spinoff  of  
Cleveland Clinic that analyzes how different supplies in-
fluence outcomes. They will also join Excelerate Strategic 
Health Sourcing (Lyndhurst, OH), a group purchasing co-
operative of  Cleveland Clinic and VHA Inc (Irving, TX).
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DIVERSITY IN THE WORKPLACE
Robert T. Yokl, Chief Value Strategist,  

Strategic Value Analysis in Healthcare

VALUE ANALYSIS

For some unknown reason (maybe it’s because most hospitals are 
non-profit and think it isn’t consistent with their mission), reward and rec-
ognition programs are almost non-existent with healthcare supply chain/
value analysis teams. Yet, other industries have found that incentivizing 
their teams with non-cash rewards and recognition (their time in the spot-
light) can go a long way to developing team loyalty, cohesiveness and even 
higher performance.

When most people think about reward and recognition programs, they 
think about cash awards, but believe it or not, cash awards aren’t motivating 
to everyone. In fact, they can be hard to administer, cause dissension and lose 
their luster in a very short time. It’s much better to have an online catalog of  
prizes that team members can redeem by exceeding (not just meeting) their 
management’s expectations. 

There is one big misconception 
with rewards: that you get a non-cash 
award for meeting expectations, such 
as, hitting your weekly, monthly and 
annual team goals. Well, that is what 
is expected of  you and shouldn’t be 
rewarded. On the other hand, if  you 
exceed your weekly, monthly and an-
nual goals you should then qualify to 
have a non-cash award. 

Non-cash awards are usually 
granted through points (e.g., $1:00 
= one point), so you could get 100 
points for attending every team 
meeting for one year, or 100 points 
for exceeding your individual savings 
goal by 10 percent or whatever posi-
tive outcomes you decided to reward. The good news is that non-cash rewards 
don’t need to be expensive. We suggest that you budget 5 percent of  your sav-
ings goal to have adequate dollars available for prizes and since you pay them 
after your team members have achieved your monetary goals, the rewards really 
cost you nothing. 

Recognition (plaques, dinners, 
lunches, etc.) is cheap, long lasting 
and available for everyone for work 
well done.  I remember a president 
of  a hospital who surprised his val-
ue analysis team members with a 
visit to their meeting and then gave 
them tickets to a local movie, just as 
a thank you for work well done.  This 
recognition was as good as getting a 
$500 gift card for some team mem-
bers, because it was thoughtful, un-
expected and very personal. 

Roy Saunderson, an incentive ex-
pert, reminds us that “Rewards are out-
come driven. Recognition is focused on 
behaviors. Rewards are used to reinforce 
the occurrence of  achieved results. Rec-
ognition can happen anytime someone 
notices positive behaviors of  another. 
People want to know how they are do-
ing before results are achieved.”

If  your hospital, system or IDN is 
adamantly against non-cash rewards, 
you still can give a free reward, like 
a half  day off  for exceeded expecta-
tions, since time off  is one of  the re-
ally attractive alternatives to non-cash 
rewards and it never hurts to send a 
thank you card, provide a free lunch 
or tickets to a movie as the hospital 
president I just mentioned did, if  you 
want to motivate your supply chain/
value analysis teams to the next level 
of  performance. JHC

What Motivates Everybody?
A reward and recognition program can be the missing link in motivating your supply 
chain/value analysis teams

Roy Saunderson, 
an incentive 

expert, 
reminds us that 

“Rewards are 
outcome driven. 

Recognition 
is focused on 

behaviors. 
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OBSERVATION DECK
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Mark Thill

GPOs remain the supply chain’s lightning rod, more than 10 
years after Congress and the consumer press raised serious questions 
about them. Do they lock out small, innovative companies? Do they – be-
cause of  their administrative-fee funding – actually turn down the abso-
lute lowest prices from vendors? Do they simply make too much money, 
hence presenting a cost – not a savings – to the healthcare system?

Two takes on group purchasing

Recent reports from the U.S. General Ac-
counting Office and The Wharton School 
bring all these issues to the forefront again, 
leaving Journal of  Healthcare Contracting readers 
to make decisions on their own.

GAO
The GAO’s interest in group purchasing is eas-
ily explained: It has to do with healthcare costs.

“Increases in health care expenditures in 
recent years have intensified congressional 
scrutiny of  the costs of  medical care,” write 
the authors of  the GAO report. “Federal 
spending for health care services provided 
through Medicare and Medicaid in fiscal year 
2013 totaled $850.7 billion – an increase from 
$557.4 billion in 2006 – and spending is ex-
pected to continue to increase. The increase in 
federal spending for health care services can 
be attributed, in part, to the growth in health 
care costs, and an important component of  
those costs is the cost of  products that hospi-
tals and other health care providers purchase 
to provide care.”

GPOs account for an increasing amount 
of  healthcare dollars, according to the GAO. 
“The GPOs in our review generally reported 

receiving more fees from vendors in 2012 
than they did in 2008. Together, all five [ma-
jor] GPOs reported collecting a total of  $2.3 
billion in administrative and licensing fees 
from vendors in 2012. This represents a 20 
percent increase in the total amount of  fees 

collected from vendors in 2008, when adjust-
ed for inflation.”

In the end, after summarizing the many is-
sues, complaints and defenses of  GPOs that 
the industry has heard for years, the GAO re-
port offers little that’s new. An example: “The 
literature and the views of  experts varied widely 
on the effects of  this funding structure [refer-
ring to vendor-funded administrative fees, that 

“ The increase in federal spending for health 
care services can be attributed, in part, to the 
growth in health care costs, and an important 
component of those costs is the cost of 
products that hospitals and other health care 
providers purchase to provide care.”
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is, fees paid by vendors to GPOs based on a percentage 
of  contract sales.] Some suggested it creates misaligned 
incentives for GPOs to negotiate higher prices for medi-
cal products in order to increase the amount of  vendor 
fees that they receive. Others suggested that competition 
between GPOs incentivizes them to negotiate the lowest 
possible prices, and mitigates these concerns. There is lit-
tle empirical evidence available to either support or refute 
these concerns.”

One suggestion offered by the GAO is this: The De-
partment of  Health and Human Services should investi-
gate whether hospitals are appropriately reporting admin-
istrative fee revenues on their Medicare cost reports, and 
then take steps to address any under-reporting that may 
be found.

If  that happens, JHC readers can expect some ques-
tions from their finance team soon.

Differing viewpoint
Meanwhile, the study by Lawton Burns, PhD, MBA, and 
Rada Yovovich, of  the Department of  Healthcare Man-
agement at The Wharton School, creates a more sanguine 
picture of  group purchasing. The study, “Hospital Sup-
ply Chain Executives’ Perspectives on Group Purchasing: 
Results from a 2014 National Survey,” was prepared for 
the American Hospital Association and the Association 
for Healthcare Resource and Materials Management un-
der an AHA/AHRMM research grant to the University 
of  Pennsylvania.

Wharton School researchers asked hospital executives 
with responsibility for supply chain management to evalu-
ate their GPOs. More than 1,200 executives participated in 
the survey. Following are the percentage of  respondents 
who reported being “strongly satisfied” or “satisfied” with 
their GPOs:  

• Group purchasing and price discounts: 84 percent
•  Multisource contracts for commodity items: 73 percent 
• Multisource contracts for preference items: 66 percent
• Lowest price in GPO contracts: 62 percent
•  Clinical expert and data support for value analysis: 

61 percent 
• Clinical improvement initiatives: 58 percent 
•  Benchmarking with peer hospitals and hospital 

systems: 58 percent 
•  Direct input on product and service selection:  

57 percent
• True strategic partnership with hospital: 57 percent
•  Predictive analytics to make better decisions around 

cost, quality and outcomes: 54 percent
•  Bringing innovative products to our attention:  

53 percent
• Consulting services: 52 percent
•  Member’s control and input on alliance direction:  

48 percent
• Safety improvement initiatives: 48 percent

“When compared to similar national survey data collect-
ed by Wharton School researchers in 2005, these new data 
suggest a strong and continuing role played by the national 
GPOs in hospital supply chain management,” conclude the 
authors. “This role continues to focus heavily on improving 
hospital efforts to procure products at lower prices and pro-
duce cost savings. It has also recently expanded to help hos-
pitals with services beyond supply chain management that 
include clinical improvement and value analysis activities.”

If  there’s a takeaway from the GAO and Wharton 
School reports, it’s this: Regardless of  where we stand in 
the supply chain – provider, distributor, manufacturer, 
GPO, trade publication – we all must be mindful of  our 
need to demonstrate our value to those who are paying 
the bills. JHC

“When compared to similar national survey data collected by Wharton School 
researchers in 2005, these new data suggest a strong and continuing role played by 

the national GPOs in hospital supply chain management,” conclude the authors.





In Harmony

o r c H e s t r at I n g  s U c c e s s
an affIlIate of parallon

Beautiful music requires the 
synchronization of talented, 
trained professionals. our 
credentials include operator 
experience and scale that have 
orchestrated a truly integrated 
supply chain in harmony with 
labor management, revenue 
cycle and It solutions provided 
by parallon.  

Call on us at 
healthtrustpg.com 
to fine-tune your performance.


