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John Pritchard

PUBLISHER’S LETTER

President Obama recently announced the formation of the Learning and Action 
Network to investigate new methodologies for reimbursement of  Medicare funds to hospitals 
and health systems. The initiative is pushing to have 30 percent of  funds at risk by 2016, and 
50 percent by 2018. The funds at risk would be released as a result of  quality and value metrics. 
This is a very bold attempt to move healthcare away from a fee-for-service environment to a 
fee-for-value environment – and yours truly couldn’t be happier if  we can actually pull it off!

The Learning and Action Network has no shortage of  challenges to overcome; benchmark-
ing methods, patient attribution, beneficiary engagement, quality and performance measure-
ment, care coordination, risk adjustment, financial model supporting alternative payment mod-
els and shared decision-making. 

I am anxious to see what the Learning and Action Network means to the selection and 
sourcing of  products and services. With such a significant amount of  reimbursement at risk, 
it appears supply chain leaders will soon be tasked with sourcing products that truly move the 
needle on quality and value, and finally getting away from an era of  commoditization.

For the last few years as reform has barreled down the track I have been hoping and waiting 
for the triple aim focus of  reform to become a part of  the strategic sourcing value equation. 
Too many suppliers have bet the farm on research, development and innovation on products 
and services that are designed to increase quality and enhance patient experience, but yes, at 
a higher price tag. Now with 30 percent, then 50 percent of  their Medicare reimbursement at 
risk, hospitals and health systems will most certainly be looking for ways to find the very best 
products that influence quality and value.

We recently hosted the Market Insights Supply Chain Forum in Dallas, Texas. One of  our 
Supply Chain leader guests was proud to boast that in 2014 he achieved his budget of  reducing 
his IDN’s spend by $60 million from 2013. With so much reimbursement at risk will we once 
again start to hear of  spend budgets being increased? It sure will be interesting to watch!

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

A Bold, Risky Move
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THE ACQUIRED PRACTICE

Achieving supply chain success in the non-acute-
care market is easily summed up: “It really boils down to 
having the right people, the right relationships, and driv-
ing the same end game for everyone involved,” says Deb-
bie Long, CPM, CPIM, vice president, procurement, W 
Squared, a business process outsourcing firm in Brent-
wood, Tenn. “If  we can do that and drive savings to the 
bottom line, then we will continue to grow.”

A Strategic Partner
The art and science of servicing non-acute-care sites

As more IDNs acquire physician 
practices, it’s no surprise that Long is 
getting phone calls from acute-care-
based supply chain executives asking 
about the art and science of  servicing 
non-acute-care sites.

W Squared provides business pro-
cess outsourcing solutions – including 
finance and accounting, technology, 
human resources and payroll, and pro-
curement – to clients around the coun-
try. One of  its largest clients is Premise 
Health, which operates approximately 
500 worksite health and wellness cen-
ters for self-insured employers across 
the country (The company was formed 
in June 2014 through the merger of  
CHS Health Services and Take Care 
Employer Solutions LLC.)

Long bears primary responsibility 
for contracting on behalf  of  the Prem-
ise Health locations. “It’s a strategic  
process,” she says. In fact, W Squared 
has 82 percent of  the workplace facili-
ties’ spend under some form of  con-
tract, either through direct negotiations 
or through Alpharetta, Ga.-based Me-
dAssets, with whom W Squared is af-
filiated. The procurement staff  of  six 
oversees tactical and strategic procure-
ment for the Premise Health facilities, 
though much of  that process is auto-
mated and handled at the facility level.Debbie Long

Sponsored by:

April  2015 | The Journal of Healthcare Contracting6



‘An extension of their organization’
It’s no surprise that “strategic” is an integral part of  Long’s vocabulary. 
“I came from the automotive industry,” she says. “Strategic supplier 
relationships are in place and have been leveraged for years in that 
industry.” Transferring that concept to healthcare has been key to her 
procurement strategy at W Squared.

Long regards herself  and the procurement team at W Squared 
as a strategic partner of  each of  Premise Health’s facilities. “We 
are an extension of  their organization, and can make procurement 
decisions on their behalf,” she says. 
Because of  that capability, Long can 
roll up millions of  dollars of  spend-
ing leverage for the benefit of  Prem-
ise Health and contracted vendors. 
In fact, she describes the W Squared 
procurement team as its clients’ “ag-
gregated procurement partner.”

Making changes to the supply chain 
– including aggregating volume – calls 
for buy-in from finance executives 
and physicians, says Long. The former 
need little convincing, as the ROI for 
participation in W Squared’s procure-
ment program is easily demonstrated, 
she says. But physicians may need some 
nudging. “As long as I can talk to them 
as it relates to [medical products and 
equipment] of  the same quality or better quality than what they’re used 
to, we will get buy-in,” she says. Suppliers can help her support the 
case, she adds.

Long has pursued a strategic relationship with her primary dis-
tributor, Henry Schein, taking volume with the company from less 
than $1 million to $14 million in two years. Working on that ba-
sis allows her to work with Henry Schein to create the best pos-
sible value proposition for her clients. “That only happens when 
you have strong, strategic relationships with suppliers. And it is a  
paradigm shift.” 

Long believes that strategic partnerships will continue to be a dif-
ferentiator for years to come. Since June 2014, as part of  the plat-
form development for Premise Health, Long has worked to integrate 
the procurement programs of  CHS Health Services and Take Care 
Employer Solutions, and build strategic relationships with the suppli-
ers of  both legacy companies. That work will continue as part of  a 

continuous improvement process, she says.
“We currently have strategic relation-

ships with key categories of  spend – med/
surg, office supplies, construction/fa-
cilities/architecture, small parcel, medical 
waste management, travel and IT,” she ex-
plains. “We align our entire book of  busi-
ness spend with a best-in-class organiza-
tion that offers technology and continuous 
improvement deliverables that allow our 
business to grow with scale and, more im-
portantly, drive efficiencies across the vari-
ous clients that we work with. We look for 
flexible, nimble and diverse suppliers that 
echo our strategy and culture around ac-
countability to all of  the above.”

“ I came from the automotive 
industry,” Long says. “Strategic 
supplier relationships are 
in place and have been 
leveraged for years in that 
industry.” Transferring that 
concept to healthcare has 
been key to her procurement 
strategy at W Squared.
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THE ACQUIRED PRACTICE

Driving efficiencies
In the near term, Long anticipates work-
ing directly with medical equipment manu-
facturers and Henry Schein “so we can do 
things better and faster, and drive efficien-
cies in the market. 

“We will get more specifically involved 
with OEM suppliers at the table with Henry 
Schein as we develop larger pieces of  busi-
ness within a specific OEM segment,” she 
explains. “We would sit down and leverage 
our strategic relationship with Henry Schein 

to bring parties together with us at the table, as well to talk through the 
end result we are looking to achieve. Henry Schein is the bridge, be-
cause they ultimately have a deeper relationship with the manufacturer, 
and we are the end user.” It will be a paradigm shift for the distributor, 
she says.

What’s more, she intends to build on W Squared’s already strong 
capabilities around dashboarding and reporting. “We create dash-
boards in categories of  supplier relationships and spend, and re-

view them quarterly with our clients,” 
she says. Doing so allows W Squared 
to build credibility, confidence and 
knowledge among them. “We have 
a robust capability to pull together 
finance and procurement, and then 
report back to our client base about 
how their money is being managed. 
From a dashboarding perspective, we 
have gained traction.”

Longer term, W Squared will be 
engaged in helping Premise Health in-
corporate telemedicine and other in-
novative technologies into its facilities’ 
protocols. “Premise Health is building a 
robust technology platform for the de-
livery of  care to be more current to the 
population we provide care for,” says 

Long. The team working on that at Premise Health is the ‘Products 
and Innovation’ team, led by a cross-functional team including clinical, 
operations and technology leaders. “I have been working with our CIO 
and our technology innovation partner to connect with Henry Schein 
on this,” she adds. 

As IDNs acquire physician practices and other non-acute-care 
sites, supply chain executives brought up in the hospital environ-
ment face a steep learning curve, says Long. They will be called on 
to exhibit flexibility and an entrepreneurial spirit to thrive in a new 
healthcare world. And, no doubt, they will be challenged to form 
strategic relationships similar to those that are allowing W Squared 
and Premise Health to thrive. JHC

Debbie Long joined W Squared in 2012 with 20 years of  experience in procurement services. She began her career with 
General Motors, then worked for Newell/Rubbermaid, Murray Inc., Asurion and Grove International. She taught a pur-
chasing certification program at the college level; and received her Certified Purchasing Manager (CPM) and Certified in 
Production and Inventory Management (CPIM) credentials from the Institute of  Supply Chain Management.

“ We create dashboards in categories of 
supplier relationships and spend, and 
review them quarterly with our clients,” 
Long says. Doing so allows W Squared 
to build credibility, confidence and 
knowledge among them. “We have a 
robust capability to pull together finance 
and procurement, and then report back 
to our client base about how their money 
is being managed. From a dashboarding 
perspective, we have gained traction.”

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

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

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 

15MM3522_RelyonUS_8.25x11.indd   1 3/16/15   3:38 PM

April 2015 | The Journal of Healthcare Contracting8



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

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

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 

15MM3522_RelyonUS_8.25x11.indd   1 3/16/15   3:38 PM



REGIONAL PURCHASING COALITION

A New Beginning
The decision to separate its group purchasing program from WNC Health 
Network, and start anew under the name Capstone, has led to continued success 
and cost savings for the purchasing coalition. 

It’s one thing to talk about 
minimizing contracting expenses. 
It’s quite another to make it hap-
pen. And, sometimes that means 
a fresh start. When Capstone 
Health Alliance was founded in 
October 2013, it had the advan-
tage of  being the product of  a 
rich, successful history, and its 
executive leaders were well ac-
quainted with the benefits of  ag-
gregation and collaboration. An 
offshoot of  WNC Health Net-
work, an Asheville, N.C.-based 
purchasing group that has been 
around since 2000, Capstone 
was started in 2013, when plans 
were formalized to separate the 
organization’s group purchasing 
program from other WNCHN 
operating divisions. Tim Bugg
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REGIONAL PURCHASING COALITION

The Journal of  Healthcare Contracting recently 
spoke with Capstone CEO and President Tim 
Bugg (formerly senior vice president of  WNC 
Health Network) about the decision to form 
Capstone, and its mission and direction since 
breaking away from WNC Health Network. 

The Journal of Healthcare Contracting: 
Please describe the decision to form Capstone.
Tim Bugg: Based on a variety of  factors, 
including (but not limited to) the growth of  
the membership in the group 
purchasing program, in Oc-
tober of  2013, the WNC 
Health Network finalized 
plans to separate its group 
purchasing program from 
the other WNC Health Net-
work operating divisions and 
launched Capstone Health 
Alliance. Capstone Health 
Alliance was structured to 
have both the flexibility and a 
dedicated board of  directors’ 
support to take the group 
purchasing initiatives to the 
next level. I, along with Mark 
Landau, Capstone senior vice 
president, recognized the 
benefits of  aggregation and 
collaboration for a group of  
Western North Carolina hos-
pitals and were responsible 
for the founding of  the pro-
gram. Throughout my career 
at Capstone, I have worked 
closely with hospital execu-
tives, supply chain leaders, 
national group purchasing or-
ganizations and various trade 
associations to remain closely 
tuned to the changing needs 
of  not-for-profit hospitals. 

Based on these needs, I have led the efforts to modify and expand 
Capstone’s membership reach and breadth of  services to provide all 
Capstone members with top level service, contract opportunities, 
and cost savings.

JHC: Since its start a year and a half  ago, how has Capstone grown?
Bugg: The Capstone Health Alliance acute care membership is cur-
rently comprised of  52 systems and 125 facilities spanning 12 states, 
with purchasing volume exceeding $4 billion. Capstone also has mem-
bership in the continuum of  care market representing all classes of  
trade outside of  traditional acute hospitals, and spans from health 

departments to home health, and every-
thing in between. From [WNC Health 
Network’s] modest beginnings of  16 
Western North Carolina hospitals, [the 
purchasing coalition] grew steadily over 
the next nine years as the group ex-
panded across North Carolina and South 
Carolina, and into Virginia. Capstone has 
been fortunate with several significant 
membership boosts and an expanded 
geographic footprint. Not only individual 
systems, but other regional groups, such 
as Synergy Health Group (Tennessee), 
Vantage Health Group (Pennsylvania), 
CHAMPS Group Purchasing (Ohio) 
and, most recently, Colonial Health Al-
liance (Maryland), have joined Capstone 
to bring immediate cost-savings and on-
going benefits to their members. What 
may seem surprising in light of  our con-
tinued growth is the fact that Capstone 
does not have any team member dedicat-
ed to membership and business develop-
ment, and has grown primarily through 
word of  mouth and member referrals. 

Capstone works closely with Premier, 
its primary GPO partner, to present 
membership benefits covering not only 
cost savings, but also best practices and 
utilization initiatives. While there are no 
geographic or size limitations for mem-
bership, Capstone welcomes members 

The Capstone 
Health Alliance 

acute care 
membership 
is currently 

comprised of 
52 systems 

and 125 
facilities 

spanning  
12 states, with 

purchasing 
volume 

exceeding  
$4 billion. 
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REGIONAL PURCHASING COALITION

who are supportive of  its mission and vision 
for the alliance, and who are willing to con-
tribute feedback and ideas, [with the] under-
standing that collaboration goes hand in hand 
with aggregation for the continued success of  
the group. In that vein, members have contin-
ued to benefit not only from the cost savings 
of  the Capstone agreements, but from the 
peer networking and collaboration that oc-
curs during frequent membership meetings. 
Members have expressed that the networking 

and the additional support provided by Cap-
stone team members are as beneficial as the 
cost savings.

JHC: What are the top initiatives Capstone 
has pursued in the last 12 months?
Bugg: During the past year, Capstone has 
continued to focus on our core strengths of  
aggregation and collaboration to produce 
cost savings. By refining internal contracting 
processes, Capstone has been able to expand 
the number of  aggregation agreements avail-
able to members by greater than 20 percent, 
effectively covering more contract categories 
as well as off-contract spend. In a separate 
effort, Capstone has developed relationships 

with several service and benefits providers and launched a new line 
of  cost-savings options branded as the Powered By service lines.  The 
Powered By relationships offer cost-savings options through non-
traditional areas of  aggregation, such as employee benefits, cyber li-
ability insurance and medical malpractice. In its most notable effort, 
Capstone has continued to expand its resource management program 
that was developed two years ago, with a focus on PPI categories. 
As the resource management program has evolved, over $20 million 
in savings have been identified across a small number of  categories. 
Capstone’s resource management program is currently focused on 
two shared initiatives with Premier to implement cost savings, one 

which uses highly refined benchmarking 
information and the other which uses 
benchmarking data combined with a 
process to drive clinical support. 

Capstone was founded on contract-
ing through aggregation and scale, and 
this process will continue to be our core 
competency; however, to achieve mean-
ingful collective impact, Capstone must 
use its power of  aggregation and collab-
oration to work with hospital leadership 
to reduce cost in other non-traditional 
areas of  the hospitals. Purchased ser-
vices contracting has been a buzz word 
for many years in the industry, and many 
facilities have done a great job in mini-

mizing these expenses, but Capstone believes there are deeper savings 
that can be realized and will be implementing member-led strategies in 
this area in 2015.

JHC: What strategies do you expect to implement this year to 
help members become stronger?
Bugg: Capstone has one primary goal: to reduce the overall expenses 
of  the membership we serve. To meet this goal, we utilize collabora-
tion and aggregation. The question then becomes, how will Capstone 
use this very simple strategy to impact expenses for our members in 
all areas – from bedpans to benefits? In 2015, Capstone will continue 
to expand its 500+ contract portfolio in the areas of  physician prefer-
ence, purchased services and Powered By’s. We anticipate that Cap-
stone members will continue to benefit from the relationships that 
have been established with suppliers over the years, supplemented 
by the membership’s growing volumes. Many of  these suppliers have 

What may seem surprising in 
light of our continued growth 
is the fact that Capstone does 
not have any team member 
dedicated to membership and 
business development, and has 
grown primarily through word 
of mouth and member referrals. 
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REGIONAL PURCHASING COALITION

worked with Capstone since 
day one and have enjoyed the 
benefits of  expanded exposure 
through [the organization]. 

In addition to our focus on 
negotiating meaningful agree-
ments, Capstone will continue 
to expand on its current pro-
cess of  providing financial 
analysis to members to allow 
them to make data-driven de-
cisions. Hospitals have stated 
clearly that they need accu-
rate and timely data in order 
to make purchasing decisions, 
and not all hospitals have the 
systems or the staff  to pro-
duce the analysis. Capstone 
also works with supplier part-
ners to provide members with 
the clinical documentation that 
must support these decisions. 
Last but not least, our member 
communication and network-
ing are keys to the success of  any strategy we 
implement. Collective impact really comes 
from the collective party working together to 
achieve success. The belief  and participation 
of  our membership is what allows Capstone 
to be successful in moving the needle in the 
reduction of  healthcare expense. 

JHC: Please explain the process whereby 
your supply chain executives meet to 
make their decisions.
Bugg: While many companies claim to be 
customer- or member-driven, all of  Cap-
stone’s contracting processes are built around 
member involvement. Capstone’s base con-
tracting strategy relies on a rotating 14-mem-
ber council with members who are repre-
sentative of  all system sizes and locations. 
The council meets monthly to evaluate new 

contract opportunities and provide feed-
back to the Capstone contracting team. 
In most cases, the entire membership 
is supportive of  the recommendations 
from the council; however, there are 
provisions to modify the recommenda-
tions based on feedback from the entire 
membership. Capstone also conducts 
monthly membership meetings to review 
new agreements and to allow suppliers 
to present. Most members have one pri-
mary point of  contact, who works with 
Capstone, but it is not uncommon for a 
member to have multiple staff  members 
participating in Capstone initiatives. 

Outside of  the traditional supply 
chain departments, Capstone prides it-
self  on having workgroups of  profes-
sionals from pharmacy, laboratory, surgi-
cal services, value analysis, as well as in 
the development of  a purchased services 
steering committee that will have the 
ability to flex into other departments, 
such as facilities, human resources, medi-

cal records, etc. Capstone by definition is a GPO within a GPO, and it 
strives to provide as many opportunities for its members as possible. 
As I always say, Capstone cooks a lot of  meals, and it’s up to the mem-
bers what they choose to eat.

JHC: Please describe Capstone’s relationship with its GPO, Premier.
Bugg: Capstone’s strategic plan calls for alignment with one GPO, 
and Premier has been our GPO partner of  choice since the begin-
ning in 2000. Today, Capstone is an owner of  Premier and believes 
Premier’s vision and direction is the best to achieve results in this 
changing healthcare environment. There are times when we need to 
pick a winner, and for Capstone, Premier is that winner. We work 
very closely with Premier to offer members a full range of  options 
covering not only contracting and aggregation, but benchmarking 
and utilization initiatives as well. We share a common goal with Pre-
mier to work together to provide accurate and consistent informa-
tion and cost reduction opportunities to our members, and to avoid 
duplication or conflicting information. This may sound like an overly 
simple goal. However, when considering the volume of  information 

Capstone’s base 
contracting strategy 
relies on a rotating 

14-member council 
with members who 
are representative 
of all system sizes 
and locations. The 

council meets 
monthly to evaluate 

new contract 
opportunities and 
provide feedback 
to the Capstone 

contracting team.
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REGIONAL PURCHASING COALITION

shared between Premier [and Capstone], or 
Capstone and its members, it is significant. 
Capstone always looks to the Premier con-
tracted suppliers first when sourcing catego-
ries. But if  the membership’s needs cannot 
be met by the contracted suppliers, then 
Capstone will write local agreements. We are 
transparent with Premier and all suppliers in 
stating that we go where the needs of  the 
membership take us.

JHC: How do you ensure the needs of  
each of  your facilities are considered, and 
that each facility’s needs are met?
Bugg: Four years ago, Capstone put its first 
region manager in the field. The [region man-
ager’s] primary purpose was to work inside 
our member locations – not just to promote 
Capstone agreements, but also to understand 
the unique needs of  that member and help 
the member achieve results. The initial re-
sponse from members was so positive that 
each Capstone member today has an assigned 
region manager who works with its facility. 
Region managers are also available to con-
duct financial analysis and to deliver savings 
summaries. The region manager serves as the 
primary point of  contact for any needs the 
member may have on any Capstone initiative.

JHC: Is it difficult to get buy-in to the or-
ganization’s contracts from each of  your 
facility’s physicians and staff ?
Bugg: Let’s understand the environment we 
are currently in. The paradigm has changed 
dramatically in healthcare. It’s a new day. 
Capstone and its members understand this 
new era of  reimbursement, and we must 
change our strategies to meet this challenge. 
Capstone is seeing changes in the clinical 
operations of  the members we serve. Clini-
cians and physicians seem to be more open 
to evaluations, but every member continues 

to have its own process for gaining physician buy-in and evaluat-
ing clinical preference items. Our success comes from gathering as 
much input as possible from supply chain members prior to entering 
contract negotiations, and from being completely open and honest 
with suppliers about the opportunities before them. We will vet a 
supplier’s products and service prior to promoting an agreement, but 
we make it clear to the supplier that it is up to them to sell it clini-
cally. Capstone’s end goal is to have our power of  collaboration and 
aggregation work as well in the preference market as it does in the 
commodity market. 

JHC: Other than cost-savings your organization has achieved 
through greater volume purchasing, what has been the greatest 
benefit of  the organization to its members?
Bugg: Members have told us that Capstone serves as an excellent resource 
to their supply chain team, whether it be for completing financial analyses, 
implementing price activations, resolving price discrepancies, or escalating 
service issues. It is our goal to provide service to our members related 
to every aspect of  a Capstone agreement, and really be an extension of  
their supply chain team. We rely on the knowledge and experience of  our 
contracting staff  to anticipate needs related to the agreements and work 
with suppliers to ensure our members are getting exceptional service. Our 
members also value the networking opportunities and time to share suc-
cesses and challenges in a non-competitive environment.

JHC: How do you envision Capstone in the next five years or so?
Bugg: I would start with the understanding that [no one] can crystal 
ball the future and determine what healthcare as a whole will be like 
in five years. I have had many conversations with healthcare executives 
over the past year, and have found that forecasting and strategizing for 
more than three years is extremely difficult. In fact, I have found many 
executives have evolved from a three-year strategic plan to a single-
year operational plan. With the understanding of  the uncertainty of  
healthcare, I will commit that Capstone will continue to evolve with its 
membership to not only be relevant, but also a necessary partner in re-
duction of  not just supply chain but all operational expenses. Capstone 
believes data-driven decision-making, outcomes-based purchasing, 
operational efficiency and utilization, best practice, and results-based 
accountability are a few key factors in healthcare’s future. Capstone 
commits to be a leader in these areas to provide the necessary sup-
port and value to membership, which we serve. I believe healthcare is 
in for quite a ride over the next five years, and Capstone is ready and 
prepared to take the trip alongside our members. JHC
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Mercy Health:  
More than a name change

A name change is just one sign of the evolution of one Ohio-based 
IDN. Formerly known as Catholic Health Partners, the IDN was renamed Mercy 
Health in 2014 to strengthen its brand and capitalize on the existing names of  
most of  its seven regions, explained Kara Finnegan, corporate director, pur-
chasing affiliate operations, Mercy Health. Finnegan made her comments at the 
Journal of  Healthcare Contracting’s recent Purchasing Coalition Forum in Atlanta.

Along with the name change, Mercy Health has been working on the following 
supply-chain-related initiatives:

• Centralization of  the IDN’s supply chain operations.
•  Development of  an efficient, effective supply chain program for newly 

acquired physicians’ offices.
• Growth of  its purchased services program.
• Expansion of  its affiliate program.

Put them all together? “We are a completely different organization than we 
were when I last gave a presentation [at the Purchasing Coalition Forum] sev-
eral years ago,” said Finnegan. 

Approximately three years ago, the 
IDN consolidated all supply chain ac-
tivities under one executive – Calvin 
Wright, chief  resource officer. (The 
IDN had consolidated IT in the prior 
year.) Prior to that, each hospital’s sup-
ply chain officer reported to his or her 
facility’s CFO. The arrangement “made 
it very difficult to truly implement con-
tracts,” said Finnegan. 

“It took a year or a year and a half  
to get through that process and change 
our culture and understanding, and it 
was certainly predicated on the fact that 
we needed to save dollars. We were very 
excited about the opportunity, and to-
day, we are an incredibly cohesive group, 
communicating on a very regular basis.”

ANAE (Association of  National Account Executives) is a membership-driven orga-
nization focused on professional development for corporate and national accounts 
executives calling on group purchasing organizations (GPOs), regional purchasing 
coalitions (RPCs), accountable care organizations (ACOs), integrated delivery net-

works (IDNs), individual hospitals, national and regional distribution companies, and managed care organizations.

HealthCare Links has been in business for over 21 years, and has helped more 
than 100 companies design and grow their corporate accounts portfolio with con-
tracts worth in excess of  $250 million. Today, HealthCare Links is a recognized re-

source for companies looking to grow market share, profitably, in all the US healthcare markets. In addition, HealthCare 
Links is seen as a resource by providers to introduce companies that meet their economic, clinical, environmental, safety, 
and diversity corporate goals. We also specialize in introducing Innovative Medical Technologies to providers building 
high level national awareness quickly. Our mission is to reduce healthcare costs and improve patient care/outcomes by 
helping suppliers link with progressive healthcare providers that challenge the status quo. Visit www.healthcarelinks.org.

Purchasing Coalition Forum Sponsors
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Physicians’ offices
Another change involved integrating Mercy Health’s newly acquired 
physician practices. In 2010, the IDN began a concerted effort to acquire 
practices, which grew in number from 100 to 500 in a year and a half.  

“We recognized through that process that we were good with acute-
care purchasing, but we didn’t know the language of  some of  the other 
areas of  business for which we were now responsible,” said Finnegan. 
Lacking a central supply chain structure, each local supply chain officer 
had responsibility for the non-acute-care 
sites in his or her market. What’s more, 
those local supply chain teams simply 
didn’t have the resources to focus on the 
non-acute-care sites; their attention was 
fixed on the hospitals. “With limited re-
sources, you always look at the larger op-
portunity,” she said. “We recognized this 
wouldn’t work on a long-term basis,” par-
ticularly as the number of  Mercy Health 
practices multiplied.

Some of  those newly acquired prac-
tices made use of  a Miamisburg, Ohio-
based company called MedCost, an outsourced procurement company 
for non-acute-care sites. The company has a strategic alliance with  
MedAssets, but created a separate database for Premier and Mercy 
Health contracts to accommodate Mercy Health.

Now, MedCost handles procurement for all of  Mercy Health’s phy-
sician practices. The office places its orders, which are transmitted to 
MedCost; MedCost parcels out those orders to the appropriate suppli-
er – which, for med/surg distributed items, is either Medline Industries 
or Henry Schein. MedCost receives the invoice, then transmits a check 
request to Mercy Health. “Service levels have increased significantly,” 
said Finnegan. “Even better, the fee we pay MedCost is offset by the 
savings we achieve.”

Purchased services
As Mercy Health consolidated its supply chain team, the IDN decided 
to make inroads in purchased services, said Finnegan. It wasn’t always 
easy. “Purchased services are all over the place,” she said. “And it’s 
interesting, as you start to look at them, how different they are, and 
how many people in the hospital each one touches.” That’s a lot of  
decision-makers to accommodate.

“We’ve taken a very strong stance with these agreements,” she said. 
“There is no fluff.” Mercy Health assesses the need, then gives service 

providers the opportunity to tour the hospital(s) 
to get a sense for the scope of  the services re-
quired. Contracting for so many services is chal-
lenging for supply chain, “as we don’t have that 
level of  expertise in all these different areas,” 
she said. Nevertheless, Mercy Health now has 
60 such contracts in place.

Affiliate program
Benefiting from all the supply chain activity 
are Mercy Health’s affiliate hospitals. The af-
filiates – which include SUMMA Health and 
Consolidated Supply Chain Services – add 
approximately $275 million of  annual con-
tracting volume to Mercy Health’s $400 mil-
lion, said Finnegan, who manages the affiliate 
program. The program is free to affiliates.

Extending the IDN’s contracts to affiliated 
hospitals accomplishes several things, she said:

•  Increases volume for the affiliates and 
Mercy’s owned hospitals, driving down 
prices for all. 

•  Helps affiliates in their quest to remain 
financially strong. “And as we move to-
ward accountable care organizations, we 
want them to be as financially solvent as 
we are and drive cost out of  the system.”

•  Opens up a revenue stream for Mercy 
Health, which collects administrative 
fees from Premier contracts that are 
extended to affiliates.

As Mercy Health moves forward, it intends 
to continue its involvement in the Committed 
Contracting Group, or CCG, a 10-year-old sub-
set of  Premier IDNs which collaborate to drive 
committed-volume pricing for more than 200 
acute-care hospitals. “We feel we need partners to 
help us aggregate volume,” said Finnegan. With 
some 200 contracts – half  of  which Finnegan re-
fers to as “super-tiered,” CCG is the right partner 
to help Mercy Health do just that, she said. JHC

“As we move 
toward 

accountable care 
organizations, 
we want our 

affiliates to be 
as financially 
solvent as we  
are and drive 

cost out of  
the system.”

The Journal of Healthcare Contracting | April 2015 21



April 2015 | The Journal of Healthcare Contracting22

Implant 
Strategies  
for Today
IDNs and vendors agree: 
Standardization is  
no longer enough 
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Conventional wisdom has it that the manufacturer 
of  physician-preference items fights to defend his or her 
product’s uniqueness and hence, price; and that the sup-
ply chain executive (and his or her GPO) works to com-
moditize it. Clinical users, it is said, are somewhere in the 
middle – but usually leaning toward the manufacturer.

However, recent developments, particularly in the or-
thopedics and spine segments, suggest that a new model 
of  selling and buying may be emerging. It doesn’t signal 
an end to innovation or physician preference. But it does 
represent a potential path for innovative products and  

equipment to take as they mature. It is a path that calls 
for the supplier to scale back its sales and service repre-
sentation, and shift some of  those responsibilities to the 
provider, hence reducing its SG&A costs. 

Providers who can accept the added responsibility can 
expect some price-savings, according to those with whom 
the Journal of  Healthcare Contracting spoke. 

“Awareness in the industry has grown tremendously, 
and now we are seeing even the manufacturing com-
munity presenting solutions for a more efficient direct 
model to partner strategically with IDNs across the na-
tion,” says Eric Cenac, general manager, medical device 

implant solutions, ROi, the supply chain organization for 
St. Louis-based Mercy. “There is a great opportunity for 
relationships between manufacturers, physician providers 
and hospital providers to transform industry models in 
the physician-preference-item space.”

 
‘Rep replacement’
Steve Lamb, vice president and lead partner, Implant Partners, 
Arlington, Tenn., calls his company’s model “rep replacement.”  

“We train experienced hospital staff  members to re-
place the functions of  traditional sales reps,” he says.

Implant Partners began as WhiteBox Orthopedics 
four years ago, implementing its rep replacement business 
for hips and knees. The company then became Wright 
Direct, as it progressed to a wholly owned subsidiary of  
Wright Medical. Then, when Wright Medical sold the hip 
and knee business to MicroPort about a year ago, the com-
pany changed its name to Implant Partners. 

“We are not a ‘rep-less’ model, says Lamb. “We train 
and replace the rep, [but we don’t] ask a surgeon to do 
without empowered assistance in the OR.” And most ORs 
are up to the task, particularly in simple, straightforward, 
primary procedures, he says.

“ There is a great opportunity 
for relationships between 
manufacturers, physician providers 
and hospital providers to transform  
industry models in the physician-
preference-item space.”  

– Eric Cenac

Medical innovation is part of the lifeblood of American medicine.  
But differentiating truly innovative medical technologies from the not-so-innova-
tive has always been the challenge, particularly for contracting executives. 
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“Basically, other than the initial 
period of  transition to their system 
from a competitor’s, reps’ activities 
in the OR during a routine primary 
hip or knee are limited to making 
sure that all equipment is complete, 
clean, wrapped, available, and dis-
played in the manner to which the 
surgeon is accustomed. We train 
staff  through a gradual orientation 
period and with various resources 
to master these same activities.”

Implant Partners offers Ad-
vance, Evolution knees and Dy-
nasty, Z Classic, and TL Classic 
hips. “These are the same top sell-
ers from our traditional MicroPort 
business; they just don’t include all 
the variations that the MicroPort 
reps would sell.”

Rather than buy implants on a 
consignment basis, the customer 
buys them outright. Similarly, the 
customer buys the surgical instru-
ments used in hip and knee proce-
dures, rather than obtaining them on 
a loaner basis. “Our pricing is such 
that hospitals pay themselves in pro-
cedural savings very quickly,” he says. 
“In addition, we have an evaluation 
period where they can try before they buy.”

System mitigates error
Syncera, a strategic business unit of  Smith & Nephew, is 
responding to changes in U.S. healthcare and the market’s 
demand for lower-priced hips and knees in several ways, 
says Senior Vice President and General Manager Stuart 
Morris-Hipkins:

• Clinically proven quality products
• Cutting-edge technology
• Training of  the OR and central processing staffs

Providers can expect overall cost-
savings of  between 40 percent and 
50 percent by implementing the pro-
gram, he says. 

“These are primary knee and pri-
mary hip systems, with a rich clinical 
history. They were deliberately cho-
sen, with excellent registry data and 
excellent survivorship data. And we 
say ‘Syncera, Powered by Smith & 
Nephew’ to indicate the provider has 
the backing of  Smith & Nephew.”

A cloud-based system allows the 
OR team to gather valuable infor-
mation about the implants they are 
about to use, including: What is the 
expiration date? Has a recall been is-
sued for the implant? Are the com-
ponents correct for the case – e.g., a 
right hip or a left hip, etc.? After the 
surgeon answers these questions, he 
or she gets a green light – literally – 
to continue the procedure. 

“The system mitigates error, and 
the whole purpose is to make sure you 
have the right implant every time,” 
says Morris-Hipkins. “As part of  our 
extensive training program, we are 
able to digitize and ensure that the OR 
tech standing next to the surgeon has 

been trained to the appropriate surgeon preference.”
Syncera won’t replace Smith & Nephew’s traditional 

approach to sales and marketing, he says. Rather, it applies 
to standard primary total joint procedures calling for ad-
vanced, mature products, and for those hospitals that are 
ready to adopt a model like Syncera. “We believe 5 to 10 
percent of  the market is ready for a model like this.”

Surgeons’ critical role
It has been about two years since ROi decided to tack-
le the cost of  spine implant procedures. “The surgeons 

“We believe 
programs 

like ours help 
free up the 
supplier’s 
sales force 

to build new 
business and 
not dedicate 
an enormous 

amount of 
resources to 
maintaining 
an existing 
account.”  

– Eric Cenac
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played a critical role in reimagining the spinal implant 
supply chain,” says Cenac. “An early important step was 
spending the time with the surgeons on the comparability 
of  the products and engaging them in discussion as to the 
similarities of  products across different suppliers.”

Standardization was an important component of  the 
solution. Indeed, Mercy reduced the number of  spine 
vendors from 11 to one. Not only did that lead to lower 
purchase prices, but also, lower levels of  consigned inven-
tory. “The consignment inventory not being used is truly 
built into the cost of  these products, so if  we are able to 
standardize to one manufacturer and customize/standard-
ize the sets by physician, we are able to reduce the amount 
of  inventory held, thus reducing our costs,” says Cenac.

But standardization was only part of  the program.
“Asking the surgeons to re-imagine the supply chain 

process sparked engagement far beyond asking for stan-
dardization,” says Cenac. “The ownership displayed by 
the surgeons to build something new was incredible, and 
sparked far more conversation beyond just supply chain, 
and into clinical, operational and financial areas of  health-
care as well. Standardization was not ‘the ask.’ Rather, 
‘How can we improve the process?’ is what was asked, and 
standardization was just one of  the beneficial outcomes 
of  the model that was built.”

With input from the surgeons, ROi hired one person to 
manage the new spine process. “He had extensive indus-
try experience as a sales rep. In addition, the technicians 
that were working in the Mercy hospital went through a  

vetting process with the surgeons and supply chain lead-
ers. Our manufacturing partner was open to training the 
new representatives, and the technicians gained additional 
‘on-the-job’ experience under ROi’s new managerial hire.

“One of  the greatest things we have learned is that the 
service and distribution expectations provided by external 
suppliers can be replicated internally by healthcare provid-
ers with great success.”

ROi reports double-digit-percentage savings on the 
average cost of  a spine implant. “The largest portion of  
the savings is driven by reducing the SG&A associated 
with the cost of  the implants,” says Cenac. “We would 
not have been able to save the amount of  money we did 
by simply standardizing. Changing the service delivery 

model – which has become the industry norm – is the 
key to success.

“We have seen the amount of  touch points for the sup-
plier’s sales force reduce tremendously within our hospi-
tal,” he continues. “We believe programs like ours help 
free up the supplier’s sales force to build new business and 
not dedicate an enormous amount of  resources to main-
taining an existing account due to that existing account’s 
self-sufficiency. This drives value for both the manufactur-
ing and provider communities.  ROi and our manufactur-
ing partners work collaboratively to ensure the quality of  
the service remains at the highest levels.”

The realities of  today’s crowded spine market makes 
this area ripe with cost-savings opportunities, says Cenac. 
“We can name over 100 spine companies that exist today. 

“Asking the surgeons to re-imagine the 
supply chain process sparked engagement 

far beyond asking for standardization.”  
– Eric Cenac
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How to skin a cat
There are a hundred ways to skin a cat – this cat 
being the cost of  implants. Examples: direct negotia-
tions with vendors, vendor consolidation, increased us-
age of  generic products, technology selection criteria, 
vendor risk-sharing arrangements, or the rep-less mod-
el being espoused by some vendors and IDNs. How-
ever, the No. 1 predictor of  success 
in any of  these approaches is the 
alignment of  a facility’s orthopedic 
surgeons and that facility, says Beth 
Graefe, senior vice president, advi-
sory solutions, MedAssets. Without 
alignment, none of  them will gen-
erate maximum results to improve 
overall variable cost-per-case reduc-
tions, she says. “Vendors won’t take 
you seriously unless they know you 
have your physicians onboard.”

The much-talked-about “rep-less” 
model is a case in point. “I wouldn’t 
call it ‘rep-less’ so much as ‘less rep,’” 
says Graefe. Traditionally, sales reps 
provide a value and convenience to 
surgeons and hospital staff, including 
delivering the implant on time, help-
ing the surgeon size the implant to 

the patient, even standing outside the sterile field with a 
laser pointer to offer guidance when needed. “Why would 
a physician give up something they don’t have to pay for, 
that, in turn, can potentially improve the outcome of  the 
procedure?” she asks.

Most surgeons won’t, unless 1) they can be assured 
they can call on the expertise of  
someone (the manufacturer’s sales 
rep or other staff) when absolutely 
necessary, and 2) they have skin in 
the game, that is, some incentive to 
pursue ways to cut costs. The advent 
of  bundled payments, and the shift 
of  many surgical procedures to out-
patient centers – many of  which are 
owned (or jointly owned) by surgeons 
– may hasten the latter.

Bottom line? “If  you want to keep 
the business and residuals of  the 
orthopedic surgeon’s book of  busi-
ness, you have to pursue a strategy 
that everyone can stand behind,” says 
Graefe. “Figure out, ‘How are our in-
centives aligned?’ ‘What’s the vision?’ 
‘What’s the ultimate goal?’” Then 
proceed accordingly. JHC

“If you want 
to keep the 

business and 
residuals of 

the orthopedic 
surgeon’s book 

of business, 
you have 

to pursue a 
strategy that 
everyone can 
stand behind.”

With little barrier to entry, there is an enormous amount 
of  choice for providers – making consolidation a daunting 
task. With an abundance of  choices also come unconven-
tional models to gain market share for manufacturers. Less 
than a 5 percent shift can prove extremely detrimental or 

advantageous to a spine manufacturer. This lent itself  to 
manufacturers partnering with ROi to innovate.”

With just four major manufacturers in the orthopedics 
market, however, moving to newer models in that area will 
be more difficult, he continues. JHC

“We train and replace the rep, but we don’t ask a surgeon 
to do without empowered assistance in the OR.”  

– Steve Lamb
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IDNs and manufacturers alike are 
losing significant money and time due to 
poor management of  clinical, operational 
and financial processes surrounding im-
plantable devices. According to the August 
2011 PNC Healthcare/GHX quantitative 
research study, inefficient manual business 
processes and lost, wasted and expired 
products result in an estimated $5 billion 
in annual loss in this market segment. 

Current processes for managing im-
plants (e.g., hips, knees, cardiac stents) 
from the point of  case scheduling to 
payment processing typically involves 15 

manual, error-prone steps. As the demand 
for implantable devices increases – at an 
estimated 7 to 9 percent annually – so will 
costs associated with managing this com-
plex, disjointed and wasteful process. 

That’s the bad news. 

The good news? Providers and manufac-
turers can achieve significant time and cost 
savings by applying best practices and pro-
cesses. Together, they can build the right 
foundation for an automated implantable 
device supply chain (IDSC) by addressing 
three key areas:

• Use reconciliation.
• Invoice automation.
• Data management.

The implant case-to-cash  
process today
When an implant case is performed and 
completed in the OR, the manufacturer’s 
sales representative and the provider fa-
cility’s circulating nurse separately and 
manually document the products used in 
the case. 

On the provider side:  
•  The circulating nurse captures prod-

ucts used in the procedure within 
the electronic health record (EHR) 
system (also known as EMR).

•  This product/usage information 
is provided to supply chain/
materials management (typically 
in the form of  a sticker sheet 
or PDF) for manual entry into 
the materials management 
information system.

Why automate the implant 
case-to-cash process?
Because automation eliminates discrepancies and wasted time

By Denise Odenkirk

A completely manual case-to-cash 
process requires 25 to 50 percent 
more labor for a manufacturer 
to complete compared with an 
automated and electronic process.
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•  Usage information is used to generate a purchase 
order to the manufacturer, which the provider typi-
cally sends via email or phone; and/or the manufac-
turer rep contacts the circulating nurse and asks for 
the PO number.

•  Upon receipt of  the PO, the manufacturer uses the 
rep’s sales order to generate an invoice for the pro-
vider, which is manually delivered.

On the supplier/manufacturer side: 
•  The implant manufacturer rep enters this informa-

tion into a sales order within the manufacturer’s 
sales system. If  the rep manages his/her inven-
tory as trunk stock, the sales order is fed into the 
manufacturer’s enterprise resource planning (ERP) 
system, where it generates a trunk stock replenish-
ment order, which is then sent to the rep. 

•  For those manufacturers that require trays/kits to be 
returned to a replenishment location, an additional 
validation step helps ensure what was consumed in 
a tray/kit matches the sales order. This step must be 
taken before the replenishment is executed. 

The price of inconsistencies
Over 50 percent of  the time, the PO entered by the pro-
vider does not match the sales order in the manufactur-
er’s system, because neither party took the steps neces-
sary to reconcile the information. Because the invoice is 
generated from the sales order, the PO and invoice fail 
to match up. The inconsistencies between the PO and 
invoice may include:

• Incorrect prices
• Incorrect part numbers
• Missing/excess part numbers
•  A mismatch between the order of  line items on the 

PO and sales order. 

As a result, both the provider’s and manufacturer’s ac-
counts payable and accounts receivable departments must 
engage in a time-consuming, manually intensive reconcili-
ation process to agree on which products were used in the 

case. This typically takes weeks or months after the case 
is completed. It is not uncommon for the implant case-
to-cash process – from the time the case was performed 
to the time the provider pays the manufacturer – to be 
greater than 60 days.  

A completely manual case-to-cash process requires 
25 to 50 percent more labor for a manufacturer to com-
plete compared with an automated and electronic process. 
Manufacturers that conduct this process manually have, on 
average, 30 percent higher days sales outstanding (DSOs) 
compared with those manufacturers leveraging automation.  

The devil is in the details
Provider systems require a three-way match among the 
PO, receipt and invoice before a manufacturer payment 
can be generated. These documents must match down 
to line-level detail, including the order in which the 
product line items are listed on the PO. Any mismatch 
results in some level of  manual reconciliation and ulti-
mately, delayed payment. 

Today there is wide variation in provider processes and 
capabilities. While some providers can easily track line-
level detail of  all products used in a case, many others 
can only track header-level information and do not fully 
capture all parts and pieces consumed. Still others have 
not employed technology or processes that are optimized 
for this activity. They can only store usage data in manu-
al forms filed in the OR, where the information is later 
keyed into a PO and receipt at the header level.  

For those providers that currently do not provide 
line-level detail on a PO and receipt, the manual recon-
ciliation process with the invoice is an uphill battle. On 
average, it takes a provider two weeks or more following 
an implant case to submit the PO to the manufacturer. 
Providers are then in the position of  trying to determine 
which products were used in a case that occurred days 
or even weeks prior. This inefficient process significantly 
delays invoice payments. Today, implant manufacturers 
report days sales outstanding (DSO) over 45 days, with 
some waiting 60 to 80 days for payments, depending 
upon the product category.
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Without detailed data on the products used in im-
plant cases, providers have little visibility into one of  
their greatest areas of  spend. While implantable devices 
can account for up to 80 percent of  the total cost of  a 
procedure, non-file, off-contract spending in the OR is 
common. The lack of  line-level detail and the failure to 
reconcile the PO with the sales order also contribute to 
revenue leakage on the manufacturer side. In a manual 
environment, sales reps may fail to record each and ev-
ery item used in a case. As a result, manufacturers never 
invoice providers for hundreds of  thousands of  items 
used in implant cases each year.  

In a study of  GHX providers, the time to process an 
automated, accurate order was 12 minutes vs. 84 minutes 
to process a discrepant, manual order. Time translates to 
cost for both providers and manufacturers.

Automating the process
Process automation is the key to improving accuracy, efficien-
cy and timeliness throughout the implantable case-to-cash 
process. Provider and manufacturer adoption of  standard-
ized transactions and processes are the first step in successful 
automation. The following are three key areas that the health-
care industry must address in order to build the foundation 
for an automated implantable device supply chain. 

1. Usage reconciliation
The first step in implant usage reconciliation is ensuring 
that the provider’s PO contains all product parts and piec-
es that were used by the OR in a case. In order to do so, 
the provider must have the ability to generate electronic 
POs (EDI 850) at the line-level detail. By capturing ac-
curate and detailed information on the products it is pur-
chasing, the provider can also ensure it is paying negoti-
ated prices for implantable items on contract, and conduct 
valid analytics on its OR spend. 

Furthermore, when a provider sends an electronic 
PO at the line level to a manufacturer, the manufactur-
er is better able to reconcile and match the provider PO 
to the sales order captured by the sales rep. This enables 
manufacturers to address and resolve any discrepancies or 
omissions on the PO prior to the creation of  an invoice, 
minimizing costly invoice discrepancies.

Provider Benefits Supplier Benefits

•  Ability to track and audit 
case usage at a line item 
level electronically

•  Reduction in time 
to resolve pricing 
discrepancies

•  Ability to reconcile 
discrepancies prior to 
invoicing

•  Faster time to obtain 
complete PO details

•  Elimination of manual 
POs and lack of line  
level detail

•  Reduction in time 
to resolve pricing 
discrepancies

•  Ability to reconcile 
discrepancies prior to 
invoicing

2. Invoice automation
The next key factor in automating the implant case-to-
cash process is the manufacturer’s ability to send the 
provider an electronic invoice (EDI 810). Automating 
this process is critical to facilitating a three-way match 
among the PO, receipt and invoice in the provider’s sys-
tem. Once the three-way match has occurred, the invoice 

During pilots of the GHX 
Case-to-Cash solution, 

those providers and 
manufacturers leveraging 

automation decreased  
non-item file lines by 

71 percent and invoice 
discrepancies by 30 percent.
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can be immediately processed, resulting in automatic 
payment approval from the provider. This offers both 
provider and manufacturer greater process efficiency 
and reduced discrepancies.  

During pilots of  the GHX Case-to-Cash solution, 
those providers and manufacturers leveraging automation 
decreased non-item file lines by 71 percent and invoice 
discrepancies by 30 percent.

Provider Benefits Supplier Benefits

•  Reduction in 
administration time to 
reconcile discrepancies 
on invoices

•  Automatically approve 
payment following 
3-way match

•  Elimination of the cost of 
manual paper invoices

• Improved DSO

•  Ability to negotiate 
more favorable  
payment terms

3. Data Management
In order for a provider and manufacturer to generate elec-
tronic documentation containing line-level detail on the 
products used in an implant case (PO, sales order, receipt, in-
voice), and ensure the provider is paying the negotiated price 
for items on contract, the provider and manufacturer must 
have the ability to synchronize contract and catalog data. 

Manual data sharing is time-consuming and prone to 
error. Providing manufacturers with the ability to send au-
tomated, electronic data updates to their provider trading 
partners helps ensure implant contract and catalog data 
remains clean, updated and synchronized. 

Provider Benefits Supplier Benefits

•  Ability to verify contract 
pricing at the time of  
PO creation

•  Reduction in pricing 
discrepancies

The payoff
Inefficiencies and inaccuracies in the implantable device 
supply chain – from case scheduling through to payment – 
drive up costs for healthcare providers and implant manu-
facturers alike. Both parties equally share the more than $5 
billion in waste generated annually in this market segment 
in the United States.

Through focus on adoption of  the three areas of  trans-
action automation across healthcare providers and manu-
facturers, the industry will realize the benefits of  a more 
streamlined and efficient case-to-cash process. This is a 
foundational step to achieving a fully automated and elec-
tronic implantable device supply chain and one that will  
enable the healthcare industry to drive out significant costs 
and achieve valuable savings in the near term. JHC

Denise Odenkirk is senior director, industry solutions, for GHX (www.ghx.com). Based in Louisville, Colo., GHX automates the 
healthcare supply chain, increasing visibility into information and providing business intelligence tools for providers and suppliers.

In a study of GHX providers, the time to 
process an automated, accurate order 

was 12 minutes vs. 84 minutes to process 
a discrepant, manual order.
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The U.S. healthcare system is undergoing 
fundamental change. Consumers are increasingly 
focused on lower costs and more convenient ac-
cess to care. Healthcare delivery stakeholders have 
to work toward expense reductions without com-
promising quality. All of  this is occurring within an 
atmosphere of  declining reimbursements, pay-for-
performance metrics, and a shift from acute sites 
of  care to outpatient centers and the home. Em-
ployers are also driving expenditure-
conscious practices. Despite this 
milieu, the Centers for Medicare 
& Medicaid Services is projecting 
health spending to grow at an aver-
age rate of  5.8 percent from 2012-
2022 – 1 percent faster than expect-
ed average annual GDP growth – to 
be 19.9 percent of  GDP by 2022.

It is becoming apparent that ad-
ditional ways to curb expenses are 
needed. Cost and operating efficiencies – while 
maintaining the highest levels of  quality – can be 
achieved by retooling existing business models. Var-
ious devices with historically high physician pref-
erence actually have lower clinical differentiation. 
Many of  these devices have received incremental 
innovation over time, often without evidence for 
the value of  these changes. Yet, device prices and 
a high-cost sales and service model have not kept 
pace with the healthcare environment. Is there a 
better approach to medical device selection? Can 
we learn from what occurred in the pharmaceutical 

space after the introduction of  lower cost, clinically 
acceptable substitutes?

There are some parallels between the wide ac-
ceptance of  generic pharmaceuticals and opportu-
nities in the medical device industry. Generic phar-
maceutical penetration was driven by expenditure 
concerns, waning innovation, legislative acts and 
consumer incentives. This confluence of  factors 
fueled the development of  comparable drugs at a 

lower price. Currently, systemic economic pressures, 
increasing consumer healthcare burdens, and incre-
mental innovation are all opening the door for clini-
cally equivalent devices.

Essentially, the healthcare environment is provid-
ing an opportunity for high quality, fiscally respon-
sible devices. According to the American College of  
Healthcare Executives 2014 CEO Survey, financial 
challenges are a top five issue for CEOs. Specifically, 
orthopaedic and interventional cardiology device ex-
penditures are a major concern for hospitals. As pro-
viders consolidate and physician employment rises, 

Device prices and a  
high-cost sales and service 
model have not kept 
pace with the healthcare 
environment.

Clinical excellence with fiscal responsibility
What the medical device industry can learn from pharma

By Shaden Marzouk, MD, MBA
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cross-functional purchasing 
decisions are made. Physi-
cians are progressively asked 
to work with administrators 
to make buying choices that 
do not compromise patient 
care, but are cognizant of  the 
economic environment.

To enable fiscally responsible 
decisions, three things need 
to occur:

•  High quality, equivalent medical devices should 
be readily available at lower price points.

•  Medical device decision-makers need to be 
willing to consider economics as long as quality 
is not compromised.

•  Trust has to exist between patients, providers, 
industry and payers.

•  Lower cost alternatives are becoming 
available, particularly in the aforementioned 
focus areas of  orthopaedics and 

interventional cardiology. However, 
lower price points are not enough 
of  a value proposition. Quality, 
credibility, and ease of  substitution 
are important components of  
clinically equivalent product value. 
Also, systemic savings can be 
achieved by leveraging supply chain 
and distribution efficiencies, and 
separating sales activities from 
service delivery. Data insights, 
coupled with the introduction 
of  service options ranging from 
training and inventory planning 
to economic alignment programs, 
can reduce reliance on industry 
presence in procedures. Analytics 
can additionally bring evidence to 
medical device selection.

The current healthcare environ-
ment affords an opportunity for 
change. Device-makers can work 
with providers and payers to provide 
evidence for product performance 
and related-process efficiencies. 
While this requires a rethinking of  
existing models, the impact on soci-

ety could be very beneficial. The goal would be to 
empower patients, providers, payers, and administra-
tors to provide high quality care that accommodates 
fiscal responsibility.

Shaden Marzouk is vice president, clinical affairs, 
Cardinal Health. She is a former neurosurgeon with 
a master’s degree from the Fuqua School of  Business 
at Duke University. This piece appeared on the “Es-
sential Insights” portion of  Cardinal Health’s website, 
www.cardinal.com.

Systemic savings can be 
achieved by leveraging 
supply chain and 
distribution efficiencies, 
and separating sales 
activities from  
service delivery.
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Data-driven supply  
management journey
Novant Health employs a process-driven approach to making clinical and supply 
chain decisions in an integrated fashion

Ten years ago, Novant Health embarked on a journey to supply chain excellence, 
recognizing that clinical engagement in a data-driven cultural transformation was a founda-
tion for managing the complex and rapidly changing healthcare ecosystem. With increased 
growth and absorption of  new hospitals and physician offices, increasing pressure on the 
cost of  care, the advent of  electronic medical records, and a rapidly aging population faced 
with longer life spans, the leaders at Novant Health decided to act. The team sought to es-
tablish a methodical, process-driven approach to making clinical and supply chain decisions 
in an integrated fashion.

decision-making around difficult and some-
times emotion-charged decisions. This re-
quires a new type of  culture, one that seeks 
to bring suppliers along in a collaborative 
endeavor to relentlessly pursue joint cost re-
duction and improve patient outcomes. 

Data capabilities lacking
When Fred Hargett joined Novant Health in 
2003 and rose to become CFO managing the 
system’s $3.5 billion in annual consolidated 
revenue, he found the level of  data capabili-
ties to be somewhere in the lower quartile. 
“We had an ERP system, but we weren’t us-
ing it,” he says. “Even today, despite all of  
the investments we’ve made, our analytics ca-
pabilities are just slightly above average. We 
know we have a lot of  work ahead.”

These words coming from a CFO 
provide an indicator as to the appetite 
for change and improvement that can be 
found in Novant Health. It also signals a 

The spend 
management 
landscape is in a 
nascent stage in 
healthcare.

Accountability for all
Many non-profit hospitals are moving to 
an environment in which the majority of  
Medicare reimbursement will be tied to 
“comparative effectiveness.” In a system of  
fixed and bundled payments (as opposed 
to a fee-for-service model), healthcare ex-
ecutives are recognizing the need to drive 
supply chains that focus on measuring 

performance, aligning ac-
countability for outcomes 
to the right parties, and 
extending this account-
ability to suppliers. 

One of  the most criti-
cal elements of  this jour-
ney is a commitment to 
building data-driven sup-

ply management strategies, coupled with 
significant physician engagement.

Novant Health strives to drive alignment 
with clinical stakeholders and coordinate 

By Robert Handfield

By Mark Welch
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desire to “hard-wire data into all of  our de-
cision-making processes,” with the recogni-
tion that data is the ultimate basis for driving 
integrated decision-making – not opinion, 
not physician preference, not centralization 
of  purchasing authority but rather, aligned 
and data-driven decision-making.  

This recognition of  the need for data had 
its origins in an early meeting attended by 
Tony Johnson, chief  operating officer, Novant 
Health Shared Services. “When I arrived, we 

were different subcultures, and we didn’t work 
together as a coherent group,” he recalls. “In 
2003, everyone came together and understood 
that without a unified culture that included em-
ployees, leadership, and physicians, we would 
not be successful. A culture was needed that 
was held together by a decision-making pro-
cess and methodology that we all agreed on.

“Everyone thought we knew what that 
looked like, but it turns out we really didn’t. So 
we went through development of  an ARCIE 
chart exercise, where every decision had some-
one who was accountable for approval, someone 
who was responsible for implementation, people 

who were consulted (often subject matter experts, such as physicians), those 
that were informed of  the decision, and those who evaluated decisions. 
[ARCIE stands for Approve, Recommend, Consult, Inform, Execute.]

In 2005, Johnson brought Mark Welch to Novant Health to lead 
supply chain operations in the Charlotte, N.C., market. Since then, 
Welch has served as director of  Novant Health’s logistics center and 
leader of  its strategic sourcing department. He assumed his current 
role as vice president of  the system’s supply chain in 2012. His re-
sponsibilities include sourcing, contract administration, supply chain 
data integrity/analytics, self-distribution center, supply chain hospital 
operations, procurement and supply chain IT.

The key metric
When Johnson and Welch turned their atten-
tion to the supply chain, they recognized that 
an ARCIE was needed to better define roles 
and responsibilities across clinical and admin-
istrative interfaces. “Prior to this exercise, any 
vice president could write contracts, and with 
the number of  VPs we had, we had no syn-
ergy on any of  our purchases,” says Johnson. 
“From that, we constructed a very logical pro-
cess for approaching our supply market that 
included physicians, supply chain experts, and 
the patient. But we needed a metric around 
which to focus our effort.  

“In discussions with Fred, we all agreed 
that of  all the things that we could measure, 
our supply chain expenses as a percent of  rev-

enue was the single most important focus that aligned with many differ-
ent stakeholders in the network. We now measure many other things, 
including fill rates, service rates to customers, customer satisfaction, etc. 
– but we are always focused on that percentage of  dollar revenue saved.”

Johnson and Welch have achieved solid results. Over the years, the 
supply chain management team has delivered over 5 percent of  sav-
ings as a percent of  revenue by 1) focusing on creating the right data, 
and 2) bringing in the right talent from within the organization and 
outside of  healthcare, who know how to use the data to achieve results. 
Healthcare expenses associated with med/surg, drugs and other sup-
plies have been reduced from 19.5 percent of  net revenue in 2004, to 
14.3 percent of  revenue in 2014.  

These results continue to be headed in the right direction, as 
medical/surgical supplies per discharge are continually being  

“ We all agreed that of all 
the things that we could 
measure, our supply chain 
expenses as a percent of 
revenue was the single 
most important focus that 
aligned with many different 
stakeholders in the network.”  

– Tony Johnson
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reduced. These are financially validated 
results that show the net impact on the 
ability of  the system to not only withstand 
cost pressure from payers, but also to re-
tain budget flexibility as a result of  alloca-
tion of  these savings to capital, talent, and 
equipment upgrades.

Spend analytics
Spend analytics is the mechanism by which 
organizations view aggregated past, pres-
ent and future data by supplier, part/com-
modity, and the organization’s divisions. 
Using that information, organizations can 
make allocations in the Source Approved 
Vendor List. This data consists of  histori-
cal spend for a given time period, current 
open purchase orders, and future demand 
for a given time period broken down by 
current and potential supplier allocation. 
Metrics such as current supplier allocation 
and potential supplier allocation are used.  

In the new era of  healthcare cost con-
trols, the need to better control costs is a 
direct function of  healthcare management’s 
ability to isolate, track, and manage third 
party spending (Byrnes J., 2004). Although 
these facts are widely recognized by execu-
tives, the spend management landscape is in 
a nascent stage in healthcare.

Interviews revealed that data cleansing 
was a massive investment in terms of  sys-
tems and human capital. Novant Health 
invested in talent in a time of  budget cuts, 
supported by a strong commitment from 
leadership. Over the years, the company 
has invested in a contract repository and 
electronic ordering system, a data cleans-
ing and spend analysis system, an ERP 
system, and an electronic medical records 
system. These systems serve to provide 
much of  the data required to drive changes 
in supply management.  

User-defined categories
Business intelligence analysts 
first had to construct a man-
ual database to pull data from 
three systems into one ana-
lytical tool, report on savings 
opportunities as well as run 
compliance on larger contracts 
to support strategic sourcing. 
Conducting this type of  analy-
sis required pulling data to cat-
egorize spending by a unique 
“User Defined Category” 
(UDC) system.  

The team began by using the 
categories that were pre-defined 
in the benchmarking system, 
but quickly realized that these 
categories did not reflect the 
manner in which spending oc-
curred around DRGs and surgi-
cal operations. The team began 
to develop a set of  “user defined 
categories” that would better de-
fine not only how products were 
consumed, but also how they 
were purchased from a similar 
group of  suppliers.  

This UDC system requires 
that analysts pull information 
from pricing files and work 
with a finance team to ensure 
that the data is categorized cor-
rectly, and establish the right 
inventory, implementation, 
pricing agreements, and as-
sociated operational data. Be-
cause some spending is done 
via voucher vs. PO, the system 
requires manual reviews of  
vouchers to track savings. 

Future opportunities in this 
area involve being able to link 

Future 
opportunities 
involve being 

able to link 
spend and 

product data 
to hospital 

infection rates 
and post-
operative 
outcomes.
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spend and product data to hospital infection 
rates and post-operative outcomes, and there-
by to begin to measure the true total cost of  
ownership linked to an accountable-care-or-
ganization bundled payment. “We are work-
ing towards the point where patient-related 
outcomes can be linked to our spending on 
UDC items,” remarked one manager.

Supplier segmentation
Supplier segmentation involves determin-
ing the supply base for sourcing activities, 
along with the optimum quantity/value split  

between the suppliers selected. Segmentation 
defines the types of  relationships that will 
exist between the focal organization and key 
suppliers, and establishes relationships with 
a handful of  “strategic suppliers,” which be-
come highly integrated into the organization.

At Novant Health, one of  the most im-
portant efforts has been the development of  
category teams. Certain categories have fully 
segmented supplier relationships in place. 
The teams occasionally struggle with identify-
ing UDC categories that make sense and align 

with the supplier market. The portfolio management approach evolved 
from this challenge, to begin to establish approaches on how to orga-
nize and classify supplier relationships. For example, Food Services is 
sourced entirely through a single supplier, while clinical services are 
just beginning to evolve towards a segmentation model. 

A major opportunity for segmentation is in the services catego-
ries. For example in capital equipment (any equipment acquisition over 
$5,000), massive opportunities exist to bundle purchases across various 
divisions aligned with the budgeting cycle. For this reason, it is impor-
tant to have an early view of  spending cycles and upcoming capital 
equipment replacement needs. 

The POD (category sourcing team) concept has also evolved in 
the last nine months, and has become a good opportunity to open-

ly discuss product issues and contract com-
pliance, and to talk about which supplier 
relationships make sense and which ones 
should be “optimized” to fully leverage the 
benefits of  a smaller supply base. Ensur-
ing that stakeholders clearly understand 
sourcing rationalization and measures is a 
critical element in Novant Health’s jour-
ney, to drive compliance to guidelines and  
contracting procedures.

The customer of choice
One of  the important litmus tests associated 
with evaluating the level of  supply manage-
ment maturity is the level of  feedback from 
suppliers. Novant developed a measurement 
scale based on the concept of  being a “cus-
tomer of  choice.” In general, suppliers report 

viewing Novant Health favorably, because:
•  Suppliers aren’t treated as a “vendor,” but are treated with re-

spect, and as a valued partner.
•  Novant Health category leaders and hospital staff  demonstrate a 

strong bias towards ethical behavior.
•  Novant Health has demonstrated its level of  commitment to key 

supplier partners.
•  Novant Health category leaders have demonstrated open and 

honest behavior, but have not always been as concerned as sup-
pliers believe they should be when it comes to rewarding innova-
tion, allowing suppliers sufficient profit to drive innovation and 
recover R&D costs.

Today the discussion is 
focused on identifying 
physician leaders across 
the enterprise who  
have bought into the 
concept of responsibility 
for their resource 
management portfolios.
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MODEL OF THE FUTURE

•  Novant Health provides 
a strong level of  oppor-
tunity. Though this is not 
always exclusive, suppliers 
acknowledge that they 
have grown their market 
segment size when they 
have cooperated with No-
vant Health on price and 
cost sharing.

This is reflected in some of the fol-
lowing comments from suppliers:

•  “I would characterize 
our relationship as a true 
partnership. The sourcing 
department is very col-
laborative. They have high 
standards but administer 
them fairly, and when 
we have issues, we work 
through them. They treat 
us as part of  their team 
and our staff  as part of  
the organization. We are 
not viewed as contractors 
or outsiders.”

•  “If  customers tell me to 
‘just drop your price and 
you keep the business and 
get to continue to sell to 
me,’ I tell them we all have 
a decision to make. I have 
to ask, is it still beneficial 
for me to have you as a 
customer? We are looking 
for customers like Novant 
Health who will give us 
the opportunity to share 
and control our costs. If  
my margins are impacted, 
I will have to start limiting 
technology and service – 

and those are the factors that influence how 
we contract and work with hospitals.”

As noted earlier, SRM is a journey, and is-
sues surrounding supplier relationships will 
always arise that require management’s atten-
tion. However, all parties in the supply chain 
are effectively on the same journey, so the 
need for collaboration and joint cost manage-
ment activities has never been greater.

Category management
Category management is the process of  col-
lecting internal and external data to establish 
integrated sourcing strategies for categories of  
spending. Some types of  data collected dur-
ing category analysis might include potential 
suppliers, competitor’s demand requirements, 
market share, competing suppliers’ market 
characteristics and financial strength, supply 
capability and flexibility, long-term supply and 
demand trends, patient-focused product out-
comes for the category, and others. 

A strong leadership council composed 
of  physicians can become an integral com-
ponent of  category strategy development. 
One physician recalls, “As a member of  the 
board, the concept of  managing the service 
line was introduced. This referred to the prac-
tice of  having physicians and administration 
leadership having joint oversight of  the ac-
tivities that the cardiovascular product line 
is involved with (cardiology surgery), both 
in the OR and in the office. The service line 
concept unified the outpatient and hospital 
arenas with joint oversight.”

This aligned vision is one of  the most im-
portant elements of  category management 
deployment in the clinical environment. It is 
almost impossible for someone in procure-
ment to have a direct line of  communication 
with physicians about selection of  products 
and devices in a normal hospital setting. In 

One of the 
important 
litmus tests 
associated 

with 
evaluating the 
level of supply 
management 

maturity is 
the level of 
feedback 

from 
suppliers.

April 2015 | The Journal of Healthcare Contracting44



most cases, the discussion revolves around getting a cheaper device 
to substitute for an established one. Today, the discussion is much 
more focused on identifying physician leaders across the enterprise 
who have bought into the concept of  responsibility for their resource 
management portfolios.  

Novant Health physicians are supported by a team of  category 
leaders who follow a structured methodology designed to establish a 
data-driven process for decision-making.  This consists of  spend analy-
sis, prioritization of  opportunities, physician engagement and discus-
sion of  the data, development of  a strategy in conjunction with phy-
sicians, implementation of  the strategy, and 
ongoing savings validation and compliance 
management with the physician community. 
These steps provide a rigorous methodology, 
which is replicable.

The focus in the past few years has been 
on understanding the baseline spend and con-
ducting sourcing events with the assistance 
of  physician leaders. The latest push towards 
POD teams is to drive ownership and man-
agement of  the category through category 
leaders, who can identify savings and value 
creation beyond simple price leveraging that 
occurs in a sourcing event. 

This effort will largely depend on the de-
velopment and application of  a supplier per-
formance measurement system. Such a system 
can improve physicians’ understanding of  sup-
plier performance and enable aligned decision-
making on category strategies. Supplier scorecards will become a critical 
component of  the POD team concept. The early work on pulling to-
gether data is an important step, but more important is how the data is 
used to drive supplier engagements and internal discussion. 

The path forward
Novant Health’s success has resulted in significant contributions to 
cost savings, improved patient value, physician engagement and un-
derstanding of  the need for continuous cost reduction, and a strongly 
committed set of  suppliers. Moving this effort forward will require:

•  Continued investments in systems 
capabilities to support logistics excel-
lence, improved analytics and decision-
making, and total cost of  patient care.

•  Investments in talent, ongoing training, 
and win-win negotiations to drive pro-
ductivity improvements, value, external 
market intelligence, enhanced analytics, 
and cost modeling capabilities.

•  Ongoing engagement and discussions 

with key internal stakeholders, including 
operations, facilities, IT, and other key 
parties in the organization.

Our research shows that Novant Health 
is well ahead of  many other healthcare pro-
viders in the field, and has achieved a re-
markable set of  achievements. The evolu-
tion to supply chain excellence is a journey, 
not an end point. JHC

Robert Handfield, Ph.D., is Bank of  America Professor of  Supply Chain Management, College of  Management, NC State University, Raleigh, N.C. 

Mark Welch is vice president of  supply chain, Novant Health, Winston-Salem, N.C.

Data is the ultimate basis 
for driving integrated 
decision-making 
– not opinion, not 
physician preference, 
not centralization of 
purchasing authority.
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Serving Today’s IDNs
Owens & Minor is well-suited to meet the complex demands  
of today’s IDNs, says Frank Martin

As hospital systems and IDNs 
grow larger and more complex, so 
too do the demands on their supply 
chain teams. Owens & Minor is pre-
pared to respond to those demands, 
says Vice President of  Business De-
velopment Frank Martin.

“We decided several years ago 
that the sweet spot for Owens & 
Minor and our service portfolio 
and approach to the market is pro-
viding solutions to the large IDNs 
around the country,” says Martin, 
who spoke at this winter’s Health 
Industry Distributors Association 
Acute Care Conference in Coral 
Gables, Fla. “The large IDNs are 
obviously growing and becom-
ing a more dominant factor in the 
healthcare market. Consequently, 
these large, sophisticated health-
care delivery systems are the most 
efficient users of  our advanced 
processes and systems.

“We think the large IDNs and the 
large amount of  consolidation we’ve 
seen in the marketplace will contin-
ue,” he continues. “We think that will 
hold Owens & Minor in good stead, 
as 62 of  the top 100 IDNs are Ow-
ens & Minor customers.”

Frank Martin
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Total delivered cost
Owens & Minor works with many IDN 
supply chain executives to reduce total 
delivered cost, says Martin.

“‘Total delivered cost’ is a combina-
tion of  product cost, external fees and in-
ternal costs,” he explains. “A typical large 
IDN performs thousands of  procedures 
each year, usually across multiple ‘facili-
ties, and they are actively seeking access 
to logistics and supply chain solutions, 
such as just-in-time product delivery, 
transportation management, low-unit-
of-measure services, and unitized deliv-
ery services, to enable them to achieve an 
overall lower cost on their product/sup-
ply chain spend. Because they are spend-
ing millions each year, they want to make 
the most of  that spend.”

An effective way to reduce total deliv-
ered cost is to move from bulk distribu-
tion to low-unit-of-measure, says Martin.

On the face of  it, low-unit-of-mea-
sure looks more costly than bulk delivery, he says. “There’s more han-
dling, more unitized delivery; and it costs more money to put products 
in totes for delivery direct to the point of  care.” However, low-unit-of-
measure eliminates the need for the materials staff  to sort and re-sort 
product. In fact, Owens & Minor’s low-unit-of-measure program has 
helped IDNs redeploy as many as 40 percent of  the materials staff, 
says Martin. “The ability to have the right products in the right place at 
the right time is increasingly important. It’s not just a matter of  paying 
more for low-unit-of-measure; it’s a matter of  taking cost out of  the 
supply chain on the IDN side.”

The clinical team – and their patients – benefit too, he says. In the 
typical IDN, nurses spend valuable time looking for products, ordering 
products, finding the things they need and, in some cases, hoarding 
products. If  those products arrive at the IDN in a more organized 
manner, they can spend more time on patient care.

Continuum of care
Servicing the supply chain needs of  today’s IDN means following the 
patient out of  the hospital into the community. That can present chal-
lenges for the materials team and the IDN’s distributor.

“We absolutely have IDN 
customers with large physician 
practices, and who ask us to help 
serve these doctors’ offices,” says 
Martin. “We are happy to help the 
IDN by serving this business.”

Physicians’ offices demand dif-
ferent supply chain solutions than 
acute-care hospitals, he says, among 
them, the ability to order and re-
ceive products in small quantities. 
“Obviously, the physician office 
doesn’t want tractor-trailer-loads of  
material delivered to them.” Adapt-
ing low-unit-of-measure processes 
for the physician office is one way 
to service these sites, he says, add-
ing, “we can enable the IDN to 
fold the physician practices into 
their overall contract with us, so 
they can access the pricing, vol-
ume, and product selection that 
benefits the overall IDN.”

It’s true that physicians’ offices typically 
lack the purchasing and materials expertise 
found in the acute-care setting. That’s why 
they have traditionally looked to their dis-
tributor rep to help with selecting, purchasing 
and stocking product, says Martin. 

“This is another area where our investment 
in technology has helped us. We have the ca-
pabilities to allow physician practices to order 
from the Owens & Minor portal.” The portal 
gives the office an “Amazon-like experience,” 
in that the office manager or staffer in charge 
of  purchasing can log onto the site, select and 
order products. The system requires very little 
training, he adds, because most consumers are 
used to buying products online.

Strategic logistics centers
Many of  today’s IDN supply chain execu-
tives are happy to outsource logistics to their 

“We decided 
several years 
ago that the 
sweet spot 

for Owens & 
Minor and our 

service portfolio 
and approach 
to the market 
is providing 
solutions to 

the large IDNs 
around the 

country.”
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distributor, while some want to self-distrib-
ute. Still others are seeking some sort of  in-
between solution. Martin says that Owens & 
Minor has been able to accommodate the last 
group by setting up what it calls strategic logis-
tics centers for select IDN customers around 
the country.

“Our strategic logistics centers are gen-
erally designed to serve a specific customer 
with specific needs,” he says. “The needs can 
go well beyond traditional distribution, to in-
clude third-party logistics as well as the ability 
to handle physician-preference items.”

Very few organizations have the appetite 
or financial wherewithal to invest in the in-
frastructure required for self-distribution, he 
says. That infrastructure includes the physical 
building, IT and labor. “What many [IDN ex-
ecutives] want is more control over the con-
tracting piece. They want more input in price 
negotiations; they want a seat at 
the table in terms of  how some 
of  these deals are set up.” 

Investing in a distribution 
center, then outsourcing the 
logistics to Owens & Minor, al-
lows them to get that without 
making a heavy investment in 
something that’s not central to 
their mission, he says.

Physician  
preference items
Increasingly, Owens & Minor 
is using its logistics expertise to 
facilitate the flow of  physician-
preference items, to the benefit 
of  the manufacturer, the IDN 
and, ultimately, the patient, 
says Martin.

He offers this scenario: 
The IDN buys products from 
direct-ship manufacturers. As a 

result, the materials team receives hundreds 
of  packages on the dock, then employs sev-
eral people to make sure those packages get 
to the right clinical user. Meanwhile, there’s 
little ability to track lot and/or serial num-
bers or expiration dates – a serious problem 
in the event of  a recall. 

Over the past three years, Owens & 
Minor has made significant investments 
to allow it to handle not just tradition-
ally distributed products, but also prod-
ucts that are owned by a manufacturer or 
IDN and handled by the distributor, he 
says. “The infrastructure improvements 
and the technology we have deployed al-
low our operations people to handle any 
product, whether it is owned by us, or 

“We can  
enable the 
IDN to fold 

the physician 
practices into 
their overall 

contract with 
us, so they 

can access the 
pricing, volume, 

and product 
selection that 
benefits the 
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consigned by a partner. Our IT systems handle the necessary be-
hind-the-scenes work. 

“Because we can handle inventory that is owned by a customer, 
manufacturer, or a traditional buy-sell arrangement, we are now able to 
service some of  the PPI items that customers want, and take cost out 
of  the supply chain at the same time. This flexibility in our network 
benefits all parties.”

And that expertise can be applied beyond PPI, he adds. “There is a 
very broad range of  manufacturers that are looking for us to provide 
solutions that we haven’t traditionally provided years ago. It’s not just 
the PPI items; it’s really any manufacturer-centric product that they’d 
like us to handle in our warehouse.”

Owens & Minor’s “forward deployment” offering allows man-
ufacturers to avoid shipping from a single location or a small 
number of  locations, he says. “We have 40-some distribution cen-
ters throughout the United States, and we can reach most major 
markets within a four-hour time frame. Our access and reach are 

very broad. We can offer manufacturers 
the opportunity to move their products 
from that single manufacturing location 
into our distribution centers, so their to-
tal cost to get those products to the ‘final 
mile’ is reduced. 

“We’re taking cost out of  their supply 
chain to allow them to leverage our network, 
so they can do the things they’re experts in,” 
that is, developing, marketing and selling in-
novative products. 

Future
Martin anticipates that Owens & Minor will 
increasingly be called on to service regional 
purchasing coalitions. In fact, they have been 
doing so for some time, he says.

“Actually, these ‘regional purchasing co-
alitions’ have been around for a number of  
years in one form or another,” he says. “Pro-
vider customers are always trying to find ways 
to reduce costs, and if  a regional purchasing 
coalition works, then we are pleased to work 
with them to achieve their goals. Therefore, 
we work with these regional contracting 
groups in the same way that we approach any 
large contract negotiation.

“I think we would all agree that the health-
care market is changing. The setting for the 
delivery of  healthcare services is not neces-
sarily just the hospital anymore. Patients are 
more cost-conscious and are shopping for 
services in a way that we have never seen. At 
the same time, new treatments, new devices 
and products are coming on to the market 
every day.

“It is an exciting time for healthcare, 
and we believe that by working closely with 
our business partners to identify solutions, 
we can provide our customers – both IDNs 
and healthcare manufacturers – with im-
provement to the ‘total delivered cost’ in 
their medical supply chains.” JHC
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Hippocrates Shrugged
When supplier strategies can disrupt healthcare providers’ delivery of care

By Curtis Rooney

Last October, the Health Care Supply Chain Association (HSCA), the Amer-

ican Hospital Association (AHA), and other leading hospital advocacy groups and 
individual hospitals sent a letter to Genentech urging the company not to disrupt 
the traditional distribution channels for its cancer therapies Avastin, Herceptin and 
Rituxan. The AHA and others discouraged the change “so that our hospitals can fo-
cus on providing the best care for their cancer patients.” A new survey of  hospitals 
and academic medical centers commissioned by HSCA member Novation paints a 
troubling picture of  what the Genentech policy change has meant:

•  Sixty-three percent of  Genentech custom-
ers said that the current delivery scheme is 
less reliable than the previous one.

•  Ninety-three percent said that they had 
experienced no issues with the previous 
distribution model.

•  Eighty-eight percent now report a delay 
in patient treatment because at least one 
of  the drugs was unavailable.

•  Eighty-one percent are confirming 
that the change is having a “moderate 
to significant impact” on their historic 
budgeted expenses.

Genentech, a unit of  Roche, has said that 
the reason for going to exclusive specialty dis-
tribution was to protect supply chain integrity 
and product supply and to save money. The 
company had previously tried to make this 
change in 2006, but quickly reversed course 
due to the hostile response of  its customers. 
Observers, however, suggest that this latest 
decision is unlikely to be reversed.

HSCA’s letter to Genentech addressed 
the company’s concerns over product integ-
rity and product supply management. The 

On product supply, the 
drugs in question do not 
appear on any of the drug 
shortage tracking websites 
maintained by the U.S. Food 
& Drug Administration (FDA), 
the University of Utah or the 
American Hospital-System 
Pharmacists. The Novation 
survey, however, indicates 
that 88 percent now report 
a delay in patient treatment 
because at least one of the 
drugs was unavailable.

April 2015 | The Journal of Healthcare Contracting52



HSCA

letter stated that these issues were addressed 
by Congress when it enacted the Drug Supply 
Chain Security Act of  2013. Title II of  the Act, 
known as the Drug Quality and Security Act 
(DSCSA), provides for, among other things, 
the implementation of  uniform drug pedi-
grees for the protection of  the supply chain 
against counterfeit and and/or diverted drugs. 
The new law became effective January 2015. 
As noted above, 93 percent of  those surveyed 
had experienced no issue with the previous 
distribution model.

On product supply, the drugs in question 
do not appear on any of  the drug shortage 
tracking websites maintained by the U.S. Food 
& Drug Administration (FDA), the University 

of  Utah or the American Hospital-System Pharmacists. The Novation 
survey, however, indicates that 88 percent now report a delay in patient 
treatment because at least one of  the drugs was unavailable. The survey 
says that more than 25 percent of  respondents indicated the distribu-
tion change has had a negative impact on patient care, resulting in de-
lays and even cancellations in patient treatment due to drug availability.

Prior to its policy change, Genentech used approximately 75 dis-
tribution centers to handle these important products, with healthcare 
facilities receiving shipments daily. Genentech began using just a few 
wholesalers that maintain significantly fewer distribution centers and 
typically use common carrier companies such as FedEx for delivery. 
Many of  these specialty distributors are actually divisions of  some of  
those same larger wholesalers. 

Novation estimates that the change will cost U.S. hospitals more 
than $300 million. In fact, 87 percent of  hospital respondents reported 
a negative financial impact on their organizations, with 57 percent say-

ing the impact has been significant, accord-
ing to the Novation survey. Included in those 
increased costs are changes in inventory, 
complications in shipping logistics at hospi-
tal pharmacies, and the fact that courier ser-
vices that drop the supplies off  at a general 
loading dock do not take back the packaging 
material, thereby increasing waste and dis-
posal costs to hospitals.

At least one health care system has 
fought back in a tangible way. Ascension 
Health, one of  the nation’s largest hospi-
tals systems, banned Genentech sales rep-
resentatives from visiting its 1,900 hospitals 
and clinics around the country. Others may 
follow. In the meantime, companies do-
ing business in the healthcare space may 
be wise to embody the “First do no harm” 
spirit of  Hippocratic Oath. Although Hip-
pocrates might shrug at the thought of  non-
physicians not following this admonition, 
others may more easily draw a straight line 
that connects companies to policies that put 
profits over patients. JHC

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

The Journal of Healthcare Contracting | April 2015 53



MAX INSIGHTS

By Michelle A. Williams, Industry Analyst, U.S. LifeLine Inc

Rural Hospitals After a Merger
The reality of joining an IDN

Rural hospitals face challenges with an evolving healthcare environ-
ment, including the current pay-for-performance Medicare and insurance company 
reimbursement program, data requirements for compliance, and limited revenue 
growth.¹ Some opt for a partnership with an IDN, but how does the partnership 
affect formerly independent hospitals? Does joining a larger healthcare system 
increase the chances of  a rural hospital’s future success and financial well-being? 
Some rural hospitals are answering yes.

Reasons to partner
Rural hospitals have pursued partnerships with IDNs over the last few decades due to 
poor financial performance, according to a Rural Health Research Gateway and sur-
vey report by Bass, Berry & Sims, both published in 2014.1,5 Pressure to meet Mean-
ingful Use compliance, new CMS ICD-10 coding regulations, EHR implementation, 
and staff  shortages add stressors to rural hospital operations.³ IT support is another 
driver, along with financial stability, in seeking IDN partnerships in 2015. 

In some cases, an IDN partnership keeps rural hospitals from reducing services 
or closing its doors.¹ When a compatible partnership is realized, some of  the 
expected benefits of  a merger for former independent hospitals include: 2,5

• Bulk purchasing power • Shared IT resources and support
• Coverage of  compliance cost • Shared services
• Capital improvements • Debt assumption

Asante Ashland Community Hospital in Ashland, Ore., is one success story, which 
merged with Asante Health in August 2013. The hospital reported losses of $4.2 million 
in FY 2012, $3.6 million in FY 2013, and a reduced $1.5 million in losses for FY 2014. 
According to a hospital spokesperson, the FY 2015 budget includes a positive operat-
ing margin of $100,000 to $200,000. Asante invested in a new computer system, which 

reduced errors in insurance codes to in-
crease payments. Cost reduction has also 
been realized in Asante’s bulk purchasing 
power, procedure changes, electronic 
equipment improvements, and utilization 
of the hospital’s untapped resources.² 
Although Ashland Community’s profit 
margin increase is minimal, it aligns with 
typical results from other former inde-
pendent rural hospitals, according to the 
Rural Health study.¹ 

With more than 40 rural hospital clo-
sures nationally since 20108, and threats 
of more to come due to states not ex-
panding Medicaid7, hospitals like Cascade 
Valley Hospital in Arlington, Wash.,6 and 
Doctors Medical Center, San Pablo, Ca-
lif.,4 are examples of rural hospitals ad-
vertising for a partnership with IDNs to 
save services and avoid closure. Although 
some rural hospitals fear losing local con-
trol and independence,9 the benefits of  
financial stability, network resources, 
capital equipment improvements, and 
IT resources from IDN partnerships 
give struggling rural hospitals a chance 
for survival and continuing critical ser-
vice to its community. JHC

1  “Rural Hospital Mergers and Acquisitions – Who is Being Acquired and What Happens Afterwards”, Rural Health Research Gateway, by George Pink, 
PhD, August 2014. www.ruralhealthresearch.org/projects/100002234/

2  “Asante merger stabilizes Ashland hospital›s finances”, Mail Tribune, by Vickie Aldous, December 14, 2014. www.mailtribune.com/article/20141214/News/141219903 
3  “Rural Hospitals Face Major Challenges in 2015”, RazorInsights, by J.R. Mitchell, January 13, 2015. http://razorinsights.com/rural-hospitals-face-major-challenges-2015/
4  “San Pablo: Doctors Medical Center, almost out of  cash, seeks last-minute deal with city”, Contra Costa Times, by Tom Lockner, February 18, 2015.  

www.contracostatimes.com/emailed/ci_27553544/san-pablo-doctors-medical-center-almost-out-cash?source=most_viewed
5  “Healthcare & Life Sciences M&A Outlook”, Bass Berry & Sims, MergerMarket, June 2014.  

www.bassberry.com/~/media/Files/News/2014/06/Healthcare_Life_Sciences_MA_Outlook.pdf  
6  “County’s last independent hospital seeking business partnership”, HeraldNet, by Sharon Salyer, February 20, 2015.  

www.heraldnet.com/article/20150220/NEWS01/150229910 
7  “Rural Hospital Closures: Tracking Tool Shows IMpace in States Reluctant to Expand Medicaid”, CCF Georgetown University Health Policy Institute,  

by Adam Searing,  http://ccf.georgetown.edu/all/rural-hospital-closures-tracking-tool-shows-link-states-reluctant-expand-medicaid/ 
8  “Rural Hospital Closures: January 2010 – Present”, Sheps Center for Health Services Research, Rural Hospital Closure List, January 25, 2015.  

www.shepscenter.unc.edu/wp-content/uploads/2014/07/Rural-Hospital-Closure-List-and-Map-1-23.pdf
9  “Why affiliation may not be the answer for struggling rural hospitals”, FierceHealthcare, by Zack Budryk, February 6, 2015.  

www.fiercehealthcare.com/story/why-affiliation-may-not-be-answer-struggling-rural-hospitals/2015-02-06
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Annual Conference & Exhibition

Aug. 9-12, 2015
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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, Calif

MDSI

Investor Owned Supply Chain Forum

May 20-21, 2015  

Nashville, Tenn. 

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.



IntheHeadlines

Hospital and health system news 
from across the country

Washington D.C.: VA to make  
crucial change to Veterans  
Choice Program eligibility
The U.S. Department of  Veterans Affairs (VA) (Wash-
ington, DC) is poised to make a crucial change in its Veter-
ans Choice Program that will allow veterans to receive care 
in their communities rather than travel to a VA facility or 
wait an extended period of  time for an appointment. Origi-
nally, eligibility was based on distance to the nearest VA 
facility using “as the crow flies” distance on a map instead 
of  “driving distance.” The policy change to the “driving 
distance” wording will be made through regulatory action 
in the coming weeks and is expected to double the num-
ber of  veterans who can use the program. The Veterans 
Choice Program was authorized by the Veterans Access, 
Choice, and Accountability Act of  2014 (VACAA).

Texas: Baylor Scott & White Health  
plans JV with Tenet Healthcare Corp 
Baylor Scott & White Health (Dallas, TX) and Tenet 
Healthcare Corporation (Dallas, TX) are pursuing a deal 
allowing both companies to jointly operate five north 
Texas hospitals. Baylor Scott & White would become the 
majority owner of  four Tenet-operated facilities: Cen-
tennial Medical Center (Frisco, TX), Doctors Hospital 
at White Rock Lake (Dallas, TX), Lake Pointe Medi-
cal Center (Rowlett, TX), and Texas Regional Medical 
Center (Sunnyvale, TX). Tenet would assume a minority 
ownership in Baylor Medical Center Garland (Garland, 
TX). Under the agreement, the hospitals will have a joint 
governing board but maintain their existing leadership 
teams. Tenet would also continue to oversee operations 
at its four hospitals, but will incorporate Baylor Scott & 
White’s charity care and community benefit policies. A 
closing date for the deal was not released.

Arizona: Banner Health  
announces leadership changes
Banner Health (Phoenix, AZ) announced several lead-
ership changes at its Arizona hospitals. Todd Werner, 
former CEO of  Banner Gateway Medical Center (Gil-
bert, AZ), became president of  Banner Health’s East 
Region. Replacing him is Banner Gateway’s former 
CNO, Lamont Yoder. In addition, Laura Robert-
son moved from CEO of  Banner Baywood Medi-
cal Center (Mesa, AZ) and Banner Heart Hospi-
tal (Mesa, AZ) to CEO of  Banner Desert Medical 
Center, replacing the interim CEO there. Julie Nunley, 
CEO of  Banner Ironwood Medical Center (San Tan 
Valley, AZ) and Banner Goldfield Medical Center 
(Apache Junction, AZ) will take over the leadership 
role at Banner Baywood and Banner Heart. In turn, Ban-
ner Ironwood and Goldfield CFO Tracy French will be-
come interim CFO of  both facilities.
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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.

New Jersey: Three NJ hospitals may switch to outpatient only
Due to an increased demand for outpatient services instead of  
inpatient hospital services, a state-ordered report recommended 
dropping inpatient services at three of  the five Newark, New Jer-

sey hospitals and turning them into ambulatory care centers. The 
three hospitals are East Orange General Hospital (East Orange, NJ); 

Newark Beth Israel Medical Center (Newark, NJ), owned by Barn-
abas Health (West Orange, NJ); and Saint Michael’s Medical Center 

(Newark, NJ), owned by Catholic Health System (Buffalo, NY). The re-
port has four consolidation recommendations:
•  Combine all pediatric and cardiovascular surgery services in Newark Beth 

Israel by 2017. 

•  Expand the role of  Broadway House for Continuing Care (Newark, NJ) 
in providing post-acute care to a broader population of  patients by 2016.

•  Transform East Orange and Saint Michael’s into state-of-the-art ambula-
tory care facilities by late 2017.

•  Expand University Hospital (Newark, NJ), owned by University Hospital 
(System) (Newark, NJ), and consolidate Newark Beth Israel’s inpatient 
services into it by no earlier than 2019.

Ohio: Mount Carmel Health to invest $700M on multiple hospital projects
Mount Carmel Health (Columbus, OH) is investing more than $700 million in its people-cen-
tered care strategy. The investment includes major projects at three of  its campuses. Mount 
Carmel East Hospital (Columbus, OH) will begin a $310 million project in spring 2015 to be 
completed in phases through 2019. The project includes the construction of  a new five-story 
patient care tower with a new surgical suite and 128 new all-private, acuity adaptable patient 
rooms, as well as the complete renovation of  the original 1969 bed tower to provide 112 all-
private patient rooms. Mount Carmel Grove City (Grove City, OH) will spend $355 million to 
expand the facility to a full-service hospital by 2018. The project includes an inpatient hospi-
tal, which will feature 210 private rooms, seven floors of  clinical service, and a medical office 
building. Mount Carmel West Hospital (Columbus, OH) will become a health and educational 
campus that will focus on primary care, urgent and emergent care, and include an ED.
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OBSERVATION DECK

Editor’s note: The following piece was written by Bruce Stanley, a supply chain and contracting operations 
consultant, and an adjunct professor at Endicott College’s MBA program, teaching global supply chain, contract-
ing and healthcare informatics and regulations. He served as senior director, contracting operations, for Becton 
Dickinson. He is a former chairman of  the AdvaMed working group focused on vendor access-credentialing, 
and has collaborated with MassMedic and AdvaMed on legislative initiatives related to this topic. In 2011, 
he co-founded The Stanley East Consulting Group, in Ipswich, Mass., a global consulting practice specializing 
in supply chain, contracting, order fulfillment and project management for small and medium-sized companies, 
startups, and companies in transition or divestiture. 

Off target?
Vendor credentialing ignores the real risk to hospital worker and patient safety

The last few months have become deadly in highly 
regarded U.S. hospitals. In March, a Wisconsin man was 
charged in the fatal stabbing of  his estranged wife while both 
visited a patient in a suburban Chicago hospital. Two months 
earlier, in January, a world-famous surgeon was gunned down 
at Brigham and Women’s Hospital in Bos-
ton by the son of  a former patient. That 
same month, a nurse was shot in a Los An-
geles hospital. Last November, a shoot-
ing and death occurred at Highland Park 
(Ill.) Hospital. In an unsettling instance, a 
teenager dressed as a doctor walked the 
halls of  a West Palm Beach, Fla., hospital 
a month before being stopped.

Most patients, families and clinicians 
don’t want the refuge of  patient recovery to become a for-
tress. However, these incidents and others like them raise 
concerns as to how hospitals focus on visitor access and 
patient management at the front door of  their facilities.   

Over the last five years, our industry has been some-
what misguided and misdirected by its forceful implemen-
tation of  sales rep credentialing. Such efforts have had no 
clear connection to either patient or facility safety, nor are 
they clinically relevant. Healthcare worker safety never ap-
peared to be on the minds of  those who brought us ven-
dor credentialing. Instead, the purpose seems to have been 
to micromanage and control sales reps. 

I am not suggesting that credentialing of  sales reps be 
discontinued. However, I believe that the time has come 
for the focus to be redirected on those who pose the great-
est risk and harm – unchecked visitors. 

To gain access, sales reps have endured miles of  re-
porting and endless requirements, with 
increased expense of  time and money. 
But if, instead of  controlling reps, hos-
pitals collaborated with them, reps could 
help keep hospitals safe. They could act 
as another set of  eyes and ears, and be 
supportive of  the security required to 
maintain safety in hospitals and clinics. 
Beginning with the New York City man-
tra “See something, say something,” they 

can become critical partners in hospital safety.
Unfortunately, I don’t know if  we have heard the end 

of  these types of  healthcare facility tragedies. Health-
care leaders need to include its credentialing partners 
and constituencies in establishing stronger protocols 
and support mechanisms to establish safety at the front 
door – in the right area, with the right tools, for the 
right reasons. 

We have security technology in shopping malls, air-
ports, and almost everywhere. Now is the time to utilize 
our great resources to protect patients, healthcare workers 
and visitors of  good will alike. JHC

Over the last five years, 
our industry has been 
somewhat misguided 

and misdirected 
by its forceful 

implementation of 
sales rep credentialing. 
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