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Foreword

What we know

We know healthcare costs are rising at an alarming
rate. A significant cost driver is the universal
complexity of the healthcare supply chain. i is
believed that healthcare logistics is an area in which
costs can be reduced and efficiencies gained in order
to provide healthcare delivery at a reasonable cost.
In 1996, a group of healthcare manufacturers,
suppliers, and providers met to analyze opportunities
for reducing costs in the healthcare supply chain. The
resulting Efficient Healthcare Consumer Response
(EHCR) report continues to be the benchmark for
assessing the role that supply chain functions play in
healthcare expenditures. The EHCR report identifies
significant opportunities and formulates strategies
for reducing healthcare supply chain costs. Despite
this effort, a lack of clear and measurable cost and
quality improvements is evident within the industry.
High quality is expected by all parties that interact
with the healthcare system, yet there remain
significant opportunities to improve supply chain
quality as well as patient safety.

What we don’t know

We do not know where the fundamental inefficien-
cies and associated costs subsist within this complex
supply chain. We also do not know where the
opportunities for the greatest increases in quality
exist within the healthcare supply chain. This lack of
knowledge contributes to healthcare supply chain
inefficiency. The fundamental question remains,
“Can we meet the demand for short-term cost
containment yet create a sustainable and efficient
healthcare logistics system that enables significant
and measurable improvements in the quality of
healthcare delivery?”

What we're doing about it

In November 2008, the Center for Innovation in
Healthcare Logistics at the University of Arkansas in
conjunction with the Association for Healthcare
Resource & Materials Management (AHRMM)
administered an industry wide survey to assess the
current state of the healthcare supply chain from a
cost and quality perspective. The survey was
motivated by the need for current information on
the healthcare supply chain industry and interest

in the industry’s progress since the EHCR report.
Survey development was guided by the EHCR and
other industry surveys along with expert interviews
with twelve healthcare supply chain professionals.
The goal of the survey is to describe the current state
of the healthcare supply chain and identify existing
inefficiencies while simultaneously investigating
opportunities for quality improvements within
healthcare logistics.

The path ahead

The purpose of this report is to make the healthcare
supply chain community aware of the current

state of the healthcare supply chain. We hope this
knowledge will facilitate working with healthcare
supply chain practitioners to develop and implement
logistic cost efficiency and quality improvement tools.
As part of this ongoing effort, focus groups will be
conducted to develop a set of quality indicators for
the healthcare logistics as well as opportunities

for continuous process improvement in the design
and operation of the healthcare supply chain.



About this survey

In this November 2008 survey, involving 1381
healthcare supply chain professionals from all major
sectors of the supply chain, respondents were asked
to provide their perceptions of cost and quality
efficiencies and improvement opportunities within
their organization.

The major topics covered are:
® The Healthcare Supply Chain
* Data Standardization
s Efficient Healthcare Consumer Response Update
® Cost and Quality

The results, coupled with an industry response,
provide current information on the state of the
healthcare supply chain and identify opportunities
for improvement across its sectors. We believe this
information will facilitate future successes within
the healthcare logistics industry.

We would like to thank all of the healthcare supply
chain professionals who generously contributed their

time to take part in this survey. This report would not

exist without their participation. We are grateful for
the generous support of the Center for Innovation

in Healthcare Logistics and the Association for
Healthcare Resource & Materials Management.

Heather Nachtmann, Ph.D.
Associate Professor
Center for Innovation in Healthcare Logistics
Department of Industrial Engineering
University of Arkansas

Edward A. Pohl, Ph.D.
Associate Professor
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Executive Summary

The State of Healthcare Logistics: Cost and Quality Improvement Opportunities
report provides an industry-wide look into the current state of the healthcare supply chain.

We hope this insight will serve as a catalyst to further collaboration among healthcare

supply chain practitioners and stakeholders for the purpose of logistic cost efficiency

and quality improvement.

The Healthcare Supply Chain is...

Immature

The healthcare supply chain is in
its infancy stages according to the
survey participants. Almost one
out of two respondents indicate
that their organization’s supply
chain is at a low level of

maturity with very few respon-
dents indicating their organization
has a mature supply chain

in place. Healthcare supply chain
managers should focus on
fundamental improvements in
order to increase the maturity

of their supply chain. This, in
turn, will facilitate next step
improvements in supply

chain performance.

Collaborative

Our findings show high collabo-
ration among healthcare supply
chain partners. The vast majority
of healthcare provider respondents
indicate active collaboration with
their supply chain partners in
order to improve their own supply
chain performance. We suggest
that healthcare providers could
benefit from more collaboration
with other providers through joint
benchmarking and lessons-learned
studies. Supply chain participants
are also collaborating with stake-
holders outside of the healthcare
supply chain.

Strategic

The survey respondents indicate
active participation in strategic
supply chain improvement
initiatives. Similar to other
industries, healthcare supply
chain professionals are attempting
to better collect and manage
their data, improve visibility,
reduce inventory, and streamline
processes. There is strong
evidence of implementing the
strategies recommended by 1996
Efficient Healthcare Consumer
Response across all sectors of the
healthcare supply chain.



“Supply chain in healthcare is talent rich, but it remains talent disconnected. We have to
learn how to communicate best practice and failed efforts enough so that the impact of
supply chain on organizations continues to improve to a higher national standard. To
accomplish this, healthcare supply chain professionals all must learn to a higher and
broader standard of knowledge that extends far beyond what we knew five years ago.”

Howard G. Mann, Senior Director, Corporate Materials Management, Saint Luke’s Health System

Expensive

The average healthcare provider
organization in our survey is
spending more than $100 million
each year on supply chain
functions, nearly one-third of
their annual operating budget.
Manufacturers, GPOs, and
distributors are spending even
greater percentages of their
annual budgets to operate their
supply chains. Much of this expense
is being driven by inventory and
order management functions.

Information poor

The healthcare supply chain is
starved for accurate and accessible
data. Access to the desired quantity
and quality of data is indicated

as the primary barriers to supply
chain excellence, collaboration,
and data standards adoption.
There is a clear movement
towards data standards adoption
across the healthcare supply chain.
However, the readiness of health-
care organizations to implement
data standard systems in the near
future is not obvious.

Talent rich

As reflected in the experience
levels and job titles of our
survey respondents, the health-
care supply chain is rich in work-
force talent. The majority of our
survey respondents have more
than twenty years of experience
within the healthcare supply
chain industry. This rich talent
base is well positioned to move
the healthcare supply chain to the
next level.




The Healthcare Supply Chain




The Healthcare Supply Chain

Nearly half of the healthcare
supply chain professionals
taking part in the survey
indicate that their organization’s
supply chain is immature

(described as Ad Hoc or Defined).

Specifically, more than half of
the respondents working for
manufacturers or healthcare
providers indicate working in
an immature supply chain. In
fact, fewer than one in twenty
respondents indicate that their
organization has a mature or
“extended” supply chain with

the majority of these being GPOs.

«Supply chain and its management (SCM) practices are unstructured and loosely defined.
*Process measures are not in place.

*Jobs and organizational structures are based upon the traditional functions.
sindividuals” actions are what make things happen.

*Basic SCM processes are defined and documented, _"
*Order commitment, procurement and other process changes go through a formal procedure.
*Jobs and organizational structures inchede an 5C management aspect, but are mainly traditional.
sFunctional representatives meet regularly to coordinate with each other and external partners )

\

sManagers employ SCM with strategic intent and results,
*Broad SCM jobs and structures are put in place outside of traditional functions,

sCooperation between intra-company functions, vendors and customers takes the form of teams
that share common SCM measures and goals that reach horizontally across the supply chain.

\
*Your organization, its vendors and suppliers, take cooperation to the process level.
*Organizational structures and jobs are based on SCM procedure.
*SCM measures and management systems are deeply imbedded in the organization,
+Advanced SCM practices are emerging. J
*5C collaboration between legal entities is routine, w

sAdvanced SCM practices which transfer of responsibility without legal ownership are in place.
#Trust and mutual dependency exist it

sHorizontal, customer-focused, collaborative culture in place.

J

Source: 2004, Lockamy, et al., Supply Chain Management, Vol. 9, No. 2

0.00%

Chart 1. Please indicate the maturity level that best describes your
organization’'s supply chain.

@ Manufacturer WGPO i Distributor & Provider

h”uihi

Defined Integrated Extended Don't Know

Sample size = 1120; Source: 2009, Nachtmann and Pohl




2%

of respondents see the lack of data
standards as a challenge to achieving
supply chain excellence

The lack of data standardization Choct 2. Wiich of the following challenges & ly chai o
a of the cha 0 supp n excellence
was th_e rfmst common ?hallenge oot within your nization?
to achieving supply chain
excellence faced by the survey ) L —
respondents regardless of their No visibility of end-to-end performance of 208 -
organization. The most frequent business processes 32,5‘*
challenge faced by healthcare 20%
providers is the current separation | o%Product “m"':“h::m"‘"m W sonk o %
between procurement, clinicians, - — 31%
. - . o 21%
and payers. The high variation Information flows interrupted at each point in 21%
in their customer and client the supply chain 22y
preferences is given as a dominant 12%
—_— » 35%
challenge for respondents Duplication of core activities 38%
employed by GPOs, distributors, O 30%
and providers. Manufacturer, Bibaridad informition s thnas ?jg?
GPO, and distributor respondents — d 20%
indi i isibili — 18%
indicate that having no visibility PROP. —— p— A
into the end-to-end performance data inaccuracy — 34%
of their business processes is one 24%
of their top three challenges. High variation in customer/client preferences 48% 4%
d 40%
12%
Low ability to match cost to specific output 20% 32%
S 26%
p— 14%
Separation between procurement, clinicians, 8%
and payers 18%
———————— 3%
p— 11%
Low ability to manage product utilization s
40%
19%
Regulatory compliance r"?m
11%
31%
52%
Lack of data standards 48%
——————— 2%
d 24%
None of the above 10192*
— 13%

Sample size = 1120; Source: 2009, Nachtmann and Pohl



The Healthcare Supply Chain, continued

Chart 3. Indicate which of the following external supply chain
partners your organization currently collaborates with to improve
your supply chain performance.

M Manufacturer ® GPO i Distributor ® Provider

20%
10%

Suppliers  Distributors GPOs Healthcare Professional Academic None of
providers associations institutions these

Sample size = 1267; Source: 2009, Nachtmann and Pohl

The collaboration among healthcare supply chain participants is evident in our findings.
While consumer behavior is a key driver to supply chain performance, healthcare providers
are indicated as the second lowest collaboration partner for each of the other supply

chain sectors. The providers themselves indicate that they heavily collaborate with GPOs,
distributors, and manufacturers to improve their own supply chain performance but indicate
a low collaboration with other healthcare providers. There is also evidence that healthcare
organizations are working with outside partners, such as professional associations and
academic institutions, to improve their performance.
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Chart 4. Indicate which of the following barriers exist to reaching an
acceptable level of collaboration among healthcare supply chain
organizations.

M Manufacturer W GPO u Distributor ® Provider

100%

k.

Quantityof  Qualityof Lack of data Lack of trust Lossof Noneofthese None-
data information  standards competitive apply Collaboration
edge acceptable

Sample size = 1267; Source: 2009, Nachtmann and Pohl

Nearly three out of four (72 percent) survey participants indicate that the lack of data standards

is a barrier for their organization to reach an acceptable level of collaboration among healthcare
supply chain organizations. More than half of the respondents believe that a lack of trust exists as
a barrier to collaboration. Unlike their supply chain partners, a fair number of healthcare providers
(31 percent) indicate that an acceptable level of collaboration exists among healthcare supply chain
organizations. Interestingly, the quality of available information is indicated as the highest or
second highest barrier for manufacturers, GPOs, and distributors but the lowest barrier for health-
care providers. Healthcare providers (40 percent) also see a loss of competitive edge as a barrier

to reaching an acceptable level of collaboration, while fewer manufacturers see this as a barrier.

11




The Healthcare Supply Chain, continued

Our findings indicate that group
purchasing organizations are
leading the way in successfully
attempting supply chain
improvement initiatives.

More so than the other three
organization types, healthcare
providers (77 percent) are
working to standardize their
internal purchasing procedures.
The majority of healthcare
provider respondents have also
worked to centralize/consolidate
supply chain data, improve their
service levels and fill rates, and
improve their invoice accuracy.
Our findings indicate that all
four organization types have
successfully established strategic
partnerships and alliances to
improve their supply chain
performance.

12

Chart 5. Which of the following supply chain improvement initiatives has
your organization successfully attempted?

# Manufacturer ®GPO w Distributor o Provider

ol 33%

Centralize/consolidate supply chain data ) | 4T% 82%
67%
31% -
Improve invoice accuracy 63%
58%

i

||

43%
Standardize internal purchasing procedures 45% i
7%

1T
64%

76%
Evaluate vendor performance 49%

42%

11

43%
61%

53%
Increase product traceability ‘i’;%

Reduce number of product stop paints (tiers)

Defined procedures specifically for handling PPI

Establish strategic partnerships and alliances 5% 8%
57%
’ 15%
Benchmark your supply chain against other supply 66%
chains e 37%
45%
- . 33%
Develop a contingency plan for supply chain 51%
disruptions 41%
53%
6%
None of the above 4%
4%

Sample size = 1250; Source: 2009, Nachtmann and Pohl



Industry Reactions

The healthcare supply chain is
vast, complex, essential, and
purportedly effective but
inefficient. Thousands of
dedicated individuals interact
every day to get the right
medical products to the right
customer at the right time.
Partners within this supply
chain such as healthcare
manufacturers, distributors,
GPOs, and providers strive for
excellence inside and outside
of their organizations amidst
daily challenges including
volatile customer demand, low
visibility, diverse processes, and
a complex payment structure.
Their actions impact the lives
of millions of stakeholders
including patients, clinicians,
and payers. To supplement
our description of key
characteristics and challenges
of this industry which impacts
us all, we provide reactions
from industry experts whose
professional lives are dedicated
to the betterment of health-
care logistics.

“The healthcare supply chain is not what it used to be. The landscape of supply
chain management has matured over theyears while the processes that make up
traditional materials management have not kept up. Purchasing, receiving, inventory
management, distribution, and other hospital based functions are being replaced
out of necessity with sourcing, acquisition, logistics, collaborative contracting, cost
management, relationship building with key partners such as physicians, suppliers
and the community. On the one hand the change and expansion of expectations
out of the supply chain leader is energizing and exhilarating, trying to accomplish
the makeover with the same old processes is difficult.”

Howard G. Mann, Senior Director, Corporate Materials Management, Saint Luke’s
Health System

“While routine collaboration between buyers and sellers in healthcare is not nearly
as common as in other industries, today’s healthcare supply chain professionals have
recently shown an expanded acceptance of the philosophy that we all share the
same supply chain and, thus, we all share its challenges and opportunities too. This
new holistic approach is gaining traction, which is a real good sign that collaborative
efforts in the future could be more frequent and bear more fruit.”

Dennis P. Orthman, CMRP, Project Director, Strategic Marketplace Initiative (SMI)

“Health care GPOs play an essential role in driving collaboration among suppliers,
distributors and providers — but there is room for improvement. We need greater
collaboration across health care to overcome some of the obstacles we still face
after more than a decade of work focused on improving the health care supply
chain. It's obvious that no single player has the ability to move this ball forward
alone, but GPOs are in a unigue position to rally the different players and lead a
team effort.”

Scott Downing, Executive Vice President, Supply Chain Services, VHA Inc.

“Healthcare leaders have acknowledged that the status quo is unsustainable and
that collaboration is needed to improve the system’s operating effectiveness. It is
encouraging to see manufacturers, healthcare providers, GPOs and collaborative
groups such as AHRMM, SMI, MDISCC, and HSCSC measuring error rates, defining
ideal end states and implementing changes. Every healthcare provider that BD has
spoken to is interested in improving the supply chain and achieving “Perfect Order.”
Dennis Black, Director, e-Business, BD

13
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35%

of respondents are moving towards
adoption of a data standards system

Chart 6. Is your organization moving towards the adoption of a
data standards system (such as GS1) in the next five years?

® Manufacturer ®GPO w Distributor & Provider

B SS

Yes - GS1 Yes - Other No Don't know

Sample size = 1268; Source: 2009, Nachtmann and Pohl

Greater than one out of three healthcare professionals that participated in the survey are
moving towards the adoption of a data standards system with an overwhelming majority
of those (88 percent) moving towards adoption of the GS1 system. The majority of those
that indicate that they are moving towards a data standards system other than GS1 do
not know which system their organization is moving towards. Almost half of the
respondents surveyed (48 percent) indicate that they do not know if their organization

is moving towards the adoption of data standards.

15




Data Standardization, continued

Chart 7. Indicate the readiness level of your organization to adopt
data standards.

& Manufacturer W GPO i Distributor ® Provider

35%

30%

25%
20%
15%

10%

5%

11—[{

Very ready Ready Bothreadyand Marginally Not at all ready Prefer not to
marginally ready respond
ready

4

Sample size = 450; Source: 2009, Nachtmann and Pohl

One out of three survey participants that are planned adopters of data standards believe that their organization
is ready or very ready to adopt a data standards system. When asked about their timeline for adoption, a small
percentage of these respondents (10 percent) have already adopted a location identification standard such as
the Global Location Number in the GS1 system, while even fewer have already adopted a product location
identification standard such as G51's Global Trade Item Number.

However, more than one out of four planned adopters expects to adopt both of these standards within one year.
These results indicate some progress towards the 2010 GLN Sunrise goal to use standardized location identification

by December 2010 and the 2012 GTIN Sunrise goal to use standardized product identification by December 2012.

There is also an indication of unreadiness among planned adopters where many survey participants (43 percent)
indicate that their organizations are only marginally ready or not ready at all to adopt data standards.

16



50%
45%

35%
30%
25%
20%
15%
10%

5%

Chart 8. What is your earliest timeline for adopting location
identification standards such as Global Location Numbers
(GLNs)?

# Manufacturer W GPO i Distributor o Provider

—4

Already adopted Within 1year  Within 3 years More than 3 Don't know
years

50%
45%

35%
30%
25%
20%
15%
10%

5%

Sample size = 446; Source: 2009, Nachtmann and Pohl

Chart 9. What is your earliest timeline for adopting product
identification standards such as Global Trade Item Numbers
(GTINS)?

® Manufacturer ®GPO i Distributor ® Provider

Already adopted Within 1year  Within 3 years More than 3 Don't know
years

Sample size = 446; Source: 2009, Nachtmann and Pohl
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Data Standardization, continued

Chart 10. What is the most significant barrier that inhibits the adoption of
data standards in your organization?

® Manufacturer W GPO i Distributor ® Provider

25%

20%

15%

Source: 2009, Nachtmann and Pohl

All in all, the healthcare professionals participating in the survey listed 814 distinct items as the
most significant barrier that inhibits the adoption of data standards in their organization. A lack
of resources is most frequently cited as the most significant barrier for survey participants from
manufacturer and provider organizations who are the primary implementers of data standard
systems. GPOs and distributors see their supply chain partners as the most significant barrier to
adoption of data standards within their own organizations. The second most frequently cited
barrier to adoption is information technology.

18



Industry Reactions

Every healthcare logistics
expert we spoke with during
the development of this survey
mentioned data standardiza-
tion within the healthcare
industry as an important issue,
both as a challenge (the current
lack thereof) and as a solu-
tion (future adoption). A data
standard is a universally agreed
upon and accepted representa-
tion, format, and definition for
common data. Data standards
increase compatibility, reduce
redundancy, and improve
exchange and collection
efficiency. Data standardiza-
tion is the process by which all
data elements related to a data
standard conform to achieve
common presentation and ex-
change. For those engaged,
this process will be as valuable
as the end result of achieving
data standardization as
processes are defined, tools
are developed, and improve-
ment opportunities are
identified. There is clear
evidence that the healthcare
industry is initiating the data
standardization process.

“It is encouraging to see the large percentage of survey participants that responded
that their organizations have already adopted GS1 standards (GLN and GTIN) or
will be adopting these standards within the next 1 to 3 years. Adoption of these
standards will be a huge step in standardizing healthcare supply chain data. The
survey results validate the movement that we have seen, over the past year, in the
interest in implementing GS1 standards in U.S. healthcare. This progress represents
the hard work of the industry members that have been leading this initiative and
their commitment to improving patient safety and supply chain efficiency.”

Dennis W. Harrison, Sr. VP GS1 US and President of GS1 Healthcare US

"Qur experience validates that “Perfect Data” and the adoption of data standards
are necessary for many supply chain initiatives. We won't achieve “Perfect Order”
without “Perfect Data”. We are collaborating with trading partners to adopt data
standards globally. GS1 GLNs and GTINs are the data standards most often
requested by our customers around the world. Current pilots and implementation
efforts using GS1 standards are quite promising.”

Dennis Black, Director, e-Business, BD

“Supply chain professionals have been decrying the lack of standards among
supply chain data for more than 25 years. The GS1 standards are becoming
available but alignment across the healthcare provider's materials management
information system (MMIS), the manufacturer and distributor systems have not
effectively been adopted yet...Once supply chain data has been standardized,
integrating that data across clinical databases becomes the next logical step to
support cost reduction through utilization management.”

Howard G. Mann, Senior Director, Corporate Materials Management, Saint Luke’s
Health System

“The adoption of the GS1 data standards could revolutionize the entire healthcare
supply chain. However, adoption must be widespread and rapid in order for the
benefits to be felt on a national scale. Industry awareness of data standards is
growing, but awareness is not the same as adoption. Providers must continue 1o
lead the marketplace down the data standards adoption pathway despite the current
constraints on resources. Only when the majority of supply chain participants have
adopted standards will the real benefits — patient safety, operational, financial,

etc. - be evident and obvious.”

Dennis P. Orthman, CMRP, Project Director, Strategic Marketplace Initiative (SMI)
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41%

of respondents have attempted at least
half of the suggested EHCR strategic
initiatives

Two out of five healthcare
professionals who participated

in the survey indicate that their
organizations have attempted

at least half of the initiatives
suggested by the 1996 Efficient
Healthcare Consumer Response
report. Our findings indicate that,
for the most part, the initiatives
that were most frequently
attempted are also the initiatives
that provided the greatest levels
of supply chain performance
improvement to the organiza-
tions. For example, inventory
management/reduction programs,
increase E-commerce transactions,
and adopt automation for
common supply chain practices
were attempted by more than
two out of three survey participants
and achieved very significant or
significant levels of improvement
for the vast majority (more than
70 percent) who attempted these
initiatives. One initiative that

is contrary to this observation is
clearly defining the role of your
organization in healthcare which
was only attempted by 31 percent
of the survey participants but
helped 74 percent of those who
attempted this. Chart 12 shows
the differences in which initiatives
were attempted by each
organization type.

Chart 11. Indicate the level to which your organization has achieved
supply chain performance improvements from the identified strategic
initiatives as recommended in the 1996 EHCR report.

M Very Significant

M Significant

u Neither Significant or Insignificant M Insignificant

ul Not at all Significant

Increase E-commerce transactions

Adopt automation for common supply chain
practices

Actively encourage supply chain certification
for suppliers

Implement net billing

Simplify rebate process

Cost containment/collection of outcomes
data

Apply Activity Based Costing

Develop total delivered cost mentality

Improve the receiving function

Industry-wide freight consolidation

Inventory management/reduction programs

Clearly define the role of your organization
in healthcare
Participate in industry "best practices"
teams

Outsource services

W Don't Know

te— M

Sample size = 1268; Source: 2009, Nachtmann and Pohl
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Efficient Healthcare Consumer Response Update, continued

Chart 12. Which of the following strategic initiatives as recommended by
the 1996 EHCR report has your organization attempted?
& Manufacturer ®GPO i Distributor & Provider
60%
Increase E-commerce transactions 74%
41%
Adopt automation for common supply chain practices 54% 73%
70%
’ 32%
Actively encourage supply chain certification for 48%
28%
suppliers o
18% 27%
Implement net billing 28%
28%
Simplify rebate process 34%
35%
25%
Cost containment/collection of outcomes data 28% 58%
48%
13%
Apply Activity Based Costing s
21%
23%
Develop total delivered cost mentality 4‘0',2‘"
29%
34%
Improve the receiving function 21% 57%
59%
15%
Industry-wide freight consolidation 28% 42%
34%
59%
Inventory management/reduction programs 58% 75%
79%
I YR 20%
Clearly define the role of your organization in 599
healthcare 42%
29%
%
Participate in industry "best practices” teams 34% 69%
40%
26% o)
Qutsource services 4%
26%

Sample size = 1268; Source: 2009, Nachtmann and Pohl
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Industry Reactions

It has been over a decade since
the Efficient Healthcare
Consumer Response (EHCR) was
published in 1996. The EHCR
exposed a number of existing
inefficiencies in the healthcare
supply chain. This was
accomplished through a survey
of healthcare industry experts,
providing a cross-section of
observations and opinions from
professionals working in a
variety of organizations across
the healthcare supply chain.
Industry-wide obstacles to
cost-effective healthcare were
identified, and the need for
greater collaboration between
supply chain partners was
addressed. The EHCR suggested
that a potential savings of over
$11 billion dollars could be
achieved through strategic
initiatives. We provide an
update of how these initiatives
have been integrated into
today’s healthcare organiza-
tions and what improvements
have been achieved.

“BD is actively partnering with healthcare providers to help adopt many of the
EHCR strategic initiatives — most of which require data standards. The EHCR
findings from 1996 stand the test of time. Unfortunately, most EHCR strategic
initiatives have yet to be implemented. As a result, the industry has not realized the
potential cost savings. BD has been moving towards the use of data standards for
more than a decade. For example, the Company has invested heavily in this area,
printing billions of GTIN bar codes on its products. However, most of these bar
codes are never scanned outside of BD. Barcodes and data standards are of little
value without broad adoption.”

Dennis Black, Director, e-Business, BD

“The lack of role and function clarity of supply chain services in provider
organizations comes as little surprise given the seeming lack of appreciation of
many provider organization’s C-Suites for the capacity of the supply chain services
to play key roles in “margin mending”. In a recent HFMA survey of CFOs
(November, 2008), designed to query CFOs on tactics and strategies they would
deploy in response to the economic downturn, not one CFO cited any tactics or
strategies which would engage their supply chain service.”

James M. Smoker, MPA, CMRPE. Director, Materiel Resource Services, WellSpan Health

“It is exciting 1o see the number of respondents that have attempted implementa-
tion of the strategic initiatives listed in the EHCR report and the reported positive
results achieved. All healthcare organizations could benefit from implementing
the strategies and the supporting GS1 standards.”

Dennis W. Harrison, Sr. VP GS1 US and President of GS1 Healthcare US
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On average, survey participants
from GPOs and distributor

organizations incur the majority Average L

of their annual operating expenses ’ Manufacturer \ /

to support the healthcare supply \/
. . . I Annual Operating Expense:

chain (HCSC) functions. Interestingly, | $118,803,:58

healthcare providers are using % spent on HCSC: 37%

almost a third of their annual # of Employees: 5511

operating funds to support the \ # of Facilities: 17
supply chain. Within group ) " T '
purchasing, distribution, and gt
provider organizations, healthcare y
supply cost are incurred primarily
to support inventory and order
management. On average, survey
participants from manufacturing
organizations spend their funds
more evenly across the supply
chain functions.

31%

of annual operating costs is being spent
to support the supply chain of the
average healthcare provider

Average
4 Distributor

f Annual Operating Expense: \

| $218,762,154 |

\ % spent on HCSC: 67% '
 #of Providers Served: 1247
" #of Distribution Centers: 15

Average
Provider

Annual Operating Expense:
$316,256,445 ':
% spent on HCSC: 31% |
# of Beds: 822
# of Facilities: 9

Sample size = 204; Source: 2009, Nachtmann and Pohl

Chart 13, Indicate what percent of your annual operating expense is
used to support healthcare supply chain costs.

CN R
l— -

Manufacturers

GPOs 56%

M Inventory Management ® Order Management u Transportation M Shipping/Receiving w Other

Sample size = 204; Source: 2009, Nachtmann and Pohl
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Cost and Quality, continued

The survey participants have
feedback systems in place for
their internal supply chain
customers and are actively
engaged in communicating
quality problems to suppliers
and emphasizing service

as well as price in supplier
relationships. Survey
participants have not actively
engaged in defining customer
expectations or developing
formal corrective/preventive
action programs.
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Chart 14. Which of the following quality improvement initiatives does
your organization engage in?

& Manufacturer @GPQ w Distributor = Provider

81%
86%
Communicate quality problems to suppliers o1%
86%
2%
Emphasize service as well as price in supplier 89%
relationships 92%
88%
63%
Feedback system in place for internal customers to 65%
report SC errors/problems 68%
60%

Formally define external customer expectations

Have a formal corrective/preventative action program
for external issues

Formally define internal customer expectations

Have a formal corrective/preventative action program
for internal issues

None of the above

Sample size = 1268; Source: 2009, Nachtmann and Pohl



Manufacturers, distributors and
Chart 15. Which of the following performance measures does your

provider are similar in the most ipankintion sse to mewiior quslity of N o SN S 2
frequently used measures to

track their supply chain quality. s W S B

Survey participants from these 5%
organizations indicate that they Percentage of items on backorder 3% 2%
are using traditional quality e 3%
measures such as percentage Picking accuracy 25% 70%
of items on backorder, order S

fulfillment cycle time, fill rate Quality of delivery 23% sum

and picking accuracy to measure 30%

their _supply c_ha'm performance. Py~ . E"m

Tracking the internal customer 18%

satisfaction is more common
among healthcare providers,
indicating a heavy emphasis
on supply chain performance Data integrity errors
within their own organizations.

Order fulfiliment cycle time 23%

44%

Do not directly track supply chain quality % 7%
11%

12%
Don't know 5% 21%
7%

Sample size = 1125; Source: 2009, Nachtmann and Pohl
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Cost and Quality, continued

Industry Reactions

The rising cost of healthcare
services is a widespread
concern among healthcare
professionals, government
officials, and the public.
Although most stakeholders
are quick to acknowledge that
costs are too high, determin-
ing the contribution of supply
chain activities to the cost of
healthcare delivery is a more
difficult task. Furthermore,
understanding how these
healthcare supply chain costs
are distributed among
manufacturers, distributers,
GPOs, and providers is
challenging. Despite the
current cost explosion, there is
a lack of clear and measurable
quality metrics for healthcare
logistics performance. “You
can't manage what you don't
measure” is a common adage
among managers. This high-
lights the importance of quality
performance measures in
organizations that are often
dubbed “data rich and infor-
mation poor,” a challenge
facing many healthcare
organizations. We present our
first look into the current costs
attributed to healthcare supply
chain activities along with

reactions from industry experts.

28

“The savings identified in the EHCR study of yesteryear and the “Perfect Order” and
"Data Standards” initiatives of today are real. All participants need to put their egos
aside and come to the table to accelerate the pace of change. Inaction is our
biggest threat. We need to take the waste out of the supply chain now!"

Stephen Sichak, Senior Vice President, Integrated Supply Chain, BD

“When almost one-third of a provider's operating expense is spent on procuring,
moving, and managing supplies, the strategic importance of good supply chain
management should always be obvious to every single hospital employee from
the storeroom to the board room.”

Dennis P. Orthman, CMRE Project Director, Strategic Marketplace Initiative (SMI)

“Qur level of sophistication for measuring health care supply chain efficiency

has dramatically improved compared to even just a decade ago. However, the
complexity of the supply chain presents significant challenges when we attempt to
drive out the waste so we can lower costs. Remember, what is important about any
investment here is how it relates to savings on the critical items and services health
care providers need for patients every day. That's the measure that

matters and that's where we need to focus our energy.”

Scott Downing, Executive Vice President, Supply Chain Services, VHA Inc.

“Expenses are not just another line on a budget variance report but may be
balancing the investments made with the expected return to improve supply chain.
Not only must we continue to measure improvements and justify projects, but we
have to understand the true costs of manufacturing and logistics outside of our
hospital walls.” Managing freight and truck capacity is no longer the realm of
manufacturers or distributors but are critical to supply chain experts within

the consumer hospitals. . .If the cost of supplies and services are integral to the
overall cost of the enterprise, then understanding how they work together is key
in managing the utilization of supplies and services. [t is far more effective to
know what is used in a surgical case and how often than to know the supply cost
per case.”

Howard G. Mann, Senior Director, Corporate Materials Management, Saint Luke’s
Health System



Conclusions: The Path Ahead

This report presents the

current state of the healthcare
supply chain related to cost

and quality issues. Today,

more than ever, as the country
prepares for baby boomers to
enter retirement, the demands
on the healthcare supply chain
continue to increase and play

a significant role in healthcare
delivery and cost. The findings
identify several areas of
opportunity that can help
increase logistic cost efficiency
and quality improvement. As
our work proceeds, we need to
explore how to implement
change in these areas and
continuously look for new
opportunities to decrease cost
and improve delivery of health-
care. In order to better describe
the path ahead, we plan to
conduct a series of focus groups
with the intent of defining the
next steps in achieving health-
care supply chain excellence. It
is our hope that ten years from
now people will look back at
this study and attribute many of
the new and innovative changes
made in the healthcare supply
chain to the opportunities
identified in this report. Of
course, none of this will occur
without continued participation
and collaboration of healthcare
supply chain stakeholders. We
welcome your thoughts and
observations regarding the
survey findings as described in
this report.

“The [State of Healthcare Logistics] Report will provide the industry with valuable
insights into each sector of the healthcare supply chain. The findings show how
interdependent the industry is and underscores the need to continue to work
together on major initiatives to improve efficiencies and decrease costs. This report
provides the road map to our portion of healthcare reform.”

Deborah L. Sprindzunas, Executive Director, AHRMM

"The state of healthcare logistics is in a stage of development that is rewarding and
challenging all at the same time. The feeling of being on the brink of successful
change means the supply chain professional may finally see how healthcare logistics
can truly make a difference in lower cost healthcare with the preservation of
continuously improving clinical excellence. The challenge is being able to change
with the demands of the process.”

Howard G. Mann, Senior Director, Corporate Materials Management, Saint Luke’s
Health System
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Participants and Methodology

All data presented in this report was
gathered in November 2008 through
an online survey completed by 1381
healthcare supply chain professionals
for a response rate of twelve
percent. The survey, administered
by the University of Arkansas Survey
Research Center, covered a range of
supply chain-related topics including
collaboration, strategic initiatives,
expenditures, and performance.

More than three out of four
respondents work for a healthcare
provider with the balance made up
of manufacturers, group purchasing
organizations, distributers and other
healthcare supply chain organizations
such as consulting. Tremendous
expertise is represented in the
participant base where two out of
three respondents have more than
ten years of healthcare supply chain
experience and many (45 percent)
have more than twenty years of
experience. The vast majority of
respondents hold manager-level

and above positions within their
organizations, with eighty of the
respondents being C-suite executives.
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Chart 16. Which of the following best describes the organization you
are directly employed by?

Manufacturer Distributor
%

o g0
%

Sample size = 1381; Source: 2009, Nachtmann and Pohl

Chart 17. How many years have you worked in the healthcare
supply chain industry?

'VP

Sample size = 1214; Source: 2009, Nachtmann and Pohl

= Less than 2 years

u 25 years

610 years

® 11:20 years

= More than 20 years
= Prefer not to respond

Chart 18. Which of the following best describes your job title?

® Exscytive [CEO, CFO, 0O,
Presdent)

o Wioe Presdent

13% 0.1%
45% 18% o

u Director

o Maruger

» Avsodiate

= Technician

= Climician

= Physician

Sample size = 1045; Source: 2009, Nachtmann and Pohl
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