MGMA BUYER’S GUIDE 2010

Finding supply-chain efficiencies

By Mark D. Eggleston, Senior Director, National Accounts,
Amerinet, St. Louis, MO mark.eggleston@amerinet-gpo.com

Decreasing reimbursements, increasing operating costs and
new government regulations are creating additional challenges
for independent and group physician practices. More and more,
physicians must devote as much attention to business planning
and operations as they do to patient care.

To increase revenue, reduce expenses and improve efficiency,
physician practices must implement systems and processes to
improve their bottom line. A general industry rule of thumb
suggests that to add $1 to the bottom line, providers need to
increase billings by $15-$20, but every dollar saved from supply
costs goes directly, dollar for dollar, to the bottom line.

Many costs facing medical practices are out of their direct
control, but they often control costs on consumable products.
Because industry trends strongly indicate that supply costs will
continue to grow, it is imperative that medical practices implement
processes to optimize the supply chain.

Use data to optimize procedures

Several key factors are involved in bringing efficiency to the
supply chain. As a medical group administrator, your first priority
is centralizing the buying process as much as possible. This may
mean putting one person in charge of all purchases or designating
a small team. The strategy can eliminate duplicate purchases
that can happen when more than one person orders supplies.
You want to establish clear goals, collect data, analyze the data
and design protocols to achieve the proper outcomes.

You need relevant data to set your organization’s economic
direction and provide evidence to internal and external stake-
holders. With reliable data, you can benchmark your group’s
performance to get a true picture of operational efficiency.
Organizations such as the Medical Group Management
Association conduct annual surveys that focus on revenues/
expenses, provider compensation and production, management
compensation and group performance for medical and academic
practices. Use these reports as a basis for effective comparison
with group practices nationwide.

To help your facility measure performance, carry out:

« Reviews of historical invoice data to compare to
current costs;

« Line-item comparisons for medical, laboratory, imaging
and general office products to identify best prices and
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contract-tier maximization (some manufacturers employ
pricing tiers if a facility commits a high percentage of
purchases to their product lines);

« Pricing audits of distributors;
- Utilization and profitability data; and
- Comparisons of organizations, facilities and departments.

Armed with this information, you can improve the efficiency of
your supply chain operations, including contracting and price
integrity, inventory control and distribution efficiency. An efficient
supply chain ensures that clinicians receive high-quality, cost-
effective products that are delivered promptly.

Consider group purchasing organizations

To improve vendor contracting and price integrity, consider
having your practice join a group purchasing organization
(GPO). A GPO aggregates the spending of its members in
exchange for better product prices from vendors. GPOs also
offer specialized services and software that can assist medical
groups in setting up more efficient systems. They handle the
complexities of negotiation for members and can supply tools
that monitor price integrity. Most GPOs use national suppliers
that can deliver larger savings than basic generic supplies
purchased locally.

Establish inventory control

If you don’t already have an inventory control system, start
one as soon as possible. Identify how often products are used,
stocking levels and order points. Strive to keep unnecessary
ordering to a minimum. Most major medical supply distributors
offer online tools to place orders and track the number of units
ordered for each line item. Even the savviest buyers may be
surprised to see where a practice spends most of its dollars.

Analyzing data on inventory levels and product use can help
you identify opportunities to reduce inventory and storage
locations. Knowing the appropriate product levels and the
number of lines ordered can alert you to mishandling of
supplies.

In analyzing spending, you will probably find that most costs are
generated by a small percentage of expensive or high-volume
items. Try not to waste time working on large-percentage savings
for low-cost items. Identify your most expensive or highest-use
items and start there when looking for cost savings. For example,
many practices are amazed to learn how much they spend on
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computer ink jets and toner cartridges. How many types and
sizes of exam gloves do you really need? Standardizing products
by using fewer manufacturers will almost certainly result in
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Reducing healthcare costs. Improving healthcare quality.

With a sound business team and data-based inventory protocols
and processes in place, you can stay on top of purchasing and
inventory for the benefit of your patients and your practice.

better overall pricing.

Aim for standardization

Bringing Efficiency to the Supply Chain:

Strive to achieve standardization of products for your practice.
Splitting orders among medical supply companies to save a
nickel or dime per box does not yield long-term savings. In fact,
it erodes commitment to the main supplier, which may raise
other prices to compensate. One-stop shopping for medical
supplies, pharmaceuticals, janitorial and office supplies is not a
bad idea, but be careful. Make sure that you're not paying premium
prices for nonmedical items. There is always room for negotiation.
Ask where vendors can trim margin to gain additional volume
at your account.

« Centralize the buying process

» Gather data, research and benchmark

« Consider joining a GPO

« Establish an inventory control system

» Concentrate on expensive or high-volume items

« Standardize where possible
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Health Care Consulting Group

Insight « Experience < Industry Expertise

Defining Your Profession™

We deliver help where your practice needs it most:

« Physician Productivity and Compensation Planning
« Mergers and Integrations, Organizational Development and more

The MGMA Health Care Consulting Group professionals can provide you with three
critical practice-performance advantages:

1. Our professionals work exclusively in the healthcare industry.

2. They are nationally recognized subject matter experts averaging 27-plus years in the
industry. They’ve walked in your shoes.

3. From the moment you contact the professionals at the MGMA Health Care Consulting
Group, it’s all about you and your practice. They make your practice their practice, your
bottom line their bottom line.

Contact us today to set up a consultation!

For more information, call 877.275.6462, ext. 1877, or e-mail
consulting@mgma.com. Website: www.mgma.com/consulting
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