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ENGAGING ORTHOPEDIC SURGEONS SLASHES IMPLANT COSTS
When Avera McKennan Hospital and University Health Center
lost nearly $2 million last year on total joint replacements
(TJR), administrators of the Sioux Falls, S.D., flagship of the
region's largest health system knew it was time for action,
not talk.
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That's when Premier's Region Vice
President Rick Salzer and Senior
Region Director Kevin Campbell —
who have been working with Avera
leadership to create a stronger rela-
tionship with Premier — stepped in
with a suggestion: let Premier's Supply
Chain Performance Improvement
experts apply their experience and

expertise to the challenge.

The results have been far more than
expected. First-year savings in total
joint replacement costs will be at least
$400,000 and likely more than one-
half million dollars. More important
than the savings, hospital officials say,
is the process that's been put in place
to make sure those implant cost sav-

ings continue in the years ahead.

"Our CEO said recently that what
we're saving this year is just a prelude.
It's the savings we will see in the out
years that are even more important,”
said Steve Statz, senior vice president,
hospital operations and hospital proj-
ect team leader. "If we had done it
ourselves, I'm convinced we'd have
only saved a $100 or $200 a case — if
we were lucky — and there'd have
been no sustainability. The vendors
would have just upped the gross
charges and we'd have been back

where we were — maybe worse."
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What Premier gave Avera McKennan,
Statz continued, "is sustainable and
can withstand pushback from our ven-
dors. Premier helped us put a solid
system in place. We implemented
beginning the first of July, and every
month there are fewer and fewer

issues. This is here to stay."

The purpose of the engagement was:

o to identify cost savings opportunities
through a detailed review of existing clini-
cal, supply chain and related data;

¢ to recommend new processes, tools and
communication methods to engage physi-
cians in the cost-saving process; and

o to prepare the necessary analysis for sen-
ior leadership to effectively engage physi-
cians in a productive discussion about
quality outcomes and costs.

Catherine Whitten, a senior clinical
associate for orthopedics in Premier's
Supply Chain Performance
Improvement unit, got the assignment.
Based in Detroit, she has more than 20
years of perioperative experience with
an emphasis on orthopedic service
lines including serving as director of
surgical services for a metro-Detroit

hospital.

Whitten analyzed three months' data
and made a site visit late March 2005
to validate pre-visit data, interview
staff and observe total joint cases. But,
she emphasized, "This was a tremen-
dous collaborative effort by the Avera
McKennan team. They completed a
process that usually takes six to nine
months in just five months. The team
was decisive, timely, moved forward
expeditiously and did an excellent
job."

Her findings revealed that "Avera is
pretty much best practice so its non-
implant savings opportunities repre-
sented less than $45,000. Kudos to the
staff for such a low target," Whitten
said. "The big question was implant

costs."

One orthopedic group of 16 surgeons
performs most of the surgeries. The
payer mix is more than 85 percent
Medicare and third party fixed pay-
ment. The hospital was losing money
on every Medicare joint replacement.
The devices in most cases were 43 per-
cent of the reimbursement with some

joint cases at more than 75 percent.

In addition, Avera McKennan has stiff
competition from a private, physician-
owned specialty hospital that handles

about 90 percent of the community's

orthopedic cases. The specialty surgi-
cal hospital began with six orthopedic
surgeons and today has 16 as partners.



Whitten's study showed the real
opportunity for savings was implant
costs. Total hip replacement volume is
250 annually at an average cost of
$5,403. Annual total knee replace-
ment volume is 460 at an average cost
of $3,252. The study data suggested
that surgeons employ a patient selec-
tion process for implant utilization.
She identified potential implants sav-
ings opportunities at between
$268,000 and $446,000 annually.

"To make a difference physicians must
be engaged in the process,” Whitten
said. "To get optimum pricing
depends on strong physician relation-
ships and support. You need to make

a case for change."

The hospital created a performance
improvement challenge for its ortho-
pedic surgeons through open and
frank discussions. Administration
shared the hospital's target: to improve
profitability by significantly reducing
implant costs as a percent of the DRG

reimbursement.

Said Statz, "The orthopedic surgeons
are familiar with this payment sce-
nario. They face the same kind of
payment scenario for their own prac-
tices — where reimbursement includes
pre-surgery consults, surgery, and
after surgery visits up to six weeks
after surgery. They understood and
were sympathetic."”

To identify incentives, Statz's team
gathered information concerning
other issues — the "hassle factors" —
surgeons may have. For instance, one
said weekend staffing was a problem.
As part of the process the hospital set
the example and addressed the week-
end staffing issues. The hospital also
addressed the surgeons' quality con-
cerns by organizing an orthopedic
service team and developing quality
indicators with clear, objective met-
rics. They also implemented dash-
boards to track process improvement

and issue resolution.

All of that set the stage for successful
negotiations with the orthopedic sur-
geons on the most important issue,

implant costs.
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"Discounts from vendors are what you
earn," Whitten says. "They do not cor-
relate with volume, market share,
region or penetration. Better pricing is
related to effort and focus. With some
effort, you can get up to 25 percent dis-
count. With focused surgeon engage-
ment come discounts of from 25 to 60

percent.”

Hospitals generally lose money on each
TJR procedure because they exercise
little control over implant purchases.
Orthopedic surgeons, usually assisted
by an implant manufacturer's sales rep,

routinely specify implants independent

of hospital purchasing contracts. It's
one of the few situations in which hos-
pitals — instead of following normal
purchasing procedures — buy a major
piece of equipment without knowing

the price beforehand.

"Shifting business relationships is fun-
damental,” Whitten said. "Vendors
generally react responsively to the
threat of market share shift." But, she
added, you also have to monitor the
ongoing vendor relationship carefully
"to prevent shifts in utilization to com-

pensate for price reductions."

To make a difference physicians must be engaged

in the process. To get optimum pricing depends on

strong physician relationships and support. You

need to make a case for change.
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The track Avera McKennan took was to
develop "constructs” — to build with
their surgeons a product formulary of
TJR devices based on a therapeutic
interchange model. Each "construct"
describes the devices within that thera-

peutic interchange.

"For instance," Whitten said, "if the
device is a cemented hip, the compo-
nents are described. Once decided,
Avera McKennan set pricing for each
construct based on its identified reim-

bursement structure.”

Here's how it works in practice. Using
a pre-care form, the surgeon decides
what device is to be used one week
before a surgery. After the case is done,
a post case sheet is filled out. The two
are compared. There is room for
change if for some reason — bone den-
sity, for example — a different device is
installed. "However," Whitten said, "if
changes become routine, if a pattern
develops, this is a signal to explore the

utilization changes."

Implant costs were a significant compo-
nent of costs that needed to be con-
trolled, according to Statz. “When
Premier helped us put that in front of
our major orthopedic group, the light
bulb went off. Then they wanted to
know how they could help. What
could they do? We engaged them.

That was the key”



Whitten looked at Avera McKennan's
orthopedic service from all angles, Statz
said. "She reviewed the entire opera-
tion, but in reality there was not much
more we could do. We were already
doing a good job with the organization

n
and process.

Statz said Whitten convinced adminis-
trators, including the CEQ, to take the
lead in meetings with the physicians.
"But Catherine was there to support us.
She had dealt with all these issues
before. Her experience was invaluable.
I'm confident we could not have done
what we've done without out her assis-

tance.

"Catherine has wide experience and a
solid knowledge base in orthopedics.
She's been in the trenches as a nurse
and OR director. And it doesn't hurt
that her husband's a surgeon," Statz
said. "Before our first meeting with the
physicians, the OR director told me, 'T
hope she can hold her own with these
guys. They can be pretty tough." Not
to worry. She was comfortable and
confident. She knew the talk and
exactly how Avera McKennan was
impacted. She knew what the situation
was and had the credibility to articulate
what to do to fix it."

According to Statz, the hospital is on
track to save at least $400,000 this year
and probably more. "It's still early," he
said, "but it looks like some of the
things that vendors had been using to
supplement cases, such as liners, are no
longer being used. It looks like
$500,000 minimum now, probably

more."

The process even eliminated one of the
hospital’s orthopedic vendors. "We're
now dealing with two only," Statz said.
One of the vendors “has not signed our
agreement so they are out. They keep
trying to get back in and we tell them
all they have to do is sign the agree-
ment, but so far they haven't. I don't
think they ever thought that we would
go there."

"We are very pleased,” said Statz. “It
worked out as well as it was planned on

paper. How often does that happen?”

ABOUT AVERA MCKENNAN HOSPITAL AND
UNIVERSITY HEALTH CENTER

A member of Avera Health, a regional
healthcare family with more than 200
locations in eastern South Dakota and
neighboring states, Avera McKennan is
a 490-bed magnet facility recognized
for excellence in behavioral health, can-
cer care, cardiac care, emergency medi-
cine and trauma, air ambulance servic-
es, home health and hospice programs,
medical education and research, neona-
tology, neurosciences, obstetrics, ortho-
pedics, pediatrics, perinatology, reha-
bilitation services and a full range of
wellness services. It is also home to the
area's only burn unit, and kidney, pan-
creas, and bone marrow transplant pro-
grams. In 2003, 2004 and again in
January 2006, the medical center was
recognized as a Distinguished Clinical
Hospital by HealthGrades, a leading
healthcare rating organization. The
hospital campus includes the Avera
Cancer Institute, the Orthopedic
Institute, Avera Doctors Plazas 1 and 2,
Physicians Office Building, McGreevy
Clinic, the Center for Family Medicine,

and the Sioux Falls Surgical Center.
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About Premier, Inc.

Premier, Inc., the leader in helping hospitals accelerate
performance on both clinical outcomes and supply chain costs,
is a healthcare alliance entirely owned by more than 200 of the
nation's leading not-for-profit hospital and healthcare systems.
These organizations operate or are affiliated with nearly 1,500
hospitals and thousands of other healthcare sites. Premier
Purchasing Partners provides an array of services supporting
health services delivery including group purchasing totaling
more than $25 billion annually in supplies and equipment
purchasing, as well as supply chain and clinical performance
improvement services. Premier Healthcare Informatics offers
performance measurement, benchmarking, and reporting
products and advisory services supporting quality improvement.
Premier Insurance Management Services helps hospitals manage
insurance costs and improve risk management and claims
capabilities. Headquartered in San Diego, Premier has offices in
Charlotte, N.C., and Washington. For more

information, visit www.premierinc.com.

About Premier's Supply Chain Performance Improvement

Premier's Supply Chain Performance Improvement team is
dedicated to providing high-impact fee-for-service consulting
services focused on assisting hospitals and health systems forge
breakthrough improvements throughout the supply chain
continuum. Backed by experts with more than 20 years
experience on average, industry-leading comparative tools, and
the power of Premier's group purchasing contracts, Supply
Chain Performance Improvement is committed to helping
healthcare organizations achieve top quartile performance. Our
program knowledge and process of working closely with
contracting staff ensure optimal utilization of supply chain
programs. SCPI has a proven track record of savings — $200
million member savings over past two years, and counting.

For more information

Contact the Premier Solution Center at 877.777.1552
or scpi_information@premierinc.com

or go to www.premierinc.com



