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Millions of dollars rest on the decisions made

by those who source, negotiate, and manage

a healthcare facility’s contracts. In most hospitals, this
aspect of purchasing belongs to select individuals who

possess the expertise to simultaneously maximize vendor

performance and minimize potential liabilities.

These are your supply chain professionals,
faced with an ever-growing set of respon-
sibilities, and less time to manage them.
That said, adherence to a consistent
methodology can streamline the con-
tracting process—and result in significant

finanecial rewards.

mia ct Appreval Process
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Both administrators and clinicians must
be heard in the contract approval process,
as consensus here is a necessity. We advise
including the following staff in every
review.

Department-level managers and clinicians,
These front-line authorities pessess real
insight that can help endorse or debunk
aproduct or serviee that “looks greaton
paper.” For example, physicians and nurs-
es can help validate claims from medical
deviee manufacturers.

Matarials and purchasing staff. Supply
chain managers need to review contracts
to ensure compliance with the organiza-
tion's sourcing strategy.

i..xzzgaf cournsel, At’{orneys typically review
the legal aspects and related liahilities of

any business proposition.
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Inmost organizations, a senior executive,
like the CEO or CFO signs off on every
binding agreement. In addition, we
encourage organizations te define pur-
chasing authorities. Ata minimum, the
party respensible for the impacted budget
line should approve the agreement as well.

When completed, original, signed con-
tracts should reside with the legal depart-
ment, but other involved groups, such as
finance, should retain a copy as well. For
reference, copies should be provided to
the department head who is expected to
work with the vendoer. Many times, those
working most closely with a vendor are
not fully aware of what the vendor may be
abligated to provide—whether it's a prod-
uct, service, or price. Unfortunately, for
that reason, hospitals can occasionally
miss out on already negotiated opportu-
nities to enhance patient care or lower
procurement costs,
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With every contract, the goal should be
to maximize the net benefit to the orga-
nization; by net, we mean the total value
of the financial and nonfinancial con-
tributions (for example, the impact on
patient safety). Materials managers can
easily, and quite unintentionally, stray
off course if they don’t understand the
organization’s strategic priorities. For
example, ahospital materials manager
might implement product conversions to
save costs, but such a move could do more
harm than good if it results in rattiing
physicians or risking patient care, all for
negligible savings.

Supply chain managers also need to
understand some bagic information
about the organization’s financial health.
For example, let’s say a facility is fortu-
rate enough to have access to significant
cash in alow-interest rate environment.
I the materials manager knew this, he
or she might choose to take advantage of
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Many hospitals have standardized contracts that include

“must-have” language. Another option is to develop a checklist

of key terms and clauses that should be included in every

contract. Pilots operate from a checklist; so should materials

managers.

certain early payment discounts te save

the institution money.
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Materials managers should review and
implement contracts methodically. While
individual contracts may vary, certain
elements should always be in place. As
an example, “out clanses” allow parties,
under certain conditions, to disengage
from the specified relationship; every
contract should have an out. The con-
ditions may include payment of finan-
cial penalties, but typically provision of
advance notice and purchase of any cus-

tom inventories suffice.

Many hospitals have standardized con-
tracts that include “must-have” language.
Another option is to develop a checklist
of key terms and clauses that should be
included in every contract. Pilots oper-
ate from a checklist; so should materials

managers.
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It's easy for vendors to promise the
world, but what happens if they don’t
come through? Building in the con~

cept of “risk and reward” is one proven
approach to handle this situation. For
example, let’s assume that a vendor touts
9 percent on-time delivery and defines
“on-time delivery” in some satisfac-
tory manner. Then, ask the vendor to
explain what happens if, in the course of
amonth or a year {(depending on product
order volume), the vendor has not kept
the promise. The vendor may talk about
how third parties verify the numbers or
about how the trend could only improve.
Remind the vendor that contracts must
address the worst-case scenario; then,

find away to incorporate some penalty
for this event. From alegal perspective,
any monetary penalty should be no more
than the actual loss of time and/or mate-
rials the hospital would incur.

Be certain to run through all of the what-if

questions and worst-case scenarios, even

continued on poge 14 -
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Getting the Most from Your Contracts continued from page 3

if they seem unlikely or impossible, For
instance, what happens if you find a ven-
dor has been overcharging year after year?
Will your vendor pay interest to you? Also,
thoroughly consider the use of words such
as “list price” in the vendor’s proposal.
What does that actually mean? Alist price
for what year and from what price book?
Are there built-in price escalations? Are
new technologies addressed? Istherea
credit or exchange clanse?
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Although your hospital may use its own
standardized contracts, always ask the
vendor representative for what he or

she would provide. This way, you can

see agreements that the vendor made in
the past with your hospital and others.
Undoubtedly, over many years, the ven-
dor made alterations in the effort to min-
imize its own liabilities. Gertain contract
elements may stand out, and others may
simply pique your interest or concern.

For more significant contracts, be sure to
request a paragraph-hy-paragraph review
with the vendor, If done by conference
call, a pair from materials management
can attend, one focused on taking notes
and the other on keeping the conversa-
tion fluid. Ask the vendor representa-
tives to explain the underlying reason
behind questionable clauses. Oftentimes,
the representative can provide logic or
examples that calm any doubts about the
integrity of the vendor, the contract, and
perhaps, the representative. You can glean
so much more color about the vendor’s
circumstances and approach from alive
discussion. Is this really their “standard”
contract, their best deal, their final offer?
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Presumably, you chose a high-quality
vendar, negotiated fairterms for the con-
tract, and included an out clause (justin
case). But be sure to make your effort count,

Depending on the product or service, seek
areasonable term for the duration of the
agreement. For hospital products and dis-
tribution, three to five years makes sense.
However, a special service contract may need
only six months. That said, always ask the
vendorto include a contract renewal clause
that extends the length of the contract upon

your request, but never auto matica]ly.

A centralized contract approval process
and a checklist of contract items that
address the hospital's strategic direction
can significantly improve a facility’s
chances of developing the best possible
coniracts—while greatly impacting the
organization’s bottom line. ®

Aaron |. Garmeng, MBA, is managerfor operations
with Nexera, a healthcare consulting firm basedin
New York (garmong@nexeraconsulting.com).
Alison B. Flynn, MHA, CMRP is vice president for
operations and technology with Nexera (flynn@

nexeraconsulting.com).
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In Specialty Services.

No other company increases margins like Goodroe Healthcare Solutions.

YOUR MARGINS
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Cardiac. Vascular. Orthopedics. Neurosciences.
Improving clinical and economic petformance in
high-cost specialty areas is what we do best.
No other company captures as much data at the
point of care. No other company can match the
integrity of our data. And no other company can
measure the overall uilization of products to support
clinical quality improvement and cost reduction.

Guodros is also the only company to receive eight
positive opinions by the Office of Inspector General
for gainshating, which is only one of our many
models designed to achieve hospital-physician
economic alignment. These are just a few of the
reasons why we are the industry leader in increasing
marging in specialty services. Te learn more, call
1-888-226-3001 or email us at ghs@goodroe.com
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