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Introduction

In most hospitals, the perioperative department drives the
lion's share of revenues-typically around 50 to 60 percent-
while contributing 30 to 40 percent of the costs! Those costs
largely reflect supply consumption. According to one study,
supply costs accounted for 56 percent of the total expense
budget for a perioperative department, exceeding salary
costs by more than 20 percent ?

Facing major capital and operational budget pressures, most
healthcare organizations are seeking more effective ways to
reduce OR supply costs while preserving or even improving
patient safety, operational efficiency, and staff productivity.

A multi-million dollar management issue

One area ripe for improvement is OR supply chain manage-
ment. Supplies associated with surgical procedures represent
a significant investment for healthcare organizations. The
inventory of stock, non-stock, and special order items on hand
typically runs from about $1 million for smaller hospitals to
around $4 million for larger institutions. Averaging about nine
inventory turns a year, hospitals are spending anywhere from
$6 million to $24 million annually on supplies?

In the majority of hospitals, at least some of this multi-million
dollar inventory is managed manually, using paper-based
methods and/or barcode scanning. Even if the hospital has an
automated supply chain, its Materials Management System
(MMS) typically does not have the functionality to manage
non-stock OR items

In a completely manual system, generally a staff member
conducts a spot count at periodic intervals, estimates the
number of units to be ordered based on predetermined
utilization rates (which may or may not be accurate), and then
physically keys the order into the MMS. In a semi-manual
system, generally barcodes are affixed to supply bins and
the staffer walks around to the bins with a handheld device
synched to the MMS, scanning the barcodes and keying in
the number to be ordered.

Manual inventory management methods are generally
associated with a number of problems, including:

e Inaccurate information on inventory counts and utilization
« Overstocking (artificial stocking) to avoid running out

¢ Understocking, often leading to expensive rush orders

e Waste, as stock is lost or becomes obsolete

e Lack of accurate data to forecast demand, take advantage
of special vendor pricing, and drive better decision-making

« Ineffective charge capture
« Inefficient use of hospital space for storage
¢ Time-consuming work for OR staff

 Physician and staff dissatisfaction when supplies are not
available when needed

From lack of visibility into utilization to excessive waste, these
issues may drive up the direct and indirect costs of OR supplies,
reduce the efficiency of OR staff, and may increase risk for
patients. As such, manual supply chain management is a
major impediment preventing hospitals from optimizing their
perioperative operations to address today’s cost and
revenue pressures.



Putting IT to work in the OR

Harnessing the power of information technology is the pathway
to improving the accuracy and efficiency of OR supply chain
management. A perpetual inventory system that updates
inventory according to utilization patterns is a preferred
approach for many hospitals. This requires a system that is
attuned to OR workflow and, unlike an MMS, is designed to
manage all of the supplies (non-stock as well as stock) used in
a perioperative department. An organization can attain this
level of optimization by progressing through specific supply
chain levels, each with measurable benefits.

Laying the foundation

In today’s complex environment, there are some elements of
supply chain management that set the stage for an organization
to achieve a foundational level of efficiency. Implementing MD
preference cards and resource catalog settings can quickly yield
benefits for an organization. For example, in finding the right
balance of MD-specific cards and more general cards based on
Supply Related Procedure Groups (SRPG'’s) an organization can
locate areas for inventory improvement immediately.

The Basic level of perioperative supply chain management often
includes an item interface to the hospital MMS. The addition of
this interface to the foundation of MD preference cards and
resource catalog settings can enable the hospital to maintain
line of sight to updated supply costs.

Inventory and billing in real time

Manual and semi-manual inventory systems have a built-in
flaw: the lack of hard data on actual usage. Eyeballing stock
on hand and assuming a pre-determined utilization level to
maintain par levels are key reasons why so many perioperative
departments find themselves dealing with the workflow and
financial consequences of over- and understocking.

As an organization automates additional steps within the
perioperative inventory and billing process, it moves into the
Real Time supply chain management level, which can help
drive accuracy and efficiency. Some hospitals use this level
as a building block to drive further optimization of the supply
chain, while for others it is a destination in itself.

Hospitals often reach this level of supply chain management
initially though the implementation of some basic MMS inter-
faces, which can yield significant returns. A Picklist interface
enables automatic quantity on hand reductions at the point
of case cart picking, thus providing real-time quantity on hand
information and leading to fewer quantity on hand errors
and omissions.

By implementing consumption and, if needed, inbound usage
interfaces, organizations can drive further accuracy and
efficiency of tracking higher cost supplies in the perioperative
supply chain. A consumption interface can enhance the control
on returns to the materials department and can benefit not
just the perioperative supply chain but materials management
as well. An inbound usage interface, especially in the case of
medications, can enable automatic flow of information from
controlled access systems, such as Pyxis® or Omnicell®

This level of automation can provide significant benefits, how-
ever it is important to note that this only automates items that
are managed in the MMS, which typically does not include the
materials in the OR department (and can amount to $1M to
$2Min an average OR).

Perpetual

Dynamic

Real Time

Perpetual System
e Electronically send requisitions to materials management

» Automatically receive materials quantities on hand in Periop

Dynamic System
e Know what is on the shelf in real time

* See automatic replenishment recommendations
* Increase ordering speed and accuracy
¢ Reduce FTE time and physical costs

Real-Time System
¢ Automate materials management

o Accelerate automatic case cart picking
o Utilize size-based picking
¢ Improve control of materials department returns

* Manage MD preference cards

¢ Enable automatic tissue and implant tracking
e Forecast resources based on schedules

¢ Improve cost analysis




Seamless ordering and accuracy

In the Dynamic level of this supply chain management model,
a hospital's entire process becomes paperless. Achieving a
paperless perioperative supply chain often involves imple-
menting IT systems such that an interface sends a requisition
generated from the Perioperative Management System to the
hospital MMS system.

Often, if not already done in the Real Time supply management
level, bar code scanning can also be easily implemented at
this stage with most well-designed Perioperative Management
Systems. Some supply chain systems rely on the circulating
nurse to scan all the supplies used during the case. Another
solution is to implement a charge-by-exception utility. This
has helped some hospitals reduce documentation time and
post-case review and audit, while more efficiently meeting
regulatory and professional record requirements. Automating
requisition to the MMS system and implementing barcode
scanning allows for more seamless and accurate ordering of
all materials needed in the Perioperative environment.

The increased data visibility inherent in paperless ordering can
give materials managers and perioperative management much
greater insight into their perioperative supply chain, which could
lead to reductions of millions of dollars of inventory on hand or
reduced overtime for supply audits. When compared to the
typical cost of a Perioperative Management System and the
cost of interfaces to the MMS, one hospital has seen over
200% return on investment alone?

Perpetual inventory optimization

It is possible to achieve perpetual optimization of the supply
chain with all requisitions in the perioperative area driven off
consumption, no manual counting of bins, spot checks or other
manual inventory management, except for commodity supplies.
Although there are currently few organizations at this level of
supply chain excellence, it can come with a disproportionally
large reward for the effort.

Often the final step in achieving maximum supply chain
management optimization through automation comes with
the integration of the perioperative management system with
the MMS through two additional interfaces. Implementing
requisition and receiving interfaces enables the perioperative
department to electronically send requisitions to materials
management and to automatically receive quantities on hand
in perioperative. This not only notifies the MMS system what
supplies have been used but also when to re-order them.
Hospitals attaining this level of supply chain automation can
enable OR materials staff to focus on more proactive activities,
such as tracking implant information as implants are received.

At this point it is possible for the perioperative materials
management system to calculate recommended requisitions.
Supplies from inventory locations not managed by the materials
system can also be controlled perpetually, providing real time
knowledge of what is on the shelf and the ability to proactively
forecast demand.

A step toward continuing viability

Moving from manual to automated management of OR supplies
enables perioperative services to function successfully in an
environment of healthcare reform, economic uncertainty, and
the push toward the integrated electronic health record. The
benefit in terms of reduced waste, more effective charge
capture, accurate and timely ordering, demand forecasting,
improved workflow, and increased physician and staff satis-
faction will enable the perioperative department to contribute
even more effectively to the growth and profitability of the
healthcare institution going forward.



© 2012 General Electric Company - All rights reserved.

General Electric Company reserves the right to make
changes in specifications and features shown herein, or
discontinue the product described at any time without
notice or obligation. This does not constitute a representation
or warranty or documentation regarding the product or
service featured. All illustrations or examples are provided
for informational or reference purposes and/or as fictional
examples only. Your product features and configuration
may be different than those shown. Contact your

GE Representative for the most current information.

GE, the GE Monogram and imagination at
work are trademarks of the General Electric Company.

General Electric Company, by and through its
GE Healthcare division.

GE Healthcare used good faith efforts to simulate a

value on investment forecast in an unaudited environment
using a mathematical projection model based on factors
that have affected other customers’ return on investment.
These factors may or may not be applicable to or accurate
for your organization or future events. There may be
additional factors to consider and the relative weight of
the assumed factors may differ for your organization or over
time. GE Healthcare is not guaranteeing or forecasting with
certainty your organization’s actual return on investment.
Your individual results may vary and are dependent on
executive and operational policies and performance.

You should exercise independent judgment about your
purchase with reference to your own knowledge of your
organization, market, prior purchases, financial position
and related conditions.

This document is provided to you for informational
purposes only and does not constitute a representation,
warranty, or guarantee of future performance, financial
results or return on investment. GE Healthcare disclaims
liability for any loss or claimed damages, which may
arise from reliance on or use of information contained
in this document.

GE Healthcare

540 W. Northwest Highway
Barrington, IL 60010

U.S.A.

www.gehealthcare.com

imagination at work

References

1.

Healthcare Financial Management Association, “Profit
opportunities still exist... in the operating room,” Healthcare
Financial Management 56 suppl, 1-8 (October 2002).

Park K. W. and Dickerson C. “Can efficient supply
management in the operating room save millions?,”
Current Opinion in Anaesthesiology 22, 242-248 (2009).

Lisa M. Melson and Mary Kay Schultz, Overcoming barriers
to operating room inventory control, COPYRIGHT 1989.
Healthcare Financial Management Association, COPYRIGHT
2004 Gale Group.

Based on GE Healthcare Centricity Perioperative
observations of the supply management methods of
over 100 hospitals and surgery centers.

GE Healthcare. Summa Akron City Hospital gains 206% ROI
with Centricity Perioperative. 2011.

DOC1170848



