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Response report identified billions of dollars in 
potential savings, a portion of which were related 
to contracting. Subsequent reports added more 
weight to the case for healthcare providers to use 
contract management to gain visibility into and 
control of their fastest growing operating ex-
pense. Those reports called for real-time synchro-
nization of pricing data and a central repository 
for all contracts.

This white paper will explore methods for im-
proving an organization’s contract management 
performance through automation and process 
and resource optimization. It will outline steps to 
help an organization:
•	Maximize	the	value	of	negotiated	contracts,	both	

group purchasing organization (GPO) and local
•	Receive	the	best	negotiated	price	every	time,	

including tier pricing opportunities
•	Create	and	maintain	one	contract	repository	for	

both medical-surgical and non-medical-surgical 
products

•	Reduce	operating	expenses	by	reducing	
discrepancies and lowering the cost to resolve 
them when they do occur

•	Transition	from	reactively	managing	item	files	to	
proactively managing contract pricing
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Executive Summary 
As healthcare organizations look for innovative 
ways to deal with healthcare reform and economic 
uncertainties, the supply chain is assuming an 
increasingly important role. Healthcare execu-
tives recognize that for their organizations to have 
the best chance to survive and thrive in today’s 
environment, they need to take advantage of every 
strategy at their disposal to control operating ex-
penses while still delivering superior patient care. 
The supply chain plays a pivotal role in achieving 
those goals. 

Consider	these	facts:	Supply	chain	costs	are	
second only to labor as the largest expense for 
healthcare provider organizations. And they are 
increasing faster than any other operating expense. 
Faced with declining revenues, leading healthcare 
organizations are adjusting their supply chain strat-
egies and business processes to bring these costs 
under control. 

One area that shows great promise for delivering 
savings	is	contract	management.	More	effective	
contract management has been a goal in health-
care	since	the	1996	Efficient	Healthcare	Consumer	

Highlights

This white paper offers 
strategies to address 
the following business 
issues:

•	Getting	the	right	
price, every time

•	Reducing	operational	
expenses and 
providing business 
predictability

•	Reducing	the	time	
required to keep up 
with contract changes

•	Controlling	the	
purchase of high-cost 
physician preference 
items
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Contract Pricing: A Moving 
Target
Managing	contracts	more	effectively—from	
creation	to	renewal	or	expiration—can	deliver	real	
value for healthcare organizations. Yet because of 
its complexity, contract management may be one 
of the most underutilized tools for maximizing cost 
savings in healthcare. Disparate IT systems that 
don’t share information and lack of widespread 
adoption of industry data standards for product 
and organizational/location identification all contrib-
ute to this complexity.

Also making it difficult for providers to address 
the issue of contract management is the large 
number of contracts, frequency of pricing updates 
and changes, and new activations and additional 
contracts to cover new products. GHX studies 
have found the average hospital has more than 
1,200 GPO and local contracts in its portfolio and 
activates contract pricing for more than 40,000 
new line items every six months. Adding to the 
complexity is the fact that contracting in healthcare 
involves multiple parties and procedures. 

Healthcare organizations purchase hundreds of 
thousands of supplies every year, and for the aver-
age hospital, GHX has found that up to 85 percent 
of those supplies are covered by a local or GPO 
contract. Yet providers often don’t have the time 
or resources to help ensure they are paying the 
correct price, to research exceptions or variances 

from the contract price, and to look at each prod-
uct category or GPO contract for pricing opportuni-
ties. As a result, they may be paying more than 
they need to for supplies.

Andersen study defined scope of the 
problem
The problems inherent in healthcare contract man-
agement were defined 10 years ago in the ground-
breaking Andersen Industry Study Report, “The 
Value	of	eCommerce	in	the	Healthcare	Supply	
Chain.”i That report identified contract database 
management	as	a	“core	value	driver”	in	the	health-
care supply chain, and measured and quantified 
both tangible and intangible benefits from manage-
ment of existing and future contracts between pro-
viders and suppliers. Among the study’s findings:
•	 It	is	very	difficult	for	provider	organizations	to	

manage item files and contracts effectively. 
Often, several prices are paid for the same item 
within a provider’s system. 

•	Most	contracts	and	pricing	files	are	paper-
based and require manual input into a provider’s 
materials management information system 
(MMIS)	or	enterprise	resource	planning	(ERP)	
system.

•	Tiered	pricing	and	complicated	contract	terms	
not only cause incorrect purchase order (PO) 
pricing, but also create back-end rework 
associated with errors and credits.

•	Rebates	and	other	contract	incentives	are	
completely dependent on the information 
provided by suppliers and GPOs.
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In its study, Andersen called for an integrated e-
commerce tool to serve as the catalyst for en-
abling providers and suppliers to interact with each 
other. Such a tool, Andersen said, could provide 
a Web-enabled contract repository to assure the 
alignment of pricing and units of measure, and 
minimize the need for rework and assure that the 
proper price was being paid.

Other opportunities for improvement 
identified
Two other groups joined Anderson in calling for 
improvements in healthcare contract management. 
The	Strategic	Marketplace	Initiative,	a	non-profit	
organization of healthcare executives dedicated to 
improving the healthcare supply chain, called out 
contract synchronization among trading partners as 
an area needing improvement.ii Among the issues 
still to be resolved, the group said, was a “lack 
of industry process consistencies about contract 
loading and data management to ensure that all 
parties implement the negotiated terms by the 
mutually	agreed	upon	effective	date.”

In a 2006 report, the Health Industry Distributors 
Association’s	Supply	Chain	Council	addressed	what	
it called “an out-of-sync, error-prone healthcare 
supply	chain,”	and	made	a	number	of	recommen-
dations for improvement.iii Its report said, in part, 
that	“The	Council	believes	the	best	solution	will	
come in the future with the creation and utilization 
of an industry wide electronic central repository 
that	all	supply	chain	partners	can	access.”		

Best-in-Class Contract 
Management
What does best-in-class contract management look 
like? In a 2009 studyiv, Aberdeen Group, a consulting 
firm, analyzed contract management. It concluded 
that effective management of the contract creation 
process, combined with the development of greater 
analytics and reporting capabilities around contract 
compliance, can deliver real value and returns for 
organizations.

Among key findings of the Aberdeen study of more 
than 170 enterprises were the following:
•	Best-in-class	organizations	experience	four	times	

less savings leakage than others.
•	Best-in-class	organizations	realize	15-20	percent	

lower contract creation and approval cycle times 
than their competitors.

•	Best-in-class	organizations	are	able	to	place	59	
percent more spend under management than 
others.

•	Best-in-class	organizations	are	able	to	place	42	
percent more spend on contract than their peers 
due to more effective contract management.

•	More	effective	management	of	procurement	
contracts has led best-in-class organizations 
to capture 46 percent more of their negotiated 
discounts and rebates.

How Does Your Organization 
Stack Up?
The first step toward improved contract manage-
ment is assessing an organization’s current state. 
GHX has identified seven critical questions an orga-
nization must answer to determine how well they 
are performing key contract management functions:
•	Do	we	always	pay	the	correct	contracted	price	

for stock, non-stock and non-file items that we 
purchase?

•	Do	we	know	the	expiration	date	of	all	of	our	
contracts?

•	Are	we	on	the	right	tier	level	for	every	contract?
•	Could	we	easily	locate	a	specific	contract	we	are	

looking for and be able to do this for all contracts, 
both GPO and local?

•	 Is	our	item	master	automatically	updated	
whenever contract price updates occur?

•	Can	we	analyze	our	contracts	across	a	vendor,	
manufacturer or product line?

•	Can	we	quickly	calculate	how	much	of	our	total	
spend is on-contract versus off-contract?

If	an	organization	answers	“no”	to	one	or	more	of	
these questions, it is not taking full advantage of all 
opportunities to cut costs from its supply chain. And 
the last question is particularly important if the goal 
is to gain control over high-cost physician prefer-
ence items (PPI), which create challenges when 
processed as consignment, bill-only orders outside 
of a hospital’s standard purchasing process. With a 
lack of visibility into these purchases, providers often 
have little control over which items are purchased 
and whether or not they are purchased at the correct 
contract prices.

The remainder of this white paper will look at how 
an organization can maximize its people, processes 
and technology to achieve greater cost savings and 
gain visibility into every dollar spent through proac-
tive contract management. 

Success Story: 
Torrance Memorial

Like many hospitals, 
lack of resources 
had made it nearly 
impossible for Torrance 
Memorial	Medical	
Center	in	Torrance,	
Calif.,	to	stay	on	top	
of all the potential 
contracts for which 
it may have been 
eligible. As a result, 
the medical center 
wasn’t optimizing its 
contract management 
process to ensure 
that it was getting the 
best possible price 
for the nearly $80 
million in medical-
surgical supplies it 
purchased each year. It 
sought help from GHX 
Business	Solutions	and,	
through implementation 
of best practices for 
managing contracts 
and pricing, along with 
the	CCXpert	contract	
management solution, 
was quickly moving 
more purchases onto 
contracts and driving 
supply chain cost 
reductions. Here are 
the results Torrance 
Memorial	achieved:
•	Loaded	more	than	

300 contracts into 
GHX

•	 Increased	its	contract	
coverage through the 
GHX exchange from 
20 percent to more 
than 60 percent of 
spend

•	 Identified	more	than	
$500,000 in savings

•	Achieved	more	than	
$140,000 in initial 
savings
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Automation: Key to Creation and 
Management of Contracts
As more healthcare organizations become part 
of large health networks and develop increasing 
numbers of complex commitments and obligations 
to facilities, customers, partners and suppliers, the 
use of contracts has grown substantially. Yet many 
of those organizations continue to rely on cum-
bersome and time-consuming manual processes 
to manage their contracts, commitment levels, 
rebates and item master updates.

Hospitals that manually upload contract data to 
their	MMIS	or	ERP	system	face	a	number	of	chal-
lenges. Often, they lack visibility into current con-
tract pricing for weeks or even months. During that 
time, they may be overcharged for products and 
spend valuable time trying to identify and recoup 
those overcharges. Worse yet, they may not have 
the time to research and seek the refunds, and 
either miss out on the savings or have to hire third 
parties to manage this process. It’s far more diffi-
cult to recapture overpayments retroactively than it 
is to identify and deal with exceptions in real time.

A central repository for all contracts
The right automation approach can enable an 
organization to achieve contract compliance while 
helping to drive identification of additional savings 
opportunities. Electronic management of an orga-
nization’s contract portfolio is the key to addressing 
contract issues that may prevent the organization 
from achieving the full measure of available cost 
savings. A technology solution exists today that 
enables an organization to store and access its 
contracts and current pricing in one place, and to 
easily monitor contract activity and compliance. 
By	providing	a	three-way	price	match	between	
PO, purchase order acknowledgment and contract 
price in real time, this solution enables hospitals to 
work with their suppliers to correct pricing prior to 
the invoicing process. The solution also eliminates 
the need to manually key price changes and new 
contract prices into the item master.

The benefits of this solution include the ability to:
•	Electronically	review	and	manage	contract	

and price updates to reduce contract price 
exceptions

•	Reduce	time	spent	handling	exceptions
•	 Increase	“early	pay”	discounts

•	Electronically	load	current	contract	information	
into	an	organization’s	MMIS	or	ERP	system	to	
increase invoice match rates

•	Automatically	activate	contract	data	as	it	
becomes effective

•	Validate	current	and	accurate	pricing
•	Monitor	contract	activity	across	all	of	an	

organization’s spend
•	Evaluate	new	contract	opportunities

Automating the pricing synchronization 
process
For efficiencies to be recognized by all participants 
in	the	contracting	process,	all	four	parties—pro-
vider,	manufacturer,	distributor	and	GPO—must	
be able to share information electronically. A way 
to automate the pricing synchronization process 
is available today, and is the industry’s only four-
way collaborative platform enabling all parties to 
a contract to agree on key terms and conditions. 
Parties to a contract generate an electronic letter 
of	commitment	(eLOC)	in	real	time,	and	can	have	
the contract integrated with a distributor on the 
same day it is executed, in turn activating new pric-
ing with all parties in less than a week. Without the 
platform, it can take up to 60 days to synchronize 
contract data.

Healthcare	now	has	the	“industry	solution”	called	
for in some of the earlier industry reports. This 
makes it easier for trading partners to share, in 
a timely manner, accurate information related to 
factors such as tier pricing and commitments, cus-
tomer eligibility and price activation dates, provid-
ing a neutral platform through which all parties to a 
contract can be confident that the price being paid 
is accurate.

Making People a Part of the 
Equation
When	Cindy	Kassotis	became	director	of	Materials	
Management	at	Torrance	Memorial	Medical	Center,	
she faced a challenge. It quickly became apparent 
to her that a very small percentage of Torrance 
Memorial’s	annual	supply	spend	was	on	contract.	
“Although there was a contracts manager in place 
and she was doing a great job, without the proper 
structure and a centralized repository for contracts, 
the	task	of	managing	contracts	was	daunting,”	
Kassotis	said.
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Kassotis’	vision	was	to	have	a	centralized	reposi-
tory for all contracts, those negotiated by Torrance 
Memorial’s	GPO,	as	well	as	contracts	that	it	nego-
tiates locally. She also wanted incoming requests 
to the Purchasing department and outbound orders 
processed electronically. Finally, she wanted to 
provide	the	right	tools	and	training	to	the	Materials	
Management	staff—enabling	them	to	do	their	jobs	
accurately and efficiently and ultimately leading 
to	the	cost	savings	Torrance	Memorial	wanted	to	
achieve. 

Kassotis	recognized	that	she	would	need	the	right	
technology to achieve her vision and selected 
a solution. Next, gaining the trust of the rest of 
the	organization	for	Materials	Management	and	
developing a contracts team to implement the 
necessary changes were equally important. So 
she hired a system administrator for her materials 
management system and a data analyst; shored 
up the contracts team by promoting the contracts 
coordinator to contracts manager and hiring two 
contract	analysts;	and	made	sure	that	everyone—
from requesters through approvers and buyers to 
Materials	Management	staff—was	trained	to	use	
the new technology and follow new processes.

To build trust for her department within the or-
ganization,	Kassotis	established	a	value	analysis	
program that involved a steering committee and six 
teams representing everyone involved in the pro-
curement	process	at	Torrance	Memorial—cardio/
imaging, service and technology, surgery, patient 
care,	lab	and	pharmacy.	While	Kassotis	admits	
it wasn’t easy, she believes that by involving all 
stakeholders	in	the	process,	Torrance	Memorial	
was able to overcome some of the hurdles that 
could have derailed its supply chain transformation 
efforts. 

Leveraging Technology with 
Process Improvements
An organization can implement the best, most 
innovative technology to help it manage contracts, 
but if it relies on the same processes it has always 
used, it will miss the opportunity to maximize its 
return on investment. Recognizing this, Torrance 
Memorial	made	a	number	of	improvements	to	its	
procurement processes. It developed a process 
flow for approvals that electronically routed requisi-
tions to managers for approval. In addition, security 
classes	were	modified	so	that	only	MMIS	analysts	

could make master file additions, changes or dele-
tions. Finally, a set of procurement policies and 
procedures was developed.

“By	automating	our	processes	and	cleaning	up	our	
data, we were able to gain greater visibility of our 
spend,”	said	Kassotis.	“We	can	now	apply	resourc-
es	where	they	will	be	most	effective.”

Memorial	Hermann,	the	largest	not-for-profit	
healthcare system in Texas with an integrated 
network of 11 hospitals, also realized its in-house 
contract management system was inefficient, 
costly	and	in	need	of	an	overhaul.	Memorial	
Hermann chose the same technology chosen by 
Torrance	Memorial,	while	acknowledging	the	need	
to improve departmental integration processes at 
the same time. 

“You	can’t	just	flip	a	switch	and	make	it	happen,”	
said	Scott	McLaughlin,	director	of	Purchasing	
and	Contracting	Services	at	Memorial	Hermann.	
“You can’t operate in silos, so we went through 
an education process that enabled all depart-
ments	involved	with	contracting—from	Materials	
Management	to	Accounts	Payable—to	understand	
the benefits to them and to the entire organization 
of	what	we	were	doing.”			

Memorial	Hermann	also	examined	processes	and	
implemented changes to leverage the contract 
management technology it chose. The result: ev-
eryone involved with contracting spends less time 
resolving discrepancies and shares confidence 
they are paying the right price for items.

Increased Visibility, Accuracy 
and Timeliness Create Value
Today’s provider organizations are operating with 
razor-thin profit margins and increasingly are find-
ing that procurement is one of the last remaining 
areas where they can achieve substantial cost 
savings. Assuming an organization’s operating mar-
gin is 2 percent, one dollar of expense reduction 
is worth $50 in gross revenue, according to the 
Association	for	Healthcare	Resource	&	Materials	
Management.v Or, stated another way, $100,000 in 
supply chain savings is equivalent to $5 million in 
gross revenue. 

GHX has found that by being able to automate 
the process of inputting contracts into a hospital’s 

Success Story: 
Memorial Hermann

Realizing that its 
paper-based contract 
management operation 
was inefficient, costly 
and in need of an 
overhaul,	Memorial	
Hermann Healthcare 
System in Houston, 
Texas,	chose	CCXpert	
by GHX. Using the 
solution,	Memorial	
Hermann has 
automated its contract 
management process 
to help ensure it is 
paying the correct price 
for items on contract, 
significantly improving 
efficiency and enabling 
the organization to 
identify, on average, 
$25,000 per month 
in potential contract 
overpayments.
In the three months 
after	Memorial	
Hermann—now	
managing a $530 
million	spend—began	
using	CCXpert,	the	
organization was able 
to:
•	 Increase	total	

contracts loaded to 
GHX from 373 to 904

•	Raise	the	percentage	
of lines ordered 
through GHX that 
matched a contract 
in	CCXpert	from	
38 percent to 66.3 
percent

•	 Increase	the	dollar	
value ordered through 
GHX from $3.2 million 
to $5.2 million

•	Reduce	the	amount	
of time to get a local 
contract uploaded 
from 15-20 minutes 
to about five minutes
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MMIS	or	ERP	system,	providers	can	help	eliminate	
contract errors costing up to $30 per error, as well 
as thousands of dollars in contract overpayments. 
Purchasing at the correct contract price, on the 
correct tier and on the primary contract can help 
hospitals save up to 3 percent of the total amount 
they spend on contracted items, according to GHX 
value studies. With the addition of other contracts, 
such as those for managed care, leases, physician 
agreements, and maintenance and service, savings 
can be as high as 5 percent.

High Point Regional Health System in High Point, 
N.C.,	maximized	its	contract	management	oppor-
tunities by going beyond traditional contracts for 
products negotiated with GPOs and directly with 
manufacturers to include other contracts the hospi-
tal	had	created.	In	partnership	with	GHX	Business	
Solutions, High Point loaded as many contracts as 
it could into its materials system, from physician 
contracts to lawn services, providing it with a “one-
stop	shop”	where	everyone	in	the	organization	has	
visibility into all contract agreements. 

Managing non-file, off-contract spend
Increased visibility into what they are spend-
ing, and with which vendors, enables healthcare 

providers	to	identify	thresholds—the	point	at	which	
products have been purchased in large enough 
quantities to qualify for better contract pricing. 
But	the	greatest	measure	of	value	from	proactive	
contract management can be achieved by moving 
non-file spend to contracts.

According to Datamonitor Group, a provider of glob-
al business information, 40 percent of the average 
hospital’s annual spend is non-file and, as a result, is 
not easily managed. Working together with custom-
ers, GHX has found that converting even a small 
percentage of non-file spend to managed spend can 
offer significant hard-dollar savings.

By	reducing	non-file,	off-contract	spend	prior	to	
creation of a PO, providers can gain control over 
the purchase of PPI, such as cardiac stents, ortho-
pedic implants and pacemakers. These advanced 
medical devices frequently account for as much 
as 40 percent of a hospital system’s medical-
surgical supply spend, yet they don’t go through 
a hospital’s materials management department. 
Because	of	lack	of	visibility,	hospitals	find	they	
have little control over which items are purchased 
and whether they are purchased at the correct 
contract price.

Develop a 
contracting 
strategy

Identify a single 
source of truth

Digitize all 
contracts including 
contract line data

Merge/integrate 
contract data to 
processes

Steps to Better
Contract Management
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Conclusion
A variety of forces, some longstanding and others 
set to take effect in 2011 and beyond, will make 
it difficult for hospitals to maintain current levels 
of profitability. The worst case scenario would 
have some hospitals forced to shut their doors. 
As a result, today’s healthcare leaders are looking 
for strategies to help their organizations main-
tain profitability so they can continue to provide 
the same high level of care their patients expect 
and deserve. With the supply chain one of the 
last remaining areas of substantial cost savings 

opportunities, having a contract management 
strategy in place just makes good sense from a 
business standpoint.  

By	leveraging	the	right	price	management	technol-
ogy with optimized contract management process-
es and better resource alignment and utilization, 
healthcare providers can transform their contract 
management function into a strategic asset. The 
potential benefits are substantial and can help 
organizations achieve the competitive advantage 
they seek in today’s challenging environment.    
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