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Healthcare Purchase Benchmark

Create transparency to regain the balance between
buyers and suppliers

Lisboa, 17 november 2017
Prof. dr. Mark Van Houdenhoven

CEO Hospital Sint Maartenskliniek, Nijmegen, The Netherlands
Nijmegen School of Management, Radboud University

¥ @MHoudenhoven
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Situation, trigger and question

How can we improve transparency, fairness and affordability of products in the medical industry?

* The digital revolution empowers customers and leads to The rising costs of health care
lower prices, because consumers are able to compare
prices and therefore companies are enforced to change $8.3t 10.6% 5.2%

their business model

* However, the medical industry is different and still
dominated by a few large players who keep their prices
high and gain high profits
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Situation, trigger and question

The digital revolution empowers customers and leads to
lower prices, because consumers are able to compare
prices and therefore companies are enforced to change
their business model

However, the medical industry is different and still
dominated by a few large players who keep their prices
high and gain high profits

Larger medical suppliers of drugs, medical devices and
medical disposables dominate their respective markets
creating a medical industry without transparent prices,
lacking sense of fairness resulting in non affordable
products and increasing costs for hospitals

This all leads to a in a non affordable, non fair and non
transparent healthcare market

How can we improve transparency, fairness and affordability of products in the medical industry?

The rising costs of health care

$8.3t 10.6% 5.2%

Comparison of profits

Net income ($b Net income as percentage of revenues (%)
17.5 n— Novartis *
9.9 m— GSK — T —
53.4 Apple | — X r—
15.4 EEE  Johnson & Johnson ESFFLTI
16.3 E— Google p— L —
7.0 m— Pfizer T —
12.2 m— Microsoft % ]
4.5 Sanofi [ 13% ]
18,2 m— Samsung e 11%
0.5 Helios o 2% ol
1.2 Merck 9% ]
17.5 m— Toyota | 8% ]
7.0 m— BMW 7% ]
9.6  General motors  EEIM
g..sx i’::;“:ﬁ:f o M Medical industry
0.1 UCLA Il Technology & Automotive
1.9% Kaiser Permanente - I Hospitals
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A fair health care system?

Major medical suppliers are among the most profitable businesses
worldwide

Net income of medical suppliers, technology & automotive flrms and hospitals (sbh, 2015)
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A fair health care system?

The pharmaceutical industry spends billions on marketing & sales
which is way more than other publicly well-known companies

Percentage of revenues spent on sales & marketing and R&D

Top pharmaceutical companies

spend 24-18%, of their revenues
o on marketing & sales

While only 1 3-10%, on Research

& Develcgment

Pubiicly well-known marketing
iInensive CoOmpanes spend only
$-199%, of ther revecues on
marketng & sa'es

. They spend 1-17% on Research
& Develcgment

Hospital spent on marketing &
sales s very small, while they
typically invest & few percentages
B matetng & Sebes % B0 » of reverues in RAD
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Situation, trigger and question

The digital revolution empowers customers and leads to
lower prices, because consumers are able to compare
prices and therefore companies are enforced to change
their business model

However, the medical industry is different and still
dominated by a few large players who keep their prices
high and gain high profits

Larger medical suppliers of drugs, medical devices and
medical disposables dominate their respective markets
creating a medical industry without transparent prices,
lacking sense of fairness resulting in non affordable
products and increasing costs for hospitals

This all leads to a in a non affordable, non fair and non
transparent healthcare market

In this age of the digital revolution we must restore the
balance between medical suppliers and hospitals and
therefore need an answer to the question:

How can we increase the power of hospitals to create a
system that is transparent, fair, and has affordable
products so we can deliver the highest value in health?

How can we improve transparency, fairness and affordability of products in the medical industry?

The rising costs of health care

$8.3t 10.6% 5.2%

Comparison of profits
Nle; t‘;ncome ($b N Net income as percentage of revenues (%)
.5 — ovartis *

9.9 m— GSK
53.4 Apple | — X r—
15.4 EEE  Johnson & Johnson ESFFLTI
16.3 — Google p— L —
7.0 m— Pfizer [ 14% ]
12.2 — Microsoft o
4.5 m- Sanofi [ 13% ]
18,2 m— Samsung | 11% ]
0.5 Helios o 2% ol
1.2 Merck 9% ]
17.5 m— Toyota | 8% ]
7.0 m— BMW 7% ]
9.6  General motors  EEIM

0.1 ErasmusMC
0.5 Mayo Clinic

0.1 UCLA
1.9 Kaiser Permanente

Il Medical industry
[ Technology & Automotive
M Hospitals

TO08

Different prices for same product

O Swtnwond B Ewopean Average

]~
GOP per Capita (US$ Thousanas) :‘y’"‘
Knee and Hp Replaoments Flaced per 4%
+0.000 Inhatstants b+ 4
Price index for Knee and Hp 84
Replacements o
42
Medan Age a1
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Three components for a healthy system

The current health care system is lacking transparency, not considered fair and becoming less
affordable

Transparent

* Thereis a trend towards
transparency, but medical
suppliers and GPQ’s keep hospitals
in the dark by information
asymmetry and legal clauses

* Various companies, like GPO’s and
consultancies profit from a lack of
transparency

Lack of transparency

Group Purchasing Organizations profit

from a lack of transparency,
participants pay them a percentage of

the price

Medical suppliers create information
asymmetry by size, sales, logistics and
price knowledge
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Three components for a healthy system

The current health care system is lacking transparency, not considered fair and becoming less

affordable

Transparent

Fair

* Thereis a trend towards
transparency, but medical
suppliers and GPO’s keep hospitals
in the dark by information
asymmetry and legal clauses

* Various companies, like GPO’s and
consultancies profit from a lack of
transparency

Lack of transparency

Group Purchasing Organizations profit

from a lack of transparency,
participants pay them a percentage of

the price

Medical suppliers create information
asymmetry by size, sales, logistics and
price knowledge

A lack of balance between
suppliers and buyers results in an
unfair system

Major medical suppliers are
among the most profitable
businesses in the world

Power balance between suppliers and

buyers
o000

Information I| || I| ||

asymmetry . .
Hospitals without
bargaining power

Medical suppliers
have bargaining
power
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Three components for a healthy system

The current health care system is lacking transparency, not considered fair and becoming less
affordable

Transparent Fair Affordable
* Thereis atrend towards * Alack of balance between * Health care costs have increased
transparency, but medical suppliers and buyers results in an every year and will continue to
suppliers and GPO’s keep hospitals unfair system increase faster than inflation
in the dark by information * Major medical suppliers are * Global health care costs are
asymmetry and legal clauses among the most profitable expected to rise with 5.2%
* Various companies, like GPO’s and businesses in the world annually until 2018
consultancies profit from a lack of
transparency
Lack of transparency Power balance between suppliers and Global pharma segment sales
. o . buyers
Group Purchasing Organizations profit o000
from a lack of transparency, #— Growth rate
participants pay them a percentage of B Pharmaseutical sales
the price !anf\%:r:éltfc
Hospitals without
bargaining power 1.500 8
] 6
Medical suppliers create information Medical suppliers =§ 1.000 ‘2‘
asymmetry by size, sales, logistics and have bargaining 2 500 0%
price knowledge power 3 -2
-4
0 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
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Cancer drugs in 16 European countries, Australia, and
New Zealand: a cross-country price comparison study
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Summary

Background Cancer druge challenge beabb-cooe spviems becamse of their high prices. No cromcountry pesce
comparisen of cancer Sougs for 3 Lrge number of countries has been publoded. We simed %0 sarvey the prices of
canet divggs bn bigh s omse conimes (Fusepe Australi, asd New Traland)

Methods Baved oo commparabaley in bermes of She cxomermic ssution snd of the pharmacouscal sdem, we surveyed
sl Nt prices per it 3t ev-facory price bevel of 51 ariginace cancer dougs In 3 Teropean cosnmies. Australis,
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The Anand il sustanadelity of Cander servioe o part of
national health stermn i & magor challenge,” cncology
cormmes up 10 30% of tots hospital expendtuse and
the amscunt spent 00 expermwe Ganier deugn 1 riving
a2 " I view of the pipelne of new drogs, these costs
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hoalth yystonts mith fand rowing Conls for These drugs
mars that the watabnability of cancer cae coukd be
compromuned.

Orne clementt inoreaningly under scruiny is the peicing
policy of pharmaceutical (ompanies. Both in the

"i Actual costs of cancer drugs in 15 European countries

setert Acnerian Sockety of Oical Ovcology (ASCO)
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How can we change the system?

We envision a closed loop in transparency, fairness and affordability to provide the highest value

in health, starting with creating transparency

Closed loop in transparency, fairness and affordable products

Negotiations with providers

based on equality where the
patients’ interest are of
primary concern |

sourcing strategles and a leads to cost-effective
more balanced starting purchasing and better
point for negotiations ) X terms & conditions

A transparent, fair market with

Insights create focus In \ Equaiity In negotiations

affordable products and high
quality health care

S N

Affordable products

/ \
‘ Total transparency in costs 1 Fair prices for high quality
and quality to provide the products and accessible
\ highest value / health care
N 7/ Strateqic, long term
~ \ relationships between /
~ o . hospitals and selected
- suppliers on quantity,
pricing and quality

If we want to restore the balance
between buyers and supplier we need to
break through the cycle by:

Creating transparency in the system,
which will prompt insights that create
focus and balance starting point for
negotiations

e Conducting balanced and fair
negotiations based on equality, which
will lead to cost-effective purchasing
and better terms & conditions

o Fair prices for high quality products
can create strategic, long term
relationships between suppliers and
buyers
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Method

The Healthcare Purchasing Benchmark: a free and intuitive real-time tool designed by and for

hospitals
How does the Healthcare Purchasing Benchmark work?
1. Hospitals upload their purchasing details anonymously v
2. Hospitals receive overall benchmark results and compare the prices of their products
v
My Hospital s Netherlands m ‘/
| unitprice /pieces SRS - e
v
. ¢ < : .. 5 <om.hmul v
R © - 8
el ..‘o’ .. - A . -
. - ': .'S =8 !
e .- f .:" S : .
. ® . ol |} .
! ’ L & ‘:\’ {

Characteristics

Consumer based: Designed by
and for hospitals

Not for profit initiative

Free: you pay with information
about the purchase order for
the product of interest

Anonymous: Other users of
the benchmark can not relate
data points to specific
hospitals

Growing data is growing value
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My Hospital .- netherands HPB
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My Hospital .- netherands HPB
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My Hospital .- nethertands HPB
MDD

unit price / pleces
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My HOSpital vs Netherlands m
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Some Dutch results
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What did we do so far and what are the next steps?

We started with a small set of 20 products and a small group of hospitals to test and improve the
benchmark, now we would like to enlarge the amount of participating hospitals

1. Pilot

Develop and test the idea

N NOW

Phase 1: results

* First set of 20 products
* Working benchmark tool

Radboud University 3%‘ @

N
" Sint Maartenskliniek



What products will we include?
We start with 20 very distinctive and characteristic items
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What did we do so far and what are the next steps?

We started with a small set of 20 products and a small group of hospitals to test and improve the
benchmark, now we would like to enlarge the amount of participating hospitals

1. Pilot 2. Limited roll-out
Develop and test the idea Go live with more hospitals to fill the
database and attract international
attention

N NOW \/
- Q@ ==
&T& E\

Phase 2: results

Phase 1: results * 150 hospitals participating with 20
products
* Public attention

* First set of 20 products R,
- Working benchmark tool * Publications in journals
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What did we do so far and what are the next steps?

We started with a small set of 20 products and a small group of hospitals to test and improve the
benchmark, now we would like to enlarge the amount of participating hospitals

1. Pilot

Develop and test the idea

2. Limited roll-out

Go live with more hospitals to fill the
database and attract international
attention

Phase 1: results

* First set of 20 products
* Working benchmark tool

3. Global roll-out

Global roll-out with an extended set of
products

\
&é& E!\

Phase 2: results

* 150 hospitals participating with 20
products

* Public attention

* Publications in journals

NOW

N~— =

P Y

5

Qs
/

* Expanded set of products

* Global participation of hospitals
* Alarge and more valuable database
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How does it work for hospitals?

Hospitals can gain valuable insights in three easy steps, based on anonymously uploaded data

Hospitals can analyze data
and gain valuable insights
Hospitals receive all available

Data will be uploaded in
the benchmark
The form can be send to our

Each hospital can upload
their purchasing data in a
separate form

Purchasing data from a data experts, they will clean data for the category for
selection of 20 different the data and anonymously which they have provided
items can be entered in the include it in the benchmark purchasing information, so
form dataset they can compare their prices

with other hospitals

el e f~ & B ncuope HPB

Hengstdal 3, 6574 NA Ubbergen
Nethertands
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Our question

Would you be willing to join
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Our goal

Price transparency will level the playing field to create an affordable and accessible health care

system

Medical suppliers lose
bargaining power

Benchmark allows hospitals
to compare their prices

|

Transparency acts as a
catalyst for change

- Affordable and accessible health care

Hospitals are
brought together
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