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UPMC Snapshot
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How Healthcare Purchasing Really Works
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UPMC’s Supply Chain Environment

Spend Managed: $1.8 hillion

Team: 200 team members; centralized supply chain

management organization
Suppliers: 12,000+ active suppliers

Volumes:

= Process 4,000+ purchase requisitions per week
= Receive 1.1M packages per year; central distribution center

= Manage over 600 point of consumption material carts (avg. 172
items per cart)

= Process 70,000+ invoices per month

€)IDN SUMMIT



State of Affairs (2006)

55%+ of Spend NOT through Purchasing
Drowning in paper:
« 220,000+ Paper Requisitions & Purchase Orders

« 525,000 Vouchers
« Average 367,000 Paper Checks per year

Poor Vendor Management:
« 58,000 Vendors

« 8,650 Blanket Orders

Tough negotiators, but poor follow-through:
« 84% Orders with Price Variance
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Opportunities for Cost Reduction

Poor contract compliance - waste

Data Management and item-level detail is poor

Minimal or no automation

Manual processes = unnecessary FTE costs and waste
Large volume of AP exceptions = rework / waste

No Single User Interface = many “one off” connections
Punchout pricing Is inaccurate; no way to audit
Excessive Purchase Order-to-Supplier transaction time
Heavy reliance on GPOs - minimal local contracting
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Automation

Our Mantra
Savings Drivers

Key Areas:

— Procure-to-Pay

— Business to Business Transactions
— Accounts Payable

Results
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UPMC Marketplace Growth
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A Platform for Automation
How the UPMC Marketplace Drives Efficiency
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Panel Discussion

Excellence isn't just a goal ™ "85 :
at UPMC. It's part of who we are.
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The Framework for Transformation
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People

Organizational Re-Structure

Chief Supply Chain Officer

Skill Mapping (20/70/10)

Matrix for Accountability and Recognition
Industry Cross-Pollination (infusing “top talent”)
Investment in staff training and development
Flattening the reporting structure

Change Agents
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Purchasing-to-Supply Chain Shift

Strategic

Tactical

Purchasing activities From tactical buying  To strategic sourcing
Market knowledge

Supply base management * ‘*tg* t** *
Commodity strategy k * k

Sourcing strategy
Supplier capability assessment

¢
43
$

Strategic negotiation
Supplier selection

Supplier development
Establish performance metrics

Commercial (tactical)
negotiation

Supplier performance
evaluation/reporting

Order processing



Marketplace Results

Results to date:

$3M in estimated annualized hard-
dollar savings resulting from
Improved compliance and automation

40%+ increase Iin contract
compliance

100% e-Enabled (all requisitions
originate via eprocurement) with
~40% of all purchase orders fully
automated or “touchless”

40% reduction in special requests

40% reduction in time dedicated to
item master management

30 suppliers on-boarded in 24 months

UPMC Procurement Cost as a Percentage of Spend

0.90%

0.82%

0.80% -

0.70% - 0.63%

0.60% -

0.50% g

0.40% -

0.30% -

0.20% -

0.10% -

0.00% - T T 1

Cross Industry Average world-Class UPMC Procurement
Benchmark

UPMC Purchase Order Transaction Productivity
(Annual)

World-Class Benchmark _ 7,564

Cross Industry Average 3,433

2,000 4,000 6,000 8,00010,00012,00014,000

= U ILIN OUIVUYI




Results

Transforming Supply Chain Organization/People

THEN NOW
Unclear organizational structure « Defined organization structure
Education Level: e Education Level:

— Bachelor Degree 31% — Bachelor Degree 61%

— Master Degree 0% — Master Degree  15%

— Professional Cert 0% — Professional Cert 11%
Undefined performance o Clear objectives including metrics
objectives and poor metrics to measure progress
No documented strategic plan e Mission and values statement with

strategic plan
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Results

Transforming Supply Chain Systems

THEN
Used limited functionality

Paper intense procure-to- pay
process

Unable to validate spend
authorization

No integration with other
systems

No electronic invoicing

Minimal Electronic Data
Interchange (EDI)

NOW

World class eMarketplace
Automated P2P for 113 vendors
Automated approval workflow
Full integration with OR system
EDI vendors: 129 vendors
Electronic invoicing: 79 vendors
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Results of Deployment

Results of Deployment

 Eliminated Paper Disbursement Requests

* Eliminated Paper Requisitions

 Eliminated 60% of faxed/phoned PO’s to supply base and working toward 100%

Hard Impact
e eVoucher application eliminated 4 FTE’s in the AP Entry Group

 eProcurement/eMarketplace eliminated 6 FTE’s that comprised the SCM Pre-Key
Group

» Allowed for the reduction or limited the need to hire 15.31 FTE’s and counting as
eMarketplace and “Lights Out” programs expand.........

Soft Impact

» Efficiencies gained with supply base

» Efficiency & effectiveness of remaining Proc. Operations staff

 Increased control through automation & interfaces: 4 PO spend J rogue (limit use of
P-Card, Flat File Invoice & Blanket PO spend)
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