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How can your hospital enable sustainable cost controls 
while improving quality?

W H I T E  PA P E R

It’s time to get out of your comfort zone 
and change the traditional model of business. 
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H ealthcare providers are increasingly judged on their 
ability to improve outcomes while reducing costs. 
But the relationship between healthcare systems and 
suppliers has continued to be fee-for-service, despite 

many creative economic models that have been developed 
to reimburse care within payer-provider relationships. These 
models have proven that efficiency and quality improvement 
lead to reduced overall costs, and that volume at a reduced cost 
does not necessarily improve the bottom line. 

So, why aren’t providers and their supplier partners adopting 
or learning from the models that have created these new 
successes? As providers are being asked to reduce waste and 
improve quality of care under these changing models, they must 
push their partners to match that challenge. What could 
be possible if the companies that “sell” to your hospital 
system were on the same side of the table as you? 

On April 24, 2018, executive leadership from Danville, Pa.-
based Geisinger met with Medline executives and presented 
them with a challenge: to become an “integrated partner” 
with their health system, beyond just a strategic partnership. 
Specifically, they asked the question: “If Geisinger’s overall 
supply chain expenditures are $10M, what if I gave you $9M 
of that budget and you had a seat at the table — helping 
decide what to buy, how to manage the supplies, and assist 
with education and utilization? Could we both win?”

Understanding the importance of supply chain as 
the second biggest cost in healthcare, Geisinger leaders 
challenged both Medline and themselves to find a way 

Disrupting the Norm

to create a mutually beneficial relationship that aligns 
incentives, reduces waste and ensures a cost-efficient 
relationship. 

Deb Templeton, chief of system support services at 
Geisinger, opened a meeting of stakeholders to review 
the final details of the project and the system’s efforts to 
“disrupt our business as we know it.” Her remarks came 
after a massive review of supply chain, clinical practices, 
transactional flows and risk and rewards. 

“In a week it will be a year to the day that we set the 
challenge to disrupt our business as we know it,” Templeton 
said. “This program will cause alignment to move from 

“We believe that in our industry, it is important 
to move from transactional interactions to 
relationship-based interactions, especially when 
you find partners that are similarly aligned 
around vision of outcomes and patient care. 
That’s something we hold near and dear — and 
one big reason why we’re excited about what 
we’re doing with Medline.”

Jaewon Ryu, MD, JD
President and CEO, Geisinger 

Moving alignment from “supplier and provider” to an integrated partnership
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supplier and provider to a partnership forged in the name 
of improved care for patients. This process has launched 
many hours of thinking, creating and challenging by and 
between ourselves. It has been a journey of self-discovery 
as well as mutual sharing. This is what it feels like to make 
history.”

Together, the teams created a unique economic model 
that mimics the value-based reimbursement structure under 
which many hospitals are now being paid. The new model 
mutually incentivizes behavior that improves outcomes, 
holding Medline accountable to deliver high-quality, 
high-value products, processes and clinical resources that 
efficiently improve Geisinger’s outcomes and eliminate waste 
from operations. Together, the partners devised a robust 
clinical and operational program that facilitates the success 
of this model by ensuring clinicians are using the right 
products in the right way to reduce clinical variation and 
waste. 

“This is how healthcare already is getting paid. Why do we 
still pay for supplies from a cost per unit perspective when 
we could move into a cost per outcome?” said Jun Amora, 
vice president of enterprise supply chain at Geisinger. 
“Quality isn’t solely the responsibility of the provider. We’re 
involving the supplier now in helping to drive quality 
improvement, asking them to take ownership for the quality 
of the products they provide and outcomes achieved from 
those very supplies.”

This innovative model considers how behavior can be 
influenced when both the provider and their partners 
are on the same side of the table. The model is not about 
getting the supplier partner to pay up when things go 
wrong, but rather it ensures that rewards and risks can be 
felt equally on both sides. 

In this paper, we’ll examine the economics behind the 
Medline-Geisinger model, discussing its structure, goals 
and incentives. We’ll also offer best practices and strategies 
for healthcare leaders who are looking to engage in similar 
partnerships with their own supplier partners. 

At the start of the project, Geisinger and 
Medline together developed six central 
tenets that would guide their partnership. These 
baseline goals were frequently referenced in 
ongoing discussions, to remind stakeholders of the 
premise and construct of integrating a provider 
and a supplier. As the team continued to build the 
integrated model, there were periodic reviews with 
leadership for input and progress.

Focus on the total cost of ownership (this 
included Geisinger Health Plan).

“This process has launched many hours of 
thinking, creating and challenging by and 
between ourselves. It has been a journey of 
self-discovery as well as mutual sharing. This is 
what it feels like to make history.”

Deb Templeton
Chief of System Support Services, 
Geisinger 
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The Central Tenets of Building 
an Integrated Partnership

Disrupt the status quo and challenge 
current operational and economic models of 
healthcare supply chain delivery.

Align and implement mutually benefi cial fi nancial 
incentives, unprecedented level of trust and 
transparency between provider and supplier.

Decisions should be guided by 
CQOR: Cost, Quality, Outcomes and 
Reimbursement.

Consider the entire supply chain 
landscape, including contracting, 
product selection, purchasing, logistics 
and inventory management, payment, 
reimbursement and replenishment for 
the entire care continuum, including 
hospital, ambulatory care, home care 
and direct-to-consumer telemedicine.

Explore commercialization 
of best practices and 
innovations for mutual gain.
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The Medline-Geisinger Economic Model
Bringing Value-Based Reimbursement to Supply Chain

The Medline-Geisinger model is based on two main 
premises:

1. Suppliers should be held accountable for the efficacy 
of their products just like providers are held financially 
responsible for the outcomes of patients in their care.
2. Sophisticated healthcare suppliers can play a significant 
role in the delivery of care, helping provider organizations 
improve both clinical and financial outcomes. 

Borrowing from capitated reimbursement programs that 
have become increasingly popular among both government 
and private payers, leaders decided that Geisinger would 
pay Medline an agreed-upon “cost per adjusted patient 
day” to receive the products and services it needs to deliver 
care in agreed-upon categories, rather than paying by 
item. These products are a part of a newly upgraded and 
standardized formulary that is expected to reduce clinical 
variation across Geisinger facilities. 

The fixed per-day cost for products and services is 
identified by dividing the total cost of those products or 
services by adjusted patient days to establish a "cost per 
adjusted patient day.” This cost is used to measure ongoing 
cost reduction performance; Medline bills out the costs of 
these supplies in aggregate. This would be done monthly, 
based on the number of verified adjusted patient days 
during that time. In order to engage in an economic 
model like this for both supply chain distribution costs and 
formulary product costs, there is a period of time required 
to organize processes and establish baseline costs. Once this 
baseline is established and stabilized, the cost per adjusted 
patient day is agreed upon. At that point, cost savings 
occur as both parties work to reduce utilization and further 
improve efficiencies, and those cost savings are mutually 
shared. During the foundational phase of the project, there 
are established financial savings that are guaranteed, so 
Geisinger was able to see an immediate impact on costs. 

The model doesn’t just promise cost savings on the 
standardized supplies, but also improvements in outcomes. 
Together, Medline and Geisinger have crafted standardized, 
evidence-based policies that have been implemented 
systemwide, as well as provided staff education for nursing 
assistants and bedside nurses, to ensure products are used 
properly to avoid variation and error. Once Medline and 
Geisinger have implemented a program to address a specific 
challenge, Medline guarantees a reduction in negative event 
occurrences within that category. This partnership is initially 
focusing on preventing pressure injuries and central line-
associated bloodstream infections (CLABSI). Unlike the 
supply chain and formulary components of this partnership, 

quality improvement efforts offer immediate risks and 
rewards.

“We’ve frequently said within the organization that we’re 
trying to make healthcare easier,” said Jaewon Ryu, MD, JD, 
president and CEO of Geisinger. “It’s a very complicated 
industry, so if we can take one piece of it and make it 
simpler by reducing variation and complexity with a partner 
who can help us do that thoroughly — I think that makes 
our jobs easier.” 

“We’ve had to challenge ourselves to hold 
our products and clinical solutions to a 
performance measure that our customers 
measure themselves against.”

Jim Boyle
Executive Vice President of Sales, 
Medline

The model provides incentives to both Geisinger and 
Medline. If Medline can move supplies in a cost-efficient 
manner and avoid waste by further optimizing Geisinger’s 
supply chain, it’ll realize a larger profit below the capitated 
payment it is receiving. Medline can also reap additional 
financial incentives if quality and outcome goals are met. 
Geisinger benefits from initial cost savings built in to the 
capitated payment for supplies and benefits further if 
outcomes improve as a result of the quality improvement 
initiatives and standardized formulary. And, if it’s successful, 
the program can be expanded to further areas for quality 
improvement, and Medline and Geisinger may even find an 
opportunity to co-create a product that successfully resolves 
challenges identified during the partnership.  

This model is emboldened by a massive amount of 
data collected by Medline, including cost data, census 
information and staffing levels. Medline did a deep dive 
assessment of all hospitals to observe current practice, 
including clinical variation and guidelines. 

In a capitated model like the one devised by Medline 
and Geisinger, the supplier becomes an integrated partner. 
This is not a relationship where selling more products is the 
driver; if anything, Medline is incentivized to sell less while 
impacting Geisinger’s quality outcomes. 
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 FORMULARY 
Refi ning formulary to be 
systemwide

“To me, an integrated partnership is about getting away 
from transactional noise,” Ryu said. “We spend so much 
time on transactional negotiations focused solely on price, 
and that doesn’t help the patient. This partnership instead 
involves two organizations working together to actually do 
things that directly impact the quality and value of patient 
care.” 

Amora argues that risk-based deals like this one require 
manufacturers to “walk a day in the shoes of the provider,” 
forcing them to become more responsive to their customers’ 
core needs and refine the efficacy of their products. Medline 
President Andy Mills agrees. 

“We relish taking that responsibility,” Mills said. “I think 
the industry in general has reached a point where the 
transactional relationships can only take you so far. There 
are so many great people participating on the front lines, 
and we like to feel that we can support them with the latest 
practice and share what we see from operating around the 

country.” 
Healthcare providers and their partners can have more 

fruitful relationships when both are incentivized by an 
economic model of risk and reward based on measurable 
patient outcomes facilitated by teamwork and collaboration. 
The traditional ways to lower supply costs — by trading 
pricing discounts for growth in volume or market share 
— put providers and suppliers on opposite sides of the 
table and leaves patient outcomes out of the equation. The 
Medline-Geisinger model serves as an example of a model 
that could be expanded widely as more patient encounters 
are reimbursed through value-based agreements. 

“We’re all being pushed on cost, cost, cost. Shifting to 
a value-based model, you have to figure out how you can 
afford things,” said Joan Brennan, chief of quality and safety 
at Geisinger. “That is going to feel even more profound in 
the coming years, and people will have to come to the table 
in a different way.”

Medline and Geisinger are targeting three “foundational tranches” initially:

 QUALITY 
Working toward better outcomes 
and quality of care

Medline and Geisinger are working together on processes, protocols 
and education programs that can improve outcomes and reduce 
“never events.” Initial focus is on pressure injury prevention and 
central line-associated bloodstream infection prevention. 

The Economic Model:

Rather than paying by item, the model bills by a fi xed 
baseline “cost per adjusted patient day” that is agreed upon 
by Geisinger and Medline with initial guaranteed savings 
built in. 

Further cost savings can be achieved by both organizations 
by reducing overdistribution and overutilization of 
supplies, as well as the fi nancial impact of improved 
clinical outcomes. Communication and fl exibility are key: 
Medline and Geisinger are meeting quarterly to review 
progress and make adjustments as necessary. Both are 
open to refi nements to this formula.

Lump Cost of Products or Services

Average Patient Day

Fixed baseline 
capitated cost

Costs may include:
 Formulary: All products and purchased services 
included in agreed-upon categories

 Supply Chain and Logistics Costs: The costs of 
distribution for non-Medline items (distribution fee) and all 
other services defi ned within the logistics assessment. 

=

Medline and Geisinger are working together to standardize 
core medical-surgical products in agreed-upon categories and 
supporting newly developed policies and guidelines.

 SUPPLY CHAIN 
Improving effi ciency in supply 
chain and logistics services

Geisinger has shifted distribution of supplies to Medline’s 
logistics experts and distribution network. The partnership 
includes a complete supply chain redesign to drive down costs 
and improve service.
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How to form your own risk-based partnership
Best Practices and Lessons Learned

While the Medline-Geisinger partnership is still young, there are significant lessons to be 
learned from the work it took to design it and structure incentives so that both parties were 
satisfied. Here are some of the most important areas of focus:

Not all suppliers and providers are going to be able to 
come to an agreement on a value-based deal that is positive 
for both sides. For suppliers in particular, leaders must be 
willing to accept a dramatic paradigm shift in what success 
means for their organization. 

“A supplier has to have the right vision to accomplish 
a value-based deal, and as a provider, you have to assess 
whether they have the energy to accomplish that vision,” 
Amora said. “In most cases, supplier sales representatives 
still base their internal goals entirely around volume. They 
have to be able to shift away from that mindset and think 
about the patient.” 

Jim Boyle, executive vice president of sales at Medline, 
acknowledged that value-based reimbursement required a 
significant mindset shift for providers. However, it’s a shift 
that has already been in motion at Medline as a part of the 
company’s long-term strategy, he noted. 

“We’ve had to challenge ourselves to hold our products 
and clinical solutions to a performance measure that our 
customers measure themselves against,” Boyle said. “Cost 
per patient day is not a unique thing — it’s a metric our 
customers understand, and in many ways that’s how they 
measure themselves.” 

Conversely, suppliers must be confident that their 
provider partner has the will and bandwidth to work 
together in improving outcomes. Most of all, they must be 
willing to trust their new partner, which can be hard given 
the nature of a traditional provider-supplier relationship. 

“The difference between Geisinger and most health 
systems is that they mean it when they say they want to be 
your partner,” Boyle said. “They’re willing to invest resources 
and willing to do significant data sharing so that we could 
understand their current state and create a baseline.” 

In the traditional retail model, suppliers and providers 
come to negotiations with an endgame in mind. In 
partnerships like this one that are focused on solving 
complex medical challenges, leaders must be willing to 
accept that neither side may have all of the answers up 
front.

Communication

Open discussion of progress and problems is vital to 
success in value-based partnerships. Particularly in a 
program where outcomes depend on the actions of both 
parties, it’s crucial that partners are cooperative, transparent 
and open to change. 

“This is really about innovation and creating new models 
that will evolve over time,” Brennan said. “What it looks like 
tomorrow might be different than what it looks like in five 
years.”

But significant cultural change can be difficult for 
healthcare organizations. Healthcare providers are large, 
complex organizations that have historically been resistant 
to change, and providers and suppliers alike aren’t always 
willing to be candid about their shortfalls. For a value-based 
partnership to be successful, providers and suppliers must 
be willing to put all of their cards on the table. 

“It’s difficult work that can get confusing, contentious 
and complex at times,” Amora said. “An unparalleled level 
of trust, humility and pragmatism has been crucial as we air 
dirty laundry for the sake of our patients, together finding 
things that our health system may not have been doing so 
well.” 

Value-based partnerships require a significant shift in 
mindset for providers and suppliers alike. That cultural 
change can take time, and open communication is crucial 
to progressing smoothly, said Sue MacInnes, chief market 
solutions officer at Medline.

“Regardless of the reasoning, it can be very hard when 
someone else is criticizing your operation,” MacInnes said. 
“You have to really rise above if you want to make an impact 
in the business. You have to constantly remind all the players 
that this is where we’re going, stressing the vision for the 
future. You have to realize that this type of arrangement 
is different than either party has experienced in the past. 

“You have to be able to say, ‘I don’t know,’ as does your 
partner,” Boyle said. “If both sides say, ‘I don’t know,’ my bet 
is together we can find the answer.”

Finding the right partner



Strong leadership is essential to continue to educate and lay 
the groundwork for change.”

To facilitate open communication about the partnership’s 
progress, Medline has created a Healthcare Integrated 
Partnership (HIP) app that keeps leaders on the same 
page with dashboards and timelines. The app promotes 
trust and accountability among leaders working toward the 
partnership’s success. 

“We have to make sure that we’re tracking this project. 
We have to show that there are milestones that are being 
achieved along the way,” Amora said. “The HIP app gives 
us real-time feedback on projects so that leaders can tell 
whether we’re on track or behind.”

Executive Sponsorship and Elevating 
Supply Chain to the C-Suite

Health system transformation must start from the top, 
with executives leading by example. Executive champions 
should be assigned to the various projects within a value-
based partnership, and these leaders should be responsible 
for communicating the initiative to staff, ensuring top-down 
support and making any final or critical decisions.

“Finding the right executive sponsors is critical,” Brennan 
said. “They have to be open and throw away the biases we’ve 
had. Executives must lead cultural change and ensure our 
employees are prepared for this new paradigm.” 

While traditional supplier relationships reside within 
hospital purchasing departments, value-based deals 
require further buy-in from leaders in clinical, finance and 
operations, among other departments. These types of deals 
also require leaders to elevate supply chain — hospitals’ 
second-biggest cost after labor — to the C-Suite. That’s a 
mindset shift that many experts have been calling for over 
the past decade given the major impact supply decisions can 
have across an organization. 

“This happened because the very top leaders put their 
teams to work on it,” MacInnes said.

Shifting to Evidence-Based 
Decision-Making

Metrics and measurement are at the heart of any value-
based deal. Before partners invest resources and time 
into improving care, they must agree on how value will be 
measured. 

Medline took the guesswork out of this deal through its 
wide-scale collection of data and observation of current 
practice, which helped inform the baseline on which the 
formula is based. That data analysis allows leaders to remove 
emotions from the equation and come to an agreement 
based on factual evidence. 

In forming a complex, novel deal like this one, there will 
be disagreements and challenges. Even though the end goal 
is to create a win-win scenario, leaders on both sides have a 
responsibility to protect the interests of their organizations. 
As they devise the inner workings of their deal, partners 
must be willing to find opportunities for compromise. 

“We had to spend a lot of time together with the right 
stakeholders to understand that this is a different kind of 
relationship,” Brennan said. “If we make the right changes 
on the clinical and safety side, we should see improved 
outcomes.” 

However, things can change throughout the course of 
a partnership, and obstacles can arise. Leaders must be 
flexible, and willing to respond to unforeseen challenges. 

“The unknown is a big deal — we have to learn as we 
go,” Boyle said. “We’ll have to fine tune the baseline where 
we disagree on the metrics, and it’s possible we may need 
to adjust our cost formula. We’ve identified a challenge, a 
model and a team that we think can solve for the endgame 
solution, and now we have to go forward and create it and 
implement it.”

“The beauty of this is if we get this right, we 
will have nurses employing the same policies, 
procedures and tools no matter where they work 
across our organization.”

Joan Brennan
Chief of Quality and Safety, Geisinger
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Educating for Results 
“Education” as part of this integrated partnership is 

more than instruction, classroom training or online courses. 
Rather, it is about building a platform that supports all 
facets of quality improvement.

“Every phase of the development was carefully 
researched and vetted, and then built into an education and 
communication program that reached all nurses,” MacInnes 
said. “This is a big commitment from all parties, but if you 
are going to be serious about your goals, risks and rewards, 
then you also must be serious about the work you do and 
how you will accomplish the results you’d like to achieve. It’s 
not an option, it’s a requirement.”

At the core of gaining clinical support, teams were 
established that included over 75 clinicians representing 
Medline and Geisinger. Workgroups were formed to focus 
on policy, formulary, metrics and education. These teams 
were responsible for reviewing the evidence and existing 
policies and developing new, standardized processes. This 
exercise built trust and awareness throughout the system 
and within the partnership. 

Ryu pointed out that this care standardization effort also 
offers a fresh opportunity to align caregivers who have 
joined the health system through recent acquisitions. 

“This unique partnership builds on our commitment 
to decrease variation across our entire enterprise,” Ryu said. 
“We already have great momentum and working with Medline 

in this way only accelerates the opportunities to integrate.” 
Another key component to this program was the 

development of a communication tool and dashboard 
that would allow teams to share performance metrics. 
These metrics included multiple data points around the 
areas of adverse event incidence, utilization, processes and 
clinical resource costs. Having the ability to pull multiple 
data points by system, hospital and even down to the unit 
level allowed for continuous and focused evaluation to 
target activities while monitoring success. Transparent and 
frequent reporting of data was crucial to the continuous 
education of Geisinger clinicians. 

To reinforce their new protocols, Medline and Geisinger 
have designed programs for both new employee onboarding 
and ongoing training, starting with initial training of 
over 5,000 nurses in the improved protocols, policies and 
formularies. Followed up with refresher sessions throughout 
the partnership, these programs may be refined as leaders 
gauge the success of quality improvement initiatives. The 
partnership also includes support for scheduling and 
communications to ensure full participation in staff training 
and education. 

“The beauty of this is if we get this right, we will have 
nurses employing the same policies, procedures and tools no 
matter where they work across our organization,” Brennan 
said. 



Looking toward the future

The transition to value-based care is already underway for 
providers. Health systems have already taken substantial steps to 
reshape their organizations to prepare for a future in which their 
financial health will significantly depend on their ability to produce 
high-quality outcomes in an efficient manner. Providers should seek 
out supply partners who are willing and able to support them as 
they make this journey from volume to value. If suppliers aim to 
meet the rapidly changing demands of their clients and the patients 
they serve, they too must reshape their own organizations to take 
that same journey alongside their customers.

“Under the value-based paradigm, you can’t have a relationship 
where one side wins and the other loses,” Mills said. “If the 
providers’ outcomes or operational efficiencies don’t improve, 
that’s a problem. The supplier has to have skin in the game — they 
simply cannot benefit without the intended patient outcome being 
realized.”

About Medline

Medline is a global manufacturer and distributor serving the 
healthcare industry with medical supplies and clinical solutions 
that help customers achieve both clinical and financial success. 
Headquartered in Northfield, Ill., the company offers 400,000+ medical 
devices and support services through more than 1,400 direct sales 
representatives who are dedicated points of contact for customers 
across the continuum of care. For more information on Medline, visit 
www.medline.com or connect with us on social media. 
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