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How a broad view of value will impact
health system drug and device purchasing

The health care landscape has changed immeasurably in the
past few years. As such, the ways in which health systems Published — November 2022

measure the value of drugs and devices has evolved in turn. - .
Read time — 10 minutes

To better understand how provider organizations are changing Audience
the way they define and determine a product’s value, we + Medical device
surveyed over 80 leaders from health system value analysis and ¢ Pharma

pharmacy and therapeutics (P&T) committees. These individuals
are on the front lines of product review.

After analyzing the results from our survey, we identified four
ways that health systems will update their drug/device decision-
making in coming years.
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The trends

SECTION

TREND

DRIVING FORCES

01

Committees will
increasingly seek real-
world outcomes

As health system incentives and goals evolve, the demand for
real-world outcomes will increase. Manufacturers can expect
this data to carry more weight in future product decision-
making.

02

Committees will calculate
the impact a product has
on margin instead of just
the impact on spend

Facing tough financial and growth outlooks, health systems
must determine how products will impact procedural and
episodic margin holistically, as opposed to how products will
impact spend alone.

03

Financial and quality
metrics alone will no longer
dictate decision-making

Health systems face a fast-changing business environment
with new challenges at every turn. This will cause committees
to seek product-related information outside of traditional
clinical outcomes and finances metrics.

04

Committees will rely on
new sources of information
to evaluate products more
holistically

Committees are considering more (and more complex)
clinical, financial, and operational metrics during decision-
making. Therefore, they’ll increasingly rely on new internal and
external parties to holistically review products.

More resources on product decision-making

Accessible on advisory.com

N OURTAKE
How clinicians will use evidence in 2032
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Committees will increasingly seek
real-world outcomes

What is the status quo? L.,_,él

Providers evaluating products from a quality and efficacy perspective

traditionally look at factors like: Real-world outcomes: Any
outcomes from a medical product
* The product’s immediate impact on outcomes or intervention that come from

outside a clinical trial
» Comparative effectiveness to existing treatment options

» The product’s impact on patient symptoms/side effects

Manufacturers are well poised to generate and share these data points
today. However, this information often comes from carefully selected
clinical trial populations, and it's not always clear how the product will

perform among the general population.

What forces are driving change?

Emerging organizational priorities are pushing product decision-makers to expand their view of a
product’s impact on outcomes when determining value.

For example, as health systems transition to value-based payment models, leaders will need to
understand how products impact outcomes outside a single care encounter. Instead, they’ll look
for information on how products can reduce unnecessary utilization, improve episodic outcomes,

or enhance long-term care.

Another emerging health system priority is improving health equity. To improve outcomes among
all patient populations, decision-makers will seek information on how products impact individuals

with demographics that match their local population.

Sources: Advisory Board 2022 Pharmacy and Therapeutics Committee
Survey; Advisory Board 2022 Value Analysis Committee Survey.
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What will the future look like?

As health system incentives and goals evolve, the demand for real- O
world outcomes will increase. Manufacturers can also expect this data
to carry more weight in future product decision-making. O

But the source of widespread, robust real-world outcomes is still to be

Of survey respondents say they want
determined. Many health systems try to gather this information to review real-world outcomes more

themselves but often lack the time, staff, and data infrastructure needed during product evaluation in the next

to do so. The same goes for understanding how products impact more five years

diverse patient populations.

This situation creates an opportunity for life sciences companies to step
in. They often have sufficient resources to provide this valuable O
information. Life sciences companies that can ethically recruit trial O

participants from historically underrepresented populations and conduct
follow-up clinical trials to collect real-world evidence will be able to

differentiate themselves from competitors. Of survey respondents say they want
to review how products impact

diverse patient populations more
during product evaluation in the next
five years

Questions to ask yourself:

1. What steps can we take to include more diverse patient populations in our clinical trials?
2. How can we work with third parties to collect data on the real-world effectiveness of our products?

3. How can we help customers track outcomes related to our products in their own patient populations?

© 2022 Advisory Board « All rights reserved « advisory.com pg. 4
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product has on margin instead of just the

O 2 Committees will calculate the impact a
impact on spend

What is the status quo?

The role of a P&T or value analysis committee is most often to ensure the organization uses
products that are safe, lead to positive outcomes, and are financially acceptable. On the
financial side of that definition, the key factor committees have reviewed has historically
been cost-effectiveness.

What forces are driving change?

The financial side of the traditional value equation is where we see some of the most
dramatic shifts in product evaluation today. Many organizations are recognizing the need to
look beyond cost when reviewing drugs and devices. Instead, they’re increasingly looking at a
product’s impact on revenue and overall margin. The forces driving this expanded view of
financial value include:

 Site-of-care shifts changing reimbursement dynamics: Providers will pay close
attention to if new products could change the site of care for a procedure, and how that
would impact revenue they generate.

» Shrinking hospital margins: Providers will try to boost revenue by using products that
improve turnaround times or allow them to serve new types of patients.

» Tighter payer formularies: Providers will avoid administering expensive drugs that the
patient’s health plan won’t reimburse.
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What will the future look like?

Provider organizations will seek to understand the margin impact of O
drugs and devices in the coming years. But because committees
already look at metrics like product cost or impact on total cost of care, O

the focus moving forward will be on adding revenue-related
considerations to product evaluations.

Of value analysis leaders want to
look at how devices and supplies

As decision-making committees make this shift, expect them to: impact revenue more in the next
five years

* Include revenue cycle representatives as regular (as opposed to ad-

hoc) contributors in committee meetings.

» Consider new questions during committee meetings, like: O
— Will using the product change how we code the encounter? O

— Will using the product expand the type of patients we can treat?

— Will using the product allow us to see more patients in the same Of P&T committee leaders want to
look at how drugs impact revenue
more in the next five years

amount of time?
Questions to ask yourself:

1. How could our products increase our customers’ revenue? For example, by allowing
them to code differently, see additional patients, or serve new types of patients.

2. How might a shift to lower-acuity sites impact our customers’ reimbursement for cases
that use our products? How are we positioning our products in this lower-revenue
environment?

3. How are we engaging market access teams at health plans to ensure they reimburse our
customers for using our products?
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Financial and quality metrics alone will
no longer dictate decision-making

What is the status quo?

Drug and device evaluations usually revolve around the product’s clinical and financial impacts.
Other operational or non-product-related metrics vary in importance and often take a back seat
during decision-making.

What forces are driving change?

Health systems face a fast-changing business environment with new challenges at every turn.
For example, in recent years we’ve seen workforce shortages, supply chain disruptions, site-of-
care shifts, and climate change (among other issues) become top-of-mind priorities.

As health systems develop and implement strategies that allow them to survive in this changing
health care environment, product evaluation must evolve accordingly. In particular, increasing the
importance of operational and non-product-related metrics will help solve many of the above
emerging challenges.

© 2022 Advisory Board « All rights reserved « advisory.com pg. 7
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What will the future look like?

Committees will not only seek an expanding set of information related to
clinical outcomes and finances, but also an expanding set of information
outside of these categories. Some examples include:

» Suppliers’ supply chain reliability
Of the top 10 most common metrics in
medical device decision-making are
not directly related to the product’s
financial or quality impact’

» Patient and clinician satisfaction
+ Clinician training required to use the new product

Many of these factors will soon have power to sway decisions

themselves, as opposed to being ancillary value propositions that

support clinical or financial benefits. For example, a product that
reduces costs but comes from a company with unreliable logistics may O
not be valuable to an organization focusing on business resilience. Or a O

product that claims marginally better outcomes but requires massive

changes to workflows may not be valuable to an organization struggling
Of value analysis leaders want to
increase the amount they look at
More niche metrics may also gain steam as the industry’s overall environmental sustainability when
reviewing medical devices and
supplies in the next five years

with clinician burnout.

priorities change. One example is environmental sustainability. The
health care supply chain is a major contributor to carbon emissions and
waste. While relatively few committees review this factor today, many
supply chain leaders want to consider this metric more often in the next
five years.

Questions to ask yourself:
1. What customer pain points are we addressing beyond improving outcomes and margins?
2. How will using our products require customers to change their established workflows?

3. How can we communicate difficult-to-quantify metrics like being a reliable and easy organization to work with?

1. Includes: Impact on patient experience (#2), Clinician training required to use
products (#5), impact on clinician experience (#7), and supply chain/logistics (#9)

© 2022 Advisory Board « All rights reserved « advisory.com pg. 8
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information to evaluate products more

O 4 Committees will rely on new sources of

holistically

What is the status quo?

Historically, the process of gathering and analyzing data for product
decisions was straightforward. P&T and value analysis committees

considered fewer categories of data, and that information was often
readily available from manufacturers, peer-reviewed journal articles,
and internal hospital sources.

What forces are driving change?

Committees are considering more (and more complex) clinical,
financial, and operational metrics during decision-making to better
understand the holistic value that a product provides. In fact, more
holistically evaluating products’ impacts on the organization and
patients is one of the most common goals of both P&T and value
analysis committees.

However, all these new considerations create more work and
complexity for committees given they are adding to, rather than
replacing, existing factors. Committees will therefore need more help
gathering, analyzing, and making decisions based on an increasing set
of metrics.

© 2022 Advisory Board « All rights reserved « advisory.com

Third most common goal of value analysis
and P&T committees is to “Holistically
evaluate products’ impact on the
organization and patients”

Of respondents say they want to increase
the extent to which they consider more
than half of the clinical, financial, and

operational considerations provided in
the survey over the next five years
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What will the future look like?

To review products more holistically, manufacturers can expect committees 0
to increasingly rely on the following internal and external parties. O

* New internal stakeholders: This includes revenue cycle reps who call

out margin implications, nurses who speak to workflow implications, and

medical ethicists who raise ethical considerations. Of survey respondents report that
independent evaluation tools are
* Independent evaluation agencies: Also called health tech assessments one of their top sources for product
(ECRI, ICER," Lumere, etc.), these tools help committees analyze information today

comparative effectiveness, cost-effectiveness, and outcomes-related
metrics. They can even compare products head-to-head. While most of
these tools had small user bases a few years ago, they are much more
widespread today.

* Group purchasing organizations: Organizations often rely on their GPO for data on a
product’s financial impact. Supply chain leaders also use GPOs’ spend benchmarking tools and
consulting offerings to help with product reviews that they have little experience with. Health
systems’ reliance on these groups is likely to grow in coming years as major GPOs continue to
invest in data and analytics capabilities.

- Life sciences organizations: Few survey respondents noted they want to increase the extent
to which they rely on manufacturers during decision-making. However, committees will still look
to suppliers to provide information on outcomes-related metrics like real-world evidence, or
non-product-related metrics like supply chain performance or environmental impact.

Questions to ask yourself:

1. What data are customers asking for that we can’t provide right now? Who are they turning to
for that information?

2. What new, internal stakeholders could our customers bring into their committee meetings?
How can we form relationships with individuals in these roles?

3. How are we working with independent evaluation agencies today? How can we better work
with them to ensure they share relevant and up-to-date information on our products?

1. Institute for Clinical and Economic Review
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Closing thought: Remember that each purchasing

committee 1s different

Every decision-making committee is different. They all review different
categories of metrics and assign unique weights to each. This leads to

various definitions of value, with some organizations looking primarily at

product cost and safety, while others take time to review products more
holistically. While our survey data highlights trends that point to certain
factors generally becoming more popular, we're still far from an
industry-wide consensus of what product “value” means.

On an individual health system’s level, an organization’s goals and
structure will influence their definition. For example, organizations that
participate in accountable care organizations value long-term outcomes
more often than those that don’t participate in risk-based payment. Or
providers with a payer arm consider total cost of care more often than
those without one.

Therefore, as life sciences leaders form relationships with customers,
it's important to consider both emerging purchasing trends along with
the unique priorities of the organization they’re working with to ensure
that value propositions will resonate.

Questions to ask yourself:

1. How are we tailoring our value proposition when working with
organizations that participate in value-based care arrangements or
have a payer arm?

2. Which definitions of value are most favorable for our product?

3. Which definitions of value are least favorable for our product?

© 2022 Advisory Board « All rights reserved « advisory.com

More likely that a provider
participating in an ACO will
always/frequently consider long-
term outcomes when evaluating
products than a provider that doesn’t

participate in non-mandatory value-
based payment programs

More likely that a provider with a
payer arm will always/frequently
consider total cost of care when

evaluating products than a provider
without a payer arm
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Change has always defined healthcare, but today’s leaders face unprecedented challenges
and market shifts. Developing successful strategies and advancing make-or-break objectives
has never been more challenging due to mounting complexity, intensifying competition, and a
growing roster of stakeholders.

The knowledge you need to
stay current, plus the strategic
guidance, data and tools you
need to take action.

Hospitals * Health systems « Medical groups ¢ Post-acute care providers ¢
Life sciences firms = Digital health companies « Health plans « Healthcare
professional services firms

To learn more visit advisory.com/memberships or contact programinquiries@advisory.com.
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LEGAL CAVEAT

Advisory Board has made efforts to verify the accuracy of the information it provides to members. This report relies on data obtained from many
sources, however, and Advisory Board cannot guarantee the accuracy of the information provided or any analysis based thereon. In addition,
Advisory Board is not in the business of giving legal, medical, accounting, or other professional advice, and its reports should not be construed as
professional advice. In particular, members should not rely on any legal commentary in this report as a basis for action, or assume that any tactics
described herein would be permitted by applicable law or appropriate for a given member’s situation. Members are advised to consult with
appropriate professionals concerning legal, medical, tax, or accounting issues, before implementing any of these tactics. Neither Advisory Board
nor its officers, directors, trustees, employees, and agents shall be liable for any claims, liabilities, or expenses relating to (a) any errors or
omissions in this report, whether caused by Advisory Board or any of its employees or agents, or sources or other third parties, (b) any
recommendation or graded ranking by Advisory Board, or (c) failure of member and its employees and agents to abide by the terms set forth herein.

Advisory Board and the “A” logo are registered trademarks of The Advisory Board Company in the United States and other countries. Members are
not permitted to use these trademarks, or any other trademark, product name, service name, trade name, and logo of Advisory Board without prior
written consent of Advisory Board. All other trademarks, product names, service names, trade names, and logos used within these pages are the
property of their respective holders. Use of other company trademarks, product names, service names, trade names, and logos or images of the
same does not necessarily constitute (a) an endorsement by such company of Advisory Board and its products and services, or (b) an
endorsement of the company or its products or services by Advisory Board. Advisory Board is not affiliated with any such company.

IMPORTANT: Please read the following.

Advisory Board has prepared this report for the exclusive use of its members. Each member acknowledges and agrees that this report and
the information contained herein (collectively, the “Report”) are confidential and proprietary to Advisory Board. By accepting delivery of this Report,
each member agrees to abide by the terms as stated herein, including the following:

1. Advisory Board owns all right, title, and interest in and to this Report. Except as stated herein, no right, license, permission, or interest of any
kind in this Report is intended to be given, transferred to, or acquired by a member. Each member is authorized to use this Report only to the
extent expressly authorized herein.

2. Each member shall not sell, license, republish, or post online or otherwise this Report, in part or in whole. Each member shall not disseminate
or permit the use of, and shall take reasonable precautions to prevent such dissemination or use of, this Report by (a) any of its employees and
agents (except as stated below), or (b) any third party.

3. Each member may make this Report available solely to those of its employees and agents who (a) are registered for the workshop or
membership program of which this Report is a part, (b) require access to this Report in order to learn from the information described herein,
and (c) agree not to disclose this Report to other employees or agents or any third party. Each member shall use, and shall ensure that its
employees and agents use, this Report for its internal use only. Each member may make a limited number of copies, solely as adequate for
use by its employees and agents in accordance with the terms herein.

4. Each member shall not remove from this Report any confidential markings, copyright notices, and/or other similar indicia herein.
5. Each member is responsible for any breach of its obligations as stated herein by any of its employees or agents.

6. If a member is unwilling to abide by any of the foregoing obligations, then such member shall promptly return this Report and all copies thereof
to Advisory Board.
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