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Surgical Instrument Inventories:  
Measuring Efficiencies and Effectiveness –
Part One
By Douglas Sanders

All that glitters

For over 20 years hospitals have been 
offered  preventive maintenance (PM) 

services for their surgical instruments. 
Many hospitals and surgery centers across 
the U.S. use this service. The logic on the 
surface seems stable. A repair technician 
inspects groups of instruments, typically 
by tray type, and only repairs those that 
need it. Great value—or is it?

Due to a lack of integrity, many PM 
services are defrauding and deceiving 
their customers. How do I know this? 
I have industry knowledge and was 
the president/CEO of a PM service 
company that committed fraud. Since 
my resignation, I have spent five years 
researching and developing methods that 
definitively expose this scam. 

The idea of a traveling van repair service 
surfaced in the late 1970s, getting its 
foothold in the Midwest. The repair 
technician would show up to repair 
items, in his van, which were determined 
by hospital surgeons or staff as not 
functioning properly. Between repair 
visits these items were collected and 
stored in what is called a repair bin.

Over the past 30 years or so, the industry 
has mushroomed nationwide to include 
what is now called either preventive or 
proactive maintenance of the hospital’s 
stainless set inventory. The new concept 
of today’s onsite PM service is to inspect 
and refurbish large quantities of surgical 
instruments from the stainless set 
inventory and only repair what is needed. 
They claim three primary benefits:

• Reduction of replacement costs.

• Reduction of repair costs.

• Improvement of instrument 
performance.

Anywhere from 10 to 20 instrument 
sets, each containing an average of 
100 instruments are processed by a 
technician in a typical eight-hour work 
day. Since there are no methods used to 
measure these primary benefits, hospital 
management must rely on trust. We all 
know that in business, trust alone opens 
an opportunity for deception, deceit 
and dishonesty when not backed with 
verifiable data.

There is no verifiable data that supports 
any claims of value. Employing the value-
based marketing approach has been very 
successful, because many managers and 
directors responsible for contracting and/
or using these services do not verify these 
claims. As you will see, my experience in 
the industry reveals an entirely different 
reality—hospitals are inviting the fox to 
guard the henhouse.

My encounter with surgical 
instrument fraud

In 2004, my business partner and I 
formed a van-based instrument repair 
company with another man to provide 
PM services to a large hospital group. We 
had provided various other instrument 
repair services to this customer for a 
while and developed a strong feeling of 

Executive Summary

Managing surgical instrument inventories has historically been somewhat 
of an enigma for many hospital and surgery center administrators. Surgical 
instruments are one of the largest inventories in the hospital in terms of number 
of items, cost of initial investment, and cost of ownership. When I first entered 
the surgical instrument repair business, a manager of material management for 
surgery told me “the surgical instrument inventory is the most poorly managed 
inventory in hospitals”. That was twelve years ago and there seems to be a 
significant increase in spending, especially in the area of replacements and  
preventive maintenance.

In part one of this two-part article, we examine how the lack of controls has allowed 
unscrupulous opportunists to run a very profitable con game; the cost of these 
particular inefficiencies to hospitals; and the need to measure cost and performance 
of surgical instrument inventories.

Additional Claims of Value PM Vendors Make
• PM is a program that keeps instruments in tip-top shape.

• PM tackles minor device issues head-on before they develop into far costlier 
fixes.

• PM is an effective cost-cutting and customer service strategy.

• PM extends the life of your instrument inventory.

• PM increases satisfaction of end-users in the operating room and beyond.

• PM promotes better patient outcomes.



8  New Perspectives Association of Healthcare Internal Auditors Spring 2011

trust with them. The client requested that 
we provide the PM service as well. Our 
new partner brought extensive surgical 
instrument repair experience that our 
company needed, due to our lack of 
knowledge and experience in the field.

I was the President/CEO of the new 
company which gave me access to all 
of the financials, including detailed 
invoicing and reporting. I also, monitored 
our technician’s daily schedule. Since 
this was our only client, the technician 
worked at the main large hospital (750 
beds) nearly every day and the other 
smaller hospitals once per month. I was 
told this was necessary in order to get the 
instrument inventory into top condition, 
even though the previous PM vendor 
had been servicing the large hospital only 
once per week. I became concerned about 
the value of this service level to our client.

After a few months, sales doubled from 
$20,000 to $40,000 per month with the 
same number of visits. My business 
partner and I became very suspicious of 
the technician’s productivity. We alerted 
our new partner about the questionable 
invoicing. He assured us that this was just 
an illustration of how well our technician 
was able to produce. 

Our industry expertise told us that it 
was very unlikely any technician could 
perform as well as this one. We developed 
a productivity spreadsheet that compiled 
the number of hours it would take the 
fastest technician to complete the repairs 
that our technician was claiming to 

complete in eight. The numbers were 
astonishing and all over the board. They 
varied from eight hours on a slow day 
to 24 hours on his highest-producing 
days. We were now convinced that our 
technician was submitting fraudulent 
work orders.

Communication with our new partner 
broke down very fast. Our attorney 
advised us that we had a fiduciary 
responsibility to the new company first 

and foremost. We could not go to the 
client with our information. We felt our 
only options were to continue on in the 
best interest of the company or to resign 
and walk away from this financially 
(although morally wrong) lucrative 
operation. We chose the latter.

In pursuit of integrity

My partner and I decided to compete 
against these PM companies in our local 
area and launched a van of our own. We 
thought we could offer a better value 

to current customers. For two years my 
partner personally performed PM services 
and we learned even more about the PM 
industry.

In spite of providing an honest service, we 
found that PM had no effect on the overall 
performance of the surgical instrument 
inventory. We were able to measure 
inventory performance with and without  
preventive maintenance, and the results 
were the same. Now it was possible to 
bring this to the attention of our clients 
and convince them they did not need  
preventive maintenance. The customers 
who listened to us and terminated their 
PM service found they did not have 
significant problems and were able to 
reduce their instrument repair expense.

We became curious about what was 
happening in other geographical areas 
of the country. Our company gave us an 
excellent portal into what was happening, 
because our wholesale customers shared 
accounts with other PM vendors across 
the United States. We began examining the 
instruments sent to us for repair and found 
that many were damaged on the van itself! 
The processing techniques being used on 
the vans were geared toward cosmetics 
(polishing, grinding, etc.) and having a 
negative effect on the instruments.

We started asking our wholesale customers 
that had a van service, and/or worked for 
one, questions. My partner asked one van 
technician from the South why our service 
could only process four or five instruments 
sets per day when competitors were 
processing ten to twenty. 

The response was that we were crazy to 
inspect and refurbish every instrument 
and repair the ones not in perfect 
condition. The trick was to sonic clean 
the instruments in a sonic bath and polish 
when necessary for appearance and only 
sharpen the sharps (scissors, osteotomes, 
rongeur etc.), which on average are 
approximately 10 to 15% percent of the 
instruments in the sets. Well, no wonder 
these fellows could process up to 20 sets 
per day! 

We found that PM had 
no effect on the overall 

performance of the 
surgical instrument 

inventory.

Techniques being 
used on the vans 

were geared toward 
cosmetics
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Another wholesale customer made the 
picture even clearer for us. He had been 
a regional manager for a PM service. The 
van technicians are paid on commission. 
The more they invoice, the more money 
they make. He told us that one technician 
was paid commissions of $350,000 in one 
year alone! Our customer also informed 
us that one of his tasks, when he was 
a regional manager, was to “smooth 
over and make right when one of their 
technicians were caught red-handed.”

Classic lack of control failure

But, this question begged to be asked: 
How could the supply chain managing 
system allow this to happen? And, why, 
in their Request-for-Proposals (RFPs), 
do they require this potentially bogus 
service? There are two answers.

First, the repair industry market for hand-
held surgical instruments is in a classic 
market failure driven by information 
asymmetry. The decision makers in the 
supply chain lack sufficient knowledge 
regarding quality and performance of 
the inventory. In fact, they rely upon the 
very same hand-held surgical instrument 
vendors to provide their information. The 
instrument repair vendors take advantage 
of supply chain’s trust and are able to 
feed them misinformation geared to 
repairing and replacing more instruments 
than necessary. The more the supply chain 
relies on the vendor, the more inefficient 
(or costly) ownership of the instrument 
inventory becomes.

Secondly, the supply chain does not 
track the effectiveness of the PM service. 
Remember, the PM companies claim to 
provide “a program that keeps instruments 
in tip-top shape.” These services are 
supposed to improve instrument 
performance. The supply chain does not 
measure nor track instrument performance. 

Hence, there are no checks and balances 
to verify any change in inventory 
performance. Therefore, implementing 
a PM service could (and many cases do) 
negatively affect performance. 

I have witnessed several occasions where 
a hospital or hospital group initiates a PM 
program only to find they are spending 
noticeably more from their repair budget. 
In addition, these hospitals experience a 
significant decline in the performance of 
the very same instruments they pay to 
have maintained. 

I find it surprising that the managers 
have not been able to connect the cause 
of the decline to the PM service itself. 
In fact, most of the time they increase 
the frequency of the PM service, on the 
advice of the PM company, to remedy 
the situation. The end result is hundreds 
of thousands of dollars wasted replacing 
entire groups of instruments only to start 
the cycle all over again.

How much does a fraudulent PM service 
cost the average 400-bed hospital? It is not 
unusual for a hospital this size to use a 
PM service once per week. Typical visits 
from the PM service roughly run around 
$2000 per visit. That puts the annual cost 
at over $100,000, not including the added 
repair costs created by the PM service and 
the increased cost of replacements.

Conclusion

The need to measure the efficiencies 
and effectiveness of surgical instrument 
inventories is driven by the lack 
of controls that allow for cost and 
performance to go unchecked. The 
net result is much higher spending for 
unnecessary repairs and replacements 
of surgical instruments. Also, the very 
effort to improve instrument performance 
achieves the opposite.

Part two of this article will examine 
cost accounting methods you can 
use to benchmark efficiencies and 
effectiveness of surgical instrument 
inventories. After benchmarking, 
any change in the managing of the 
inventories can be measured on a per-
procedure basis to account for case 
load fluctuations. Changes that achieve 
improvements in cost and performance 
can be evaluated objectively rather 
than the current subjective methods 
used today. Decisions will be based on 
verifiable data as opposed to opinion. 
Then, and only then, will managers be 
able to maximize the efficiencies and 
effectiveness of their surgical instrument 
inventories. NP

Doug Sanders has a B.S. degree in Business 
Administration and over 12 years of experi-
ence managing customer accounts in the 
surgical instrument repair and distribution 
industry. Doug developed accounting meth-
ods specifically designed to measure cost 
and performance which lead to efficiency 
and effectiveness evaluations of surgical 
instrument inventories. He is president/
CEO of Zamek Associates, a consulting firm 
designed to share knowledge and expertise 
to assist healthcare providers in objec-
tive management of surgical instrument 
inventories. You may reach Doug at doug@
zamekassociates.com.

There are no checks 
and balances to 

verify any change 
in inventory 
performance.

It is time for us all to stand and cheer for the doer, the achiever - the one who recognizes the challenge and 
does something about it. 

~Vincent Lombardi


