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S
urgical services represent one of the most 
expensive operational areas because of costly 
supplies and implants, and at the same time serve as 
one of the highest-margin contributors to healthcare 

organizations. An integrated internal audit of surgical 
services supply chain operations, focused on nine keys 
areas, can find and address control weaknesses that will aid 
management in reducing overall spending and overhead 
costs related to supplies. The audit will help strengthen your 
position as a strategic advisor to the organization.

Governance
Determine whether the current governance structure for 
surgery integrates and coordinates staff who have supply 
chain, hospital leadership and surgical services clinical 
responsibilities. An effective governance structure ensures 
collaborative action to examine and review the facts related 
to supply costs per case, inventory turnover rates, delays due 
to missing supplies, and items returned to central supply, in 
an open and nonthreatening way.

A governance structure that only reviews outcomes but 
does not develop and implement strategies for addressing 
identified issues is not a functioning control. Evaluate 
benchmarks and scorecards, along with any minutes from 
related meetings for your hospital’s operating room (OR) 
supply chain committees. If measured items fall below 
benchmarks, find out whether solutions for improvement 
are being developed.

Strategy
Materials management staff must have an up-to-date and 
defined plan for managing the surgical services supply 
chain and producing expected outcomes. You should 
request materials management’s supply chain service 
level agreement for giving procurement and logistics 
management services to the OR. Review the plan to ensure 
metrics for baseline and benchmark performance are 
relevant, measurable, correct and promptly reported to key 
surgical services stakeholders.

Process responsibility and accountability
As part of your review, obtain an understanding of the roles 
and responsibilities for key process activities.
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An integrated, strategic and complete 
lifecycle audit of supply chain management 
for supplies and implantable devices should 
result in improved margins for surgical 
cases, inventory management process 
improvements and greater transparency 
for critical supply cost information.

The operating room is no longer 
immune from the impact of ongoing 
declines in reimbursement rates.

Internal audit has an opportunity to 
partner with operating management to 
focus on controls related to supply chain 
management. However, supply chain audits 
must move from reviews of the purchasing 
function into the front line of clinical 
inventory and logistics management.
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1. Negotiating and executing supplier contracts

2. Ordering surgical supplies

3. Managing requests for new products

4. Controlling vendor access to the operating room

5. Managing physician preference cards

6. Tracking inventory levels, locations, turns and 
obsolescence

7. Setting performance metrics

8. Reporting performance metrics

You should determine that the current control environment 
for supply chain in the operating room is adequate 
and functioning as intended. Hospitals that have been 
successful in implementing supply cost savings have set up 
multidisciplinary committees to define the leadership roles 
necessary to ensure accountability and prevent ambiguity.

Surgical case supply costs
The surgical services governing body must have direct 
access to current and complete surgical supply and 
device cost and reimbursement information by case. The 
information is needed to ensure that the cost of supplies per 
case for similar procedures are within a reasonable range.

Without prompt and accurate cost of procedures and 
reimbursement information, management is unable to 
provide frontline nursing personnel and surgeons with 
the costs of products used in each procedure. The highest 
utilized surgeon at your organization with the highest gross 
charges may not be anywhere near the biggest generator of 
margin. To make more informed decisions about the use of 
supplies and other areas that have a direct effect on margin, 
stakeholders need quick access to cost and reimbursement 
data.

Request the data for costs by case and figure out if the 
information is provided on a regular basis to surgeons, 
surgical nursing staff, OR administration and other key 
stakeholders.

For a six-month period select:

 • The highest volume procedures performed

 • A sample of the cases with the highest supply and 
implants costs

 • The costs per case by procedure and by surgeon

Determine the average supply cost for each procedure along 
with the highest and lowest cost by surgeon. Review the 
outliers with OR management to figure out the root cause of 
material variances of supply costs per case.

Preference cards
Preference cards detail each physician’s requested list 
of supplies and instruments for use during each type of 
procedure. Preference cards ensure that the right supplies 
are available at the right times. Not all items requested may 
need to be used as part of the procedure. But preference 
cards can show those most likely to be used and assist the 
nursing staff in knowing what items to open for potential 
use during the case.

Preference cards are important in controlling inventory 
spend. The central and sterile supply and sterile 
processing departments must pick the right supplies, 
implants, devices, and instruments, and deliver them to 
the OR staff. These items must be ready when the surgeon 

Audit focus

1  Governance

2  Strategy

3  Process responsibility and accountability

4  Surgical case supply costs

5  Preference cards

6  Vendor management

7  Information system integration

8  Data governance

9  Policies and procedures
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needs them. Without correct and up-to-date preference 
cards, supply returns and waste will increase. Consistent 
reviews and updates to preference cards can lead to 
decreased supply expenses, increased OR productivity and 
lower administrative costs.

Using computer assisted audit techniques (CAATs) or 
a selected sample, review your OR system database of 
surgeon preference cards and find the last date a review 
or change in the card was documented. For cards showing 
no documentation of review or change, follow up with 
administration to determine why the preference cards have 
not been reviewed.

Also, obtain data for items wasted or returned to central 
supply by case, and perform an analysis of the highest 
number of wasted or returned items by surgeon and by 
procedure. Follow up to see if the surgeon preference cards 
had been updated for the surgeons with the highest-volume 
waste and returns.

Vendor management
The flow of new products into the operating room may add 
unnecessary costs, increase the risk of duplication, create 
confusion and fail to improve clinical outcomes. Evaluating 
the management of the flow of new products merits 
consideration in your audit.

Determine the average supply 
cost for each procedure 
along with the highest and 
lowest cost by surgeon.

Determine whether policies and procedures exist on new 
product entry. The framework for the policy or procedure 
should be based on product clinical efficacy, safety and cost. 
Also, a multidisciplinary committee should be in place and 
functioning to oversee requests for new products. 

Having these two controls in place and functioning 
properly helps reduce bias that is due to the potential 
influence of vendor marketing, and helps address the risk of 
physicians failing to consider cost management in selecting 
supplies and equipment. These controls will also ensure 
that adequate structure for considering requests for new 
products is in place, will increase control of inventory, and 
will improve staff and patient satisfaction.

Ensuring controls are in place to supervise vendor access 
is another key element in managing risk in OR supply 

chain management. While cases exist where the vendor 
representative gives clinical support for a procedure, usually 
they are not taking part in patient care.

Many hospitals routinely allow vendors to pull inventory 
from their car and bring these items to sterile processing 
or directly to the surgeon. Besides being a risk factor for 
patient and facility safety, the practice contributes to excess 
inventory, and often at premium, noncontract prices. Added 
costs occur when the vendor’s hand-delivered supplies and 
implants cause delayed surgical start times because the 
products are not sterile when delivered.

Determine whether your organization has a plan to 
ensure vendors add value to your supply chain versus only 
delivering product, and that their access to ORs is limited to 
specific cases where the vendor is actively consulting in the 
procedure.

Information system integration
The material management item master, which holds the 
complete list of all approved supplies and implants for 
surgical cases, should be up to date and integrated into your 
surgical charge capture system and chargemaster. Without 
a complete and seamless integration, effective and efficient 
management of the surgical supply inventory is difficult. A 
lack of integration increases the likelihood of leakage in the 
revenue cycle due to items used in surgery being unbilled or 
billed with an incorrect rate or revenue code.

Assigned roles and responsibilities

1  Approving new supplies and implants for inventory and 
use

2  Adding approved products promptly and accurately to 
the inventory supply master

3  Differentiating chargeable versus nonchargeable 
supplies

4  Adding, deleting and modifying chargemaster 
components for supplies and implants

5  Setting charge capture application work rules for 
chargeable items to post automatically or manually to 
the surgical log and patient account

6  Requiring documentation and tracking of medical 
device information per FDA and CMS requirements

7  Reconciling implants bought to implants used or 
returned

8  Managing owned, consigned and bill-only supply and 
device items

9  Monitoring trends for wasted supplies and devices
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Perform audit testing with CAATs or a selected sample to 
ensure items in your material management item master 
are included in your hospital billing system’s chargemaster. 
Also, determine that management periodically reconciles 
the material master and chargemaster to ensure the two 
systems match.

Inventory controls require supply and implant usage to be 
reconciled to your supply and device inventory systems. 
The lack of effective and efficient inventory reconciliation 
controls increases the likelihood of lost revenue and specific 
supply shortages. Obtain and review a sample of the 
monthly reconciliation of supplies and implants bought, 
returned and implanted.

Verify compliance with Federal Drug Administration (FDA) 
rules regarding accurately recording implantable device 
manufacturer name, description and serial number. The 
information should be easily tracked from purchase order 
to goods receipt, to surgical case number and finally to the 
patient. For a sample of surgical cases with an implant, trace 
the specific device implanted by identification number to 
the goods receipt and vendor invoice to ensure the right 
implantable device data is accurately recorded in the patient 
medical record.

Stakeholders need 
quick access to cost and 
reimbursement data.

For outpatient procedures, third party payers are 
increasingly needing a copy of the specific invoice for an 
implanted item before they will reimburse the facility for 
the implant cost and sometimes the contracted mark-up 
rate. A provider with a seamless flow of inventory tracking 
from procurement to claim submission and denials is less 
likely to incur lost payments and increased administrative 

costs from denied claims. Find out if your organization 
has a process in place for managing these document 
requests.

Data governance
Determine whether the data owners for your OR supplies, 
charge description master and charge capture systems have 
been named. Updates and modifications to these critical 
systems should be communicated to and reviewed by key 
supply chain, OR and revenue cycle stakeholders. Without 
oversight, unapproved supply items in master files, incorrect 
rates applied for chargeable supplies, improper revenue and 
HCPS codes on claims, and other compliance-related issues 
could occur.

Policies and procedures
Even with enterprise resource planning systems, hospitals 
with effective OR supply chain and supply charge capture 
cycles still need documented policies and procedures. The 
policies and procedures should not be produced to check off  
a to-do item or as a response to an audit recommendation.

Inquire at your organization and determine whether your 
organization’s policies and procedures are more than a 
document in a binder. Interview staff at all levels and find 
out if they have the information and instructions to do their 
jobs properly.

Summary
The operating room is at the focal point of many of a hospital’s 
operations. The operating room is also one of the highest users 
of a provider’s supply chain bandwidth in addition to being a 
high user of expensive purchased supplies.

An integrated audit approach will address a multifaceted 
set of risks associated with the surgical services supply chain 
and its effect on the hospital’s bottom line. The rewards from 
the audit will be valuable information to your organization’s 
management and other key stakeholders, and the potential 
to result in higher revenues and lower costs. 

The material management item master should be integrated 
into your surgical charge capture system and chargemaster.
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