





choices. Medicare enrollees were encouraged to enroll in HMOs. The results were
less than spectacular. Medicare patients simply prefer traditional fee-for-service
medicine. The grants program was slow to encourage HMO growth and was
eliminated in 1981. The requirement of employers of greater than 25 employees to
provide an HMO alternative to employees still exists today. Expansion of the
HMO market has resuited, particularly in the western region of the country. The
presence of HMOs in the market, initially a response to increasing costs, is
probably the single most significant organizational change in healthcare over the
past 20 years.

The face of HMOs has changed over that same period of time. HMOs are
now generally lumped together with other health care organizational types under the
term “managed care.” The term managed care includes the HMOs and IPAs
previously described. It also includes the gatekeeper plans, those medical and
dental plans that use a primary care physician and/or general dentist to control the
patients use and selection of specialists, including orthodontists.  Another
organizational entity is the PPI or PPO, preferred provider insurance or
organization.  PPIs/PPOs give some selective control to patients regarding
providers and give partial out-of-plan payment to enrollees for these services. In
some circles, the term managed care also includes any fee-for-service insurance
plans that have utilization review. To summarize then, managed care includes
HMOs, PPOs, IPAs, and gatekeeper plans. In short, managed care refers to any
health plan that limits the choice of providers and regulates their providers
regarding treatment decisions in an effort to eliminate “unnecessary” care and
reduce costs.

Why doesn’t this really happen?

As can be seen, the current concept of managed care is much different from

just the prepaid group health plans described earlier. Legislative changes and
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provider groups themselves encouraged the development of the alternative plans,
IPAs, PPOs, etcetera. This was done as competition for patients increased.
“Conventional wisdom” would say that providers do not compete. The truth is that
the beliefs held by those in health care 20 and 30 years ago have slowly given way
to the reality of the present system. Increasing runaway costs have caught up to us
through legislation and a changing marketplace. The present health care system
does not provide adequate reimbursement for the highest quality of care if that care
is provided regardless of costs. The financial incentives of the past to produce
more are no longer reimbursed based on after-the-fact-payment. In 1983, with the
introduction of prospective payment by the federal government, hospitals were
reimbursed based on diagnosis related groups or DRGs. This put the pressure of
cost containment on hospitals as their reimbursement for any one patient was
determined by their diagnosis, not the cost incurred. If there were costs incurred
beyond reimbursement levels, the hospital absorbed these costs. To maintain
profitability, these costs were shifted to other payer groups, particularly
commercial insurers. In reality, cost shifting had been occurring for years, as
government tried to continually reduce reimbursement prior to DRGs. Cost
shifting contributed to rising health insurance premiums in the market with
premiums rising as much as 20% per year. Some hospitals developed sophisticated
cost accounting systems to enable them to track costs of providing care. Case mix
analysis, the ability to compare costs and reimbursement by the type of case, or
DRG, gave hospitals the ability to determine what type of patients were most
profitable. Based on this information, marketing programs could be developed to
(1) attract physicians with those types of patients and (2) market services to
discrete niches in the marketplace. Both the ideas of profit and marketing were in
direct conflict with the conventional wisdom held by many. For-profit health and

hospital corporations flourished during this period as their corporate ideology was
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well-suited to taking advantage of the changes in the marketplace. We see a similar
pattern occurring in orthodontics today as for-profit corporations continue to come
into our market.

As one part of their marketing plan, hespitals and other provider groups
continued to develop IPAs, PPOs and other managed care products to capture
greater market-share. The variety of plans seen today are a reflection of the
attempts to appeal to a greater percentage of the market, with plans designed to
appeal to a variety of preference and circumstances.

Dental health care plans, added in employer benefit programs as an
additional benefit to employees during the health care expansion period, are also
affected by the changes in the larger health care environment. We have seen an
expansion of managed care in dentistry, as well. This change often does not sit
well with providers. While initially designed based on the prepaid group health
plan model described earlier, with the accompanying cost savings for the consumer,
managed care is far from it. The term managed care is confusing and often
generates negative emotion from many groups, healthcare executives and providers
alike. Part of that is due to the fact that managed care seeks to manage costs
through demanding discounts from health care providers, including orthodontists.
The managed care plan is able to do this because of its patient pool. The plan is
sold to employees via their employer. The managed care option is most often
slightly less expensive to the employee as opposed to the traditional fee-for-service
insurance plan. It is also billed as being “all-inclusive,” with minimal copayments
for many services, as opposed to the traditional 80/20 split of private insurance.
This is also appealing to the consumer. Older and less healthy employees tend to
remain in traditional fee-for-service plans for at least three reasons: (1) they are
familiar and comfortable with it (2) they have an established doctor/patient

relationship they are not willing to change (3) they fear a change in insurance
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companies will disqualify them for benefits by pre-existing condition clauses. This
phenomenon tends to raise traditional fee-for-service insurance costs and premiums.
The managed care plan can then shadow-price, or raise their rates to just below the
traditional insurance plan. This allows the-managed care company to offer
improved benefits, thereby increasing their patient pool and giving them more clout
in negotiating discounts from providers. It also gives them the ability to generate
tremendous profits. In the end, they control their costs by controlling the income
of health care providers, including orthodontists. The problem is not with the
concept of prepaid health plans, rather with the other varieties of plans known as
managed care. These plans are able to escape the responsibility of high cost
patients and maintain lower prices. This is done not by providing the same high
quality of care for a lower price, rather by attracting healthy subscribers first of all,
then discounting payments to providers. Arguably their profit is derived at the
expense of the provider. Managed care plans can, therefore, not only be hugely
profitable, but also serve to contribute to healthcare cost inflation by driving up the
costs of traditional fee-for-service insurance. Meanwhile the competition in the
marketplace grows, with the provider having less profit and therefore less ability to
attract patients and position themselves in the market.

In addition to the managed care aspect of health care, for-profit corporations
compete for a share of the market. In recent years we have seen for-profit groups
established in orthodontics. An example of this is Orthodontic Centers of America,
or OCA. OCA is the largest provider of orthodontic services in the estimated $3.6
billion orthodontic industry. Started in 1989, OCA has grown to 153 offices in 24
states, primarily in the eastern half of the country. Recent expansion has been in
the west, including Arizona, California and Washington. OCAs marketing and
operating strategies are based on (1) aggressive marketing  (2) maximizing

efficiency of resources and (3) maximizing capacity. OCA begins with an
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aggressive marketing campaign for each facility they open. This consists of local
television, radio and print advertising, as well as internal marketing promotions.
These are aimed at stimulating the market for orthodontic services, a market OCA
perceives as vastly untapped. The patient is then presented with a payment plan
differing from that seen in the traditional orthodontic practice. There is no 25%
down payment, rather the patient makes monthly payments of $98 per month for
each month of care, with a final payment of $398 just prior to completion of
treatment. On average, OCA patients pay total fees of $3,045 which is about 15%
lower than the national average of $3,600. OCAs pricing strategy is to be 10-15%
below the traditional orthodontists fees.

In addition to heavy marketing and a unique fee payment plan, OCA utilizes
their orthodontists for patient care only, with no administrative or management
duties. A business manager is utilized in this capacity instead, with the central
corporate office overseeing operating and financial performance.

OCA centers are designed to bring the patient to the orthodontist, rather
than the orthodontist rotating through an open bay facility. Patients wait in the
reception room until called for treatment. They go directly to the orthodontist’s
chair who reviews their care and “prescribes” the necessary adjustments. The
patient then proceeds on to one of the orthodontic assistants who makes the
adjustments. The orthodontists themselves are involved in the initial consult,
banding and debanding. The orthodontic assistant does virtually all adjustments in
between. While the average orthodontist to orthodontic assistant ratio is 1:3, OCA
runs at a ratio of 1:5. This allows the average orthodontist working for OCA to see
77 patients per day, as opposed to the average of 42 patients per day seen in the
more traditional practice. Case starts for OCA centers average 506 per year
compared to 170 for the average orthodontist in private practice. See Table 17.

Obviously, any difference in fees charged initially is made up for by the volume
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Table 17. Differences Between OCA and

Traditional Fee-for-Service Practices

Operating & Marketing
Differences

Orthodontist training

Orthodontist's responsibilities

Office design

Scheduling system

Orthodontic assistants to

orthodontists 31
Marketing Referral system
Patient fees $3,612

(8903 down payment)
Advertising budget per orthodontist $4,400in 1992
Eff: rations and Profitability (the figur iow ar
Patients per day 42 77
New case starts (annually) 170 506
Gross revenues per operating day ~ $2,000 $5,000

Traditional
Practice

Graduates of
accredited programs

Administration
Public reiations
Patient care

Orthodontist and staff rotate

to the patient

Schedule new patient days
and regular treatment days
together

Orthodontic
Centers

Graduates of
accredited programs

Patient care

Patients rotate to the
orthodontist

Group appointments by
type of procedure and
dedicate certain days
exclusively to new
patients

51

Direct to potential
patients through
television, radio and
print

$3,085
(no down payment)

$72,200in 1995
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generated. Volume drives the system, allowing OCA and other for-profit centers
like them, to generate profit, acquire existing practices, open new facilities and
attract orthodontists. Arguably this is done at the cost of quality care, as increases
in volume are most often associated with decreased quality of care. For-profit
companies in health care are often accused of “cream skimming” the market. This
refers to the practice of accepting a case mix that allows for the greatest profit
potential, leaving the less desirable cases, from a profit perspective, for others in
the market to serve. The results of this study illustrate clearly that there are
differences in the profitability of cases and that these differences can be determined.
Marketing and screening techniques can be used to skim the market for these cases.
One might ask how OCA attracts orthodontists. One successful method has
been by seeking new orthodontic graduates. Often these individuals have a high
debt load from school loans and no business experience. Many see orthodontics as
a job, not a profession. They are attracted to the ease at which OCA and other for-
profit groups can put them into practice, with no management responsibilities and
no increase in debt for the acquisition of a practice.  Another source of
orthodontists is the group of practicing orthodontists who are willing to sell their
existing practices to a for-profit company, then continue practicing for the group.
All of this leads us to where we are today. The present health care system
is highly fragmented with both managed care and for-profit ownership
arrangements effecting the market place by driving down the reimbursement for
services. Managed care focuses on controlling costs by controlling income,
including orthodontists’ income. For-profit companies price their services 10-15%
below market and utilize volume to generate adequate profits. This helps deplete
the market of patients available to the traditional orthodontist in private practice.
Add to this the increased number of general practitioners providing orthodontic care

and you have many different groups competing for the same patients and income.
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This is why it is imperative for the private practice orthodontist to understand costs
to survive. As we face increasing competition in an environment of decreased
reimbursement, this will become even more important to assure our future as a
profession. Cost data is critical to making informed decisions on fees, treatment
modalities and their cost/benefit, management of resources necessary to provide
care, and maintaining the role of traditional fee-for-service care in the market. This
study presents one cost accounting model for identifying costs but, more
importantly, should serve as a stimulus for thinking and discussion regarding the
present market and future of our profession.

What changes are likely for the health care system in the near future?

The failure of the Clinton administration to effectively deal with the health
care system on a national basis should come as no surprise to those of us in health
care. E. J. Dionne of the “Washington Post” described health care as the ‘issue
from hell,” both too complex and too costly to be well understood by most voters.
Others believe that health care is an issue way behind the economy, education,
drugs, the budget deficit, etc. in the minds and priorities of the voters. To be sure,
there are other factors at work as well. At least three things drive the inability to

accomplish a universal health insurance program including:

1. The complexity of understanding the present system in terms of number of

providers and financing mechanisms already in place.

2. The basic ideologic conflicts strongly rooted in our society. The question often
debated is whether access to health care is a right that should be extended to all
citizens or whether it is a service provided based on one’s ability to pay for

care.
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3. The strength of special interest groups such as insurance companies, for profit
hospitals and health care corporations, pharmaceutical companies, etc. These
groups are heavily invested in the present system through which they derive
profit and are unlikely to sit by the sidelines during any effort that could impact

on that position.

The last factor alone has been effective in defeating universal health insurance.
Ideologic conflicts further muddy the water. In the short term, then, it is likely that
the present fragmented system will continue to prevail. As providers we must be
prepared to learn to survive in that system. This will demand a more sophisticated
approach to the management of our practices including, but not limited to, an

understanding of our treatment costs.
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Summary

As a result of federal government policy and increased competition in the
marketplace, the health care system that we as orthodontists function in has seen
dramatic changes in the last 20-30 years. Some of those changes, such as managed
care and an increasing number of competitors, are just now beginning to make an
impact on the traditional fee-for-service practice. As we continue to feel fiscal
pressures from the marketplace, this will make the efficient operation of our
practices become more critical. An understanding of the costs of providing
orthodontic care is just one piece of information necessary to improving the
management function. Based on the results of this study and observations of the

larger health care system, we can make the following conclusions:

1. There will continue to be an increased number of groups competing for the

same patients and practice income.

2. Managed care will continue to demand discounts from providers in the

marketplace.

3. For-profit companies entering the orthodontic market will continue to try to
expand into those urban markets where fees are high enough to generate
adequate profits. Aggressive marketing techniques will continue to be used to

generate a high volume of patients.
4. The mean total costs by class of malocclusion and treatment plan were

determined and ranked in order of cost. Case-mix analysis can be used to

evaluate profitability by class of malocclusion and treatment plan.
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10.

There is a statistically significant difference in the mean treatment costs between
Class I and Class III malocclusion cases, and there may be a difference in
treatment costs between Class I and Class II malocclusion cases.

There is a statistically significant difference in the mean treatment costs between
Class IT extraction cases and Class II nonextraction cases, with the latter being

more expensive to treat.

The total cost of treatment for nonextraction cases depends on the class of
malocclusion. This may also be true for extraction cases, but the smaller

sample size prevented making this conclusion.

Patients receiving Stage I and Stage II treatment had statistically more mean
treatment costs than those having Stage II treatment only, by greater than $500
per case. The mean fees charged were not adequate to provide the same profit
margin for these cases as opposed to those treated with Stage II only. It is

important to know the Stage I costs and charge appropriately for that care.

Patients treated with Stage I prior to Stage II had statistically significant lower
mean appointment costs than those treated with Stage II treatment only. Pricing
for Stage II treatment following Stage I treatment should reflect these

differences.
Muitipie regression analysis was used to determine those factors that predicted

total treatment costs. The most important predictor of total treatment costs was

the total number of appointments. The second most important predictor of total
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treatment costs was the type of appliance used in treatment. Age and

cooperation were minor cost predictors.

Further research topics, such as a revenue enhancement model, can be pursued with
the data already collected. This study may also serve as a model for a prospective
study of costs that would allow us to better evaluate some of the variables examined

herein. At the minimum, it provides food for thought.
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Chart Audit

Patient Name:

Office
Referral

Age at the start of tx: DOB:

Sex:

Fees: | Exam . a0  Stagel Gaaa
| Recoms Sapslt
-Other i :

Mixed Dentition

Diagnosis:

Tx Plan:

Permanent Dentition

Estimated time of tx:

Actual tx time: Stage |

Total # of Appts:

Stage |l

During appliance wear
Frequency of appts:
Type of Appliance:

Functional Appliance

Elastics:

Type:

Headgear HP

Total

Combi Cervical

LHA RPE Other

Lab requirements:

Upper retainer type:

Lower retainer type:

Oral hygeine: poor fair good excellent not noted
Cooperation: poor fair good excelient not noted
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Appointment Breakdown

Type of Appointment

Initial exam

Initial exam/records

Consult

Consult/seps/imp

Seps

Impressions
Impressions/Retie

Band

Bond - Partial

Bond Partial/Place TPA
Bond - Full Arch x1

Bond - Full Arch x2
Band/Bond - Fuli Arch x2/HG
Band/Bond - Full Arch/HG
Band Full + TPA

Change AW

Adj AW

Retie

Retie/HG

RPE/Quad Helix/W-Arch/Other
HG

Records

Records - Progress

Records, Final

Records, Final + Clear Retainer
Missed Appointments
Changed Appointments
Broken Appliances
Debonding Partial
Debonding - Full

Debonding - Full x2
Debonding - Full x2/imp
Debonding - Full x2 Records/Retain
Retainers

Retainers/Records
Observation

Stage |

Stage li

Total Number of Appointments

No. of Missed Appointments

No. Of Changed Appointments
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Stage 1 Stage I1

Wires

0175 UWC
0175 LWC
0195 U RCS
0195 L RCS
014 NITHU
014 NITI L
016 SEN U
016 SEN L
018 NITI U
018 NITI L
014SS U
014SS L

016 SS U

016 SS L

018 SSU

018 8SL

020 SS U
020SSL

20X 20 NITI U
20 X 20 NITI L
19X25S88U
19X258S L
19 X25NITI U
18 X25NITIL
21 X25NITI U
21 X25TMA U
21 X25 TMA L
.045 SS AUXILIARY
018 AUST U
018 AUST L
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