[bookmark: _GoBack]Case Study - The Dilemma

[bookmark: _gjdgxs]Roger Terralta has a dilemma.  This afternoon at four o’clock, he has a meeting with his providers.  The Southside Clinic has been a labor of love since he took over as administrator in 1998.  He helped a struggling, two-provider practice, with over half a million in debt become one of the most successful independent primary care clinics in the Willamette Valley.  Over the years, the practice has grown and now boasts five providers and eighteen full-time employees.  Roger takes pride in the comments he hears in the community about the clinic; how they seem to really care and how the patients’ experiences are so pleasant when they interact with the clinic. 

Employees are paid at or above the upper end of the pay scale for competing larger organizations; and employees show a fierce loyalty to the practice, the providers, the patients, and Roger himself.  Physicians are paid between $120,000 and $150,000 per year.  Physician Assistants average over $100,000.
Medical Assistants are paid around $18 per hour, while front office workers make an average of $16 per hour.  Coding and Reimbursement Specialists average $17.00 per hour.  Roger gets what is left in profit every year as salary.  The average employee has worked at Southside for seven years.  

Southside has built a reputation of provider independence from local facility policies.  They treat patients for the patients’ sake only and not in deference to insurance or organizational profit goals.  This has made them popular with much of the area’s independently-minded population.  

In 2001, the Oregon Health Plan was co-opted by the large health care conglomerate in the Mid-Willamette Valley area.  They created a new insurance entity to manage the care on a capitated basis.  Southside was left out of the contract.  This was initially troubling to Roger as he felt Southside should participate in providing care to the areas less fortunate in return for the opportunities the community has provided.  

However, as an alternative, Southside set aside 25% of their gross profit (EBIT) to provide care to indigent patients.  Patients applied to the clinic for free or reduced care.  Roger reviewed each application, verified the information, and slowly built a census of 400 indigent patients receiving reduced or free care on a regular basis.  

In 2007, due to a reversal of fortune in the administration of the OHP plan, the local large health care conglomerate contacted Roger to offer Southside participation in the OHP contract.  The conglomerate and the other large health care clinic in the area were both losing a great deal of money participating in OHP and had decided not to take on new OHP patients.  They looked to Southside as a relief valve of sorts.  Roger, after careful consideration, agreed to participate in the contract.  After all, even though larger organizations were losing a lot of money, Southside did not have nearly the organizational overhead that the larger organizations had.  They might lose money, but probably less than the cost of the current indigent program they currently operated.  

Roger cut the indigent plan to 10% of profit (eventually reducing the indigent care census to 80) and Southside began seeing OHP patients in March of 2007.  

Southside now has a census of 1200 OHP patients seen on a regular basis.  Financially, they have structured this load to a break-even basis.  Last year, the clinic realized a profit of approximately $50,000 on $2 million in revenue.  

Yesterday, the governor announced cuts to the Oregon Health Plan of nearly 50%, including some cuts in enrollment.  The governor (who was ironically the original creator of the Oregon Health Plan back in 1996) announced plans to make up the cost reduction by cutting reimbursement to providers 40%.  After doing some math, Roger figured that the average OHP patient is seen six times per year.  Currently, the average cost per visit for the clinic, including all costs and expenses, is $58.  The current average OHP visit reimbursement is $56.  In 2010, 1200 patients had 7200 visits at a loss of $2 per visit for a loss on OHP of $14,400.  Certainly manageable with the $64,000 profit on all other plans put together.  

The planned new rate for OHP will be $35 per average visit.  This will result in a loss to Southside of $23 per visit.  If Southside is able to maintain the volume performance from 2010, 7200 OHP visits will mean a loss of $165,600 which is not sustainable.  Roger and the providers must decide where to come up with $165K, or to drop all 1200 patients on OHP, or some combination of both.  Both of the large health care providers in the area are contemplating the same decision and have temporarily halted acceptance of any new OHP patients.  

Roger talked to Heidi F. this morning.  Heidi is the administrator for another independent primary care practice in the area with 7 primary care providers.  Heidi’s clinic voted last night to drop all 800 of their OHP patients February 1st.  

Roger knows that the 1200 patients Southside currently has will not be able to find primary care elsewhere in the area.  
Additional Annual Expense information to consider:

Malpractice:								$400,000
Payroll Expenses							
	outside of net pay
(including payroll tax and health ins):			$200,000
Rent:									$80,000
Medical Supplies:							$30,000
Continuing Medical Education:					$40,000
Office Supplies:							$75,000
Electronic Health Records System Maintenance:		$85,000
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