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Setting Lasik Fees: A Rational Approach

©  J. Pinto & Associates, Inc. All Rights Reserved.

Unlike normal business, where the producer sets prices based on what the customer will bear, most of ophthalmology’s allowable fees are not set by either the customer or the producer. Most fees are set by third-party payers. Not so with elective procedures like Lasik surgery, of course.  

As a result, few surgeons have much experience at taking a rational approach to setting their Lasik fees. The closest that most surgeons come to a systematic approach is to stick their wet thumb in the breeze to see what competitors are charging. What follows is by no means a comprehensive treatise on the subject of Lasik pricing, but I trust it may add a little peace of mind in most settings.  

Let’s start by looking at a brief history of refractive surgery pricing. In the early 1980’s, radial keratotomy volumes first soared due to routine third-party reimbursement, largely from self-funded municipalities, who covered RK for their life and safety workers, and sometimes all their employees. Typical allowed fees were in the $1500 range. A few municipal near-bankruptcies later, and these generous employee health plans were changed, leaving surgeons on their own to set fees for self-paying patients.  What happened next throughout the 80’s and early 90’s resembles in many respects what’s happening today with Lasik surgical fees. The market split into essentially three segments: 

· Discount sellers, those few surgeons who advertised RK fees as low as $275 per eye.

· Value sellers, the bulk of surgeons who provided RK for a fee in the $750-1100 range per eye 

· Premium sellers, the few highly-experienced surgeons or academic centers, whose reputations could support a premium price. 

Today, Lasik providers can be divided into essentially the same three segments, with price bands in the ranges of $500-999, $1000-1500 and $2000+, respectively. The most important difference between RK pricing 10 years ago and Lasik pricing today is the level of competition.  Ten to 15 years ago, only about 10% of the ophthalmologists in America were refractive surgeons. Today, a much higher percentage of eye doctors offer Lasik, if only to a handful of patients each month. In addition, there is now a proliferation of corporate providers, who collectively performed more than half of the total cases last year.  

Turning to your own practice, the rational Lasik pricing depends on numerous factors: 

1. The foremost factor is a subjective one: what is your professional interest in the field? If you interest is strong, and your general practice can carry your refractive program, it may be quite rational to offer Lasik at a lower fee to break into the market and to build a base of patients, even if you’ll be losing money for several years. Some low-fee corporate centers are taking this approach, in the hope their superior access to capital will give them more staying power than the private eye surgeons in the community. Their battered income statements and stock values indicate otherwise, at least so far.  

2. The next most important factor is your local market…and by this, I don’t, at least yet, mean what is the competition charging. I refer to the core issue of how many cases are available in a typical year in your market to be done, and how many might you do? Here’s an example. Let’s say you are a new refractive surgeon in a conservative, economically less-vibrant and somewhat senior-oriented market with a total trade area population of just 250,000 people.  We know from national experience that the most cases likely to be extracted in a year from this market is perhaps 1200 eyes (with a 1% market penetration per year among the roughly 25% of the population who are myopes.)  In smaller markets like this, many of these patients will seek services outside the community, in an urban hub. The remaining cases may be split among two or three chief competitors, who are already in the market. This means that you may never reach case volumes of over 300 eyes per year. This is probably not enough to ever profitably own your own laser, or to get efficient enough to markedly reduce surgeon and staff time per case (which is the key to profitability in hyper-volume centers where 500 or more cases per surgeon per month are performed.)

3. In an essentially fixed-cost business like Lasik, profitability per case is hugely dependent on case volumes. Cataract surgeons performing a few hundred cases a year can prosper. No so refractive surgeons. As the graph below from one typical client setting suggests, once you commit to becoming a Lasik surgeon, especially if you want your own laser center, it’s essential to reach profitable volumes quickly, and not dawdle at low levels. 
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4. The next important factor is local Lasik pricing history.  Most markets of any size now have an array of local competitors with all pricing niches—discount, value and premium—represented.  Is the niche you would most naturally fill already crowded? Have private or corporate discounters so thoroughly saturated and conditioned the market with low fee offerings, that your best recourse is to secure a premium niche? If so, you had better add value, including great service combined with the air of superiority that can only come with a steep advertising budget and swank facilities. 

5. What is your organization’s capacity to take on marginal practice volume? If you’re considering a fee reduction (in the hope that this will increase volume) will you lose every dollar of incremental profit to expanding facilities and staffing to support the larger business? This is an old, non-medical business problem that can be headed off by tight financial forecasting.  I’ve worked in a number of settings where hard surgeon and staff work resulted in X dollars in new revenue, offset by 2X dollars in new costs, a frustrating exercise. 

6. What’s your tenure in the refractive surgery market and your reputation in the community?  Can these attributes support a premium offering? For most university-based programs, institutional overhead essentially demands a premium fee; fortunately, this is often paid back by the cache of the institution, itself. The same is true of comanaging surgeons, who share a considerable percentage of the global fee with colleague optometrists. Optometrically referred patients often arrive in their surgeon’s office with the perception they have been directed to a superior provider, so high fees are acceptable. 

7. Another important factor in your pricing analysis, especially if you plan to discount, is your tolerance to the financial risk of running at a loss on the way to higher volumes. For years, marketing, equipment and staffing investments can soak up profits. Again, realistic forecasting is the key to keeping surprises to a minimum. 

8. A dimension of risk tolerance found in high-volume/low-fee practices that’s not often discussed publicly is the surgeon’s willingness to accept increased malpractice exposure.  Even if your outcomes have been universally superior to date, every incremental case added to your schedule reduces the amount of time you have to establish rapport with your patients—and poor rapport leads to far more malpractice lawsuits than poor results. If instinct is telling you that your present high volume of Lasik surgery is generating too much future legal exposure, it may be time to raise fees and decelerate case volume growth.

9. Your personal and practice efficiency, and your ability to adopt new ideas, are key to how far you can ramp volumes in a way stay ahead of fee reductions. I once spoke with a 45-minute per case cataract surgeon, still performing planned extracaps, who was expecting to build a 200 case per month Lasik practice. Not impossible…but not very likely, either. 

Remember that at least in strict business terms, “winning” the ophthalmic profitability game shouldn’t just be measured in total practice profits per year, but in the profit per surgeon hour. Seen in these terms, Lasik’s allure has faded somewhat. 

In the typical general practice, net surgeon profit per hour of professional time ranges from about $200 to $500. Before Lasik fees started to erode from a typical average price point of $1600-2400 two years ago to about $1100-1800 today (leaving out the steep discounters,)  the profit per surgeon hour reached about $750 per hour—which is why everyone sprinted to Lasik training courses. Today, after accounting for steep marketing and technology costs and reduced professional fees, the typical profit per Lasik surgeon-hour has fallen to that seen in efficient general/geriatric practices. The lesson? Don’t become a Lasik surgeon because you think it will be a more profitable way to spend your day than as a general ophthalmologist. (Actually, for the general ophthalmologist, the fastest way to higher profits is with a surgery center to vertically integrate your core cataract business.) 

* * *

If everything we know about pricing in a sector we’re all familiar with like automobiles is true, good times and bad, here are a few closing guidelines: 

· After many months or years of thought, people really do wake up on one critical day and say to themselves, “I’m going to do it.”  This applies whether “it” applies to new wheels or new eyes. These are the most important people we’re trying to reach through advertising. 

· A few customers, perhaps 20% in good times, 10% when the economy softens, will only buy the best. They want it all. They want it now. And they want it right. The average surgeon, facility and staff will never meet their expectations, much less exceed it, which is the real key to success. Lexus, Mercedes and BMW play tag with each other to delight these customers. (Bentley, Ferrari and Lotus don’t even eye the competition, but produce for a few rarified enthusiasts.) 

· A few customers, perhaps 20% in good times, 30% in bad, by necessity or choice, will seek out the best deal possible. In cars, they are willing to buy smaller or older cars, under-powered cars,  or cars with colors they don’t particularly like.  Volumes may be relatively high, but profit margins are scant. Honda and Nissan entered this market, then quickly moved to serve the value customer. Kia and Suzuki have taken their place. 

· The vast majority of customers buy value above all else. This means a mid-range or slightly better product, for a mid-range or slightly lower price. Check out your local roads. The majority of cars you’ll see are in the $15,000 to $25,000 range and affordable to every motivated customer.  The same should be true in most practices. 

My take-home message from all of this is that for the majority of surgeons, fees in 2001 should be in the $1100 to $1600 range to optimize sales and profits. If yours is a premium practice in an urban market, fees can range to $2500, but I think you can expect to see many fewer colleagues at these levels in the future. And if you’re fishing for the discount buyer, you had better  watch your bottom line closely, especially in this next year as the general economy lumbers toward recession, and the younger/less-affluent discount buyer has to change their spending priorities. 

# # #
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