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This textbook represents a unique achievement in 
optometric education. Never before have all the educa- 
tors in a subject area worked together to provide a com- 
mon textbook. Business Aspects of Optometry represents 
such an effort—an effort that was motivated by the 
need to provide a core body of knowledge for students 
and to provide a common curriculum among the 
schools. This textbook achieves both goals, because it 
will be used by the practice management educators— 
and students—at all schools and colleges of optometry. 

The cooperation to produce this book exhibited by 
faculty members who teach practice management has 
been extraordinary. It is the product of a decade of col- 
laboration intended to improve the quality of practice 
management education in the schools and to elevate 
the standing of practice management as a discipline. 
The seminal event in this effort was the decision by the 
Association of Schools and Colleges of Optometry 
(ASCO) and the American Optometric Association to 
sponsor a meeting of practice management educators 
in the mid-1980s. This meeting produced recommen- 
dations for a model practice management curriculum, 
a curriculum that was subsequently adopted by 
ASCO. Financial support-—initially from Allergan and 
then from Vistakon—allowed subsequent meetings to 
be held, which in turn led to the formation of an 

organization to promote practice management educa- 
tion, the Association of Practice Management 
Educators (APME). This organization set as one of its 
first goals the creation of a practice management text- 
book to be used at all schools. This book represents the 
achievement of that goal. 

Business Aspects of Optometry describes the career 
choices available to optometry school graduates, the 
many steps that must be taken to initiate a private prac- 
tice, and the administrative and business issues that 

must be understood to successfully operate such a 
practice. It is intended to serve as the companion vol- 

ume to Legal Aspects of Optometry, which describes com- 
plementary legal issues. Using both books, optometry 
students will find the encouragement and information 
needed to make the large step into a professional career 
after graduation. 

The effort to write this book was largely due to the 
inspiration of two individuals. The first is Dr. Richard 
Hopping, President of the Southen California College 
of Optometry. Long a champion of practice manage- 
ment education, Dr. Hopping was the individual who 
was not only most responsible for the decision to bring 
practice management educators together but was also 
able to obtain the necessary financial support for 
annual meetings. His contributions to the advance- 
ment of practice management education have been 
invaluable. We must also acknowledge Dr. Harris 
Nussenblatt, who tragically passed away before the 
textbook was completed. Dr. Nussenblatt sought to 
create a cohesive and collegial organization of practice 
management educators, and his leadership led to the 
initiation of this project. Therefore, this book is dedi- 
cated to his memory. 

It is our sincere hope that students and practitioners 
will find this text both informative and useful. Practice 
management is not a subject that can be readily 
taught in the classroom; to be meaningfully learned, 
practical experience is needed. Yet there are technical 
aspects of law and business administration that 
must be mastered before practical application is feasi- 
ble. It is to those subjects, and to the broader principles 
of business management, that this book has been 

directed. 

John G. Classé, O.D., J.D. 

Craig Hisaka, O.D., M.P.H. 

Donald H. Lakin, O.D. 

Ronald S. Rounds, O.D. 

Lawrence S. Thal, O.D., M.B.A. 
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This updated edition of Business Aspects of Optometry is 
a reaffirmation of the commitment made—now well 
over a decade ago—by practice management educators 
to produce a definitive textbook that could be used at 
all schools and colleges of optometry. The intent of the 
book is to incorporate all the necessary elements of the 
practice management curriculum into one resource, 
and with the second edition that goal has been real- 
ized. New chapters describing business organizations, 
insurance, contracts, taxes, financial planning, record 

keeping, and other topics have been added, and the 
chapters from the first edition have been updated, 
resulting in a text that addresses all facets of practice 
management. 

Like the first edition, this book represents a collabo- 
rative effort by practice management educators, and 
among the twenty-five contributors are representatives 
of all U.S. schools and colleges of optometry as well as 
colleagues from Inter American University in Puerto 
Rico. The textbook represents a unique achievement in 
optometric education and is a key part of the com- 
mitment made by the Association of Practice 
Management Educators (APME) to elevate the teach- 
ing of practice management and standardize the cur- 
riculum taught in optometry schools. 

Since the 1980s the efforts of APME to improve 
practice management education have received outstand- 
ing support from industry, initially from Allergan and 
for the past decade from Vistakon. These companies 
have made it possible for APME members to meet 

. 
<4 

annually and share ideas for teaching, constructing a 
model curriculum, conducting research, and writing this 

book. To these corporate supporters we express our grat- 
itude and extend our sincere thanks. Their encourage- 
ment and assistance have been invaluable in helping us 
realize our organization’s goals over these many years. 

The efforts of individual APME members have also 
been essential to the creation of this textbook, but 

since the publication of the first edition we have suf- 
fered the loss of Drs. Michael Usdan of Southern 
College of Optometry and Jack Bennett of the 
University of Missouri, St. Louis. In addition we have 
lost our greatest supporter at Vistakon, Dr. George W. 
Mertz. Because of their many contributions to APME 
and dedication to practice management education, it is 
fitting that we dedicate the second edition of Business 
Aspects of Optometry to their memory. 

It is our hope that this textbook will enable optome- 
try school graduates to set out upon rewarding careers 
as primary eyecare providers and to devote themselves 
to serving the public competently, professionally, and 
efficiently, with full knowledge of the business and 
legal issues so vital to individual success. It is to this 
larger enterprise, and in support of those beginning our 

profession, that this book is also dedicated. 

John G. Classé, OD, JD 

Lawrence §. Thal, OD, MPH 

Roger D. Kamen, OD, MS 

Ronald S. Rounds, OD 
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between a ae and a cylinder. He was aware of the 
importance of this discovery, attested to by the fact 
that he directed that a sphere and a cylinder be 
engraved on his tombstone. Archimedes was the ingen- 
ious Greek who destroyed the Roman fleet by the use 

_ of burning mirrors. 
Ptolemy of Egypt knew and wrote about refraction 

in the 2nd century. He wrote 13 volumes on the refrac- 
tion of light and the function of vision. In the 11th 
century, Alhazen, an Arabian philosopher, wrote 
about the anatomy of the eye and about optics. 

The Chinese claim that the use of spectacles began 
in China in very ancient times. However, the 

Englishman Roger Bacon (Figure 1) was the first to 

write about convex lenses for presbyopia (“old sight”), 
describing their use in 1276. He may have invented the 
use of lenses for near vision. Allasandre de la Spina, an 
Italian monk, is credited with “perfecting spectacles”; 
however, an inscription on the tomb of Salvino 
D’Armato (in 1317, the date of his death) credits him 
with the invention. Actual credit, therefore, is uncer- 

tain, but spectacles appeared in Europe sometime 
between 1275 and 1285. 

The clinical application of the science of optics 
began in Europe. Christopher Scheiner, a Jesuit priest, 

gen 1 people tied together by some common activity 
or background, for the purpose of ensuring that fellow 
members received a Christian burial when they died 
and that their widows and orphans received adequate 
care. In the 11th and 12th centuries, the possibility that 
a loved one might spend eternity in purgatory unless 
that person received proper death rites was a tremen- 
dous force in predominantly Christian Europe. 

In time, the common activity that bound members 
of guilds together became more and more important 
and led to the establishment of craft guilds in the 14th 
and 15th centuries. These guilds set up standards and 
price controls for their products, to which each guild 
member had to adhere. They also set up an educational 
system so that the skill of the craft could be continued 
from year to year and to maintain a limit on the num- 
ber of skilled men in that craft. One learned a craft by 
first becoming an apprentice to a master. The number 
of apprentices each master could have was limited. The 
length of time and the condition of servitude as an 
apprentice were carefully established. When the 
apprenticeship was successfully concluded, the worker 
became a journeyman. His skill was attested to by the 
guild. As a journeyman he had some freedom of 
employment, and under certain conditions could 

change from one master to another. After serving as a 
journeyman for a definite period, a skilled craftsman 



XV1 Introduction 

“Most humbly shewing: That whereas the mystery 
of making spectacles hath been and still is of good 
esteem and repute as well in foreign parts beyond the 
seas as within this Your Mayesty’s Realm of England: 
and daily doth increase; and many who have served as 
Apprentices thereunto; and others who have remained 
some small time apprentices and afterwards departed 
from their Masters service; having by indirect and pri- 
vate means attained unto some small insight of the 
same profession, Do now use many deceipts in the said 

mystery in making and uttering bad and hurtful wares 
whereby Your Majesty’s subjects are not only merely 

cosened, but sometimes much prejudiced; and Your 

Petitioners who have served seven years apprenticeship 
to the same profession and are good true workmen 

Figure 1 Etching of Friar Roger Bacon, by William H.W. 

Bicknell, after a painting by Howard Pyle. (Reprinted with 

permission from the New York Public Library, New York, 

New York.) 

could present his masterpiece to the. guild. If it was 
accepted and approved, he became a master and could 
establish his own shop. 

Apparently the first separate spectacle makers’ 
guild was established in France in 1465; the second 
was begun in Germany in 1577. This does not mean 
that there were no spectacle makers before this time, 
but merely that spectacle makers were members of 
other guilds. An example of such a guild was the 
Worshipful Company of Spectacle Makers, an 
English guild chartered by King Charles I in 1629 
(Figure 2). 

In April 1628, Robert Alt, citizen and brewer, in con- 

cert with 15 other London Spectacle Makers—12 of 
whom were members of the Brewers’ Company-—peti- 
tioned the King in Council for a charter of incorpora- 
tion. This petition reads, in part: 

$ : , Figure 2 Coat of Arms of the Worshipful Company of 
To the Kings Most Excellent Majesty: Spectacle Makers, found in the Crypt, Guildhall, London. 

“The humble petition of Robert Alt on behalf of (Reprinted with permission from CJ Eldridge. The Worshipful 
himself and other poor spectacle makers in and about Company of Spectacle Makers. J Am Optom Assoc 50[4]:481-7, 
the City of London. 1979.) 



(of whom some are charged with wives and children) 
much wronged in their credit, their profession vilified, 
and they thereby almost utterly undone, unless Your 
Majesty's gracious favor be extended towards them for 
their relief herein. “In tender consideration whereof and 
Sorasmuch as all such trade mysteries and manufac- 
tures are incorporated into a body politic do still subsist 
in a comely and commendable manner and those sub- 
ject to no certain ordinances, rules or government are 
found by experience to be in short time utterly sub- 
verted. And for that your Petitioners conceive a 
Corporation amongst them to be a means for redress of 
these their grievances.” 

It is apparent that little of this petition would need 
changing to make it suitable for placement on the 
agenda of an American Optometric Association 
(AOA) meeting. 

The charter granted to “The Master Wardens and 
Fellowship of Spectacle Makers of London” gave the 
company very broad powers. It established a means of 
government for the company, allowed the company to 
establish standards, and set up search and seizure pro- 
visions for substandard spectacles and for the punish- 
ment of those violating any of the rules set down by 

the company. 
Generally, persons became members of the guild by 

servitude through apprenticeship. However, sons of 
members could become members directly by patri- 
mony. Later on, certain individuals were allowed to 
purchase membership, called redemption. During the 
15th century, both on the continent of Europe and in 
Great Britain, it was almost essential that a craftsman of 

any kind be a freeman of the city in which he practiced 
his craft. The only way a person could be a freeman of 
the city was to obtain this status through membership 
in a guild. Therefore, before the Worshipful Company 
of Spectacle Makers was formed, spectacle makers had 
to be members of some other guild. A nucleus was 
found in the Brewers’ Company, probably through the 
action of the law of patrimony. It is known that the 

father of Robert Alt, for example, was a member of the 

Brewers’ Company. 
As the number of journeymen increased and as 

knowledge regarding the mysteries of the various crafts 

spread, the guilds began to lose power; eventually, 

their ability to control their craft was lost. The guilds in 

Great Britain gradually became largely social institu- 

tions, until near the close of the 19th century, when the 

old companies began again to take an interest in regu- 

latory activities. The spectacle makers established an 

examination that ophthalmic opticians could take vol- 

Introduction XV1l 

untarily. Those who passed the examination became 
members of the company, but—more importantly— 
their competency was attested to by the Worshipful 
Company of Spectacle Makers. 

Much of the craft background in spectacle making 
was lost by the craft’s mere transfer from Europe to 
America. In the United States, spectacles were sold pri- 
marily by peddlers, with customers selecting their own 
glasses by trial and error methods. Refractive testing of 
the eye did not make its appearance as a scientific 
application of optics until the 19th century. The pri- 
mary advances occurred in Europe. 

In the early 1800s the English scientist Thomas 
Young (Figure 3) discovered astigmatism; in 1827 Sir 
George Beddell Airy, an English astronomer, measured 
the astigmatism in his own eyes and had a cylindrical 
lens ground. 

In 1843, Christoph Fronmiiller of Germany 
invented the trial case, making possible the use of sub- 
jective examination and the creation of custom-made 

spectacles. Edward Jaeger, in 1854, published his read- 
ing card. In the middle of the 19th century the princi- 
ples of skiascopy (retinoscopy) were discovered and 
explained, and in the latter part of the century 
Hermann Snellen (Figure 4) invented his squared test 
type. Another key event was the invention of the 
direct ophthalmoscope by Hermann von Helmholtz 
in 1850. 

Figure 3 Thomas Young. (Reprinted with permission from CG 

Mueller, M Rudolph. Light and vision. New York, 1966, Time.) 
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Figure 4 Hermann Snellen. (Reprinted from Graefe's Archives of 

Ophthalmology 667[3]:379, 1980.) 

Medicine entered the field around 1860, with the 

Dutch physician Frans Donders publishing his seminal 
book—On the Anomalies of Accommodation and Refraction 
of the Eye-in 1864. Until this time, eye physicians— 
called oculists-opposed the fitting of spectacles except 
for “old sight.” Oculists began to take an interest in 
refraction during the late 1800s, and it was urged by 
some that the important matter of fitting glasses 
should not be left to opticians. The jealousies that were 
started then have yet to be outlived. 

During the middle of the 19th century, American 
companies began to produce lenses and frames on a 
large-scale basis; leading companies included American 
Optical, Bausch and Lomb, and Shuron. Some of these 

early manufacturers set up training courses for medical 

and nonmedical refractionists as a means of boosting 
the sales of their frames and lenses. Courses ran from 
1 to 2 weeks, with the awarding of a gold-embossed cer- 
tificate at graduation. 

Early courses in refraction were a far cry from those 
found in today’s professional curricula. One of the 

most advanced courses was given by the Northern 
Illinois College of Ophthalmology and Otology in 
1895; it required 3 months. The Johnston Optical 
Institute offered four courses, each complete in itself, 

and maintained that all four together constituted “a 
university course of instruction in optics” that taught 
“everything up to the use of the ophthalmoscope.” The 
Klein Optical School (the present New England 
College of Optometry) had a tuition fee of $25 for 
the full term. In June 1896, Dr. Theodore F. Klein 
announced a course of lectures to be given in a tent in a 
pine grove at the edge of a lake near his summer home. 
A camping outfit could be purchased for $10, and fish 
and berries were plentiful, so the students could bring 
their families while incurring very little expense in their 
quest to become refracting opticians. 

As in medicine, numerous correspondence courses 
were available, and diplomas were awarded upon suc- 
cessful completion of the course of study. 

Despite these shortcomings, by the close of the 1800s 
refracting opticians had become firmly established as 
technical experts who were providing a needed and pre- 
viously neglected service required by modern civiliza- 
tion. The medical profession had almost completely 
ignored, and even opposed, this necessary service. 

Charles F. Prentice (Figure 5) has been called the 
“Father of Optometry” in the United States. He was a 
mechanical engineer, optician, and refractionist. He 

led the fight for the legal recognition of optometry in 
New York. His efforts were based on the conviction 
that the refractive services of the time were entirely 
inadequate; that the refractionists—both medical and 
nonmedical—were, in general, incompetent; and that it 

was necessary to establish a professional group separate 
from medicine to take care of the needs of the public in 
the field of vision care. 

That modern optometry’s career has always been 
attended by controversy is not at all surprising, for the 
profession was born in controversy. In 1892 Prentice 
referred a patient to Henry D. Noyes, MD, a leading 
ophthalmologist and otologist in New York City, for 
care of an inflammation of one eye. Noyes sent 
Prentice a letter, ostensibly thanking him for the refer- 
ral, but in fact reprimanding him for having charged 
the patient a fee for refractive services in addition to 
the charge for glasses. Noyes held this to be a serious 
matter, one that would antagonize the oculists, since 
they would consider Prentice’s actions to have put him 
in competition with them. Noyes further objected 
that, by charging for services, Prentice would cause the 
public to assume that he had the qualifications that 
entitled him to a fee for advice. 
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Figure 5 Charles Prentice. (Reprinted from CF Prentice. 

Legalized optometry and memoirs. Seattle, 1926, Casperin 

Fletcher Press.) 

The controversy gained momentum, and the New 
York Medical Society agreed to adopt a resolution to 
expel any member who would send patients to opti- 
cians for a refraction. When Prentice and his colleagues 
submitted to the New York Legislature a bill to regulate 
the practice of optometry in the state, the medical soci- 
ety vigorously opposed it, ensuring that it would not 

pass. 
Despite the bill’s defeat, the idea of legislative recog- 

nition caught on among optometrists, and in 1901 
Minnesota became the first state to enact an optometry 
law. After 12 years of continuous effort, led by Andrew 

J. Cross and Prentice, in 1908 the New York Legislature 
passed an optometry law. The last jurisdiction, the 

District of Columbia, completed the “legalization” of 

optometry by enacting a law in 1924. The many argu- 

ments put forth by Prentice and his colleagues during 
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these legislative struggles are well worth reading and are 
as valid today as they were a century ago. 

Before 1903, the AOA was known as the American 

Association of Opticians, an organization that 
included in its membership both refracting opticians 
(the precursors of optometrists) and dispensing opti- 
cians (known today as “opticians”). By 1903, however, 
the dispensing opticians had separated from the organ- 
ization, and it became necessary to find a name for the 

refracting opticians. In 1904 the terms “optometry” 
and “optometrist” were adopted and a campaign was 
started to popularize them. In 1919 the organization 
changed its name to the AOA. 

With the advent of the optometry laws, schools and 
colleges of optometry were chartered to provide stu- 
dents with the education and training necessary to 
meet the requirements set forth in these laws for the 
practice of optometry. Standards continued to 
improve as optometry elevated itself through educa- 
tion, organized legislative efforts, and the adoption of 
codes of practice and codes of ethics. 

Today, optometry in the United States has reached a 
position of recognition and acceptance that is closely 
equaled only in Britain, Australia, and Canada. 

Optometry is recognized as a health care profession in 
all of the states and by the agencies of the federal gov- 
ernment. Use of ophthalmic drugs by optometrists is 
approved in all states. Optometrists and ophthalmolo- 
gists work together in schools, multidisciplinary clin- 
ics, the military, referral centers, and private practice. 
Interprofessional referrals between members of the two 
disciplines have become common. Despite the politi- 
cal differences between the two professions, they have 
in fact come to more closely resemble one another, 
with optometry emerging as the provider of primary 

care and ophthalmology continuing to emphasize 
training for secondary and tertiary care. 

Optometrists render a vital service that was borne of 
medicine’s refusal to recognize the widespread public 
need for refractive care. The profession has always 
acknowledged an obligation to examine for pathologic 
factors when rendering this care, an obligation that 
now includes the treatment of pathologic conditions. 
Optometrists have every right to be proud of the 
unique heritage that has led to this combination of 
knowledge and skills. Optometry cannot be consid- 
ered a restricted form of ophthalmology; it is a primary 
health care profession with its own body of knowledge 
and with unmatched expertise in the area of vision 

care. 
Today’s optometry school graduates receive an 

enlightened and unexcelled education in vision 
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science and in the art and science of health care. 
Optometry’s position that the dispensing of oph- 
thalmic materials is an integral part of this care and is 
best performed by the practitioner who has examined 
the patient has withstood the test of time. Even so, 
emphasis on health care services continues to grow, 
challenging practitioners to maintain an adequate bal- 
ance between the traditional refractive services of the 
past and the health care services of the future. 
Graduates who seek to enter the practice of optometry 
will find career choices significantly affected by this 
dichotomy in services. Some career opportunities will 
emphasize the sale of ophthalmic materials, with 
vision and health care services minimal and incidental 
to the sale; others will emphasize eye and vision care 
services, with little or no attention paid to the dispens- 

ing of ophthalmic materials; and still others will offer a 
balance between the two skills. Graduates must choose 
between these options, which are the hallmark of a 
free-enterprise system. 

It is the intent of this book to explore some of 
the vital issues necessary to the making of these choices 
and to consider the alternative ways by which 
graduates may engage in the practice of optometry. In 

so doing, it is hoped that graduates will be better 
able to meet their responsibilities to the public and to 
more adequately serve the health care needs of our 
country. 
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Chapter 71 

Practice Demographics 

He who has begun his task has half done tt. 

Horace Epistles 

T o begin the study of practice management in 

optometry, it is appropriate to review the status of 
the profession. Optometry is a clinical discipline, primar- 
ily composed of private practitioners, and so it is not 
surprising that the overwhelming majority of optometry 
school graduates seek to enter the practice of optometry 
immediately after graduation. To understand the oppor- 
tunities available in optometry today, it is necessary to 
examine current demographic information, particularly 
the number and distribution of optometrists, modes of 
practice, ophthalmic market, number of eye examina- 
tions performed annually by optometrists, types of serv- 
ices optometrists offer, income optometrists receive, 
and practice patterns of optometry school graduates. 
The data presented in this chapter are primarily based on 
surveys conducted by the American Optometric 
Association (AOA), the Association of Schools and 

Colleges of Optometry (ASCO), and the Association of 
Practice Management Educators (APME). 

Number and Distribution of 

Optometrists 

The number of practicing optometrists has grown 
steadily during the past few decades. In 1978 there 
were fewer than 20,000 practitioners, but—according to 

the Optometric Workforce Study—in 2000 there were 
32,485 optometrists in practice, which by 2002 had 

increased to 33,825. 

The major demographic change during these decades 

has been an increase in the proportion of female 

optometrists. In 1973 only 3% of practicing optometrists 

were women. In 1995—for the first time—the majority of 

Doctor of Optometry recipients were women. By 2000 it 

Morton W. Silverman and John G. Classé 

was estimated that slightly more than one in five practic- 
ing optometrists were women. For optometrists younger 

than 40, about 43% are women, compared with about 

10% of optometrists 40 and older (Table 1-1). This 

increase in female optometrists has affected patterns of 
practice for the profession. The other significant change 
has been in the percent of Asian-American students 
enrolled in Doctor of Optometry programs, which rose 
from 5.4% in 1981 to 24.2% in 1999. 

Approximately 1125 optometry school graduates 
annually enter the practice of optometry from the 17 
schools and colleges of optometry in the United States 
(this figure is adjusted for the number of foreign stu- 
dents who graduate but do not practice in the United 
States). As of 2000, about 550 optometrists were esti- 

mated to retire annually, and the number of projected 
retirees should continue to increase each year, reach- 
ing more than 800 by 2015 and steadily increasing 
through 2030. Based on these projections, the number 
of practicing optometrists should continue to grow 
moderately during the next few decades. 

The distribution of optometrists varies across the 
country, with the heaviest ratio of optometrists-to-pop- 
ulation in the Midwest (13.8 per 100,000 population) 
and West (13.6 per 100,000) and the lowest ratio in the 
Northeast (12.9 per 100,000) and South (10.1 per 
100,000). The growing popularity of the West and 
Northeast during the past two decades has affected 
practice patterns in those areas, reflected in the grow- 
ing number of employed optometrists and a trend 
toward partnership and group practices. The overall 
optometrist-to-population ratio in the United States is 
12.3 per 100,000 population. 

As of 1999, the majority of optometrists—approxi- 
mately 44%—practiced in areas of 25,000 to 100,000 
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Table 1-1 Distribution of Optometrists and Practice Characteristics by Age and Gender, 1996 

N=30,510 

‘ AGE 

<40 40-54 55-64 65+ 

Male Optometrists 

Number _ 6682 12146 2329 2316 

Avg Weekly Patient Care hours 42.2 40.4 38.3 30.7 

Percentage in Solo Practice 33.7 83.3 57.3 60.1 

Percentage TPA Certified 86.7 79.6 62.6 33.1 

Female Optometrists 5 
Number 5082 1832 89 34 

Avg Weekly Patient Care hours 37.4 34.2 35.7 30.9 
Percentage in Solo Practice 21.6 35.0 60.0 534 

Percentage TPA Certified 80.4 N23 517 28.6 

Data from American Optometric Association: Workforce study of optometrists, St. Louis, 1997, Author. 

TPA, therapeutic pharmaceutical agents. 

population, with approximately 20% in areas of less 
than 25,000 population and an equal percentage in 
areas of 100,000 to 250,000 population; the smallest 

percentage of optometrists—approximately 16%- 
practiced in areas of greater than 250,000 population. 

Modes of Practice 

The backbone of the private practice of optometry has 
traditionally been the individual practitioner, an entre- 
preneur who invests the capital to begin a practice and 
serves as its sole owner and clinician. During the 1960s, 
more than 7 out of 10 optometrists were in solo prac- 
tice. During the subsequent decades, however, the pre- 
eminence of individual proprietorships waned, 
declining to less than half of practices by 2000 
(Table1-2). The major shift in private practice patterns 
has been toward partnerships, which have gradually 
increased in popularity from less than 10% of practices 
in the 1960s to more than one out of three practices by 
2000. According to the 2001 AOA Economic Survey, 
approximately 22% of practicing optometrists were in 
partnerships of two practitioners and 16% were in part- 
nerships consisting of three to six persons. 

Private practice is the choice of about two thirds of 
practitioners. Based on AOA survey results, it is esti- 
mated that 65.4% of practicing optometrists are in pri- 

vate practice; 18.5% in commercial settings; 7.1% in 

multidisciplinary clinics or hospitals; 6.7% employed 

by ophthalmologists or other physicians; and 2.3% in 
government agencies, including the armed forces. 
Surveys also have indicated that about 76.8% of 
optometrists are self-employed, with the remaining 
23.2% primarily in employed positions. 

The Ophthalmic Market 

There are approximately 147 million wearers of correc- 
tive lenses (either eyeglasses or contact lenses) in the 
United States, representing about 55% of the popula- 
tion. More than 158 million Americans wear some 
type of eyewear. It is estimated that the size of the oph- 
thalmic market in 2000 was approximately $23.4 bil- 

lion (Figure 1-1). This is a significant increase from a 

Table 1-2 Primary Practice Type, 
1964-2000 

TYPE OF PRACTICE PERCENTAGE OF OPTOMETRISTS BY YEAR 

(SELF-EMPLOYED) 1964 1979 1987 1995 2000 
Sole proprietor 71% 62% 54% 48% 48% 

Partnership 8% 13% 17% 7% 220% 
Group 20 505 140h 1608 

Data from AOA: 2001 economic Survey. St. Louis, 2001, Author; and Classé JG: 
Legal Aspects of Optometry. Boston, 1989, Butterworth. 
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Figure 1-1 Estimated size of the ophthalmic market (in billion $), 1989-2000. (From American Optometric Association: Caring for the 
eyes of America—a profile of the optometric profession. St. Louis, 2002, Author. Reproduced with permission.) 

decade earlier, when it was $14.5 billion. The AOA 

estimates that $5.4 billion of this market represents 
expenditures for comprehensive eye examinations, fol- 
low-up eye care visits, and the treatment of anterior 
segment conditions by eye doctors. The major share of 
the ophthalmic market has been held by optometrists 
in private practice, who in 2000 earned 35.6% of mar- 
ket income (Figure 1-2). 

It is estimated that 88 million primary eye care 
examinations were performed in the United States in 
1997, with optometrists conducting approximately 
70% of them. Because of the effects of presbyopia on 
the “baby boom” generation, it is anticipated that most 
growth in eye care will involve persons in the 45-year- 
old and older bracket. Corrective lens wear will 
inevitably be affected by the aging of this generation: 
currently, about 44% of lenses sold by U.S. optomet- 
rists are single vision; 26% are bifocals or trifocals; and 

30% are progressives, with progressive lenses being the 
fastest-growing part of the market. 

As of 2000 there were about 34 million contact lens 
wearers in the United States, an increase of 8% in soft 

lens wear from the previous year. The contact lens mar- 
ket is not expected to expand significantly in the next 
few years, primarily because of the impact of refractive 
surgery. Laser vision correction procedures (one eye) in 

the United States for 2000 were estimated to be 1.55 

million—up 48% from 1999 projected figures of 
980,000—and in 2000 approximately $2.5 billion was 
paid for these procedures. 

Number of Annual Eye Examinations 

The number of complete eye examinations performed 
annually by optometrists has grown steadily since the 
mid-1980s, when parity legislation passed by the U.S. 
Congress gave optometrists the same standing as 
physicians under Medicare. This amendment of the 
Medicare law allowed optometrists to receive reim- 
bursement for medical eye services performed for 
Medicare-eligible patients. Before the amendment, 
only ophthalmologists were eligible to provide these 
services under Medicare. 

According to AOA surveys, as of 1998 the mean 
number of eye examinations per year per optometrist 
was 2235 (Figure 1-3). This total was 50% greater than 
the total for 1982, which was 1413. In the year 2000, 

however, optometrists worked slightly fewer hours, 
and the average (mean) number of complete eye exam- 
inations (including refractions) was slightly less at 
2168, which still represents a rise of 16% during the 
1990s. In addition, the mean number of all “other” vis- 

its performed by optometrists rose from 947 in 1990 to 
1073 in 2000, an increase of almost 16% (Table 1-3). As 
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0 Private Opticians 

Figure 1-2 Ophthalmic market shares, 2000. (From American 

Optometric Association: Caring for the eyes of America—a profile 

of the optometric profession. St. Louis, 2002, Author. Reproduced 

with permission.) 

the number of services that may be performed by 
optometrists expands—because of further changes in 
state scope of practice laws—it is expected that “other” 
types of visits also will continue to grow. 

1998 

1996 

1994 

1992 

1,600 1,700 1,800 1,900 

Services Offered by Optometrists 

With respect to services, AOA surveys indicate that 
contact lens services are the most common, provided 
by 96.9% of practicing optometrists in 1999. These sur- 
veys also have found that approximately 91.2% of 
optometrists provide dispensing services (e.g., specta- 
cles); 44.9%, low-vision services; and 34.6%, vision 

therapy. In addition it is estimated that as of 1997, 8 of 
10 optometrists prescribed pharmaceutical agents for 
therapeutic purposes. 
AOA surveys also have reported that as of 2000 the 

majority of optometrists offered lens tinting (58.3%), 
and almost half provided lens edging (47.2%) and lens 
coating for ultraviolet attenuation (46.3%). Fewer than 
one-quarter (22.2%) did coating for scratch resistance, 
and relatively few optometrists (8.7%) performed lens 
surfacing. These figures indicate that the use of in- 
office finishing has become popular within the profes- 
sion and represents a response to consumer demands 
for speedier delivery of eyewear. 

Income 

The 2001 AOA Economic Survey (which reported 
income figures for the year 2000) indicated that the mean 
individual net income for all optometrists that year was 
$138,846. That figure is up more than 56% from the 
1994 survey, when net income was $88,690 (Box 1-1). In 
fact, during the course of the 1990s—particularly during 

2,000 2,100 2,200 2,300 

Figure 1-3 Complete eye examinations per year: annual number per optometrist, 1990-2000. (From American Optometric 
Association: Caring for the eyes of America—a profile of the optometric profession. St. Louis, 2002, Author. Reproduced with permission.) 



1990 1992 

kedperyear si ss 49.4——( (tsi 
examsperyear —s-_: 1867 : 1987 

rexamsperyear 947 940 

Table 1-3 Hours Worked and Mean Volume of Examinations, 1990-2000 
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1994 1996 1998 2000 

49.5 49.5 49.4 49.0 
2123 2176 2,235 2168 
919 896 994 1073 

Data from AOA: 2001 AOA economic survey. St. Louis, 2001, Author; and Classé JG, Hisaka C, Lakin DH, Rounds RS, Thal LS: Business aspects of optometry, ed 1. Boston, 
1997, Butterworth-Heinemann. 

the latter part of the decade—mean net income increased 
by more than 85%. For individual practitioners the mean 
gross income in 2000 was $415,623 per optometrist, 

compared with the 1994 figure of $310,000. That repre- 
sents a 34% increase during 6 years, but during the past 
two decades there has been a 341% increase in the gross 
income of optometrists (in 1978 the mean gross income 
was $94,195) (Table 1-4). Optometric income also has 
kept ahead of inflation: during the period 1988 to 2000, 
the average individual net income of optometrists rose 
by more than 44%, appreciably faster than inflation 
(as measured in 1988 dollars). 

The 2001 survey also found that the mean net 
income of female optometrists was about 25% less 
than that of male optometrists ($140,230 for men and 
$119,209 for women). This difference has consistently 
lessened throughout the years: in 1992, women earned 
31% less than their male colleagues; in 1994, 29% less; 

and in 1996, 27% less. The reasons for this disparity 
appear to be the lengthier mean period in practice for 
men responding to the AOA survey and the greater 
number of women who work as employees compared 
with men. 

AOA economic surveys have consistently shown 
that optometrists in partnerships or groups earn more 

gross and net income than individual practitioners, 
and the 2001 survey confirms that this trend is contin- 
uing. The mean net income in the year 2000 ranged 
from $135,340 for solo practitioners to $182,397 for a 

practice composed of three to five partners (Box 1-2). 

Box 1-1 Individual Mean Net Income, 1988-2000 

Por employed optometrists, income for the year 
2000 ranged from a high of $123,567 for employment 
by an ophthalmologist to a low of $88,429 for 
optometrists employed by a health maintenance 
organization (HMO). The AOA survey also indicated 
that there was little difference in the income earned by 
optometrists employed by an optical chain compared 
with that of practitioners who worked for an opto- 
metrist ($98,667 compared with $95,412, respectively). 

For optometrists beginning solo practice, 8 to 10 
years are generally required before net income begins to 
reach the national mean. This length of time is usually 
needed to build a patient base and pay off educational 
debts and the costs of initiating a practice. Peak years for 
income are approximately from 11 to 30 years in prac- 

tice, after which time the average individual practitioner 
begins to reduce the time spent at work (Box 1-3). From 
30 to 40 years, earnings decrease somewhat, but it is 

apparent that optometrists may expect to enjoy a 
lengthy professional career, if they choose to do so. 

Expenses of Practice 

The expenses of self-employed optometrists in private 
practice may be divided into the following categories: 
laboratory costs; wages, benefits, and commissions for 

employees; rent or mortgage expense; and other costs 
of doing business. 

A practice’s net income is the amount remaining 
after these expenses have been paid. The percentage of 

1988 4990 1992 
$66,110 | $74,846 $81,571 

1994 1996 1998 2000 

$88,690 $92,637 $108,262 $138,846 

Data from AOA: 2001 AOA economic survey. St. Louis, 2001, Author; and Classé JG, Hisaka C, Lakin DH, Rounds RS, Thal LS: Business aspects of optometry, ed 1. Boston, 

1997, Butterworth-Heinemann. 
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Table 1-4 Self-Employed Mean Gross 
Income, 1996-2000 

1996 1998 2000 

Per Practice $494,117 $523,645 $648,923 

Per Optometrist $348,134 $364,942 $415,623 
s 

Data from AOA: 2001 AOA economic surveys. St. Louis, 2007. 

gross income devoted to laboratory expenses has 
changed relatively little during the past few years; in 

1992 these expenses constituted 29% of gross income, 
whereas subsequent surveys reported that laboratory 
costs ranged from 26.8% to more than 28% of gross 
income (Table 1-5). The wages, benefits, and commis- 
sions paid to employees have ranged from a low of 
14.1% to a high of 16.4%. The cost of rent or mortgage 
payments, including utilities and telephone, has 
ranged from 6.3% to 7.1% of gross income. The most 
important statistic—the ratio of net-to-gross income— 

has ranged between approximately 31% and 33%. 
In 1994, the AOA survey’s gross earnings figures for 

optometrists indicated that income was derived from 
the following three principal sources: examination fees, 

Box 1-2 Individual Mean Net Income by 
Practice Type, 2000 

SELF-EMPLOYED INCOME 

Solo. $135,340 
Partnership (2 persons) $151,809 

Partnership or group (3-5 persons) $182,397 
Partnership or group (6 or more persons) $154,500 
Optical chain franchisee or lessee $116,071 

Independent contractor $119,375 

Other self-employed $84,429 

EMPLOYED BY INCOME 

Optometrists $95,412 

Ophthalmologists $123,567 
HMOs $88,429 
Hospitals, multidisciplinary clinics $102,941 

Optical chains $98,667 

Armed forces, VA, Public Health $83,500 
Service 

Other $112,750 

Data from AOA: 2001 AOA economic survey. St. Louis, 2001, Author. 

Box 1-3 Individual Mean Net Income by 
Years in Practice, 2000 

YEARS IN PRACTICE INCOME 

5 or less 

6 to 10 $129,200 

11 to 15 $158,730 
16 to 20 $137,404 

~ 271025 $138,908 

26 to 30 $157,402 

3t to 35 $121,759 

36 to 40 $125,576 

41 or more $75,647 

Data from AOA: 2001 AOA economic survey. St. Louis, 2001, Author. 

“Insufficient responses to provide reliable data. 

the sale of spectacles, and the fitting and sale of contact 

lenses. The approximate breakdown of those sources of 
income indicated that examination, diagnosis, and treat- 
ment of patients produced 45% of income; the sale of 
ophthalmic lenses and frames generated 35% of 
income; and the fitting and sale of contact lenses pro- 
vided 20% of income. In 1998 statistics from a survey 

entitled “Jobson’s Eye Care Independent 1998 Survey” 
reported significant differences in the breakdown of 
services and materials. This survey divided income into 
the following four sources of revenue: examination fees, 
including fees for therapeutic care, 29%; spectacles, 
36%; contact lenses, 23%; and prescription and plano 
sunwear and accessories, 12%. These figures indicated 
that 71% of income in private practice was derived from 
the dispensing of ophthalmic materials. Both of these 
surveys illustrate the significance of ophthalmic dispens- 
ing and contact lens services, which continue to provide 
the majority of income in private practices. 

An important factor affecting examination income 
is the influence of government third-party reim- 

bursement plans (e.g., Medicare, Medicaid) and non- 
governmental vision medical eye care plans (e.g., 
vision or medical insurance plans, Vision Service Plan). 
Although the influence of these plans varies from com- 
munity to community, the 2001 AOA survey indicated 
that nearly half (48%) of a typical optometrist’s 

patients are covered by private plans, one fourth (26%) 
are covered by public programs (such as Medicare or 
Medicaid), and the balance (26%) have no third-party 
coverage for optometric services (Table 1-6). According 
to the 2001 survey, revenue from private plans repre- 
sented 42% of total practice income, whereas 23% was 
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Table 1-5 Median coral of Gross Practice Income, Selected Expense Categories, 1990-2000 

1992 

- 327% 32.1% 
Laboratory expenses 28.9% ————- 29.0% 

- Non-optometrist wages _ 141% 14.5% 
o-.l,lmlmrr 7.1% 6.7% 
ae expenses. | 172% 17.7% 

1994 1996 1998 2000 

32.2% 31.0% 31.0% 31.0% 

28.9% 28.0% 26.8% 28.0% 

14.7% 15.3% 15.3% 16.4% 

6.6% 6.7% 6.8% 6.3% 

17.6% 19.0% 20.1% 18.3% 

Data from AOA: 2001 AOA economic survey. St. Louis, 2001, Author; and Classé JG, Hisaka C, Lakin DH, Rounds RS, Thal LS: Business aspects of optometry, ed 1. Boston, 
1997, Butterworth-Heinemann. 

from public plans and 35% was from out-of-pocket 
payments (including cost-sharing amounts from 
patients covered by third parties). The percent of total 
practice income paid to optometrists under managed 
care plans (e.g., HMOs, preferred provider organiza- 
tions, Vision Service Plan) was 38%. 

Practice Patterns of Beginning 
Practitioners 

Optometry school graduates may choose any of several 
paths when they enter the profession: they may go 
directly into private practice as self-employed practi- 
tioners; they may seek an employment position with 
other practitioners, in institutions, or with government 

or industry; or they may decide to continue their edu- 
cation by selecting a residency position. The reason for 
making a particular career choice obviously varies from 
person to person, but according to surveys conducted 
by APME, most optometry school graduates seek to 
become private practitioners in a partnership setting in 
medium-sized communities and most of them believe 
it will require 5 or more years to realize this opportu- 
nity. This finding indicates that many optometry 

Table 1-6 Third-Party Participation by 
Optometrists, 1986-2000 

_ SOURCE OF INCOME 1986 1994 2000 

Governmental 
third-party plans —-21.0% 21.0% 23.1% 

Non-governmental 

third-party plans NA 30.8% 42.0% 

Data from AOA: 2001 AOA economic survey. St. Louis, 2001, Author; and 

Classé JG, Hisaka C, Lakin DH, Rounds RS, Thal LS: Business aspects of optometry, 
ed 1. Boston, 1997, Butterworth-Heinemann. 
NA, data not available. Data from AOA Economic Surveys, 1987-2001. 

school graduates do not enter the practice opportunity 
that they would prefer immediately after graduation. 

Self-Employment 

Although most graduates aspire to become self- 
employed, only about 30% do so immediately after 
graduation. Among the most significant factors influ- 
encing the decision to become self-employed are age, 
previous business experience, amount of educational 
debt incurred, and family obligations. Male graduates 
are more likely to enter directly into self-employment 
than are female graduates. The individual who intends 
to enter into self-employment immediately must 
devote time to planning and preparation while in 
school and must have the financial resources necessary 
to begin practice or be able to secure the credit neces- 
sary for such an undertaking. 

Employment 

Approximately 60% of optometry school graduates 
enter the practice of optometry through employment 
positions. Because of the greater availability of posi- 
tions in commercial settings and the relative ease (as 

compared with professional positions) with which they 
may be found, this type of employment is commonly 
chosen by optometry school graduates. Ophthal- 
mology positions offer the best economic benefits, but 
there are relatively few of them available to new gradu- 
ates. Employment with an optometrist may be pre- 
ferred because such employment is often the means 
whereby a graduate eventually joins the practice as a 

co-owner. Finding such an opportunity, however, can 
require a significant investment of time. It also may be 
time-consuming to locate available positions in multi- 
disciplinary clinics, HMOs, or industry. Optometry 
students who do not begin efforts early to locate and 

make themselves familiar to a prospective employer 
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are in general not as successful in obtaining these posi- 

tions as students who take these steps. 

Residencies 

According to a study by the ASCO, about one third of 
optometry students express an interest in residency 

training. As of 2000, there were more than 150 residency 
programs representing 200 residency positions, and 

approximately 10% to 15% of optometry school gradu- 
ates choose to participate in them. Female graduates are 
more likely than male graduates to select residency train- 
ing. Residency training better prepares optometrists for 
private practice—particularly in specialty areas—and is 
usually a requirement for a career in education or the 
Veterans Administration or other government service. 
Competition for residencies can be highly rigorous. 

Selection of Practice Opportunity 

According to APME surveys, about one third of optom- 
etry school graduates do not select a practice opportu- 
nity until after graduation from optometry school. 
These surveys indicate that more female graduates wait 
until after graduation to choose a practice opportunity 
than do male graduates. Women are more likely to enter 
into employment positions and also are more willing to 
work in two or more modes of practice than are men. 

Location of Practice Opportunity 

APME surveys have indicated that the majority of 
optometry school graduates seek to work in areas of less 
than 100,000 population. Approximately two thirds of 
optometrists currently practice in areas of this size. 

First-Year Income 

APME annual surveys in 1994 found that the mean 
gross income for optometrists in the first-year of prac- 
tice was approximately $47,300. By 2001 first year 

income had risen to about $71,000. The lowest income 

was earned by residents and the highest by employees 
of commercial entities and ophthalmologists. There 
were differences between male and female graduates, 
with men earning somewhat more than women. 

The 1999 AOA Economic Survey reported that the 
individual mean net income for optometrists in the 
first 5 years of practice was $75,923 (this was an average 

for all 5 years). The 2001 AOA Economic Survey did 
not report these data. 

Indebtedness at Graduation 

Statistics compiled by ASCO for the 2000-2001 aca- 
demic year indicate that 8 of 10 students enrolled in 
schools and colleges of optometry received financial 
aid. In general, the amount of financial aid obtained by 
students in private schools was greater than that of stu- 
dents in state-supported schools. The average indebt- 
edness for year 2001 optometry school graduates 
varied from school to school, ranging from $14,203 to 
$130,407; the median debt was about $78,000. 

Graduates of private schools tended to have higher lev- 

els of indebtedness than did graduates of state-sup- 
ported schools. The effect of debt on practice choices 
has become a concern of the AOA and ASCO, which 

have undertaken educational programs to make 
optometry school students aware of how to limit debt. 

Identifying Practice Opportunities 

The process of identifying a practice opportunity 
should begin in optometry school, with a planned, sys- 
tematic effort to determine the personal and profes- 
sional needs of the individual student. This process 
should come to fruition at graduation, permitting a 
smooth transition from student to practitioner. To real- 
ize such an ambitious goal, however, a new licensee 

must make the following key decisions: 
¢ Where to practice 
* Whether to begin as an employer or employee 
* How to satisfy the debts of education or of 
beginning a practice 

Individual decisions should be based on personal pref- 
erences and an understanding of the relevant facts. 
Research is usually necessary to obtain information 
about a location or community. The status of the state 
law defining the practice of optometry also is an impor- 

tant consideration. Investigation of the community 
and its economic standing is important in considering 
the capacity of a community to absorb another practi- 
tioner or to support an optometrist. Visits to the com- 
munity and to individual practitioners are often crucial. 

The decision to begin practice as an employee is 
usually based on economic necessity or recognition of 

the need for experience before initiating an individual 
practice. Graduates should consider carefully the 
advantages and disadvantages of employee arrange- 
ments; if employment is determined to be the best 
option, a systematic effort to locate a practice opportu- 

nity should be started while the student is in optome- 
try school. For graduates who desire immediate 



selfemployment, meticulous planning, the use of 
competent advisors, and careful financial decision 
making are obligatory. 

Indebtedness should not be permitted to adversely 
influence goals and career plans. Maintaining educa- 
tional debt at a minimum is a prerequisite for all gradu- 
ates. Indebtedness influences earning capacity and the 
ability to secure loans needed to purchase equipment 
for the start of a practice, to buy a house and car, or to 
respond to unexpected financial emergencies. 

Planning should be initiated in school so that per- 
sonal and professional goals can be attained more easily 
after graduation. A wealth of reference materials is avail- 
able to students or recent graduates, and they should be 
obtained and consulted. The AOA has a practice place- 
ment service and provides technical information to 
optometry students and association members. 
Optometry school alumni associations also may be 
used as a resource. The most important resource, how- 
ever, is the initiative of individual students. Visiting 
practices, assessing communities, and compiling infor- 
mation about practice options are essential tasks that 
should be performed during optometry school. The 
prepared graduate is more likely to find an opportunity 
and to take advantage of it. That alone is reason to 
devote the necessary effort to the task. 

Conclusion 

In the chapters that follow, the process of beginning a 
practice, organizing it, and operating it efficiently are 
described. It should always be kept in mind, however, 

that the individual initiative of the clinician is the pri- 
mary consideration for any practice and that success 1s 
more often dependent on initiative than any other 

factor. 
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Chapter pe 

Self-Employment Options 

Liberty means responsibility. That is why most men dread it. 

George Bernard Shaw Maxims for Revolutionists 

od majority of optometrists are in private practice 
and self-employed (see Chapter 1). Not surpris- 

ingly, the decision to enter private practice immedi- 
ately is one that is made by most optometry school 
graduates. Surveys conducted in the 1990s by the 
Association of Practice Management Educators have 
revealed that approximately 60% of graduates enter 
private practice as employees and that approximately 
30% are self-employed; the remaining 10% enter resi- 
dencies. These same surveys have shown that most 
graduates who enter employee positions immediately 
after graduation intend to become self-employed even- 
tually. 

The basic decision that must be made by the new 
graduate is whether to be an employer or an employee. 
If self-employment is chosen, another important deci- 
sion involves the type of business organization to use. 
This choice affects income, liability exposure, tax con- 
siderations, and many other matters. This chapter dis- 
cusses the advantages and disadvantages of entering 
the various types of self-employment-—as a sole propri- 
etor, as a partner, or as a member of a professional 
association or corporation. It also describes expense 
sharing. Employment opportunities are described in 

Chapter 4. 

Sole Proprietorship 

Sole proprietorship is the choice of about 10% of 
optometry school graduates. A sole proprietor owns 
100% of the practice (see Chapter 6), even if other 

optometrists work for the practice as employees or 
independent practitioners. To enter into sole propri- 
etorship, a graduate may start a new practice or pur- 
chase an existing practice. 

ee 

Craig Hisaka and W. Howard McAlister 

Starting a Practice 

The decision to start a practice is a major one and 
requires extensive planning. Usually, the greatest draw- 
back to starting a practice is financial. Most 
optometrists have significant loans and debt when they 
graduate, and the added debt of opening a new office 
may prevent such an undertaking from being finan- 
cially feasible. The optometrist must carefully evaluate 
income and expense projections for the practice, with 
emphasis on keeping fixed overhead expenses to a min- 
imum. Projections for income should be conservative. 

When starting a practice “cold,” it is essential to have 
outside sources of income from other employment 
opportunities. 

In addition, the new practitioner needs to learn and 
develop excellent business and management skills. It 
will be helpful to obtain additional education in these 
areas. Courses in business law, financial management, 

and marketing are particularly useful. Developing a 
team of advisors—including a skilled certified public 
accountant familiar with optometry, an attorney, real 

estate and insurance agents, and a banker-is essential. 
Another key factor in starting a practice is finding 

the right location. An excellent location can mean 
more than an increase in earnings; it can be the differ- 

ence between success and failure. The topic of location 
is discussed in Chapter 14. 

If a graduate is willing to accept the responsibility of 
managing a business and can overcome the financial 
risks involved, the pride, rewards, and satisfaction of 

watching a practice grow and mature can be extremely 
gratifying. A graduate must be willing to forego imme- 
diate financial returns for the long-term benefits that 
selfemployment provides. In financial terms, how- 
ever, the rewards are much better for self-employed 
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optometrists than for employed practitioners. The 
American Optometric Association Economic Surveys 
(see Chapter 1) show that higher levels of income are 
reported by self-employed optometrists. When starting 
a new practice, however, about an 8- to 10-year period 
is needed to achieve mean income levels. Once the 
practice has been established, it can sustain the practi- 
tioner 30 to 40 years. Often a sole practitioner will take 
on employees or decide to form a partnership, which 
further increases the size of the practice. Because of the 
liberty the sole proprietor has in making key decisions, 
there is considerable flexibility in this form of practice 

arrangement. 

Purchasing a Practice 

The purchase of an existing practice can be a better 
choice than starting a new practice. An established office 
will have equipment, patient flow, staff, and procedures 
already in place. Financial planning is much easier 
because the practice has an established gross income, 
overhead expenses, and cash flow. Determining the fair 
value of the practice is usually the most difficult aspect 
of the purchase agreement and is discussed in Chapter 3. 

To pay for the practice, a loan can be taken from a 
bank or the seller can self-finance the purchase. In 
either event, the purchaser must pay for the practice, 
with interest, for a period of years. Such an arrange- 
ment can be financially advantageous, however, to 
starting a new practice. The sole proprietor can often 
do better financially during the 5 to 10 years of repay- 
ment than if a new practice is started. Again, financial 
and legal advice will be needed to determine whether 
the arrangement is a fair one, to allocate the practice 
assets for tax purposes, and to draft the contract of sale. 
Box 2-1 summarizes the major advantages and disad- 
vantages of a sole proprietorship. 

The largest group of practicing optometrists— 
approximately half of those in private practice—are in 
sole proprietorships. However, the trend is away from 
solo. 

Partnership 

The trend in optometry is toward partnership or group 
practices, as reflected in the preferences of optometry 
school graduates, who cite partnership as the preferred 
mode of practice. Reasons for this trend are partially 
financial and partially personal. In a partnership, over- 
head is shared among partners, which increases earn- 

ings compared with the solo practice, and—as 

Box 2-1 Advantages and Disadvantages 
: of Sole Proprietorship 

Advantages 

* One person rule, wep oe over decisions and des- 

tiny 

* Higher long-term income potential a orate ale 

potential 

* Independence, control of the office schedule time ag 

vacations, and similar matters 

* Choice of optometric specialties to be practiced / 

Disadvantages 

* The pressure of all decisions and management and 

marketing responsibilities rests on the shoulders of © 

the practitioner ; 
* Multiple financial risks and competitive challenges 

* Lower starting income, higher start-up costs 

* Lack of office coverage in the event of illness, 

vacation, and time off 

* Fewer specialties to offer 

American Optometric Association Economic Surveys 
illustrate—there is a clear difference in earnings based 
on the size of the practice. Group practices (three or 
more partners) earn more per practitioner than partner- 
ships do (two partners), which in turn earn more than 
sole practitioners (see Chapter 1). There also are the 
personal benefits of partnership to be considered: spe- 
cialization, consultation, expanded office hours, and 

increased coverage. These benefits allow partners to 

enjoy more time outside the practice, pursuing profes- 
sional or personal activities without loss of partnership 
income. 

The key to a successful partnership is choosing well 
and having a mutual appreciation and respect for each 
other. A well-conceived partnership agreement is 
another essential requirement. Also, because of the 
complexities of partnership, establishing a competent 
team of advisors is important to continued viability 
and success. Box 2-2 summarizes the major advantages 
and disadvantages of partnerships. 

The partnership terms are described in a written 
agreement. The type of agreement, and the many legal 
considerations attendant to the management of ‘the 
practice, depend on the type of business entity chosen 
for the partnership: general partnership, limited liabil- 
ity company (LLC), professional association or corpo- 



Box 2-2 Advantages and Disadvantages 
of Partnerships 

__ * Loss of independence 
Personality conflicts with partners or the spouses of 

partners — 
- = Differences in professional ideas and philosophies 

Unequal distribution of patient load 

* Unequal distribution of income based on productivity 
_ of the partners 

ration (PA or PC), or S corporation. Because of the 
complexity of these business entities and because state 
laws govern many aspects of their operation (these laws 
differ for general partnerships, LLCs, and corpora- 
tions), an attorney will be needed to form the partner- 

ship (see Chapters 7 and 8). 
Partnerships are often formed by the assimilation of 

an associate into a solo practice or by the merger of two 
solo practices. 

Associateship 

Many two-person partnerships are created by an estab- 

lished practitioner taking in a new graduate. There is an 
initial trial period, usually involving 1 to 2 years. The 
purpose of the trial period is to see whether the two 
practitioners are compatible and can work well 

together. 
There are significant advantages for the new gradu- 

ate who chooses to try associateship in the hopes of 
entering into partnership. First, there is immediate 

earning capacity, with the associate usually being paid 

a salary, a percentage of the income produced, or a 

~ combination of the two. The associate also gains valu- 
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able experience, learning the business side of optome- 
try and the art of practice management. To receive this 
income, there is little initial investment required of the 
associate, an especially important consideration when 
there are educational debts to be paid. Most important, 
if the associate chooses well, a partnership will be 
formed, providing practice and financial security for as 
long as the partners wish to continue the arrangement 
(see Chapter 5). 

Mergers 

A merger occurs when two or more established prac- 
tices join together and the practitioners combine 
resources to share in profits and losses. In some merg- 
ers, the practitioners maintain separate locations, 

whereas in others they combine practices at one loca- 
tion. Beginning optometrists may find merging with 
another practitioner to be attractive, but the more dis- 
parate the two practices are in terms of size and 
income, the more complicated the details of the 
merger become. 

Considerable negotiation is often required to 
achieve a merger because of the number of assets, per- 
sonnel, and operating procedures. Complicated finan- 
cial arrangements are usually needed to equalize the 
contributions to the partnership by the partners. 
Accountants and attorneys are required participants of 
the formation process (see Chapter 7). 

Limited Liability Companies 

A relatively new development in partnership arrange- 
ments is the LLC. An LLC is a hybrid organization, 
composed of elements taken from both partnerships 
and corporations. Because LLCs may be used to render 
professional services, two or more optometrists can 
form an LLC partnership. Special provisions apply to 
the personal liability of members and to the transfer- 
ability of members’ ownership to successors (these 
rules are similar to the rules for PAs or PCs). 

For tax purposes, the LLC is treated like a partner- 
ship. The profit (or loss) is allocated to the members of 
the LLC just as in a partnership. Members of the LLC 
are not liable as individuals for the debts or negligence 
of the LLC or for the debts or negligence of other 
members. In this respect, the LLC is like a PA or PC. 

These features are the reason that LLCs are preferred 
over general partnerships. The formation of LLCs 1s 
controlled by state law (the state’s Limited Liability 
Company Act). Legal counsel will be needed to deter- 
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mine whether this form of partnership is appropriate 
and to ensure that the LLC is properly established (see 

Chapter 7). 

Professional Associations and Corporations 

PAs and PCs are rarely the choice of optometry school 
graduates starting a practice. Corporations are artifi- 
cial entities endowed by law with the capacity of per- 
petual succession. The PA or PC may consist of a 
single individual or several individuals, but in either 
case there is unity of ownership and management. 
Because of the unique powers that may be exercised 
by PAs and PCs, they are accorded a legal status that is 
akin to that of a separate being. The decision to form a 
PA or PC is typically a financial one, based on a deter- 
mination that the tax and retirement benefits offset 
the additional cost and management time involved. 
Tax and legal counsel are needed before making this 
choice (Box 2-3). 

The PA or PC must be owned by a professional 
licensee; laypersons may not hold an ownership inter- 
est. The licensee also serves as the chief officer of the PA 
or PC, responsible for management. Because the PA or 
PC is a separate entity, it may sign contracts in its own 

name, borrow money, own property, and exercise other 
rights normally accorded only to persons. In addition, 
the PA or PC may contract with individuals to provide 
services. The No. 1 employee of the PA or PC is the 
licensee, who is paid a salary and awarded benefits 
under an employment agreement with the PA or PC. 
Therefore, an optometrist who forms a PA or PC will be 
its owner, chief officer, and most important employee. 
In a PA or PC partnership, there will be some propor- 
tionate sharing of ownership, duties, and benefits. 

PAs and PCs differ from partnerships in terms of 
their continuity. In partnerships, if a partner dies the 
partnership is usually dissolved. In a PA or PC, if a 
shareholder dies the PA or PC continues because it is a 
separate legal entity that may be owned by a successor 
shareholder. To transfer ownership, the successor pur- 
chases the shares of stock held by the previous share- 
holder. 

Tax and liability issues are different for corporations 
than for partnerships (see Chapter 8). Unlike other 
types of business organizations, PAs and PCs must pay 
income taxes, which is another matter that adds to 

their complexity and cost. The employees of the PA or 
PC also pay income tax on the salary and benefits 
received from the PA or PC. Accounting and tax advice 
are essential. 

Box 2-3 Advantages and Disadvantages 
of Corporations 

Advantages 

* Because corporations are legally recognized asa __ 
separate entity, tax deductions that are not available 

to individual proprietorships and partnerships may be _ 

claimed by corporations. . 
Corporations can establish tax-deductible medical 

expenses reimbursement plans for employees. 

Tax-deductible employee insurance programs can be 

established by corporations. 

The administrative requirements of corporations 

centralize management and clearly define decision 

making. 

Corporations have continuity of existence, and the 

withdrawal of a shareholder will not affect the 

continuation of the corporation. 

Transferability of ownership is easily accomplished by 

the sale of corporate stock. 

Employees can participate in a tax-deferred 

- retirement plan established for their benefit. 

Disadvantages 

* The organizational and operational costs of 

corporations are more expensive than those of any 

other type of business organization. 

Corporations, because they are a separate entity 

under law, must pay taxes (unlike sole proprietorships, 

partnerships, limited liability companies, and S 

corporations). 

Corporations are subject to the accumulated earnings 

tax if a corporation keeps (rather than pays out) 

profits in excess of an amount deemed reasonable for 
present or future business plans. 

The greater business complexity of corporations 

makes them more costly and time-consuming to run 

than other types of business organizations. 

In corporations that consist of more than one person, 

there is a loss of autonomy in decision making and 

management Is shared. 

Corporations are subject to more disclosure 

requirements (governmental and private) than are 

other types of business organizations. 

Tax-deferred employee retirement plans may not be 

optimal for all employees. 

@ 

e 

e 

S Corporations 

In some circumstances it may be appropriate to form a 

special type of corporation, called a subchapter S corpo- 
ration or S corporation. The typical example is a dispen- 



Box 2-4 Basic Requirements for 
Expense Sharing 

_* Each practitioner is an individual proprietor. 
* Overhead expenses, such as the office lease, utilities, 

salaries of employees, insurance, and other necessary 

expenditures are shared on a pro-rata basis. 

Ownership of equipment and furnishings is usually 

Separate, although certain items may be purchased 
and owned jointly. 

_Ajoint bank account is established for the payment of 

joint expenses, and each practitioner is required peri- 

odically to contribute a certain sum to the account; 

individual contributions are usually a stated percent- 

-age of each practitioner's gross income. 

Records are separate and remain the property of the 

individual practitioners. 

Payment on accounts, collections, and accounts 

receivable are independently maintained. 

Personnel are usually jointly supervised, but a sole 

personnel manager can be designated by the 

practitioners if they so desire. 

A maximum sum is commonly stipulated for joint 

obligations unless both practitioners agree to the 

expenditure in advance. 

Adequate liability insurance is required of all 

practitioners. 

Arrangements may be made for coverage during 

absences, including compensation to be awarded for 

such coverage. 

Certain ethical standards or membership in certain 

_ professional organizations may be required of all 

practitioners. 

Some provision for termination of the arrangement 

with adequate notice will be included in the 

agreement. 

sary that is separate from the professional practice. The 
use of an S corporation allows ownership to be shared 
by laypersons (such as opticians, business people, or 
spouses), and—unlike PAs and PCs—the S corporation 
pays no income tax, being treated for tax purposes like a 
partnership. The income (or loss) is divided by the share- 
holders, who pay taxes on their distributive shares of 
earnings. Even though the S corporation pays no taxes, 
it may still claim certain tax benefits, such as contribu- 
tions to retirement plans, premiums paid for insurance 
coverage, and other tax deductions that may otherwise 
be claimed only by PAs and PCs (see Chapter 8). 

Because of state legal requirements, the advice and 

assistance of a certified public accountant and an attor- 
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Box 2-5 Advantages and Disadvantages 
of Expense Sharing 

Advantages 

* Decreased overhead per optometrist compared to solo 

optometrists. With reduced overhead per optometrist, 

more financial resources are available for equipment 

and instrument purchases and other assets. 

Possibly some coverage can be obtained for patients 

in cases of emergency or vacation, although joint 

coverage is not required and must be agreed on by the 

practitioners. 

Consultation and referral to the other optometrist 

may be available if the optometrist has a different 

area of interest or specialty. 

Each optometrist maintains a separate practice and 

controls individual policies, decisions, and manage- 

ment. 

e 

Disadvantages 

* Coverage of patients by the other practitioner is not 

required in the event of illness, disability, and vaca- 

tions, and must be agreed on beforehand. 

No value is established for the practice, and there 

is no built-in buyer as in a partnership or 

corporation. 

Unlike in a partnership or professional association or 

corporation, profits are not shared. 

Conflicts over scheduling may occur when using a 

common receptionist. 

Shared expenses must be divided in a fair and reason- 

able manner, or conflict will occur. 

Decisions about furnishings, improvements, salaries, 

and other matters may be sources of disagreement. 

Personnel must be shared on an equal or fair basis, or 

problems can result. 

e 

e 

ney will be required whether a partnership, LLC, PA or 
PC, or S corporation is being formed. 

Expense Sharing (Shared- Expense 

Agreement) 

In an expense sharing or share-expense agreement, two 
or more optometrists share a common location and 
the expenses of the practice in a manner proportionate 

to their usage. Each optometrist has a separate patient 

base, financial and patient records, and some equip- 
ment and instruments. In an expense sharing arrange- 
ment, the practitioners do not share in profits the way 
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they would in a partnership, and they have separate 
bookkeeping systems to chart income. Certain 
expenses are shared, however, in some proportion 
agreed to by the optometrists. These expenses typically 
include rent, utilities, repair and maintenance costs, 

supplies, lease payments on shared equipment, insur- 
ance, and the salaries of common employees. 

This arrangement falls short of partnership because 
neither practitioner has any ownership interest in the 
practice of the other. Instead, it consists of two inde- 
pendent businesses that have found it advantageous to 
share certain common expenses. The basic require- 
ments of expense sharing are listed in Box 2-4. 

Beginning practitioners may be presented with an 
opportunity to enter into an expense-sharing arrange- 
ment with another optometrist or, occasionally, 

another type of health care provider (e.g., dentist, podi- 
atrist, chiropractor). Most often, however, expense shar- 
ing is entered into by two individual practitioners who 

believe that the economic benefits make such an 
arrangement worthwhile. Box 2-5 lists the advantages 
and disadvantages of expense sharing. As in all business 
arrangements, an attorney will be needed to draft a con- 
tract that reflects the agreement reached by the parties. 

Conclusion 

Self-employed forms of doing business offer the most 
long-term opportunity, flexibility, security, and finan- 
cial return for optometrists (Table 2-1). They also 
require the most effort, investment, commitment, and 

risk. For graduates who do not feel prepared to enter 
directly into self-employment after graduation, various 
employment options may be considered. In a profes- 
sion in which a 40-year career as a self-employed practi- 
tioner is not unusual, a year or two of employment that 
is used to learn the art of practice administration and 
patient management merely diminishes the term of 

Table 2-1 Differences Between Practice Arrangements 

PARTNERSHIP, 

LIMITED LIABILITY 
COMPANY (LLC), OR PROFESSIONAL ASSOCIATION _ INDIVIDUAL 
S$ CORPORATION EXPENSE SHARING OR CORPORATION (PAOR PC) PROPRIETOR 

Assets Shared equally orshared Some shared equally, Owned by corporation Owned by doctor — 

by partnerships, LLC, some not shared 
or S Corporation 

Expenses Shared equally or in Some shared equally, Paid by corporation Paid by doctor 

on agreed upon some shared on the 

proportion basis of use, some not 

shared 
Net income Divided equally or Each doctor gets what Each doctor getsasalary Doctor gets what 

according to percen- he or she earns and net income shared he or she earns 
tage of ownership on the basis of each 

doctor's ownership 
Fees Same for all doctors Each doctor sets his Same for all doctors Set by the doctor 

or her own 
Billing Combined bill Separate bill from Combined bill One bill 

each doctor 
Disability coverage Yes No Yes No 
Death benefit Yes No Yes No 
Retirement benefits Yes No Yes Yes 
Provision for Yes No Yes No 

continuity of 

practice _ 

Obligations to Mandatory None Mandatory None 
cover for each : 
other 

Records Merged Separate Merged Owned by doctor 

ee hand NER een a eR Mn ete Oe 



self-employment to 39 or 38 years. In the long term, 
this short period of employment may prove to be an 
excellent investment. Employment opportunities for 
graduates are discussed in Chapter 4. 
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Chapter a 

Purchasing an Kye Care 
Practice 

Gary L. Moss, John G. Classé, and Stuart M. Rothman 
s 

Never buy what you do not want, because it is cheap; its cost will be dear to you. 

Thomas Jefferson Canons for Observation in Practical Life 

ptometry school graduates who want to “be their 
own boss” should consider the purchase of all or 

part of a practice. This method of entering optometry 
can often be preferable to starting a practice “from 
scratch.” Surveys show that within 5 years after gradua- 
tion a significant percentage of optometrists purchase 
an ownership interest in a solo or group practice. 
Unquestionably, purchasing a practice is a complicated 
process (Box 3-1). If done properly, however, the pur- 
chase of an existing practice offers more advantages 
than disadvantages. 

Advantages of Purchasing a Practice 

A practitioner who buys an existing practice is pur- 

chasing a business with a proven track record. 
Although there usually will be a minor amount of 
patient attrition, often less than 5%, patient loss can 

be minimized by properly implementing the neces- 
sary transition procedures. An existing practice allows 
a prospective owner to project anticipated income 
and operating expenses with more certainty than a 
practice opened “cold.” The new practitioner can 
expect to have patients scheduled for examinations 
from the first day of operation, producing an immedi- 
ate financial and emotional benefit. The new pract- 
tioner will initially incur significant out-of-pocket 
expenses, such as the down payment for the 
practice, closing costs, attorney’s and accountant’s 
fees, security deposits for the premises and utilities, 
and initial operating costs (such as payments for 

91 

stationery, additional equipment, and inventory). 
Income from the practice helps ease this financial 
burden. Emotionally, the new practitioner receives 
the benefits of being busy, helping and satisfying the 
existing patients of the practice, and using a wide 
range of skills. 

The purchaser of an existing practice also is purchas- 
ing an existing location. Usually, the purchaser will 
assume the existing office lease but should be prepared 
to negotiate for an extension or change in terms with 
the landlord. Leasehold improvements probably will 
not be needed, but if a new practitioner wants to mod- 
ify an office, it may not be necessary to do so immedi- 
ately and the cost should be reflected as an adjustment 
in the purchase price. Because the office has already 
been used to deliver patient care, any problems related 
to patient flow have probably been eliminated. The 
telephone system and other utilities are already con- 
nected and operational, and there also is a current tele- 
phone listing for the office in the telephone book. 
Laboratory accounts, as well as accounts for contact 

lenses, frames, and other materials, already will have 

been established, making it easier for the new practi- 
tioner to obtain credit when opening new accounts. 

Purchasing an existing practice in a given area does 

not change the optometrist-to-population ratio in that 

area because the new practitioner merely replaces the 
departing one. In an area that has experienced no 
growth, new patients will either transfer from another 
practice or come to the practice as new arrivals to 
the area. When a practice is purchased, the new 
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Box 3-1 Significant Events in a Practice 
Transfer 

* Conduct buyer-seller interviews. 

© Confirm the intent of the buyer to purchase. 

© Obtain an independent appraisal of practice value. 

_* Negotiate and compromise as necessary to finalize 

sales terms. 
Agree to purchase terms and to a restrictive covenant 

for the seller. 

Sign an offer to purchase, and place earnest money in 
escrow (this is an optional step; the parties may 

directly negotiate the terms of the purchase 

agreement). 

Seek financing for the aes if required. 

Verify contracts, leases, profit and loss statements, tax 

returns, provider agreements, assets, and inventory. 

Sign the purchase agreement. 

Apportion the sales price among the various assets 

and fill out Internal Revenue Service form 8594 tax 
declaration. 

Pay off or transfer liabilities to complete the 

transaction. 
Transfer title to the buyer. 
Notify vendors and ele of the transfer of 

ownership. 

Apply for third-party and eee care pa 

credentialing. 

* Notify patients. 

-@ ° o e 

“e 
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practitioner is not totally dependent-on drawing these 
patients to the practice and can use the revenue 
from existing patients to supplement efforts to attract 
new patients. The practitioner also can devote more 
effort toward internal office marketing, which has 
been shown to be five times less costly than external 
marketing. 

The purchase of an existing practice usually allows 
the new practitioner to assume command of a trained 
staff. The staff is familiar with the operation of the 
practice, the patient population, and the problems 
encountered by the practice. A familiar staff person 
answering the phone can ease a patient’s fear of being 
seen by a new, unfamiliar practitioner. Having the 

selling practitioner remain in the practice for a transi- 
tion period of several weeks to months facilitates the 
transfer of patients, enabling the purchasing practi- 
tioner to become familiar with office operations. 
The selling practitioner also can introduce the new 
practitioner to key people in the area, such as 
bankers, accountants, lawyers, and other health care 

professionals. 

Disadvantages of Purchasing 
a Practice 

A purchasing optometrist always assumes the initial 
risk of potential loss of some patients. Because it is dif- 
ficult to predict whether the previous practice’s 
patients will return to the practice under new owner- 
ship, there is considerable financial pressure on the 
new practitioner. The new practitioner usually will not 
want to disrupt operations or initially make drastic 
changes for fear of alienating the existing patients of 
the practice. Thus, the new practitioner will probably 
have to incorporate changes gradually until the prac- 
tice reflects the style of the new practitioner. 

If the selling practitioner is retiring after many years 
of practice, older equipment and the physical layout 
may need to be updated. Equipment may have to be 
purchased or improvements made, requiring an outlay 
of capital. Management information systems incorpo- 
rating new technologies, such as electronic data trans- 
mission, will quite often need to be purchased. The 
new practitioner will want to keep the existing staff, but 
this may necessitate paying slightly higher wages. Staff 
members may require retraining or altering their 
duties. It may be difficult to change habits or duties if 
staff members have been with the selling practitioner 
for some length of time. In addition, provider panels of 
which the seller is a member may not be easily trans- 
ferred to a new practitioner. 

Purchasing an existing practice affords the new prac- 
titioner the luxury of not having to perform the many 
tasks that are a part of opening “cold.” The burden of 
finding a location; leasing an office; hiring employees; 
purchasing equipment, supplies, and inventory; set- 
ting up accounts; arranging for utilities; and building a 
patient base are greatly lessened since these tasks 
already have been performed. Indeed, it is this immedi- 
ate operational viability that is the appeal of purchas- 
ing an existing practice. Unlike the practitioner who 
opens “cold,” however, the purchaser of an existing 
practice must fully evaluate its potential worth and 
determine an acceptable fair market value. 

Factors Affecting Purchase Feasibility 

Many variables, both internal and external to a prac- 
tice, affect the feasibility, desirability, and ultimate 

value of a practice. First, the more prominent the local 
market position and the better the practice reputation, 
the more willing a buyer should be to pay a higher 
price. Second, government and managed care regula- 
tions affecting provider reimbursement have an impact 



on value. Third, more efficient and updated office 
operations and computer systems should make the 
practice more valuable. Finally, newer equipment and 
leasehold improvements that offer more of a turnkey 
operation will add value and facilitate the transfer to a 
new owner. 

Trends that are specific to a practice under consider- 
ation will have an influence on a prospective pur- 
chaser’s decision. Patient volume, ratio of new to 

former patients, ability to retain former patients, active 
ongoing recall, patient communications, and various 
sources that refer patients to the office will all affect the 
desirability of a practice. 

The efficiency of practice operations, including the 
staff’s ability and willingness to offer high-quality serv- 
ice and the way cost savings mechanisms are passed 
onto the patient as part of the value chain, will impact 
the desirability of a purchase. 

Evaluation of the area in which a practice is located 
will provide information about the current and future 
viability of the practice. This area may be defined as the 
probable drawing area of the practice and it can vary 
from 8 blocks to 15 miles, depending on whether the 
practice is located in a city or a suburban or rural area. 
The potential buyer can evaluate existing patient 
demographic data to determine the extent of the prac- 
tice’s present drawing area. Since a major portion of 

the payment for a practice is used to secure goodwill or 
active patient records, moving from one drawing area 
to another is not a wise idea. The drawing area should 
be evaluated as though the purchaser were opening up 
a new practice rather than maintaining an established 
one. The goal in buying an existing practice is to 
expand its patient base and to have it increase in value 
rather than attempting merely to maintain the status 
quo. In evaluating the area, the potential buyer must 
determine whether factors that will support new 
growth are present. 

Evaluating the Current Economic Climate 

Economic factors to consider include the employment 
rate, the viability of other practices, population demo- 
graphics, key economic indicators, and social factors. 
Employed people are more likely to have disposable 
income and health insurance; therefore, employed 

individuals are more likely to seek and be able to afford 
health care, including optometric care. Also, areas with 

large employer groups will have more managed care 

plans that offer vision services to employees. The 

employment rate of an area may fluctuate from year to 

year, but the trends of the area can be compared with 
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state, regional, and national trends. This information 

can be obtained from local, state, or federal govern- 
ment statistics. 

A survey of other health care providers should be 
performed to determine the number of practitioners 
who have full- and part-time practices in the area. Full- 
time practitioners derive all of their income from the 
area; part-time practitioners must supplement practice 
income with income from outside the area. Retail busi- 
nesses should be evaluated for reinvestment. A rein- 
vestment in new equipment, machinery, and inventory 
generally is undertaken when business owners are expe- 
riencing growth or when there is potential for new 
growth. Speaking to these health care professionals or 
small business owners would be time well spent on the 
part of the prospective new practitioner. 

Evaluating the Local Demographic Conditions 

The following five demographic factors must be con- 
sidered: optometrist-to-population ratio, growth rate, 
population age, income level of the population, and 
key economic indicators. 

Optometrist-to-Population Ratio. It is estimated 

by American Optometric Association manpower stud- 
ies that one full-time optometrist is needed for every 
7800 people. This statistic may be misleading because 
it does not take into account the presence of ophthal- 
mologists or opticians who may be duplicating some 
of the optometrist’s services. A more realistic appraisal 
must consider the setting of the practice: rural, subur- 
ban, or urban. The following are the minimum popula- 
tion requirements needed for these settings: 
* Rural: 4000 to 6000 people per optometrist 
* Suburban: 12,000 to 18,000 people per optometrist 
* Urban: 25,000 to 45,000 people per optometrist 
Using these ratios as a rough estimate of practice viabil- 
ity, a prospective buyer can evaluate the saturation 
level of practitioners in the drawing area of the prac- 
tice. Although these ratios will not be changed by the 
purchase of an existing practice, the potential for new 
growth may be affected by an unfavorable ratio. 

Growth Rate. The infusion of new people into an 
area means the arrival of prospective patients with no 
eye care practitioner. These people will be the most fer- 
tile source of growth for the practice. In an area with 
relatively flat growth, new patients will have to be 
obtained from the patient population of other practi- 
tioners or from new arrivals who have moved into the 

practice area. 
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Population Age. The population age of an area 
should be favorable to the type of services that may be 
added to the practice by the new practitioner. For 
example, a new practitioner who wants to add low- 
vision services to an existing practice needs to have a 
population that is skewed toward senior citizens. 

Income Level of Population. The per capita income 
of the drawing area needs to be evaluated for the type of 
services provided and the fee structure of the practice. 

Key Economic Indicators. The following economic 
factors should be reviewed to ascertain the viability of 
the area: 

New business starts. New business in an area generally 
means that there is a favorable economic climate. 
The success (or failure) rates of these businesses and 

the turnover rate of small businesses in the area 
should be analyzed. 

New housing starts. This statistic indicates the move- 
ment of new people into an area. It also may signal 
the movement of new jobs and new businesses into 

an area. 
Home prices. The largest investment that most 

Americans make is in their homes. When real estate 
values are favorable, people feel more confident 
about the economy and are more likely to spend dis- 

posable income. Downward trends in real estate 
generally mean a downward economic trend, which 
will exert an effect on all businesses in an area. 

Industry. Practicing in an area that is tied to a specific 

industry or a specific company may be favorable 
when economic times are prosperous. However, it 
can be disastrous in tighter economic times when 
the industry or company is not doing well. The ideal 
situation would be to practice in an area that has a 
diversified economy and offers jobs in various 
industries. 

Social factors. Even though there is no rule that says a 
practitioner must live in the same area as the prac- 
tice, there are geographic limits to the separation of 
primary residence and practice. Just as with any 

business, running an optometric practice requires 
time well beyond that needed to examine patients. 
The stress and strain of long hours spent commuting 
to and from the practice will undoubtedly take a toll 
on the practitioner and may affect the practitioner’s 
willingness to tend to the practice beyond patient 
care hours. Factors to consider include the quality of 
the school system, cultural and recreational oppor- 

tunities, health care facilities, climate, affordability 

and desirability of housing, religious institutions, 
‘and the ability of the spouse to earn an income in 
his or her field of expertise. 

Finding the answer to the following questions will lead 
a young practitioner on a journey of discovery about 
any practice that is being considered for purchase. 
* Does the practice deliver cost-effective quality 

care? 
* Is it able to document outcomes? 
* Can it easily integrate with other practices if needed? 
* Has the seller taken steps to eliminate inappropriate 

care? 
Specifically, the practitioner should review patient 
flow and satisfaction, the level of medical information 

system, the type and number of communications and 
recall messages, the ability to schedule an appoint- 
ment, and the ease with which records can be inter- 

preted by others. 

Offering a Proposal 

Fully investigating the economic and social factors previ- 
ously identified requires a significant time commitment 
when a potential buyer visits the practice area. 
Information can be obtained from local chambers of 
commerce, real estate offices, banking institutions, other 

health care practitioners, other business owners, public 
service companies, local newspapers, direct mail compa- 
nies, and friends and relatives who live in the area. 

Several documents and forms pertaining to the 
financial and legal aspect of the eye care business to be 
transferred should be fully investigated and analyzed 
by both the purchaser and consultants. Box 3-2 lists the 
major items that should be described in an offering 
proposal that a prospective practice purchaser is given. 
The process of uncovering this information requires 

“due diligence” and includes a review of the ownership 
structure of the practice. Is creditor or lender consent 
required to enter into agreements or transfer assets? If 
so, the prospective purchaser should consider obtain- 
ing a letter of Assurance or Good Standing with a full 
disclosure from attorneys, accountants, and malprac- 

tice insurers. 
Financial statements that should be reviewed 

include the following: 3 to 5 years of federal tax returns 
for the practice, the most recent profit-and-loss state- 
ment, short- or long-term debt (with maturity dates), 
the amount of accounts receivable and accounts 
payable, depreciation schedules, and assumed liabili- 
ties. Are there any local property taxes for which the 
purchaser would assume responsibility? Has the seller 
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Box 3-2 Information Required for an Offering Proposal 

- Compile a brief history of the practice: age, location, and finances. 
© Obtain at least 3 years of tax returns: for a sole proprietorship, schedule C; for a partnership or limited liability company, 

_ forms 1065 and K-1: and fora professional service corporation, schedule 1120 (1120S if organized as a subchapter S corpo- 
ration). 

* Get the profit and loss statement or the income and expense statement and balance sheets, if available, for at least 3 years, 
but as a minimum obtain the current year's quarterly statements. 

_ * Complete a list of the assets that are to be transferred by model, age, and fair market value (if available). 
* Complete a list of the wholesale or acquisition cost of the current useable frame, spectacle, and contact lens inventory. 

os Plot the competition ona map using a radius of 1 to 2 miles in an urban area, 3 to 5 miles in a suburban area, and 7 to 10 
miles in a rural area; differentiate between optometrists, ophthalmologists, opticians, and corporate chains. 

* Calculate the current patient volume, using a breakdown of new and former patients by number of visits per year, zip codes, 
and age (if available). é 

_* List the fee schedules for all services and the percentage of patients seen in specialty areas. 

_ * List the practice promotional materials used. 

received any unusual legal or Beane correspondence 
recently? 

What are the details of the present staff members’ 
terms of employment and fringe benefit plans that are 
offered? Is a restrictive covenant, noncompete, or liq- 
uidated damages clause reasonable? What material 
contracts, commitments, leases, and consignments is 

the practice obligated to fulfill? Obtain copies and 
evaluate any management, third-party, and managed 
care contracts. Ascertain what licenses or permits are 
required to operate the business. Are any types of 
agency filings necessary? Obtain copies of any tangible 
property liens, liabilities, chattel mortgages, security 
interests, and Uniform Commercial Code filings that 
will be assumed by a purchaser. 

Factors That Influence Practice Value 

To evaluate the worth of a practice, the potential 
buyer should consider the gross and net income of the 
practice, scope of practice offered by the selling practi- 
tioner, practice location, existing office lease, patient 
records, transition period, physical resources of the 
practice, and accounts receivable. 

Gross Income 

Gross income is the total amount of money taken in by 

the practice for goods and services. The gross income 

for the 3 years before the sale should be reviewed in 

detail. This information can be obtained from form 

1120 and the profit and loss statement of the practice if 

the practice is a professional association or corpora- 

tion, from form 1065 if it is a partnership or limited lia- 

bility company, or from schedule C of the seller’s tax 

return if the practice is a sole proprietorship. The gross 
income should be evaluated for growth from year to 
year. A practice with an increase in gross income that is 
less than the increase in the cost of living index for that 
same period has actually lost income. A decrease in the 
gross income from year to year indicates that there may 
be major changes in the area, the economy, or the per- 
ception of the practice or practitioner. If there are 
increases in fees, they must be considered because an 
increase in gross income may be related to the change 
in fees, rather than to real growth of the practice. 

Gross income also should be compared with the 
regional average gross income. This comparison may 

provide some indication of the economic viability of 
the practice and the area. The number of hours that the 
practice is in operation must be considered. A practice 
that is only open part time may have increased earning 
potential if hours are expanded; reduced hours may 
indicate a practice that has peaked in its earning poten- 
tial. As the gross income of a solo practitioner 
increases, there will come a point at which further 
growth in income can only be achieved by the addition 
of another optometrist, extra technical support, or an 
increase in space. Practices with lower gross incomes 
may not be able to support a new practitioner who is 
required not only to finance the purchase of the prac- 

tice but also to repay student loans. 

Net Income 

The prospective buyer should determine both the 
actual net income that is realized by a practice and the 
ratio of net income to gross income. Most dispensing 
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optometric practices will have an adjusted net-to-gross 
income ratio of 25% to 35%. Nondispensing practices 
that are strictly service based may have a higher net-to- 
gross income ratio, since the overhead expenses are 
usually lower. Practices that have a lower-than-average 
net-to-gross-income ratio may incur higher-than-nor- 
mal overhead expenses. This may be a result of the area 
or the location of the practice, or it may indicate that 
there is inefficient office management. Practices with 
low net-to-gross-income ratios also may be charging 
lower-than-normal fees for services and materials or 
may have incurred considerable debt service. 

In looking at a practice’s net income, the itemiza- 
tion of office expenditures should be investigated. 
These expenditures can be found on the profit and loss 
statement of an incorporated practice or on schedule C 
of an individual proprietors tax return. Office 
expenses should be evaluated relative to national or 
regional averages. Deviations from average can indi- 
cate to the prospective buyer how efficiently the prac- 
tice has been run and how practice income has been 
spent. The prospective buyer can use these figures to 
calculate how expenses might increase or decrease after 
the purchase of the practice. 

When a practice is purchased, there is an inevitable 
loss of some existing patients. These are patients who, 
for whatever reason, decide not to see the new practi- 
tioner. They will need to be replaced by new ones 
whom the purchaser will attract to the practice. The 
potential effect of a loss of patients on practice income 
should be determined; the economic effect of a 5%, 
10%, 15%, and greater loss can be calculated using sce- 
nario analysis. Although patient attrition will exert a 
direct effect on the gross income of the practice, fixed 
expenses, such as salaries, rent, and utilities, will not be 

affected. Variable expenses, such as laboratory costs for 
ophthalmic materials, will change with a decrease in 
gross income. By calculating the changes in these 
expenses, a hypothetical net income can be deter- 
mined as a worst-case scenario should the gross income 
of the practice initially decrease. 

There are certain fixed personal expenses, such as 
rent or mortgage payments, home utilities, and student 
loans that must be paid regardless of how successful 
the practice becomes. These expenses should be 
deducted from the net income of the practice. The 
amount that remains is the amount that the new practi- 
tioner can use to finance the purchase of the practice. 

From these calculations, it should become apparent 
that the practice with the highest gross income may 
not necessarily be worth the most. It also should be 
apparent that a practice with a low gross income must 

produce sufficient net income to cover the practi- 
tioner’s expenses, including the financing of the prac- 
tice. If the practice cannot do so, the new practitioner 
will have to supplement this income by working out- 

side the practice. 

Scope of Practice 

The number and type of services provided in the prac- 
tice and the primary emphasis of the practice (services 
or materials) constitute the scope of the practice. Full- 
scope practices, providing the highest level of opto- 
metric services and materials, generally possess more 
up-to-date equipment and thus have a higher value. 
Many retiring practitioners may not have practiced pri- 
mary care optometry. For the recent graduate, these 
practices offer an opportunity for a quick increase in 
the gross income of an existing practice. This can be 
achieved through attracting new patients to the prac- 
tice or—with the addition of services or the expansion 
of hours to include evenings and weekends—through 
an increase in income derived from the existing patient 
population. 

Practice Location and Lease 

When an established practice is purchased, location 
usually is not a factor affecting the retention of existing 
patients. However, location is a primary factor in the 
ability of the practice to attract new patients. The prac- 
tice location should be in an accessible, viable, profes- 

sional or commercial area. In most suburban or rural 
areas, parking must be readily available. Handicapped 
and elderly patients require a location that is either on 
ground level or in a building with elevators. Visibility 
to street traffic also is desirable. Moving the practice 
during this initial 2- to 3-year period would create a 
greater erosion in the existing patient base and would 
saddle the new practitioner with additional moving 
and renovation expenses at a time when these expenses 
could probably be least afforded. 

A favorable lease agreement is essential and should 
include options to renew for specified periods after the 
expiration of the initial lease term. These options give 
the prospective buyer the security of a longer lease 
term while retaining the flexibility to leave if the exist- 
ing space becomes insufficient. 

For the buyer to assume an existing lease, the lease 
must allow the selling practitioner to assign it to a suc- 
cessor. When evaluating the existing lease, the buyer 
should be sure that the terms are at least as favorable as 
could be obtained if a new lease were negotiated. The 



more favorable the lease terms are, the greater its value 
to the purchaser. 

Patient Records 

Having an established patient base is the greatest 
advantage of purchasing a practice. In evaluating the 
practice, however, the most difficult factor to assess is 

the likelihood that patients will remain with the prac- 
tice after it is sold. A patient record in and of itself has 
no value for such evaluation. Transfer of records to a 
successor practitioner allows existing patients to feel 
that continuity of care will be preserved, while allow- 
ing the new practitioner to internally market to the 
existing patient base. The likelihood that a patient will 
return to the practice for care is greatest for active 
patients. Since most patients will return for eye care 
approximately every 2 years, the greatest value is given 
to those patients who have received care within that 
period. Patient records with no activity for more than 2 
years but less than 5 years have significantly reduced 
value. Patient records with no activity for more than 5 
years have little or no value to the new practitioner; 
most of these patients are likely to have moved, passed 
away, or selected another practitioner. 

An active practice will have a 25% to 35% rate of 
new patient visits each year. This rate can be calculated 
by determining the number of new patients seen dur- 
ing the preceding 2 years. Appointment books or 
patient records may be used to make this analysis. 
A certain number of patients examined in prior years 
should have returned to the practice for subsequent 
care. This return rate also should be evaluated to deter- 
mine how well the practice has performed in retaining 
patients. Patient records also should be sorted by the 
percentage paid by third-party payers and the percent- 
age paid directly by patients. Third-party payments will 
not generate the same gross revenue for the practice as 
fees for service. Practices that have a large percentage of 

third-party payments need a larger patient base and can 
only be transferred successfully if the new practitioner 
will be able to serve as a provider under the third-party 
plan. These patients generally have less loyalty to the 
selling practitioner than fee-for-service patients. Their 
primary loyalty is to the practitioner who continues to 
provide them with the same benefits. 

The average primary care practice (as of 2000) pro- 
vides about 2300 examinations per practitioner per 
year. This statistic can be used as a benchmark to meas- 
ure patient flow of a prospective practice. Practices 

with fewer than this number of examinations will 

require higher fees to generate the average gross 
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income. Practices with higher-than-average examina- 
tion fees but with average gross incomes result from 
fewer patients being seen or more third-party patients 
being treated. 

The age range of the patient population should be 
closely representative of the area in general. If the aver- 
age age of patients is greater than the average age of the 
population in the area, it could indicate that the practi- 
tioner has done little to attract new patients to the prac- 
tice. There are regulations created by the Health 
Insurance Portability and Accountability Act that must 
be adhered to when dealing with patient records (see 
Chapter 28). Figure 3-1 provides a sample letter that 
can be used to notify patients about the transfer of 
care to another practitioner attendant to the sale of a 
practice. 

Transition Period 

The transition period allows the selling practitioner to 
acquaint the new practitioner with the management of 
the practice. This process includes review of office pro- 
cedures, ordering of ophthalmic materials, meeting 
with suppliers, and working to transfer the loyalty of 
staff members. It also means introducing the new prac- 
titioner to key people in the area, including the main 
referral sources of the practice. 

The transition period also applies to staff. In some 
instances, having existing staff members remain in the 
office can be more valuable than having the selling 
practitioner remain. This is especially true for staff 
members who have been working in the office for 
many years and who know all of the patients. Since 
staff members will be the first source of contact for 
patients both on the telephone and in the office, they 
can be a vital part of the effort to ease patient appre- 
hension about a new practitioner and can reassure 

patients who are hesitant about returning. 
The selling practitioner should be provided with 

financial remuneration for assisting during the transi- 
tion period. Payment is usually provided on a per 
diem or weekly basis. The new practitioner also should 
expect to increase the salaries of staff members who 
are to be retained. This gesture demonstrates good 
faith on the part of the new practitioner and will pay 
for itself many times over in goodwill from the staff 

members. 

Physical Resources 

The physical resources of a practice include tangible 
assets, which usually are the equipment, furnishings, 
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This letter is to advise you that | am (retiring from, or selling) my practice as of ___ (MM/DD/YY) ___. The 

reason for my departure is (describe the reason). At this time | would like to take the opportunity to announce that 

Dr. will be taking over my practice as of ___ (MM/DD/YY) and continue to provide 

the same quality eye care you have received at this office for so many years. | believe Dr. ’s ability 

and knowledge will satisfy your eyecare needs and have personally instructed him/her in the important aspects 

that have made this practice unique and well appreciated by ail of my patients. 

Dr. graduated from optometry school and performed a post doctorate 

. Lam very confident that you will quickly agree that | am leaving the practice residency at 

in quite competent hands. 

In addition, the same loyal support staff that you are very familiar will be available to take care of your needs, as 

well as answer any of your questions. Should you wish to make an appointment, simply call the same telephone 

. Our office hours will be ; number 

A copy of your record will stay at this office; however, you are under no obligation to accept Dr. 

as your primary eye care practitioner. Should you desire to have your records transferred to another office, we will 

need your written authorization and a completed record reiease, which you can obtain by calling this office. If you 

wish to continue to use the services of this office, you may authorize the release of your records to 

Dr. at your next visit. 

In closing let me express my appreciation for your many years of loyalty, support and friendship. It has been a 

pleasure to be your optometrist and | want to take this opportunity to wish you much happiness and good health for 

future years. 

Figure 3-1 Sample letter to patients announcing the transfer of records to another practitioner. 

office supplies, inventory, and leasehold improve- 
ments. The value of tangible assets is often easier and 
more accurate to determine than that of the intangible 
assets, such as restrictive covenants. 

Older, fully depreciated equipment will have some 
fair market value but must be evaluated as to its useful- 
ness. Equipment that is in good working order and not 
obsolete can be used by the new practitioner and 
replaced when practice revenues allow. Obsolete or 
nonfunctional equipment that needs to be replaced 
should not be included when determining the value of 
the practice. This same consideration applies to fur- 
nishings, office supplies, inventory, and leasehold 
improvements. 

The buyer should make sure that the seller owns all 
the frame and contact lens inventories that are to be 
purchased. Many contact lenses are supplied on con- 
signment, and the new practitioner assumes responsi- 
bility for the consigned material. Frames usually are 
not consigned, but frames transferred to the new prac- 
titioner may not always be returnable if they had been 
purchased by the seller. 

Accounts Receivable 

Any fees for services or materials owed to the practice 
must be accounted for. The longer a debt is outstand- 
ing, the less the chance of its ultimate collection. For 
this reason, accounts receivable are often sold on a dis- 

counted basis, calculated on the age of each account. 
For example, accounts that are less than 30 days old 
may be purchased for 70% to 80% of their value; 
accounts 30 to 60 days old, for 50% to 60% of their 
value; accounts 60 to 90 days old, for 20% to 40% of 

their value; and accounts 90 to 120 days old, for 5% to 
15% of their value. Accounts in excess of 120 days 
would not have any value. An alternative method is to 

pay a flat percentage rate, such as 40% to 60%, for all 
the accounts receivable. 

If possible, it is preferable for the new practitioner 
not to purchase the existing accounts receivable but, 
instead, allow them to be collected by the selling prac- 
titioner during the transition period. If the transition 
period is very short, the new practitioner may agree to 
transfer the amounts collected over a specified period 
to the seller. 



Factors That Decrease Practice Value 

There are several factors that can significantly reduce 
the value of a practice to a potential buyer. Some of the 
most common are: 
* Recent cutbacks on time spent in the office, resulting 

in reduced practice income. 
* Failure to have an active recall system to ensure the 
buyer of uninterrupted patient flow. 

* Inadequate and outdated computer and office 
management systems. 

* Office equipment that has not been updated. 
* Lack of participation in third-party vision and eye 

health reimbursement plans. Z 
* Inadequate use of Medicare. 
Despite all of the factors that have been described, the 
“bottom line” in any transfer of property is the law of 
supply and demand. The greater the demand for an 
existing practice, the more valuable it becomes. As a 
corollary rule, the greater the need and urgency to 
sell, the lower the price that will be attained. In any 
event, and no matter what the circumstances, there is 

always a way to determine whether a proposed price is 
reasonable. 

Practice Appraisal 

The basis for analyzing the value of a business can be 
found in Revenue Ruling 59-60, issued by the Internal 
Revenue Service. A review of the ruling shows that the 
following items should be included as part of any 
appraisal: 
A determination of the legal status of the business 
(information about the practitioner and the 
practice). 

* How similar practices that have been recently sold 
compare in price to the practice under 
consideration; how the local and national economy 

affect the practice. 
A “book value” adjustment of the balance sheet and 

the profit and loss statement should be performed to 
reflect the current fair market value of the 
depreciated tangible assets. 
An analysis that takes into account both income and 
excess profits (if any) should be performed using 
capitalization rate methodology. 
Goodwill, franchises, restrictive covenants, 

and any other intangible assets of a practice 
should be examined carefully and assigned 

reasonable values as a result of thorough analysis. 

The fair market value of a practice as described by the 

Internal Revenue Service’s Ruling 59-60 and defined 
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by the American Society of Appraisers is “the amount 
at which a practice would change hands between a will- 
ing buyer and a willing seller, each having reasonable 
knowledge of all the pertinent facts and market condi- 
tions, neither being compelled nor obligated to buy or 
sell, and with an exchange of equal consideration to 
both parties.” 

No set formula or easy method exists that can be 
applied to simplify the fair market valuation process. 
For this reason, a weighted average of several methods 
is suggested to estimate fair market value. Revenue 
Ruling 59-60 states that “a sound valuation will be 
based on all relevant facts, but the elements of com- 

mon sense, informed judgment and reasonableness 
must enter into the process of weighing those facts and 
determining their aggregate significance.” There are 
several acceptable approaches an appraiser may choose 
when determining the fair market value of a practice. 
These methods can be divided into the following three 
basic categories: asset approach, income approach, and 
market approach. 

The Asset-Based Approach 

This method values the two primary components that 
contribute to practice value: tangible and intangible 
assets. Tangible assets include equipment, machinery, 
instruments, furnishings, leasehold improvements, 

supplies, and inventory. The value of tangible assets is 
determined by fair market value itemization (using 
comparable sales data and price listings of used equip- 
ment) or “book value” (the value remaining from 

the original basis after depreciation, obtained from the 
seller’s tax returns). Current and unused inventory also 
may be valued this way, or the wholesale replacement 
cost may be used. Intangible assets include good- 
will, office lease, telephone number, practice name, 

income-producing ability, and quality of patient 
records—all factors that should help minimize patient 
attrition during and after the transition. 

The Income Approach 

This method develops a value for the practice using a 
viewpoint similar to that of a disinterested investor 
who is considering the purchase of a business with 
comparable investment characteristics. The current 
value of the practice is based on what the practice can 
generate in the future for the new owner. This is deter- 
mined by calculating the future annual net cash flow of 
the business for a designated number of years. This 
total is then “discounted” back to the date of sale using 
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a “present value” formulation (explained later in this 
chapter). The “discount rate” is equivalent to the esti- 
mated rate of return on the purchase of the practice 
viewed as an investment and its value is reflected in the 
inherent risk of the purchase. 

The Market Approach 

This method takes into account the significant bench- 
mark variables of the practice, such as net-to-gross 
income ratio, percent of income for staff salaries, cost 

of goods sold, and practice overhead expenses, and 
then compares these numbers to previous sales of simi- 
lar practices. Once this analysis is completed, a guide- 
line ratio is calculated as a percentage of the past 
year’s gross revenue to determine practice value. 
Unfortunately, data about sales of optometric practices 
are difficult to obtain, since information of this nature 

is used primarily on a proprietary basis by commercial 
brokers and research houses. 

Using Break-Even Analysis to 
Determine Whether a Price Is 

Reasonable 

Break-even point analysis will not determine the value of 
a practice or the price for which a practice should sell. It is 
a useful tool, however, that all prospective practice pur- 
chasers should use. It offers a method of calculating the 
affordability of monthly payments forthe practice, based 
on current practice revenues and expenses, projected 
financial performance, desired personal salary, and con- 
tracted selling price. An example of how to make such a 
calculation is found in Box 3-3 (see also Chapter 41). 

In the example, the break-even point of $35,649 

is less than the average total monthly revenue of 
$37,500 by $1851, indicating that there is enough 
income to provide the desired salary, to pay off the 
debt, and operate the practice at present revenues and 
expenses. There is a cushion or safety factor of $1851 
per month, or $22,212 annually, in this example. If the 
break-even point had been more than the monthly rev- 
enue of $37,500, then the available options would have 

been to take less income, to reduce the monthly debt 
service payments by obtaining a longer loan repay- 
ment schedule, to reduce the monthly total fixed 
expenses (which is difficult to do), or to decline the 
purchase. 

The most obvious assets of a practice are its tangible 
items: equipment, instruments, records, furnishings, 

supplies, inventories, real estate, and so forth. These 

items can be assigned a fair market value with a reason- 
able degree of accuracy. The intangible assets of the 
practice, such as goodwill, lease value, and restrictive 

covenants, have a higher degree of variability as to the 
calculation of their value. This intangible value is some- 
times defined as the likelihood that the buyer will be 
able to enjoy the same economic benefits as the seller. 

The price paid for an optometric practice is often in 
the range of 35% to 65% of the practice’s gross income 
for the year preceding the sale. This price may be more 
if the net-to-gross income ratio is high or if the practice 
has exceptional assets, such as a considerable amount 
of up-to-date equipment. The price may be less if the 
net-to-gross income ratio is low or if there is little 
usable equipment. 

In the usual case, the proposed buyer and the selling 
practitioner must negotiate the terms of sale themselves. 
Because most optometrists are not knowledgeable about 
the legal, tax, and accounting issues that are part of such 
a sale, it is necessary to use a team of consultants so that 
needed technical advice can be obtained. 

Restrictive Covenants 

When one enters into an agreement for the purchase of 
a practice, the purchase agreement should include 
what is known as a restrictive covenant or covenant not 
to compete. Simply put, this is a clause that prevents 
the selling optometrist from practicing optometry fora 
specific period within a specified geographic area. The 
intent is to prevent economic harm to the buyer. 
Without this provision the selling optometrist would 
be free to open an office literally “across the street,” 
thereby significantly lowering the practice goodwill by 
drawing away patients. An attorney will be required to 
draft the language of such a covenant so that it will be 
in compliance with state law and thereby enforceable 
in court if legal action were to become necessary. 

Consultants 

The purchase of a practice may be the single largest 
investment that an optometrist makes. An investment 
of this magnitude should not be attempted without 
consulting various experts, including an optometric 
advisor, an attorney, and an accountant. 

Optometric Advisor 

This practitioner will have personal knowledge of 
the demographics of vision and eye care in the area; 
the value of equipment, inventory, and supplies; and 
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: ‘Step 4 

or blrneses ofthe mamplesit itis cosines that the practice grosses $450,000 per year and that the agreed-upon sales price is 
290, ook ‘which HESZe0) 000 will be financed for 10 years at 9% interest. 

Total fixed expenses (TFE) must be determined; TFE includes salary, rent, insurance, utilities, and similar expenses. In this 
eae 40% of gross income will be used as the TFE (which amounts to $1 80,000 annually, or $15,000 per month). 

: ‘Monthy payments of £$31 67 for the fon obtained from an amortization schedule. 

- Practitioner income must be calculated; for this example, it will be $90,000 annually, or $7,500 per month. 

The total fixed cost (TFC) must be determined, which is equal to the sum of TFE, debt service payments, and practitioner 
Q income: 

TFC = TFE + debt service + doctor's income 

in this s example the total of the three figures is $25,667, expressed as a monthly average. 

e step 6 

, The formula for break-even point (BEP) is: TFC 25,667 

1-VC*(0%) 

oe 

The break-even point is $35,649. 

1.0-0.28 — 

_ 25,667 

0.72 
= $35,649 

VC, Variable costs (the laboratory bills or the cost of goods sold, which in this example are 28% of the gross income, or 0.28). 

the reputation of the seller and the practice. This advi- 
sor will be able to provide unique support in the transi- 
tion after the sale. Advisors may be found through 
local or state optometric societies, through schools and 

colleges of optometry, or independently through 
advertisements in professional journals. A qualified 
practice appraiser will be able to evaluate all of these 
factors and arrive at a fair price for the value of the 
practice. 

Attorney 

_ The prospective purchaser should hire an attorney who 
has experience in the sale of optometric practices. The 
attorney will prepare the contract for the purchase 
of the practice and will provide any needed documen- 
tation. The attorney usually will not negotiate the 
contract but may provide legal or tax advice concern- 

ing the sale. 

Accountant 

The accountant will review the financial records of 
the practice and, along with the optometric advisor, 
determine its fair market value. The accountant also 
will evaluate the potential payment terms of the pur- 
chase, including the allocation of assets for tax 
purposes. It would be ideal for the accountant to have 
some experience with optometric or professional 

practice sales. 

Tax Consequences of Purchasing a 

Practice 

Changes in federal tax law have made the apportion- 
ment of dollar value to the assets of a practice transfer 
easier and less contentious to determine. One precau- 
tion is to make sure that the allocation is completed 
as an “arm’s length agreement” (one with no hint of 
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Box 3-4 Tax Implications for the Buyer When Purchasing Practice Assets 

ASSET TAX DEDUCTION 

Supplies and inventory Deducted in the year of purchase 

Computers, electronic equipment* Depreciated over 5 years 

Equipment and furnishings Depreciated over 7 years 

Goodwill and patient records Amortized over 15 years 

Covenant not to compete Amortized over 15 years 

Leasehold improvements, building Depreciated over 39 years 

Data from Taxpayer Relief Acts of 1997 and 2000. 

“Purchased computer software may be depreciated over 3 years. 

Box 3-5 First-Year Adjusted Cash Flow Analysis 

Dr. Seller agrees to sell the practice, which has gross revenues of $465,000, for a total of $250,000 to Dr. Buyer. Dr. Buyer will 

make a 20% down payment, and Dr. Seller will finance the balance due (80% of the sales price) for 6 years at a 9% simple inter- 

est rate, which will result in monthly payments of $3600. 

Dr. Buyer has inspected Dr. Seller's schedule C forms and tax returns for the business for the past 3 years and is satisfied that 

the financial data and ratios are favorable. Based on this information, Dr. Buyer is projecting the first year's gross revenues to 

be $500,000. The relevant practice expenses in this analysis are as follows: 

The fixed costs for this practice include a rental lease of $3500 per month, an optician salary of $45,000 per year, a secre- 

tary-receptionist who is paid $25,000 per year, and an ophthalmic technician who is paid $30,000 per year. The telephone bill 

is $1000 per month, which includes an advertisement in the Yellow Pages. The cost of utilities (i.e., water, electricity, and gas) 

and janitorial services is $15,000 per year. Miscellaneous fixed operating costs are another $1500 per month. Variable expenses 

for the practice include the wholesale cost of materials sold and average about 30% of gross revenues ($150,000). 

Dr. Buyer plans to draw a first-year income of $85,000, with $5000 annual increases thereafter. Dr. Buyer believes that the 

previous year's annual growth rate of 8% in gross revenue and 4% in total office expenses can be sustained for the next 3 to 5 

years, creating a stable practice income. Dr. Buyer's accountant advises that his effective overall income tax payment would be 

25%. 

Tangible assets to be purchased have a fair market value of $100,000 and will be depreciated $20,000 annually using a 

5-year straight line schedule to zero salvage value. Based on this strategy, the first-year adjusted cash flow will be $1960. This 

“positive” result indicates that there will be a financial cushion for the first year; a “negative” result would necessitate revision 

of financial projections because there would be a shortfall of cash for either loan obligations or personal income. 

Anticipated gross revenue $500,000 

Less fixed costs of operation —$187,000 

Less variable costs of operation —$150,000 
Less depreciation —$20,000 

Less personal income —$85,000 

Pretax income $58,000 

Multiply by effective tax rate of 0.25% —$14,500 

After-tax income $43,500 

Add back depreciation +$20,000 

Net practice cash flow $63,500 

Less annual note payment to seller —$43,200 

Adjusted cash flow for the practice $20,300 

If all practice revenue and expenses are realized as projected, Dr. Buyer can anticipate earning $85,000 plus $20,300 
($105,300 total) the first year. However, if the actual net cash flow for the practice is negative, then that amount would have 
to be subtracted from the projected personal income of $85,000. 

—_—_—_—————_—_—_—_—__—__—_————e«-;-—————— 



collusion between buyer and seller to minimize the tax 
implications). Both the buyer and seller are required to 
report the same values on Internal Revenue Service 
form 8594 in the year of the sale. 

Many practice sales are seller financed. The pur- 
chaser pays a certain amount down, and the balance is 
paid during the course of years to the selling practi- 
tioner, who holds a note from the purchaser. Because 
of this long-term relationship between buyer and seller, 
the sales agreement needs to be fair. Otherwise, the 
arrangement will fail, and the selling optometrist (who 
is usually retired) will not receive the bargained-for 
value from the buyer. 

The note held by the selling practitioner should 
specify a reasonable amount of simple interest to be 
applied to the unpaid balance. Over the course of 
years, the interest adds significantly to the total 
amount received by the seller. It is a tax-deductible 
expense for the buyer. . 

One important aspect of the sale of a practice is the 
tax ramifications of the sale. Technical rules must be 
followed, particularly when allocating value to the 
practice assets for tax purposes. Tax advice is necessary 
to ensure that all requirements have been complied 
with. Current depreciation periods that affect the pur- 
chaser are listed in Box 3-4 for various assets. 

To calculate the after-tax net cash flow for the first 
year, a sample practice sale cash flow analysis is pro- 

vided in Box 3-5. 
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Chapter 4 

Limployment Options 

Work expands so as to fill the time available for its completion. 

Cyril Parkinson Parkinson’s Law 
s 

pproximately 60% of the graduates from optome- 
try school enter the practice of optometry as 

employees, even though the majority of these gradu- 
ates ultimately intend to become self-employed. 
Surveys begun in the 1990s by the Association of 
Practice Management Educators indicate that 50% of 
optometry school graduates enter a practice setting 
that is not intended to be their ultimate choice and 
that they expect to spend up to 5 years in that setting 
before switching to the desired form of practice. These 
graduates invariably choose employee positions rather 
than starting or purchasing a practice. The usual rea- 
sons that graduates cite for choosing employment are 
inadequate business experience, significant debt at 
graduation, and overriding family obligations or other 

commitments. 
Lack of meaningful business experience is a com- 

mon concern among optometry school graduates. By 
working for others, graduates can participate in opto- 
metric practices but are not financially accountable for 
them. Many students overcome this lack of experience 
by working with private practitioners during summers 
or vacation periods and by planning externships in 
practice settings that are similar to the setting desired at 
graduation. During these periods, patient care and 
practice administration can be learned so that the stu- 
dent is able to feel confident about both types of man- 
agement skills at graduation. 

Another common concern of graduates is lack of 
the financial resources needed to start a practice, usu- 
ally because of educational debts. Although the cost of 
schooling can be high and loans may be required to 

pay for the years of professional education, students 
can and should limit debt as much as possible. Surveys 

Craig Hisaka and W. Howard McAlister 

conducted at schools and colleges of optometry have 
shown that some groups of students are good at mini- 
mizing debt, whereas other groups are not. These sur- 
veys indicate that the degree of debt at graduation is 
related to careful planning and stringent use of bor- 
rowed money and that motivated students can gradu- 
ate with significantly less debt. 

A third reason that optometry school graduates seek 
employment is because of personal or family obliga- 
tions that make it necessary to remain in a certain loca- 
tion or to provide financial support for a period. These 
obligations can be overriding if a student does not 
have adequate time to investigate options and identify 
the best opportunities. Again, time during school must 
be used to explore the choices that are available and to 
select the best available opportunity so that the gradu- 
ate will not be forced to choose a less-than-desirable 
beginning. 

Optometry school graduates seeking employment 
opportunities usually look to an associateship with 
optometrists or ophthalmologists, residencies, corpo- 
rate optometry, the uniformed services, the Veterans 

Administration (VA), academia, and health mainte- 

nance organizations (HMOs). This chapter briefly dis- 
cusses these employment options (Box 4-1). 

Associateship 

An associate is an employee and, as such, holds no 
ownership interest in the business entity for which 
the employee works. An associate does not share in 

the profits and losses but rather is salaried and may 
receive additional employee benefits. The ultimate 
responsibility for the practice belongs to the 
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Box 4-1 Advantages and Disadvantages 
of Employment 

_ Advantages 

* Stable income and employee benefits available and 

paid by employer (e.g., paid vacations, health insur- 
ance, malpractice insurance premiums, continuing 

education expenses). 

Gain experience from other practitioners, learn the 

“art of optometry,” and increase business knowledge 

and skills. 
Minimal or no start-up costs and minimal or no 

investment required. 

Minimal management decisions required. 

The appropriate opportunity could lead to a future 

partnership. 

Disadvantages 

* Average income, limited earning potential, limited 

upward mobility. 

* No equity acquired in a practice. 

* Dictated office policies and minimal independence. 

* Very few good long-term arrangements unless they 

lead to partnership. - / 

¢ After several years of employment, employees are at 

risk for termination because of high salary and bene- 

fits; thus, there is poor long-term security. 

¢ Alimited scope of practice may be found in certain 

settings because of the volume of patients that must 

be seen. 

°° 

employer; the associate is not responsible for its 
financial status. An associate may participate in man- 

agement decisions only to the extent permitted by the 
employer and will receive only a few of the tax breaks 
available to persons in small businesses. Despite these 
limitations, associateship can be used as a stepping- 
stone to partnership or sole proprietorship. For many 
newly graduated optometrists, it has proved to be an 
ideal means of making the transition from an aca- 
demic environment to the business world. In selecting 
associateship, a graduate may work for an optometrist 
or an ophthalmologist. 

Employment by an Optometrist 

Many graduates begin their practice experience as the 
employee of an optometrist in private practice. Often 
the motivation for the associateship is the hope that 
employer and employee will agree to form a partner- 
ship. The associateship, which is usually for 1 to 2 
years, serves as a trial period during which the 

optometrist and the associate determine their com- 
patibility and the feasibility of partnership (see 

Chapter 5). 
Because the usual associate is a recent optometry 

school graduate with relatively little practice experi- 
ence, the earnings of optometric associates, when com- 

pared with those for other types of employed 
optometrists, tend to be toward the bottom of the scale. 
Figures from surveys, such as those conducted by the 
American Optometric Association, reflect this (Box 4-2). 
These results are misleading, however. Other types of 
employment have a higher proportion of individuals 
who have been out of optometry school for more than 
3 years and who are therefore higher wage earners by 
virtue of their years on the job. These surveys also do 
not recognize the long-term potential of optometric 
associateship, which commonly results in a partnership 
arrangement. Benefits complement salary and are of 
particular importance to associates because, if paid for 
by the associate, they cannot be fully deducted for tax 
purposes, whereas they can be deducted fully as legiti- 
mate business expenses by the employer. 

If associateship is contemplated, the practice should 
be evaluated to determine whether it is large enough to 
support two optometrists. General guidelines should 
be used to assess practice income, growth, and number 
of annual examinations. The office should be large 
enough to accommodate another practitioner, and 
adequate equipment and instrumentation should be 
available. 

The associateship allows both parties to consider and 
discuss the prospect of partnership. If the associateship 
results in the decision to form a partnership, the typical 
buy-in period is 5 to 7 years, which means that the asso- 

ciate becomes a full partner within a few years after grad- 
uating from optometry school. If the practice is 
maintained, it will support the new partner for the next 
30 to 40 years, or until retirement is planned. If the asso- 

Box 4-2 Mean Net Income for 

Employed Optometrists, 2000 

EMPLOYER MEAN NET INCOME 

Ophthalmologists $123,567 

Multidisciplinary clinics $102,941 

Optical chains $98,667 

Optometrists $95,412 

————— 

Data from AOA: 2001 AOA economic survey. St. Louis, 2001, Author. 



ciateship does not result in partnership, the associate 
usually leaves the practice to pursue other opportunities, 

Employment by an Ophthalmologist 

Increasingly, optometry school graduates are finding 
employment opportunities with ophthalmologists in 
private practice. The reason for this trend may be 
explained by the primary care orientation of optome- 
try. Ophthalmologists have found that employee 
optometrists can provide refractive care; contact lens 

services; management of a wide range of ocular patho- 
logic conditions; and specialized services, such as those 

needed by children, senior citizens, and people seeking 
low-vision rehabilitation. Employing optometrists to 
provide these services allows ophthalmologists to con- 
centrate on ocular surgery and other secondary and ter- 
tiary services. 

Because ophthalmologists earn, on the average, a 
higher mean income than optometrists do, they pro- 
vide, on the average, a higher salary than that paid by 
optometrists (see Box 4-2). Part of the reason for this 

difference in remuneration is the ability of ophthal- 
mologists to offer more benefits (e.g., moving 
expenses, allowances for use of an automobile, group- 
term life insurance, disability insurance) than 
optometrists. 

There can be some significant drawbacks, however, 

to ophthalmologic associateship. The duties assigned 
to the associate may not be ideal. An associate who 
would prefer to treat ocular pathologic conditions may 
have to provide refractive care or perform work-ups for 
the surgeon rather than manage a wide variety of 
patients with ocular disease. For this reason, it is impor- 
tant to determine whether the duties of the associate- 
ship match the optometrists practice goals. Another 
drawback is that ophthalmologic associateship does 
not offer much opportunity for long-term advance- 
ment. It is rare for ophthalmologists to join into part- 
nership with optometrists. In fact, in many states 
optometrists and ophthalmologists are prohibited by 
law from jointly forming a professional association or 
corporation for that purpose. Therefore, optometrists 
employed by ophthalmologists tend to either remain 
employees or leave the practice to begin or join an 

optometric practice. 
Whether a graduate wishes to work for an 

optometrist or an ophthalmologist, the likelihood of 

finding an associateship opportunity is directly 

related to the effort put into the search and the grad- 

uate’s ability to form a personal relationship with the 

potential employer before graduation. The associate- 
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ship market is a competitive one, and students who 
begin early, meet potential employers, and work in 
their practices before graduation are the ones who 
graduate with opportunities awaiting them. To wait 
until the fourth year of optometry school to solicit 
by mail an invitation to interview and to have but 
one opportunity to make a favorable impression is to 
invite disappointment. If associateship is desired, the 
process of looking for a potential employer should 
begin as soon as possible, and when opportunities 
are found, the student should try to visit the practi- 
tioner frequently. The better the personal relation- 
ship, the more likely it will result in a successful 
associateship. 

Residency 

There are approximately 200 accredited residency posi- 
tions that provide postgraduate education for 
optometrists. These positions may be found in a vari- 
ety of practice locations, including schools and col- 
leges of optometry, VA hospitals and outpatient 
clinics, Indian Health Service facilities, eye care surgery 
referral centers, and U.S. military posts. They offer a 
wide range of experiences and environments for learn- 
ing, providing a year of intense clinical and educa- 
tional experience in a particular area of optometry. 
Residency programs are currently available for training 
in family practice optometry, binocular vision therapy, 
contact lens practice, low-vision rehabilitation, pedi- 
atric care, and diagnosis and treatment of ocular dis- 
ease. To apply for a residency program, the applicant 
must have graduated from an accredited school or col- 
lege of optometry. Because there is only one residency 
program available for every 10 graduates, residency 
positions are highly competitive. It is important for 
applicants to take and pass parts one and two of the 
examination given by the National Board of 
Examiners in Optometry. Excellent academic records 
also are advisable. 

Residency programs offer a concentrated clinical 
experience, with some time devoted to other activities, 

such as didactic education, research, and teaching. The 

range and extent of nonclinical activities varies from 
program to program. Residents can expect to work full 
days and to serve as necessary providing emergency 
and on-call care. Salaries for residents are standard and 
provide essentially subsistence level wages. Pay can be 
an issue for residents who must live in expensive met- 

ropolitan areas. 
Optometrists who have recently completed a resi- 

dency are the individuals best able to discuss a particular 
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program’s strengths and weaknesses. They should be 
consulted by students interested in applying for a spe- 
cific residency position. 

Veterans Administration 

The VA was organized in 1930 and is one of the largest 
independent agencies within the U.S. government, 
operating the world’s largest system of hospitals and 
clinics as part of its overall responsibility for the 
nation’s veterans. The VA also plays an important role 
in the education of health care professionals. It is esti- 
mated that, in any given year, more than 25% of all 
U.S. medical and surgical residents receive training at 
VA hospitals. 

The involvement of optometrists in VA education 
and patient care has a much shorter history. 
Optometrists were not eligible to serve in VA staff posi- 
tions until 1957, and the first VA residency position for 
optometrists was not created until 1972. Today, oppor- 
tunities may be found both for VA staff optometrists 
and for residency positions. 

To be selected for an entry-level VA staff position, 
the applicant must have a Doctor of Optometry degree 
from an accredited school and an optometry license 
from one state and must pass a physical examination. 
These qualifications allow an optometrist to apply for 
an associate-grade position. A limited number of entry- 
level positions are available, however, and to be com- 

petitive, applicants also should have completed a 
residency or have experience as a practitioner. To be 
selected for the next level, full grade, the optometrist 

must have served in a residency program or served 
2 years as a practitioner. There are three more levels— 
intermediate, senior, and chief—which require increas- 

ingly stringent qualifications. There are numerous 
benefits, such as health and disability insurance, paid 
vacations and similar entitlements, and a generous 
retirement plan. 

There are more than 150 staff positions in the VA 
system, located in hospitals or outpatient clinics. Staff 
and clinic sizes vary from facility to facility, as do prac- 
tice privileges, because the scope of practice for each 
practitioner is determined by the facility rather than 
by state law (VA facilities are subject to federal 
rather than state regulation). Primary care is offered 
to a diverse population of veterans, and there is ample 

opportunity to participate in research projects. VA 

staff optometrists commonly contribute to the profes- 
sional literature and provide postgraduate education. 
They also contribute to the education of optometrists 
through VA residency programs. 

There are about 50 residency positions at VA facili- 
ties, providing excellent clinical postgraduate training 
for young optometrists. To be eligible to apply, appli- 
cants must have graduated from an accredited school of 
optometry. Although not a requirement, it is highly 
desirable for applicants to have passed the exami- 
nation given by the National Board of Examiners in 
Optometry. Because there are a limited number of VA 
residency positions, there is significant competition for 
these positions. The pay for VA residency positions, like 
all residency positions, is low. Days are full, and there are 
after-hours responsibilities as well. The year of training, 
however, enables residents to qualify for VA staff posi- 
tions, to apply for positions in academic institutions, or 
to provide improved skills in a private practice setting. 

Corporate Practice 

Ophthalmic companies employ optometrists to pro- 
vide services in several types of practice settings, 
including “next-door” or mercantile lease arrange- 
ments, as part of a trademark chain, or within a “super- 
store.” Although the financial arrangements vary 
among these types of employers, optometrists in cor- 
porate settings serve as “independent contractors” 
rather than as employees. An independent contractor 
is someone who contracts to perform work by his or 
her own methods and without being subject to the direct 
control of the employer. The advantage to the corpo- 
rate employer of such an arrangement is that the 
employer is not responsible for the negligence of the 
independent contractor and does not have to con- 
tribute half of the independent contractor’s social 
security payments to the federal government. Thus, the 
independent contractor is liable for any liability claims 
arising from employment and is solely responsible for 
the withholding and payment of the his or her income 
tax and social security contributions. 

The advantages to corporate practice are that there 
is little investment, the beginning income is usually 
good (see Box 4-2), and positions are readily available 
for new graduates. In the typical situation, the 
employer provides the office, staff, and equipment and 
uses advertising to attract a patient base. As payment, 
the optometrist receives all fees charged for services or 

a percentage of fees charged for services, with a mini- 
mum salary usually guaranteed. In rare instances, the 

optometrist may share in the fees received from the 
sale of ophthalmic materials, but typically these fees 
are paid solely to the corporate employer. The lease 
arrangement between employer and optometrist is 
inevitably favorable, with the optometrist typically 



paying a nominal fee for the rental of the office space. 
The lease arrangement is for a limited period, however, 
and may be cancelled at the option of the employer. 
The arrangement also may assert that the patient 
records are the property of the corporate employer and 
must remain in the office after the relationship with 
the optometrist has ended. 

The disadvantages of corporate practice are a lack of 
security, limitations in the scope of practice, and a ceil- 
ing on earnings. Because an optometrist working in a 
corporate environment has no ownership interest, 
there is no long-term security. Unlike a private practi- 
tioner, at retirement there is nothing to sell to a succes- 

sor practitioner. In a corporate setting, the scheduling. 
of patients often does not permit a full scope of prac- 
tice to be enjoyed, and the optometrist may not be able 
to develop specialized skills because so much time 
must be devoted to routine examination. Although the 
optometrist receives a minimum salary and is remuner- 
ated based on fees for services, there is a ceiling on 
earnings that is based on the corporate employer’s 
profit margin. If profits get too low, the optometrist 
gets no further increase or is discharged so that a newer 
optometrist can be employed at a lower pay rate. As a 
consequence, the optometrist in a corporate setting 

does not achieve the job security or the income earned 
by self-employed optometrists in private practice. 

New graduates often look to corporate practice as a 
means of obtaining practical experience while reducing 
the debts of professional education. Although these 
goals can be accomplished, employment for a period of 
years is required. Unfortunately, after several years it 
can be financially difficult for the optometrist to leave a 
steady income for the uncertainties of beginning a new 
practice or purchasing an existing practice. Regardless 
of the practice option chosen, debt must be incurred (to 
open or buy the practice), and this indebtedness may 
conflict with other financial needs or priorities. The 
longer the optometrist remains in the corporate setting, 
the more difficult it can become to leave. 

Uniformed Services 

Employment positions exist for optometrists within the 

U.S. Army, Air Force, Navy, and Public Health Service 
(PHS). The majority of these positions are in patient 
care, although some are purely research and some are 
purely administrative. Most of these positions require 

optometrists to be commissioned officers, but in a few 

positions, optometrists are civil service employees. 
There are more than 400 optometrists serving in the 

armed forces. Optometry school graduates entering 
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military service enter with the rank of O-3. If they enter 
the Army or Navy, they will serve in the Medical 
Service Corps; in the Air Force, they will serve in the 
Bioscience Corps. A limited number of optometry 
school graduates enter military service each year 
through the Health Professions Scholarship Program, 
which pays for 1 to 4 years of the graduate’s profes- 
sional school education. 

Optometry officers provide patient care in multidis- 
ciplinary environments such as medical centers, com- 
munity level hospitals, and clinics. Although the scope 
of practice varies between installations, in general it is 
broader (particularly with respect to the management 
of ocular disease and trauma) than the scope of prac- 
tice traditionally seen in the civilian optometric com- 
munity. For the new graduate, the patient care 
experience in the first few years of military service prac- 
tice is usually more extensive than the experience 
enjoyed by contemporaries in private practice settings. 

Since the dependents of military active duty personnel 
and retirees and their dependents are eligible for care 
from military health care providers, the optometry 
officer will see patients of all ages. 

More than 80 optometrists serve as officers in the 
PHS. The vast majority of patient care positions within 
the PHS are in the Indian Health Service. Most 
optometrists serve as commissioned officers and, like 
the military services, the entering rank is O-3. A few 
optometrists serve as civil servants. Eligible beneficiar- 
ies in the Native American patient population also 
include all age groups, although almost half of the ben- 
eficiaries are younger than 21 years. Many health care 
facilities of the uniformed services provide clinical 
training to optometry students, thereby allowing clini- 
cians of the uniformed services an opportunity to teach. 

Commissioned officers and civil servants receive a 
salary, tax-free housing, and subsistence allowances 
and do not share in the cost of operating a practice. In 
general, the patient care equipment and facilities are 
very good. A retirement plan, health care coverage, 
protection against disability, and malpractice coverage 
are provided. Junior officers usually have few adminis- 
trative requirements related to operating the practice. 
All members of the uniformed services receive 30 days 

of paid vacation each year. 
For midcareer practitioners, several opportunities exist 

to enter graduate degree programs or residencies, at gov- 
ernment expense, while remaining on active duty and 

drawing full pay and allowances. The number and type 
of positions vary from time to time and between services. 
There also are a limited number of career-broadening 

assignments in administrative areas and research. 
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Military officers may be assigned to different facili- 
ties all over the world, allowing for the opportunity to 
travel to many exotic locations. Time off and funding 
for continuing education are generally provided to 
meet credentialing and state licensing requirements. 

In the multidisciplinary environment of the uni- 
formed services, commanders will nearly always be med- 
ical officers (M.D. or D.O.). In most locations, if an 
ophthalmologist is present, the optometrist will be part 
of the ophthalmologist’s service. Even though relations 
are often cordial, when they are not, the optometrist is at 
a decided disadvantage. Though trained and licensed as 
an independent health care practitioner, the optometry 
officer may not be able to function as such. 

Most assignments allow for a varied patient popula- 
tion, but in some locations the patient census consists 
mostly of young, healthy men. These locations are gen- 
erally in training centers, where the practitioner may 
provide only very limited basic care to a large volume 
of patients each day. Because of the chronic shortage of 
optometrists in the uniformed services, the opportu- 
nity to provide specialty care, such as contact lenses, 
low-vision rehabilitation, and binocular vision ther- 

apy, may be very limited. 
The salary received by both officers and civil ser- 

vants is not competitive with that of most other posi- 
tions available to new graduates. Also, the special pay 
for optometry officers is a small fraction of that paid to 
medical and dental officers. Although the retirement 
pension is very good, it is only authorized for those 
with at least 20 years of service. 

Many officers complain of being required to per- 
form nonpatient care duties such as administrative offi- 
cer of the day, linen inventory officer, and so forth. 

Administrative performance is often perceived as being 
more important to promotion and success than is 
patient care. Usually, most officers of equivalent edu- 
cation, such as physicians and dentists, are not 

required to serve in such nonprofessional capacities. 
Many Indian Health Service clinics are in remote 

locations and require extensive travel. Moving is 
required of military officers on a frequent basis. This 
obligation can cause considerable disruption in family 
life. Although many positions are in exotic locales, 
there also are a number of hardship tours, including 
assignments in combat areas. 

Academia 

Fewer than 600 full-time faculty positions exist within 
schools and colleges of optometry for clinical and 

classroom teaching and for clinical and basic research. 
Academicians progress through various academic 
ranks, beginning with instructor, assistant professor, 
associate professor, and culminating with professor. 
Promotion depends on the faculty member’s contribu- 
tions to teaching, scholarly activities, and service. 

Accepting a faculty position requires no investment 

of capital and does not incur the same type of time 
demands found in a private practice setting. There are 
far fewer administrative tasks generally required of jun- 
ior faculty when compared with optometrists in a pri- 

vate practice. Optometrists in academia receive a 
guaranteed salary as well as benefits such as health, 
disability, and malpfactice insurance; vacation; and 
a retirement plan. Time and stipends are usually 
provided for attending professional conferences. 
Optometrists at schools and colleges of optometry 
have opportunities to pursue areas of special interest in 
an intellectual environment. In many cases income 
can be supplemented by offering continuing educa- 
tion and providing patient care outside the academic 
institution. Excellent job security is obtained when a 
faculty member achieves tenure. Eligibility for tenure 
occurs 7 to 10 years after being placed on a tenure 
track. 

From an economic viewpoint, academia provides a 
relatively low level of remuneration for doctors of 
optometry. Although there is no development of 
equity, as is found in private practice, retirement plans 
are usually generous. To gain a position as a faculty 
member, additional professional or graduate degrees or 
a residency are usually required. Thus, the educator 
must train longer to be paid relatively less than con- 
temporaries in other settings. Faculty members have 
minimal independence, and junior members have very 
little ability to affect academic policy. Ifa faculty mem- 
ber is on a tenure track but not awarded tenure, other 

employment must be sought. 

Health Maintenance Organizations 

HMOs provide comprehensive health maintenance 
and treatment services for a voluntarily enrolled 
group of patients who pay a periodic fixed rate for serv- 
ices. These patients also may pay a small copayment 
fee at each office visit. There are two types of HMOs: 

staff models and independent practice associations 
(IPAs). | 

Staff model HMOs provide services to members 
through their own professional staff, which is 
employed by the HMO. An optometrist working for a 



staff model HMO is usually paid a salary, with the 
workload being an additional consideration. 

IPAs contract with a private practitioner to have 
that practitioner deliver health services to its members. 
These practitioners are usually paid either on a capita- 
tion basis or on a fee-for-service basis. 

Staff model HMOs offer an immediate income 
with no start-up costs (see Box 4-2). Although a staff 
optometrist does not have to be concerned about 
clinic coverage for patients when the optometrist is out 
of the office, the daily schedule of office hours is usu- 
ally beyond the optometrist’s control. To compensate 
for the moderately attractive salary offered to 
optometrists, many HMOs offer a good fringe benefit - 
package that includes paid time off for continuing edu- 
cation; a monetary stipend for continuing education 
expenses; health, life, and disability insurance; sick 

leave; and a retirement plan. 
Staff model HMOs require minimal management 

time and few management decisions from the 
optometrist. The optometrist, as a primary care 

provider, usually operates as the gatekeeper of the 
system for all patients with vision problems. There is 
no limit to the age of patients seen in this setting, and 
with the optometrist as the entry point into the sys- 

tem, there is diversity in the types of cases the 
optometrist will encounter. It is a multidiscipli- 
nary practice environment, and the optometrist 
often practices side by side with the primary care 

physician. 
As an employee, the optometrist will build up little 

or no equity in the practice. Depending on the organi- 
zation of the HMO, medical practitioners may control 
the administration of the optometrist’s department. 
Under medical control, the optometrist may not be 
used as the gatekeeper of the system. It also may result 
in the optometrist not being allowed to practice the 
full scope allowed by state law, seeing a restricted age of 
patients and being allocated a decreased amount of 
examination time per patient. 

Conclusion 

The choice of an employment option after graduation 
from optometry school is usually based on a decision by 
the graduate not to become an employer but to obtain 

practice experience as an employee. In making such a 

decision, graduates should always consider whether the 

employment opportunity possesses the flexibility to 

allow changes in career direction. Because so many grad- 

uates enter employment positions thinking that they 
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will provide a short-term experience, it is important that 
the option chosen provides an opportunity to change 
when it is appropriate and timely to do so. 
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Chapter 5 

Associateship 

“You mean there’s a catch?” 

“Sure there’s a catch,” Doc Daneeka replied. “Catch-22. Anybody who wants to get out of 

combat duty isn’t really crazy.” “ 

There was only one catch, and that was Catch-22, which specified that a concern for one’s 

own safety in the face of dangers that were real and immediate was the process of a 

rational mind. Orr was crazy and could be grounded. All he had to do was ask; and as soon 

as he did, he would no longer be crazy and have to fly more missions. Orr would be crazy to 

John G. Classé 

fly more missions and sane if he didn’t, but if he was sane he had to fly them. If he flew 

them he was crazy and didn’t have to; but if he didn’t want to he was sane and had to. 

Yossarian was moved very deeply by the absolute simplicity of this clause of Catch-22 and 

let out a respectful whistle. 

“That’s some catch, that Catch-22,” he observed. 

“Tt’s the best there is,” Doc Daneeka agreed. 

Joseph Heller Catch-22 

Ac associate is an employee who holds no owner- 
ship interest. The usual associate—a young, just- 

licensed optometrist—is often looking for a permanent 
practice opportunity and views associateship as a 
means of undergoing a trial period. Employment 1s 
considered to be a stepping-stone to partnership and 
provides a means of measuring the good faith of both 

_ parties. Thus one of the key goals of associateship often 
is to determine whether a partnership is feasible. 

Finding an associateship opportunity and negotiat- 
ing an employment contract are not simple tasks, and 
they are made more difficult if the associate is an 
- optometry student still in school. Lack of experience in 

| 

employment agreement is necessary. Of course, con- 

and have been sealed by the execution of little more 

negotiation and unfamiliarity with the customary 
terms of employment put the prospective associate at a 
disadvantage. For these reasons a thorough, well-written 

tracts have been based on no more information than 

the length of employment and the amount to be paid 

than a firm handshake. Thus there is a frequently 
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expressed attitude that written contracts are an unnec- 
essary entanglement for salaried employees. However, 
such an attitude puts the associate at a significant dis- 
advantage. 

The associateship agreement is a way of expressing 
the conditions of employment and the financial bene- 
fits to be received by the associate. It anticipates possi- 
ble eventualities and establishes the responsibilities 
of the parties. Negotiation of its terms forces both 
employer and employee to address the difficult 
issues that handshake agreements customarily avoid. 
Without written provisions, the parties may ultimately 
find that they have failed to agree to important aspects 
of the employment and that litigation is the only way 
to clarify a dispute. 

There is a natural concern that written agreements 
may contain terms that are Byzantine in expression 

and draconian in effect. But a contract with a “Catch- 
22” clause can easily be avoided by parties who 
understand the terms to be negotiated and the limita- 
tions of personal service agreements. It is the purpose of 
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this chapter to describe how to assess an associateship 
opportunity, the provisions that should be included in 
an employment agreement, and how to structure the 
contract negotiation to achieve a successful result. 

Assessing Associateship Opportunities 

The first step in the effort to find employment 1s to 
determine whether a practice can support another 
practitioner. Some of the factors deemed to be of sig- 
nificance are listed in Box 5-1. Among the most signifi- 
cant are the gross and net incomes and the growth 
curve of the practice. 

Gross and Net Income 

A major consideration in the decision to increase the 

number of practitioners in a practice is the practice vol- 
ume. Although there is no magic number that can be 
used to determine whether a practice can support 
another practitioner, the gross income should be equal 
to or greater than the national mean for such practices 
nationwide or have the potential to equal or exceed 
such earnings (see Chapter 1). If the gross income is less 
than the national mean, a rapidly escalating growth 
curve is an important indicator that the practice is 
growing and may be able to accommodate another 
practitioner. 

Growth Curve 

A growth curve in which the gross and net incomes are 
increasing rapidly indicates that the practice has not 
reached its potential; a growth curve that is decreasing 
indicates a practice that is diminishing or downsized; 
and a stabilized growth curve may indicate that the 
practice has reached its maximum or that the practi- 

tioner is so busy that further growth cannot be 
achieved without another pair of hands. Analysis of the 
practice will yield the answer to the “flat” growth curve. 
When assessing practice growth, inflation must be 
taken into consideration when determining the gross 
and net incomes so that the amount of true growth can 
be ascertained. The cost of living index can be used to 
make this calculation. 

A more detailed analysis can be performed, if 
desired, involving the overhead expenses for the prac- 
tice, laboratory costs, percent of net income being gen- 
erated, percent of income from services and materials, 

and similar matters (see Chapter 1), with these results 
being compared with national norms. If the practice 
results differ markedly from the mean figures found 
nationally, determination of the reason is helpful in 
assessing the ability of the practice to thrive with 
another practitioner. Because of the cost and complex- 
ity of partnership (often the ultimate aim of an associ- 
ateship), the time spent collecting and analyzing 
information is time well spent. 

Determining an Associate’s Salary 

Probably the most difficult issue to resolve is the asso- 
ciate’s salary. There is often uncertainty over whether 
an employer’s salary will be reduced because of the 
extra cost of the associate. This is a legitimate concern 
but one that is directly tied to the productivity of the 
associate. If the associate merely sees patients that oth- 
erwise would have been examined by the employer, 
then gross income will not go up and the employer’s 
income will inevitably go down. The key factor is the 
ability of the associate to see patients the employer 
cannot (such as overflow) or to generate new patients 
altogether. The associate also can generate income by 
providing coverage when the employer is out of the 

Box 5-1 Factors That Indicate a Practice Can Support an Associate 

* When the appointment book is consistently booked weeks in advance and the doctor must spend long hours in the office. 
* When the practice population has begun to grow older, to the exclusion of a young patient base. 

* When the annual number of new patients has declined to less than 20% of the patient population. 

* When the doctor is so busy that it is difficult for him or her to provide a full range of services. 
* When the doctor is interested in a specialty area but must spend the majority of time with primary care patients. 
* When the doctor wants to reduce the time spent in the office. 

* When the doctor has had a period of poor health or is currently in poor health. ; 
* When the doctor desires to protect his or her equity in the practice by transferring part of the ownership to a younger doc- 

tor, thereby acquiring some retirement security. 

eee 



office, by offering a service not provided by the 
employer (e.g., low vision, binocular vision, sports 
vision), or by providing a greater range of needed serv- 
ices to existing patients (e.g., Medicare, Medicaid). 
Because an associate is typically younger than the 
employer, lives in a different part of town, and shops 
and enjoys recreation different from the employer, it is 
expected that the associate will generate patients by 
virtue of this exposure to new people and places. This 
generation of patients is necessary for the associateship 
to be successful. 

Cost of an Associate 

One way of analyzing the cost of an associate is to 
determine the number of patients the associate must 
see to pay his or her own way. The answer obviously 
depends on how much the associate is being paid, but 
assuming that an associate is to be paid $50,000 annu- 
ally and that the net income in the practice is one third 
of the gross income (which is a representative figure for 
well-established practices), a gross income of $150,000 

must be generated for the associate to pay his or her 
own way. How many patients does this $150,000 gross 
represent? If an optometrist grosses $200 per patient 

(a conservative figure), 750 patients must be seen dur- 
ing the course of a year, or about three patients a day 
(for 250 working days) to generate $150,000. Actual 

numbers from the practice can be substituted to 
achieve a more accurate count, but even so, the daily 

patient load will not be overwhelming. Actually, 
because having two practitioners together causes a cer- 
tain amount of expense sharing, the $150,000 gross 
will not only pay the associate’s salary but also will gen- 

erate additional income for the employer. This also is 

true for bonus compensation. 

Bonus Income 

To gauge an associate’s motivation, it is often desirable 
to offer a bonus. For example, for every dollar more 
than $150,000 generated by the associate, he or she 
gets 25%. Thus, if the associate generates an extra 
$1000 of gross income per month, a bonus of $3000 is 
earned for the year. The associate also earns income for 
the employer (the difference between the percent paid 
the associate and the actual net profit percentage), a 

profit for which the employer has to do nothing. If an 

associate shows no interest in generating this bonus 

income, the employer has learned an important lesson 

about the associate, a lesson for which the employer 

has paid nothing. 
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Salary 

Associates quite naturally rate the remuneration that is 
offered as either the top or one of the top factors to be 
considered. But economic surveys, such as those con- 

ducted by the American Optometric Association, have 
shown that associate income paid by an optometrist is 
not as high as the income paid by other types of employ- 
ers (see Chapter 1). Does this mean that associateships 
with optometrists are less desirable than other types of 
employment? The answer is clearly “no” because salary is 
not the sole factor that should be assessed when consid- 
ering an associateship with an optometrist that may lead 
to partnership. The smaller salary for a year of associate- 
ship, followed by a career in an optometric partnership, 
pales when compared to career earnings as the employee 
of an ophthalmologist, health maintenance organiza- 
tion, or optical chain. Self-employed practitioners earn 
substantially more than employed practitioners through- 
out a career; therefore, the potential of an associateship 
to lead to a lifetime of earnings has a much greater eco- 
nomic value than the immediate salary received. 

Benefits 

The salary earned during associateship may be 
affected by the cost of living at the employer’s loca- 
tion, the amount of federal and state taxes, and the 

ability of a spouse to find employment and add to 
income. If the salary offered to an associate is insuffi- 
cient, the associate should be able to document this 

with statistics. It may be possible for the employer to 
improve the associate’s remuneration by offering 

fringe benefits (Box 5-2). The economic value of 

Box 5-2 Examples of Fringe Benefits 

Moving expense reimbursement or allowance 

Health insurance premiums 

Malpractice insurance premiums 

Continuing education reimbursement or allowance 

Optometry license renewal fees 

Professional society dues 

Automobile use reimbursement or allowance 

Disability insurance premiums 

Group life insurance premiums 

Sick pay 

Retirement plan with employer contributions 

(e.g., SIMPLE IRA, 401[k]) 
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these benefits exceeds their actual cost because the 
associate would not only have to generate the 
income necessary to pay for them but also the tax on 
this income. In addition, an associate who must pay 
for these benefits rather than receive them as part of 
compensation for employment will likely find that 
they cannot be used as tax deductions, whereas the 
employer may deduct the cost of associate benefits as 
a business expense (see Chapters 38 and 39). An asso- 
ciate may find that the fringe benefits are valuable 
enough to compensate for the lower salary, particu- 
larly if bonus income also is available. 

Negotiation of the Contract 

Successful resolution of the salary issue is dependent, at 
least in part, on the negotiations between the employer 
and potential associate. Because of the prohibitive 
expense of hiring an attorney, negotiations are con- 
ducted face to face by the individuals involved. The 
negotiation process is made much easier when the parties 
know one another well; visits to the practice by the 
potential associate or part-time work by the potential 
associate in the practice while in school are excellent 
ways of forming a personal relationship. There are several 
general rules that may be helpful to both parties in nego- 
tiating an associateship agreement, but they may be espe- 
cially useful to the potential associate, who most likely 
has little, if any, actual negotiating experience (Box 5-3). 

The main objectives of an employment contract are 

threefold: 

Box 5-3 Negotiation of an Associateship Agreement 

* To create a written expression of the agreement 

between the parties 
* To achieve a comprehensive description of the 
agreed-upon employment 

: To enter into a bargained-for exchange that is fair 
A contract is an agreement, upon sufficient considera- 
tion, to do or not do a particular thing. To form a con- 

tract, the following three elements must be present: 

Mutual assent. This is often referred to as a “meeting of 
the minds”; both an offer and an acceptance are 
required. An offer must be definite, certain in its 
terms, and not illusory (“I may offer you a partnership 
in 12 months” is not definite and thus is not an offer). 
An acceptance must be absolute and unconditional; 
adding or changing any terms results in a counter-offer 
(“I accept your offer if the salary is $10,000 higher” is a 
counter-offer, not an acceptance). 

Consideration. This is a bargained-for exchange that 
results in a gain or loss (employment in return for 
wages satisfies the requirement for consideration). 

Capable parties. If a party is not capable (e.g., insane), 
the contract will be deemed void (not valid to either 
party); temporary incapacity (e.g., drunkenness) will 
make the contract voidable (it can be disaffirmed by 
one party). 

A contract for services cannot be enforced by making 
the employee work because persons cannot be made to 
work against their will. However, an action for damages 
(economic loss) may be brought by the employer for 

Begin negotiating early. Negotiations require time and, if possible, should be begun early. The process is made easier when the 

parties know one another and negotiations proceed in a personal, relaxed atmosphere. 

Establish negotiation goals. The goals of the negotiation should be written, in prioritized fashion, with the most important 
items first. 

Be realistic. Unrealistic expectations can derail negotiations; young practitioners should “do their homework" and research 

the associateship market so that expectations—especially financial ones—are realistic. 
Negotiate compromise items first. Take the list of prioritized goals and turn it upside down, then negotiate the least 

important items first; they are the easiest issues to compromise. 

Know how to overcome an impasse. The usual stumbling block is salary. To overcome an impasse, counteroffers should be 
planned before the negotiations. The inclusion of fringe benefits and bonus salary may be used to make the salary offer 
acceptable. 

Initiate the contract proposal. The first draft of the associateship contract can be prepared by the potential associate. 
Sample contracts are readily available and can be used to move negotiations closer to closure. 

Use professional expertise. Obtaining professional advice before, during, or after the negotiations can be quite valuable to 
young negotiators; if such advice is available, it should be used. 
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breach of a personal services contract. It also makes for 
a poor reference. 

Both verbal and written agreements are contracts. 
However, proof of a written contract is much easier than 
proof of a verbal contract. Verbal contracts also promote 
superficiality in negotiation and misunderstanding of 
contract terms. If an employer refuses to provide a writ- 

ten agreement, a letter of acceptance may be used to 
describe the necessary details of employment. 

Fairness is a most important consideration; without 
it, one of the parties is likely to feel that the arrangement 
unduly favors the other and that a long-term association 
such as a partnership is not desirable. The important 
provisions of an associateship agreement that require” 
negotiation should be compiled on a checklist (Figure 
5-1). This list can structure the negotiation process and 
serve as the starting point for the construction of a con- 
tract. It also can serve as documentation of the agree- 
ment reached by the parties and submitted to an 
attorney for the drafting of the contract. The final agree- 
ment should be drafted by a competent attorney rather 
than by the parties themselves; the cost is relatively low 
and this ensures that the contract is in compliance with 
state law and appropriately executed. 

Provisions of the Associateship 
Agreement 

An associateship agreement is no more than an employ- 
ment contract in which the associate agrees to provide 
specified services in return for a stated compensation. It 
consists of a series of clauses that define the relationship 
between the parties and provide for certain eventuali- 
ties. It is signed by the parties so that there can be no 
question that each has read and understood its provi- 
sions. A well-drawn contract should discourage legal 
action by its succinctness and completeness; a poorly 
worded, vague, or incomplete contract may require a 
court to ascertain its meaning and effect. Both parties 
should keep this in mind when reviewing a proposed 
contract; if it is not clear, it should be made so. The time 

spent on revision will be worth the effort. The basic pro- 
visions of a contract include recitals, employment and 
duties, term, compensation, facilities, fees, insurance, 

illness and disability, records and files, covenant not to 
compete, termination, and miscellaneous provisions. 

Recitals 

Each contract begins with a recitation of the prelimi- 

nary matters fundamental to the contractual arrange- 
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ment, such as the identification of the parties, the date 

of agreement, and the nature of the relationship being 
formed. 

If the employer is a professional association or cor- 
poration, S corporation, or a limited liability company, 
the employment relationship will be between the asso- 
ciate and the business entity rather than with the 
optometrist personally. 

Employment and Duties 

The contract should explain the duties expected of the 
associate, where the duties are to be performed, and the 

number of hours involved in the employment on a 
weekly basis. If the associate wishes to be assured of the 
right to perform certain duties (such as postoperative 
care of patients), it should be specifically mentioned in 
the contract. Ifa certain day or part of a day is to be an 
off day, the day should be specifically included. If 
evening hours are contemplated, the day and hours 
should be described in the contract. If there is more 
than one office location, the agreement should iden- 
tify the days or hours spent at each location. These pro- 
visions protect both parties against arguments over 

what the duties of the associate will be and where and 
when they are to take place. 

If a contract specifies that the hours per week shall 
be a “minimum of 40 hours,” this wording permits the 
employer to have the associate work on an open-ended 
schedule. From the point of view of the associate, it 

would be preferable to specify a maximum number of 
hours per week or to list the actual hours of employ- 
ment per day, with a clause that states the associate 
may be required to work extra hours on duties associ- 
ated with the administration of the practice, after- 
hours coverage of patients, and promotion of the 
practice in the community. 

Facilities 

An employee is usually not expected to bring equip- 
ment or supplies to the employer’s facilities. If an 
associate brings equipment to the practice (e.g., 
binocular indirect ophthalmoscope), it is best to list 
these items on a separate page (called a “schedule”) 
that can be incorporated into the contract. The agree- 
ment specifies that at the termination of the agree- 
ment these items remain the property of the 
associate and may be removed from the practice by 

the associate. 
It is customary for the contract to state that it is the 

responsibility of the employer to provide reasonable 
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Employer Employee 

The parties negotiating the associateship contract should reach agreement on each of the following items. 

3. 

ile 

2 
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Conditions of employment. The contract should describe the employee's working conditions; special duties (e.g., post- 

operative care), hours (e.g., night appointments), or practice locations (if there is more than one office) should be described in 

the contract. 

Duties: 

Location of employment: 

Days of employment: 

Hours of employment: 

Term of employment. The specific dates of the contract's beginning and ending should be listed; one year is the usual 
minimum term of employment. 

Beginning date: 

Ending date: 

Salary. The total amount per year, and how it is to be paid (e.g., on the last day of each month) should be specified. 

Annual salary: 

_____ How paid: 

4. 

5: 

6. 

Me 

8. 

Bonus income. To provide an incentive for performance, a bonus may be offered. It is customarily based on the employee's 
gross income; above a specified floor amount, the employee receives a percentage of the gross income he or she generates 
(e.g., 25% of every dollar over $120,000). Payment may be monthly, quarterly, semiannually or annually. 

Base amount: 

Percentage bonus to be paid: 

When bonus is to be paid: 

Employee benefits. These benefits are tax deductible to the employer and are not taxable as income to the employee. 

Moving expense reimbursement or allowance: 

Health insurance premiums: 

Malpractice insurance premiums: 

Continuing education reimbursement or allowance: 

Optometry license renewal: 

Professional society dues: 

Automobile use reimbursement or allowance: 

Disability insurance premiums: 

Group life insurance premiums: 

Paid vacation. Customarily, an employee is entitled to 1 or 2 weeks of paid vacation after 6 months of work. If a special time 
of year is desired (e.g., first week in June), it should be described in the contract. Office holidays should also be listed in the 
contract. 

Amount of paid vacation: 

When it is to be taken: 

Office holidays: 

Equipment provided by employee. To prevent disagreement over the ownership of equipment purchased by the employer 
for use by the employee or equipment brought to the practice by the employee, a schedule (i.e., a list) should be attached to 
the contract, describing the equipment owned by the employee and used in the practice. 

Equipment to be purchased by employer for use by the employee: 

Equipment the employee is to bring to the practice: 

Patient names and addresses. It is customary for the contract to specify that the names and addresses of patients seen by 
the employee remain the property of the employer and for the employee to have no right to the reproduction or use of these 
names and addresses. 

Use of patient names and addresses: 

Figure 5-1 Associateship agreement negotiation checklist. 

Continued 
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Ownership of patient records: 

Transfer of records after termination of employment: 

Time covenant to be in force: 

Damages for breach: 

Reasons for termination: 

Period of notice to the employee: 

Disability of employee: : 

Disability or death of the employer: 

Figure 5-1 Cont'd. 

facilities, staff, equipment, and other items necessary 

to the practice of optometry. 

Fees 

In an employer-associate relationship, fees are paid by 
patients to the employer, and the associate has no right 

to them. 

Insurance 

An employer may provide several types of insurance: 
life, disability, personal property, personal injury 
(worker’s compensation), and professional liability 
(malpractice). Life, disability, and professional liabil- 
ity insurance are often offered as an employment ben- 
efit. Personal property coverage insures the associate’s 
property against loss from fire, theft, or other hazard, 
and personal injury insurance protects the employer 
against claims for injury by an employee that are 
work-related (the employer may have private insur- 
ance coverage or worker’s compensation). Some 

employers may require the associate to “indemnify” 

the employer for any professional liability claim 

involving the associate. This means that the associate 

must reimburse the employer’s insurer for any money 

paid as damages based on an act or omission by the 

Distance (radius) of covenant; location from which calculated: 

11. Termination of the contract. The reasons for termination of the contract should be described (e.g., insolvency, death, 
disability, insanity, loss of license, mutual consent). It is customary for the employer to be able to terminate the contract upon 
the giving of adequate written notice (e.g., 2 weeks, 30, 60 or 90 days) to the employee. 

We Disability of the parties. The agreement should describe the obligations of the employer if the employee is permanently 
disabled (which must be defined ). The agreement should also provide the employee with an option to purchase the practice if 
the employer is permanently disabled or dies; the amount to be paid (e.g., $250,000) should be specified in the contract. 

Patient records. Patient records, even those of patients seen exclusively by the employee, customarily remain the property of 
the employer. If the associateship agreement terminates, however, it is appropriate for the employer to agree to provide copies 
for the former employee, when patients request that they be transferred. 

10. Covenant not to compete. The parties may agree to include a covenant not to compete in the agreement. (Note: state law 
must be consulted to determine the enforceability of such a provision.) After termination of the contract (for whatever reason), 
the employee agrees not to practice within a specified time and distance from a described location. Damages (e.g., $50,000) 
may be described in the contract for breach of the covenant. 

associate. To protect against such claims, the associate 
will need to take out a professional liability (malprac- 
tice) policy. 

An employer also may require an associate to have 
liability insurance coverage of a stated amount, which 
is described in the contract. This clause also will 
require the associate to take out a professional liability 
(malpractice) policy. 

[IIness and Disability 

A young associate is much more likely to be disabled 
than to die, but employment contracts do not usually 
provide disability benefits. The reason is that a non- 
working employee is a drain on practice income, and 
during the course of several months the payment of 
benefits with no offsetting income could jeopardize 
the financial stability of the practice. Disability insur- 
ance can be purchased to cover this eventuality, of 
course; however, it is relatively expensive, which usu- 

ally means that dollars spent for disability coverage are 
used to provide coverage for the employer rather than 
the employees. The expense of this insurance is one 
reason that new graduates do not purchase it them- 
selves; it also is limited as to the amount of coverage 
because a newly licensed optometrist receives a limited 

income. 
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Therefore, in the usual case, the associateship agree- 
ment states that if the associate is permanently dis- 
abled, the associate loses his or her job. If the associate 

has not taken out private disability insurance, which is 
the usual case, the associate’s only source of income 
will be Social Security (see Chapter 10). 

“Permanent disability” needs to be defined in the 
associateship agreement. It is often described as an 
inability to perform the duties of one’s occupation 
for 90 consecutive days or a total of 90 days out of a 

12-month period. 
One other provision that may be added to an associ- 

ateship agreement involves the employer. The contract 
may specify that, in the event of the permanent disabil- 

ity or death of the employer, the associate is given the 
first right to purchase the practice for an amount stated 
in the contract. This provision benefits both parties, 
since the employer will have a ready buyer for the prac- 
tice and the associate can see the value that the 
employer places on such a sale. 

Records and Files 

Patient files (names and addresses) and examination 
records are owned by the employer, and it is customary 
for the employer to retain ownership of the records of 
all patients examined by the employee after the termi- 
nation of the employment agreement. Even so, there 
are several important negotiating points that concern 

these records. 
One issue involves the right of the associate, at the 

termination of the agreement, to have access to the 
records in the event the associate becomes involved in 
legal action. Another involves the right of the departed 
associate to make copies of the records of patients exam- 
ined by the associate or to make lists of the names and 
addresses of the patients seen by the associate. This latter 
provision is rarely included in employment contracts. 

The usual clause addressing these issues states that 
the employer will provide copies of the records of 
patients examined by the associate to the departed 
associate at the patients’ request. The employer is, in 
fact, ethically obligated to do this. The employer also 
would be obligated to turn files over to attorneys or 
courts in the event the associate became embroiled in 
legal action. 

Restrictive Covenant 

An employment contract may include an agreement 
between the parties that the associate, upon conclusion 
of the employment, will not practice within a specified 

period or within a certain circumscribed area in com- 
petition with the employer. This provision, in jurisdic- 
tioris where it is enforceable, allows the employer to 
institute legal action against the associate if there is a 
breach of the covenant. The remedies available to the 
employer include injunctive relief, which is an order 
from a court prohibiting the associate from continuing 
the competitive conduct, or liquidated damages, which 
is a contractually agreed upon sum that the associate 
must pay if found to be in violation of the covenant 
not to compete. 

Even though a covenant not to compete may be 
included in an associateship agreement, it may not be 
enforceable. In several states the courts have refused to 
enforce these clauses, whereas in others, the courts will 

uphold them if the limits of time and place are reason- 
able, or will reform them to make them so. 

Legal counsel should always be consulted whenever 
a covenant not to compete is being considered, so that 
all parties understand their rights and responsibilities 
at the termination of the contract. 

Termination 

Although contracts are for a stated period, there are cir- 
cumstances that can intervene and terminate the agree- 
ment prematurely (e.g., death, loss of license, 
bankruptcy). The parties also may mutually agree to 
terminate the relationship, and this is so even if not 
expressly stated in the contract. Employment contracts 
should list the specific reasons for termination and 
avoid “catch-all” phrases that are vague and may be 
subjectively interpreted by the employer (e.g., “if 
employee fails to faithfully or diligently perform the 
duties of employment or discharge the provisions of 
this contract”). 

Contracts should provide for termination by 
either party upon the giving of notice. The period 
required for notice varies from contract to contract, 
but 30 days is the most commonly used. Severance 
pay may be included in the contract. One common 

method is to compensate the associate for any 
unused vacation time at the date of termination. For 
example, if the associate had worked for 6 months, 

on a pro-rata basis the associate would be entitled to 
1 week of vacation (if allowed 2 weeks per year under 
the contract), assuming the associate had taken no 
vacation before termination. In this example, the 
associate would receive 1 week’s pay as severance 
compensation. 

An associate who is terminated with wages unpaid is 
usually due the wages, unless the contract provides for 



loss of wages when terminated for certain specified rea- 
sons (e.g., dishonesty). Although an associate cannot 
be forced to fulfill a personal service contract, the ter- 
mination provisions of the contract should be obeyed. 
If the associate breaches the agreement (by failing to 
give notice as required), the employer may bring a legal 
action for any monetary damages suffered by the 
employer as a result of the associate’s abrupt departure. 

Miscellaneous Provisions 

Most contracts conclude with several miscellaneous 
provisions that are intended to clarify the applicable 
law (“this contract shall be construed under and regu- 
lated by the laws of New York”) and to list certain 
restrictions that apply to the contract. These restric- 
tions typically prohibit changes to the contract unless 
they are in writing, prohibit the associate from allow- 
ing another person to fulfill the associate’s duties 
under the contract, and declare that the written instru- 

ment is the entire contract that has been agreed to 
between the parties. 

The contract is concluded with the “seal” of the par- 
ties, which is their signatures. The signatures can be 
notarized, but that is not necessary. The contract usu- 

ally provides for duplicate copies to be made, so that 
each party has a duly signed agreement. The contract 
should be stored in a secure location so that it cannot 
be lost or destroyed. 

Tax Considerations 

An associate is paid an income in cash, which may be 
deducted as a business expense by the employer. 
However, there can be income other than cash that 

must be reported by the associate, and this income can 
be substantial (Box 5-4). 

From the gross income of the associate, the 

employer will withhold certain items, such as income, 
Social Security, and state or local taxes. 

The employer withholds income tax from wages if 
the wages are more than the employee’s withholding 
allowances. In general, an employee’s withholding 
allowances equal the number of exemptions that the 
employee will be entitled to in figuring annual income 
tax (see Chapter 40). Every new employee has to file a 
form W-4, Employee’s Withholding Allowance Certificate, 
which is used by the employer to determine the correct 
withholding for the employee (Figure 5-2). The 
amount to be withheld for federal income taxes 1s 

based on gross wages before any other deductions are 

taken. Similarly, the employee must fill out a state 
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Box 5-4 Noneash Income That Associates 

Must Report 

* Sick pay received while an associate is ill or injured is 

taxable, but benefits received under an accident or 

health insurance policy paid for by the associate are 

not taxable. 

Medical insurance premiums, if paid for by an 

employer, are not included in income. 

Vacation allowances are considered to be wages and 

are included in income. 

Severance pay is taxable as income. 

Moving expense allowances or reimbursements are 

included in gross income for the associate (but are 

offset by the expenses incurred): these allowances or 

reimbursements are not considered wages for 

purposes of income tax or Social Security 

withholding. 

Interview expenses paid by an employer or 

prospective employer are considered to be income 

but are not subject to income tax or Social Security 

withholding. 

Rewards and bonuses are considered to be income. 

Christmas gifts, such as turkeys, or other gifts of 

nominal value from an employer are not considered 

to be income; cash, gifts certificates, or like items are 

considered to be income, to the extent of their cash 

value. 

Educational expenses paid by an employer (such as 

continuing education) must be included as income. 

e 

° 

° 

e 

e 

withholding allowance certificate so that the correct 
state income tax deduction can be made (unless the 
state does not tax income). There may be a local 
income tax to be withheld as well (county or munici- 

pal). These deductions are reported to the employee 
(and the IRS) on form W-2, Wage and Tax Statement 

(Figure 5-3). 

The Federal Insurance Contributions Act provides 
for a federal system of old age, survivors, and disability 

insurance. This system is financed through Social 
Security taxes, which are deducted from the 
employee’s wages on a percentage basis up to a certain 

maximum income. A similar system exists for 

Medicare, which provides hospital insurance, except 
there is no maximum income after which there is no 

tax (see Chapter 40). 
There are deductions that an associate may find sub- 

tracted from his or her paycheck, including contribu- 
tions to a retirement plan (e.g., individual retirement 
account, 401(k) plan), health insurance plan, or county 

or municipal government for reasons related to the 
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Form W-4 (2002) 
Purpose. Complete Form W-4 so your employer 
can withhoid the corect Federal income tax 
from your pay. Because your tax situation may 
change, you may want to refigure your withhold- 
ing each year. 
Exemption from withholding. If you are 
exempt, complete only lines 1, 2, 3, 4, and 7 and 
sign the form to vatidate it. Your exemption for 
3602 expires February 16, 2003. See Pub. 505, 
Tax Withholding and Estimated Tax. 
Note: You cannot claim exemption from -with- 
holding if (a) your income exceeds $750 and 
includes more than $250 of unearned income 
(e.g., interest and dividends) and (b) another 
person can claim you as a dependent on their 
tax return. 
Basic instructions. If you are not exempt, com- 
plete the Personal Allowances Worksheet 
below. The worksheets on page 2 adjust your 
withholding allowances based on_ itemized 

income, or two-earner/two-job situations. Com- 
plete all worksheets that apply. However, you 
may claim fewer (or zero) allowances. 
Head of household. Generally, you may claim 
head of household filing status on your tax 
return only if you are unmarried and pay more 
than 50% of the costs of keeping up a home for 
yourself and your dependent{s) or other qualify- 
ing individuals. See line E below. 
Tax credits. You can take projected tax credits 
into account in figuring your allowable number of 
withholding allowances. Credits for child or 
dependent care expenses and the child tax 
credit may be claimed using the Personal 
Allowances Worksheet below, See Pub. 919, 
How Do | Adjust My Tax Withholding? for infor- 
mation on converting your other credits into 
withholding allowances. 
Nonwage income. if you have a large amount of 
nonwage income, such as interest or dividends, 
consider making estimated tax payments using 
Form 1040-ES, Estimated Tax for Individuals. 
Otherwise, you may owe additional tax. 

Two earners/two jobs. If you have a working 
spouse or more than one job, figure the total 
number of allowances you are entitled to claim 
on ail jobs using worksheets from only one Form 
W-4, Your withholding usually will be most accu- 
tate when all allowances are claimed on the 
Form W-4 for the highest paying job and zero 
allowances are claimed on the others. 
Nonresident alien. If you are a nonresident 
alien, see the Instructions for Form 8233 before 
completing this Form W-4. 
Check your withholding. After your Form W-4 
takes effect, use Pub. 919 to see how the dollar 
amount you are having withheld compares to 
your projected total tax for 2002. See Pub. 919, 
especially if you used the Two-Earner/Two-Job 
Worksheet on page 2 and your earnings exceed 
$125,000 (Single) or $175,000 (Married). 
Recent name change? if your name on line 1 
differs from that shown on your social security 
card, call 1-800-772-1213 for a new social secu- 
rity card. 

deductions, certain__credits, adjustments to 

Personal Allowances Worksheet (Keep for your records.) : 

A Enter "1" for yourself if no one else can claim you asa dependent. . . . . . ......-+... . A a 

. ® You are single and have only one job; or 

B_ Enter "1" if: @ You are married, have only one job, and your spouse does not work; or see: ie 

@ Your wages from a second job or your spouse's wages (or the total of both) are $1,000 or less. 

C Enter “1” for your spouse. But, you may choose to enter “-0-" if you are married and have either a working spouse or 

more than one job. (Entering “-0-" may help you avoid having too little tax withheld.) eae 7 

D Enter number of dependents (other than your spouse or yourself) you will claim on your tax return , ese tA Dees iS 

E Enter "1" if you will file as head of household on your tax return (see conditions under Head of household aoove)-. os Eo 

F Enter “1” if you have at least $1,500 of child or dependent care expenses for which you plan to claim a credit ell 

{Note: Do not include child support payments. See Pub. 503, Child and Dependent Care Expenses, for details.) 
G Child Tax Credit (including additional child tax credit): 

© If your total income will be between $15,000 and $42,000 ($20,000 and $65,000 if married), enter “1” for each eligible child plus 1 additional 
If you have three to five eligible children or 2 additional if you have six or more eligible children, 

@ If your total income will be between $42,000 and $80,000 ($65,000 and $115,000 if married), enter "1" if you have one or two eligible children, { 
if you have three eligible children, “3” if you have four eligible children, or “4” if you have five or moré eligible children. G 

H_ Add fines A through G and enter total here. Note: This may be different from the number of exemptions you claim on your tax return. > SH rece 
@ If you plan to itemize or claim adjustments to income and want to reduce your withholding, see the Deductions 

For accuracy, and Adjustments Worksheet on page 2. 
complete all © If you have more than one job or are married and you and your spouse both work and the combined earnings 
worksheets from all jobs exceed $35,000, see the Two-Earner/Two-Job Worksheet on page 2 to avoid having too little tax 
that apply. withheld. 

@ If neither of the above situations applies, stop here and enter the number from line H on line 5 of Form W-4 below. 

rom W-4 Employee’s Withholding Allowance Certificate 
Department of the Treasury 
Internal Revenue Service > For Privacy Act and Paperwork Reduction Act Notice, see page 2. 

1 Type of print your first name and middle initial Last name 

Lets peer 
Home apie dies fe x rural route) eee ines O Married, but withhold at higher Single rate. 

: egally separated, or spouse is 8 nonresident alien, check the “Single” box. 
City or town, state, and ZIP code 4 If your last name differs from that on your social security card, 

An bum ST 12345 check here. You must call 1-800-772-1213 for a new card. > [J 

5 Total number of allowances you are claiming {from line H above or from the applicable worksheet on page 2) 5 | 
Additional amount, if any, you want withheld from each paycheck . . 6 | 

7 claim exemption from withholding for 2002, and | certify that | meet both of the following conditions for exemption: WY 
@ Last year | had a right to a refund of all Federal income tax withheld because | had no tax liability and 
e This year | expect a refund of alt Federal income tax withheld because | expect to have no tax liability. 

> 17! 

Cut here and give Form W-4 to your employer. Keep the top part for your records. 

OMB No. 1545-0010 

2002 
2 Your social security number 

876 iS4) B20 

a 

If you meet both conditions, write "Exempt" here Ys ES 
Under penalties of perjury, | certify that | am entitled to the number of withholding allowances claimed on this certificate, or | am entitled to claim exempt Status, 
Employee’s signature 

A. Wev boy Date > § Jen oer 
(Form is not valid 
unless you sign it.) & 

8 Employer's name and address (Empb yer; Complete lines 8 and 10 only if sending to the IRS.) 9 Office code 
(optional) 

10 Employer identification number 

04 | #765432 GC 0' Dee 32 Marna St pV) ST 1VZ4S™ 

Cat, No. 10220Q 

Figure 5-2 Sample W-4 form and instructions for determination of withholding. 



a Control number 

b Employer identification number 

098765432 
¢ Employer's name, address, and ZiP code 

Dr. John G. O'Dee 
321 Main Street 
Anytown, ST 12345 

e Employee's first name and initial Last name 

Hardy A. Worker 

1040 Labor Lane 

Anytown, ST 12345 

f Employee's address and ZIP code 

15 State Employer's state (D number 16 State wages, tips, etc. 

$23,100 

Wage and Tax 
Statement 

Copy 1 For State, City, or Local Tax Department 

Form W- 

Figure 5-3 Sample W-2 form. 

associate’s status as a licensed professional doing busi- 
ness within the county or city. 

The associate also may be able to claim certain busi- 
ness-related expenses as a tax deduction, but to do so 
the associate must itemize deductions on Schedule A 
(see Chapter 38), as part of the miscellaneous category. 
They will be deductible, however, only to the extent 
that they exceed 2% of the adjusted gross income. 

Tax planning is important, even for employment 

opportunities, and associates should understand the 
applicable tax law to take full advantage of deductions 
and bargain for benefits. 
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Chapter 6 

Indwidual Proprietorship 
John G. Classé 

No physician, insofar as he is a physician, considers his own good in what he prescribes, 

but the good of his patient; for the true physician is also a ruler having the human body 

as subject, and is not a mere moneymaker. 

Plato The Republic 

he practice of optometry is a business, just as the 
practice of medicine is a business, and the success- 

ful conduct of a business relies on the generation of a 
profit. The profit motive is a necessary aspect of prac- 
tice; without it, the undertaking becomes one that is 

more properly termed a hobby. Optometrists must 
regard their profession as a form of business enterprise 
for which the production of a profit is a desired and 
necessary result. 

As Plato points out, however, there are unique char- 
acteristics that elevate a health care professional above 
the level of “mere moneymaker.” First, the product ofa 
profession is the skill and judgment of its practitioners. 
An optometrist provides services (just as would a physi- 
cian), and although an optometrist also provides mate- 
rials, these are incidental to the services (in the same 

fashion that crutches are incidental to the services of an 
orthopedist). 

A second consideration involves the relationship 
between an optometrist and the optometrist’s 
patients, which—because of the specialized learning of 
the optometrist and its relationship to patients’ 

health—requires the optometrist to adhere to certain 
standards and to divulge findings fully. Although 
spectacles and contact lenses are products that are sold 
in the course of business, when handled by an 
optometrist incidental to the performance of profes- 
sional services the transaction becomes one quite 
apart from the mere sale of merchandise. 
Consequently, the motto of the marketplace—caveat 
emptor (“let the buyer beware”)—has no application to 

optometry. 

| ihe f 

A third characteristic of the professional nature of 
optometry concerns the requirement that nothing be 
permitted to interfere with an optometrist’s obligation 
to his or her patients. This problem most commonly 
involves the employment of optometrists by busi- 
nesses that rely on the sale of ophthalmic goods and 
materials for profit. The necessity to sell goods can 
intrude on the optometrist-patient relationship, 
adversely affecting the ability of the optometrist to 
exercise an independent judgment (i.e., one in the 
patient’s welfare rather than for the benefit of the busi- 
ness). Numerous legal decisions have cited this prob- 
lem as justification for upholding statutes prohibiting 
the practice of optometry by corporations. 

Even so, optometry remains a form of business, and 
its practitioners must confront the legal and tax 
requirements incidental to the conduct of a business. 
For self-employed optometrists, the most important 
consideration in this regard is the type of business 
organization the optometrist chooses for the delivery 
of services. For a private practitioner, this decision will 
have significant ramifications, affecting the income the 
optometrist will earn, the amount of time that must be 
devoted to the complexities of the business, the 
optometrist’s exposure to liability issues, the tax 
accounting and reporting that must be performed, and 
even the choices available to the optometrist for retire- 
ment planning. The self-employed practitioner may 
choose one of the following four types of business 
organizations: individual proprietorship, professional 
association or corporation (PA or PC), subchapter 

S corporation, or limited liability company (LLC). 
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Although one-practitioner PAs or PCs, S corporations, 
and LLCs are permitted, these types of business organt- 
zations are customarily used to form partnerships. An 
individual proprietorship is the only type of business 
organization that is limited to one owner. 

Individual Proprietorship 

Sole proprietorship can be described as a non-incorpo- 
rated business organization that is owned in its entirety 
by an individual. Because the proprietor and the busi- 
ness entity are considered one, tax is not paid by the 
business organization, only by the practitioner. The 
formalities of formation and the administrative 
demands of maintenance are less for sole proprietor- 
ships than for other types of business organizations, 
and doubtless this has been a major reason for their 

popularity (Box 6-1). The individual proprietorship has 
been the mainstay of optometry for more than a cen- 
tury, but events within the profession and U.S. health 
care have caused a slow decline in this form of practice. 
Statistics compiled by the American Optometric 
Association have shown that the percent of 
optometrists in solo practices has declined from more 

than 70% in the 1960s to less than 50% in 2000. This 
trend is expected to continue, due in large part to the 
concomitant growth of optometrists in partnership 
and in salaried positions. 

Professional Association or 

Corporation 

These business organizations are artificial entities that 
are endowed by law with the capacity of perpetual suc- 
cession, consisting of either a single individual or a 
collection of individuals, and are accorded a legal sta- 
tus that is akin to that of a person. Because ownership 
and management are merged in PAs and PCs, they dif- 
fer from traditional corporations, but the administra- 
tive, liability, and tax issues that set corporations apart 

from other types of business enterprise also are found 
in PCs. Although PAs and PCs provide a unique 
shield from liability, this protection is not realized 
in one-optometrist practices as it would in those that 
are composed of two or more optometrists. Because 
of the complexity and expense of their operation, 
PAs and PCs are rarely the choice of a beginning 
practitioner. 

Box 6-1 Advantages and Disadvantages of Individual Proprietorship 

Advantages 

* The formalities of organizing the individual proprietorship are minimal, as are the fees to be paid to begin practice. 

* The individual proprietor may make business decisions without delay or formality and without having to confer with others. 

* The individual proprietor is not subject to the legal risks inherent in business organizations composed of two or more 

practitioners, either for contract actions or torts. 

* The individual proprietor is less encumbered with the regulatory and reporting requirements commonly demanded of other 

types of business organizations (especially corporations). 

* The financial posture of the individual proprietorship is not dependent solely on the economic status of the practice but is 

judged on the personal assets of the practitioner as well. 

* The dissolution or sale of an individual proprietorship is usually less complex and less difficult than that of a partnership or 
professional corporation. 

Disadvantages 

* The resources of the practice are limited to those of the individual proprietor or to the capital that can be raised by the 

individual proprietor, who is solely responsible for repayment. 

* The individual proprietor does not enjoy the tax advantages of an incorporated practice for business-related tax deductions 
or the sharing of expenses that are inherent in a partnership. 

* The individual proprietor is the sole source of revenue for the practice, and the absence or incapacity of the proprietor 
results in cessation of income. 

* The individual proprietor is subject to personal liability for the obligations of the practice and for tort claims that arise out 
of the conduct of the practice. 

* The individual proprietorship ends at the death or incapacity of the proprietor. 

* The value of an individual proprietorship drops rapidly at the death or incapacity of the proprietor and thus may not be a 
source of significant income for the proprietor’s surviving spouse. 

eee 



Subchapter S Corporation 

Named after the section of the Internal Revenue Code 
in which they are described, sub-S or S corporations 
offer an alternative to PAs or PCs. To become an S cor- 
poration, an optometrist must first establish a corpora- 
tion, then elect sub-S status. This decision is usually 
made, in part, to escape the “double taxation” found in 
PAs and PCs. S corporations pay no income tax, being 
regarded as a nontaxable entity, but S$ corporations 
are still entitled to corporate tax benefits and other 
benefits associated with doing business as a corpora- 
tion. The decision to elect sub-S status is subject to 

several limitations, but these do not present an obsta- 
cle to a solo optometrist. Consequently, subchapter 
S corporations have slowly grown in popularity among 
optometrists. 

Limited Liability Company 

In the 1990s a hybrid form of a non-incorporated busi- 
ness organization was recognized, blending together 
key advantages of both corporations and partnerships. 
Although first intended to be an alternative to partner- 
ship, one-person LLCs have now been authorized in all 
states. The formalities for organization and administra- 
tion of LLCs are less than those for incorporated forms 
of business but distinctly more than the formalities 
required for individual proprietorships. Like sole pro- 
prietorships and subchapter S corporations, LLCs are 
not taxed as business entities, and they also provide 
protection from liability, although this benefit is not 
fully realized in one-optometrist LLCs. Primarily, they 

offer an alternative to subchapter S corporations 
because they provide the same tax advantages without 
incurring the administrative demands of a corporation. 
Because LLCs are new, few optometrists have chosen to 
practice as LLCs, but it can be anticipated that they will 
grow in popularity with time, as they seem well-suited 

for adoption by professionals. 

Formation of the Business 

Organization 

The type of business organization chosen determines 
the complexity and cost of getting it started. Legal for- 
malities must be respected when beginning a business, 
and these range from minimal for sole proprietorships 

to significant for PAs or PCs and subchapter S corpora- 

tions. 
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Individual proprietorship 

The business does not have to be registered with the 
state; there is no paperwork that must be filed to form 
the proprietorship. 

LLC 

The LLC must file articles of organization with the 

state (usually in the county where it will be located), 
using a name that accurately portrays its purpose and 
not deceptively similar to that of any other LLC; it also 
will need to adopt an operating agreement (see 
Chapter 7). 

PA or PC 

The PA or PC must file articles of association or incor- 
poration with the state (usually with the Secretary of 
State), comply with other statutory requirements appli- 
cable to corporations, elect a board of directors and 
officers, adopt bylaws, purchase a seal, issue stock, hold 

meetings, and document the decisions reached at these 
meetings as necessary—all part of beginning business 
operations (see Chapter 8). 

Subchapter S Corporation 

The requirements for incorporation in the state must 
be met, then the corporation must elect sub-S status 
within the number of days specified by state law, which 
necessitates additional filings with the state and the 
Internal Revenue Service; the business must comply 
with the formalities expected of corporations to begin 
doing business (see Chapter 8). 

The cost of satisfying these requirements is greatest 
for corporations and least for sole proprietorships. 
As this cursory review illustrates, sole proprietorship is 
the easiest and least expensive way to begin practice and 
thus may be preferred by beginning practitioners start- 
ing “cold.” Even with individual proprietorships, how- 
ever, there are certain obligations that must be observed 
(Box 6-2). Much of the reporting that is required of sole 
proprietorships relates to tax matters. Federal and state 
taxation is typified by a series of deadlines, usually quar- 
terly or annually, that must be met by the proprietorship. 

The most important of these reporting requirements are 

described in Chapter 40. 
Two aspects of individual proprietorship that are of 

particular significance concern professional liability 

and tax issues. 
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Box 6-2 Beginning an Individual 
Proprietorship 

_* The proprietor must have a current state license, to be 
displayed as required by law. 

* A federal tax identification number must be obtained 
from the Internal Revenue Service. 

* Astate tax identification number must be obtained 

from the appropriate state agency. 

_* Alocal business license is required in most communi- 

ties and must be purchased by the practitioner. 

* A business checking account must be opened at a 

bank. 
__ * The proprietor must enroll in third-party plans such as 

Medicare, Medicaid, and vision and medical insurance 

plans. 

* W-4 and other tax forms have to be completed by 

employees so that the appropriate withholding for 

federal, state, and local taxes can be determined. 
© Anaccount witha federal bank must be established 

so that federal withholding taxes can be deposited 

quarterly, as required. 

* Sales or use tax forms or permits are required in states 

that tax ophthalmic materials. 

__ © Necessary insurance coverage should be purchased. 

Liability 
The individual proprietor is legally responsible for the 
conduct of the practice. There are two key areas in 
which this legal responsibility can be applied: contrac- 
tual obligations and injuries to others. 

Contractual Obligations 

The proprietor will customarily be the person author- 
ized to negotiate and ratify contracts for the business, 
although this responsibility may be delegated to 
another person by creating a principal and agent rela- 
tionship. Any contracts entered into by the proprietor 
or the agent for the benefit of the business become the 
personal responsibility of the proprietor, for which the 
proprietor’s personal assets (including the assets used in 
the business) are at risk. The reason for this personal lia- 
bility is that the proprietor typically signs such contracts 
as an individual, and in the event of default, the injured 

party may proceed against the proprietor for damages. 
If damages are awarded, they will be taken from the 
assets of the proprietor (if not covered by insurance). 

Unlike partnerships and corporations, which may 
own assets in their own name, the title to property in 

an individual proprietorship must be held by a person 
or entity other than the proprietorship. Thus, of the 
basic types of business organizations, individual pro- 
prietorships create the most exposure to personal lia- 
bility. However, insurance may be obtained that 
provides indemnification in the event of legal claims. 

Injuries to Patients and Others 

The law relating to personal injury is complex, but gen- 
erally stated, the responsibility for injury in an individ- 
ual proprietorship falls on the shoulders of the 
proprietor. If a person is injured on a proprietor’s 
premises or is injured by a proprietor’s act (or failure to 
act) and there is legal fault on the proprietor’s part, 
then the proprietor may be held solely liable for the 
injury and consequent damages. Under certain circum- 
stances, the proprietor may be legally responsible for 
the conduct of employees, when the conduct results in 
injury to a person by an employee who is acting in the 
line and scope of his or her duties. This responsibility 
results from the legal relationship of employer and 
employee and applies to employee optometrists, opti- 
cians, assistants, technicians, and receptionists. 

Thus the liability of sole proprietors is not limited 
to their own acts but also can result from the acts of 
others performing duties on their behalf. For this 
reason, appropriate professional liability insurance is a 
necessity. 

Tax Considerations 

Tax reporting is the principal form of regulation to 
which the individual proprietor is subject. There are 
two basic types of tax reporting that must be observed 
in a sole proprietorship: that which is related to the 
financial status of the business and that which is related 
to the financial status of the individual proprietor. 

Business Taxation 

There are federal, state, and local tax requirements that 

must be observed by individual proprietorships. The 
profit or loss of the practice is calculated on Schedule 
C, and this amount is then entered on the individual 

proprietor’s Form 1040 (see Chapter 39). Schedule C, 
however, is not the only federal tax form required of an 
individual proprietor, because periodically a proprietor 
must remit taxes for Social Security, Medicare, and 
unemployment insurance and for federal income tax 
withholding, including self-employment taxes (see 
Chapter 40). In addition to these obligations, the indi- 



vidual proprietor must comply with state and local 
(county, city) tax withholding requirements. As a 
result, the individual proprietor faces a constant suc- 
cession of tax deadlines that must be met, or penalties 
will be incurred. Tax reporting requirements are among 
the most vexing problems facing young or inexperi- 
enced practitioners and must be understood before the 
business venture is started. 

Individual Taxation 

The income tax obligations of the proprietor are inti- 
mately tied to the profit or loss earned by the business. 
Although there are exemptions, personal deductions 
(calculated on Schedule A), and credits that affect the 
tax to be paid, the income earned from business exerts 
the greatest effect on taxation. This also is true for 
Social Security and Medicare taxes, which are based on 
the income reported on Schedule C. Individual propri- 
etors must remit taxes periodically for income, Social 
Security, and Medicare to the federal government or 
face severe penalties for failing to do so on a timely 
basis. A calendar that outlines the customary deadlines 
for tax reporting can be found in Chapter 40. 

Expense Sharing 

Expense sharing is not a type of business organization; 
it is a way of doing business (see Chapter 2). Two indi- 
vidual proprietors may find that there are financial 
advantages to the sharing of facilities, personnel, and 
other expenditures, or an eventual partnership may be 
envisioned, and this form of practice may be used as a 
means of assessing the potential for such a merger. The 
arrangement falls short of a partnership, for neither 
practitioner has any ownership interest in the practice 
of the other; rather, it consists of two independent 

businesses that have found it advantageous to share 
certain common expenses. 

In creating such a relationship, there are certain legal 
and administrative matters that must be considered. 
The most important of these involve the formal agree- 
ment between the expense sharing proprietors. 
An expense sharing arrangement requires a carefully 
drafted contract that reflects the agreement of the 
parties. Such a document is best prepared by an attor- 
ney. Key clauses within the contract are those describ- 

ing the manner in which expenses are to be shared; 

how and what payments are to be made out of the joint 

account; how large, nonroutine expenditures are to 

be managed; the procedure to be used in the event 

the agreement is to be terminated; and a mandatory 
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requirement that periodic review of the arrangement be 
conducted by the parties. 

Liability in an expense-sharing arrangement is usu- 
ally as follows: injuries to patients that occur in indi- 
vidual areas of the office (e.g., examining rooms) are 
the responsibility of the individual practitioner occu- 
pying that space; injuries that occur in shared areas 
(e.g., waiting room) are a joint responsibility. Liability 
for the acts or omissions of an assistant is dependent 
on for whom the assistant was working at the time the 
injury occurred. Legal responsibility for contractual 
obligations is similar: contracts entered into by an indi- 
vidual proprietor are the responsibility of the individ- 
ual; joint contracts are the responsibility of all who 

have entered into them. Liability insurance should be 
purchased to provide protection against legal claims 
arising out of shared premises. 

In expense sharing, each individual proprietor files a 
separate Form 1040, and the calculation of business- 
related expenses (including the shared costs of opera- 
tions) is performed by each practitioner on Schedule 
C. Careful accounting of expenses will be required to 
ensure that proportionate deductions for expenses—as 
agreed to by the proprietors—are made. 
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Chapter fe 

Partnerships 
John G. Classé 

“You'll never understand me, but I'll try once more and then we'll give it up. Listen. 
When a man’s partner is killed he’s supposed to do something about it. It doesn’t make 

any difference what you thought of him. He was your partner and yow’re supposed to do 

something about it.” 

Dashiell Hammett The Maltese Falcon 

he agreement to enter into partnership creates 

legal and personal obligations that are probably 
unmatched outside of any relationship except marriage. 
As the fictional detective in The Maltese Falcon, Sam 

Spade, points out, partners are responsible for one 
another and are expected to conduct themselves accord- 
ingly. The association between partners is professional, 
social, financial, legal, and—in its contractual sense—lim- 

ited only by the death of the partners themselves. 
A partnership may be legally defined as “an associa- 

tion of two or more persons to carry on as co-owners a 
business for profit.” From this description it is apparent 
that there are three necessary requirements for the for- 
mulation of a partnership, described in the following: 
* Two or more “persons” 

* Co-ownership among these persons 
* The intent to earn a profit through a mutual 
undertaking 

Thus a partnership is an aggregate of persons rather 
than a separate entity. The reason for this can be 
found in law, which requires that partners be sued 
separately, as persons, rather than jointly as a partner- 
ship. Statutory law has managed to convert the status 
of partnerships into quasi-entities, capable of holding 
title to property and enjoying certain other property 
rights but remaining a non-entity for tax purposes 
and for the purposes of litigation. In fact, statutes 
have been adopted in all jurisdictions except 
Louisiana to establish the legal rights of partners and 
partnerships, and because the law is uniform from 
state to state, the statute is referred to as the Uniform 

Partnership Act (UPA). 

63 

Although the UPA sets forth in detail the rights and 
responsibilities of partners, many of these provisions are 
qualified by the phrase “unless otherwise agreed,” which 
permits the partners to determine the conduct of many 
of the partnership’s internal matters. These agreements 
are best committed to writing. Consequently, the rights 
and duties of the parties are defined in a written instru- 
ment known as the articles of partnership, or the partner- 
ship agreement. Even though partners turn to attorneys, 
accountants, or other advisors for guidance in determin- 
ing the provisions of a partnership agreement, it should 
be realized that there is no standard partnership agree- 
ment that will be acceptable to everyone. Partnership 
details that have worked for one set of practitioners may 
be inappropriate for another group because of differ- 
ences in personalities, professional philosophies, and 
perhaps economic needs. When a partnership agree- 
ment is being contemplated, individuality of effort will 
be an important factor, and prospective partners should 
realize that they need to formulate their partnership 
agreement so that it is tailor-made for them. 

Probably the most important prerequisite for a 
successful partnership is for the practitioners 
involved to have a solid understanding and apprecia- 
tion of how they are going to work together. If they 
do not agree on such matters as attitudes toward opto- 
metric care, sharing of patient responsibilities, and 
financial management, their relationship is not likely 
to endure. Optometrists who are contemplating 
entering into partnership should take the time to dis- 
cuss at length their partnership plans to ensure that 
they are compatible. A thorough discussion may ward 
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off a union that is preordained to failure, thus avoid- 
ing the heavy financial and emotional costs of a sub- 
sequent split-up. 

This discussion concentrates on partnership 
between an established practitioner and a new 
licensee. The agreement to form a partnership is 
usually the result of a trial period between an indi- 
vidual practitioner and an associate. The successful 
termination of this arrangement is an offer on 
the part of the practitioner to allow the associate to 
purchase half of the practice, thereby creating a 
partnership between the two. An associate who has 
spent a number of months working with a more 
experienced optometrist will acquire a familiarity 
with both the practitioner and the practice that 
should enable the associate to make an informed 
decision as to whether the associate would like to 
remain with the practice and eventually make it his 
or her own. Even if the associate feels good about 
the practice opportunity, there are a number of mat- 
ters that must be discussed and clarified before 
a partnership agreement is formalized. Foremost 
among these is the motivation of the individual 
proprietor, including the factors that have led 
this practitioner to look to partnership; the finan- 
cial obligations that the new partner will be 
expected to assume; and the expectations that both 
individuals have for the future. 

Associateships provide an excellent opportunity for 
the prospective partners to measure one another and 
determine whether partnership is for them. It also 
allows them the time to discuss the many important 
issues that must be successfully agreed to before a part- 
nership agreement can be drafted. 

Characteristics of Partnership 

Because of their legal status as associations of individu- 
als, partnerships have some unique legal provisions 
that need to be understood by prospective partners. 
The most important considerations involve liability 
issues and the tax ramifications of partnership. 

Liability of Partners 

Individual proprietors are liable for their conduct 
and for the conduct of employees. Partners have a 
like obligation, for each is individually responsible 
for his or her conduct and collectively they are 
responsible for the conduct of their employees. 
Because each partner is considered the agent and 
partner of the other partners, partners have a respon- 

sibility for one another as well. This liability is 
referred to as joint and several. 

Joint and several liability allows an injured party to 
sue one or more of the partners separately or all of 
them together, at the party’s option. Thus partners are 
liable for one another’s acts and may be sued individu- 
ally or collectively, which increases their liability 
beyond that faced by the sole proprietor. The most 
likely types of legal actions that partners face are those 
based on contract and those alleging injury to others. 

Because any partner with apparent authority to do 
so may sign a contract binding the partnership (and 
hence the other partners) to its provisions, partners 
need to carefully oversee contractual obligations. One 
means of limiting the opportunity for misadventure 1s 
to require the agreement of all partners whenever an 
expenditure in excess of a certain sum is contemplated. 
Another time-tested means is to require the signatures 
of at least two persons on partnership checks. 

Injuries to others may result in liability claims, and 
if a partner has been negligent, not only is that partner 
potentially responsible but so is each of the other part- 
ners and all the partners collectively. Thus all partners 
may end up as defendants to a lawsuit for damages. If 
the injured party wins a judgment and is unable to sat- 
isfy it by proceeding against the assets of the negligent 
partner, the law permits the injured party to proceed 
against the assets of any of the other defendant part- 
ners or of the partnership if it was a defendant in the 
case. To protect against this eventuality, partnerships 
purchase a special form of professional liability insur- 
ance that covers the joint and several liability of part- 
ners. 

Tax Issues 

A partnership is not a taxable entity, and partnership 
profits (and other income and gains) are not taxed to 
the partnership. The partnership must report its 
income and file Form 1065, US Partnership Return of 
Income, which provides basic information on partner- 
ship income or losses for the year and the partners’ 
distributive shares of that income or loss, which is 

reported to the partners on Schedule K-1. The part- 
ners list this income or loss on their individual Form 
1040. Taxes are paid on the income reported and 
deductions claimed on the 1040 by each individual 
partner. : 

Partnerships are permitted to deduct certain expenses 
that are ordinary and necessary to the conduct of busi- 
ness. These deductions reduce the distributive share of 
partnership income that is to be allocated to the partners. 



They are, in effect, borne by the partners themselves in a 
proportional fashion. Income to partners is usually 
referred to as a draw against profits, paid on a monthly 
basis and applied at the conclusion of the tax year to the 
partners’ distributive shares of the partnership profit. 

Individual partners may claim many of the same tax 
deductions as individual proprietors, and a working 
knowledge of the basics of tax law is essential. 

Limited Liability Companies 

Limited liability companies (LLCs) were originally 
established to permit two or more individuals to create 
a hybrid business entity that melds together the most 
desirable aspects of partnership and corporation. The 
two major advantages of LLCs involve liability issues 
and taxation. 

The “partners” (owners) in an LLC have limited 
rather than joint and several liability, as in a partner- 
ship. This protection from liability in an LLC is akin to 
that of a professional association (PA) or corporation 
(PC): the business entity is responsible for liability 
issues, such as contract or negligence claims, rather than 

the partners of the LLC. For example, if a partner in an 
LLC 1s negligent, the legal claim will involve the partner 
and the LLC, but not the other partners. This insulation 
from liability for the other partners is an advantage of 
doing business as an LLC rather than as a partnership. 

Taxwise, an LLC is treated the same as a partnership: 
the business entity pays no tax and merely reports 
income and expenses on Form 1065, just as a partner- 
ship does. The LLC’s profits are allocated to the part- 
ners, with each partner receiving a Schedule K-1, which 
shows the income to be reported on that individual’s 
Form 1040. Because there is no tax paid by the LLC 
business entity (unlike PAs or PCs), the so-called “dou- 
ble taxation” of both the business entity and the 
owner-employees is avoided by operating as an LLC 
rather than as PA or PC (see Chapter 8). In addition, 
the organization and administration of an LLC are less 
formal than those of a PA or PC. For example, periodic 
board meetings, minutes, and other formalities of 

operating as a corporation are not required of an LLC. 
However, the partners (owners) of the LLC may elect 
managers to run the business entity in the same man- 

ner as the directors of a PA or PC are elected by the 

shareholders to run the PA or PC. The owners also may 

choose to operate like a partnership, with each owner 

having an equal say in the management of the practice. 

Even though the business entity in a multiple- 

owner LLC is treated as a partnership by the Internal 

Revenue Service, the LLC may elect to be treated as a 
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corporation. Tax Form 8832 must be completed and 
submitted to the Internal Revenue Service, with the 

corporate income tax treatment box checked. 

Although an LLC must have articles of organization 
and file them with the state, much as a PA or PC does, 

it is not required by law to have a written operating agree- 
ment, like articles of partnership. Even so, an operating 
agreement is clearly needed to clarify issues related to 
the organization and administration of the LLC and to 
ensure that the partners understand and agree to the 
many issues related to the conduct of the business. 
Therefore, negotiating a partnership created by the for- 
mation of an LLC will entail discussion of the same 
issues required for negotiating a traditional partner- 
ship. The operating agreement for the LLC that results 
from these negotiations will in many ways resemble 
the articles of partnership drafted to form a traditional 
partnership. The operation of the LLC, however, will 
not be controlled by the UPA, and state laws that regu- 
late the administration of LLCs have few provisions 
that relate to the types of issues described in the UPA. 
To provide clarity, practitioners seeking to create a two 
or more owner LLC should negotiate and reduce 
to writing the same issues as those encountered by 
practitioners seeking to do business in the more tradi- 
tional manner, as a partnership. 

Although a subchapter S corporation resembles an 
LLC in that it insulates “partners” (shareholders) from 

liability and is not taxable as a business entity, it must 
be formed and operated as a corporation and thus is 
not considered here (see Chapter 8). 

Negotiating a Partnership Agreement 

Discussion of the details of partnership will vary 
between individuals, but there are common subjects 

that all prospective partners will need to consider, 
including the following: 
* Philosophy of the practice 
* Capital contributions 
* Partnership income 
* Partnership expenses 
* Partnership benefits 
* Transfer of partnership interests 
Each of these matters needs to be debated and decided, 

for they constitute the bedrock on which a partnership 
agreement will be constructed. 

Philosophy of Practice 

There are two basic philosophies that can be used by a 
partnership. The first approach requires all patients to 
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be the patients of the partnership and not of any partic- 
ular partner. Scheduling of patients is based on which 
practitioner is available, and all patient records are 
merged without regard to which practitioner was 
responsible for an individual patient’s care. Advantages 
to this approach are that all partners will acquire experi- 
ence with each patient and the patient load can be 
divided as equitably as possible between each of the 
partners. A disadvantage is that each practitioner will 
have less continuing personal contact with a single 
patient. Also, if any of the partners offers specialized 
services that the others do not, this approach to patient 
care will be unfeasible since the patient load cannot be 
as easily divided. 

The second approach is merely to continue with 
separate responsibilities for individual patients, which 
is complemented by the expanded opportunities for 
coverage and peer consultation that partnership 
offers. A patient’s regular appointments will be sched- 
uled with one partner, whereas emergencies or other 
occasions can be covered by the partner who is avail- 
able at the time. Patient records are coded according 
to the partner responsible for them. Advantages of this 
system include ongoing personal contact with individ- 
ual patients and an easy means of separating the 
patient pool. Disadvantages include inequitable 
patient loads between partners and inability to pro- 
vide certain services (if the only partner who offers 

them is unavailable). 

Capital Contributions 

When a partnership is formed, it is customary to cre- 
ate a partnership account and to contribute capital 
toward this account, which is used to pay the 
expenses of the practice. In addition, the partners 
may contribute property, real or personal, to the 
partnership, and such contributions also serve as cap- 
ital for the benefit of the partnership. A careful 
record of the capital contributions of the partners 
will have to be made at the time the partnership is 
formed, and each year the partners’ basis in the prop- 
erty will have to be determined (by a tax attorney or 
accountant). 

At the termination of the partnership as a result of 
the withdrawal, retirement, death, or disability of a 

partner, the partner’s interest in the partnership will 
have to be liquidated. Payments in liquidation, to the 
extent that they are made in exchange for the part- 
ner’s interest in the partnership property, are treated 
as distributions subject to income taxation. When a 

distribution or withdrawal of property is made, the 

withdrawing partner will have to consider the tax 

ramifications. 

Partnership Income 

A key subject of negotiations is how the partnership 
income will be divided. Decision making does not 
concern merely the division of profits but goes much 
deeper, beginning with the determination of what 
income will be shared with the partnership and what is 
to be considered personal income. 

One approach is to designate all optometry income, 
however earned, as partnership income; thus, income 

from teaching, writing, and outside consulting activi- 
ties would be designated as going to the partnership 
and not to an individual partner. 

Another approach is to designate only the income 
generated within the partnership and recorded in the 
partnership’s books as partnership income. Earnings 
outside the practice belong exclusively to the individ- 
ual receiving them, and the other partners do not share 
in this income. 

Partnership Expenses 

Partners must determine which expenditures are to be 
borne by the partnership and which are to be personal. 
Although the usual and customary expenses (e.g., rent, 
utilities, employee salaries) are clearly partnership 
expenses, items such as automobile expenses, profes- 
sional liability premiums, professional society dues, 
purchases of texts and subscriptions to journals, and 
travel to and attendance at professional meetings and 
educational seminars will create differences of opinion 
(as will expenditures for entertainment expenses). 

Partnerships vary in their attitudes toward these 
items: some pay them through the partnership because 
they feel that these expenses are for the benefit of the 
partnership as a whole; others exclude some or all of 
them from the joint books because they believe that the 
partners should be free to spend as much or as little on 
the items as they wish without generating concern over 
the possible inequity of individual spending levels. 

In general, common items such as insurance premi- 
ums, licensure renewal fees, subscriptions to journals, 

and professional society dues can be paid by the partner- 
ship without inequity, whereas automobile ownership 
and expenses, professional meeting and educational 
program costs, and expenses related to entertainment 
are personal items that are best left to each partner. 
Some partnerships entitle each partner to a stated dollar 
amount of expense for the common items, with any 



additional expenses greater than this amount being paid 
by the partner who has incurred them. 

As to continuing education meetings, an alternative 
approach is to entitle each partner to a stated number 
of days of absence each year to attend educational and 
professional programs. The partnership will then pay 
for all expenses incurred at the meetings, using as a 
rationale the belief that, over a period of years, these 

expenses will be more or less equal. 

Partnership Benefits 

Entitlement to partnership benefits is a complex issue 
that partners must address and agree to; forernost 
among the issue of benefits is whether the partnership 
will establish a retirement fund (e.g., Keogh plan). The 
decision to establish such a fund will require a lawyer’s 
expertise and an accountant’s assistance. 

Any benefit that the partnership contemplates, 
even one as seemingly straightforward as vacation 
time, must be agreed to by the partners. Some of these 
issues can be difficult to decide: for example, if a part- 
ner is disabled, what benefits will be provided and for 
how long? If the partnership wishes to purchase dis- 
ability insurance, this is a related issue that must be dis- 
cussed and an agreement reached. 

Transfer of Partnership Interests 

The formation, maintenance, and dissolution of the 

partnership must be discussed and agreed to by the 
partners before the partnership is formed. There are 
two key questions that need to be answered: how does 
the junior partner acquire his or her interest at the start 
of the partnership and how does the senior partner sell 
his or her remaining partnership interest at the end of 
the partnership? The closely associated issue of income 
for the partners influences the answers to these ques- 
tions, particularly during the building phase of the 
partnership, when the junior partner is “buying in” to 

the practice. 
Although dissolution of the partnership seems to be 

a poor choice of subject matter when first entering into 
a partnership arrangement, it is a problem that must be 
settled before the partnership begins because all part- 
nerships are limited to the lives of the partners and will 

end. A partnership between an established practitioner 

and a new licensee creates unique financial difficulties 

for the junior partner. Among these difficulties is the 

problem of how to compensate the senior partner at 

withdrawal or retirement. The death of a partner poses 

a different problem—whether to use life insurance to 
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purchase the interest of the deceased partner requires 
consideration. 

Similarly, there are difficulties involved in deter- 
mining the procedure and compensation for a partner 
who is disabled and for the liquidation of the partner- 
ship itself. Again, a thorough understanding of the 
issues by the partners and a well-written partnership 
agreement will be required. 

Partners’ Income 

Of the factors influencing the decision to enter into 
partnership, probably the most important issue is the 
sharing of partners’ income. There are two questions 
that need to be answered: how should income be 
shared during the period the junior partner is acquiring 
his or her partnership interest and how should partner- 
ship income be divided once parity of ownership is 
achieved? The answers to these questions will vary 
from partnership to partnership, but there are general 
guidelines that may be used to formulate solutions to 
the complex problems posed by these two questions. 

How Is the Junior Partner’s Income Determined? 

The issue of income is tied to how the junior partner is 
going to pay for his or her partnership interest. The 
usual arrangement is one in which the junior partner 
acquires an equal ownership interest during a period of 
years (typically 4 to 8) (e.g., 10% per year for a 5 year 
buy-in period to acquire a 50% interest). The amount 
to be paid by the junior partner for this partnership 
interest must be negotiated by the parties and is 
dependent on the value of the practice. (The valuation 
of practices is discussed in Chapter 3.) 

The first issue to be considered is whether the junior 

partner will need to pay money “up front” to demon- 
strate his or her commitment to the partnership. 
Senior partners may feel that the younger practitioner 
will have greater motivation if a “down payment” is 
required (usually obtained through a bank loan). The 
partnership agreement stipulates that this sum may be 
forfeited if the junior partner breaches the agreement 
and withdraws from the partnership before equal own- 
ership has been realized, with the forfeited money 
being considered as liquidated damages. (For example, 
for a 5 year buy-in the agreement may state that the 
junior partner forfeits 100% of the down payment if he 
or she withdraws in the first year of partnership, 80% in 
the second year, 60% in the third year, and so on until 
the sixth year, when the junior partner is an equal part- 
ner.) If the junior practitioner has significant debt, the 

payment of such an amount may impose economic 
hardship or it may be difficult to obtain a bank loan 
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because of the indebtedness. In such cases, the senior 

partner may decide to forego the payment of money 
“up front” because it may be counterproductive. 

Of course, it may be possible for the junior partner 
to borrow the purchase price from a bank or another 
creditor and to pay the senior partner a lump sum for 
the partnership interest. This alternative is rarely used, 
however, because financing may be impossible to 
obtain and the tax bill for the senior partner is typically 
much larger than if payment is made to the senior part- 
ner in smaller amounts during the course of years. 

If the senior partner self-finances the buy-in, the 
payment of the balance due by the junior partner can 
be direct or indirect. A direct payment occurs when the 
junior partner earns an income from the practice and 
pays part of this income to the senior partner. The fed- 
eral government is a partial beneficiary of this type of 
arrangement, since the money is taxed when it is 
earned by the junior partner and taxed again when it 
is received by the senior partner. For this reason, indi- 
rect payment is often preferred. 

An indirect payment is made when the junior part- 
ner receives as compensation from the practice less 
money than the junior partner actually generates. If the 
junior partner accepts a lesser amount than is actually 
earned, the difference between what was earned and 

what was paid becomes, in effect, a payment to the sen- 
ior partner. For example, if the junior partner generates 
$80,000 of income in the first year of the partnership 
but is paid $60,000, the $20,000 difference is the junior 

partner’s contribution toward the purchase price. This 
differential is usually expressed in the junior partner’s 
monthly salary, which is significantly less than the sen- 
ior partner’s salary during the first year, but which 
decreases in difference during the course of years 
required for the young doctor to become an equal part- 
ner (i.e., 5 to 7-years). At the end of this period the jun- 
ior partner will have contributed the amount agreed to 
for purchase of his or her partnership interest, and the 
salaries for the partners—like their ownership interests— 
will be equal. 

The same type of division may be used with the 
profit earned by the partnership at the end of the year 
(after all salaries and expenses of the partnership have 
been paid): the senior partner gets a larger share (usu- 
ally expressed on a percent basis) than the junior part- 
ner, with the difference becoming less during the 
course of years until a 50-50 division of profit is real- 
ized. For example, if the partnership generated 
$200,000 of profit for the year, with $190,000 paid out 
to the partners as a monthly “draw” (i.e., salary), there 
would be $10,000 of profit remaining to be distrib- 

uted. If it had been agreed that the distribution of this 
profit for the year would be 60-40, the senior partner 
would receive $6000 and the junior partner $4000. 
This division of profit could continue unequally for as 
long as is necessary to allow the junior partner to con- 
tribute the amount owed for his or her equal owner- 
ship interest in the practice. 

This strategy is used to keep the senior partner from 
experiencing a drop in income during the early years of 
the partnership. Although the junior partner is paid 
less income for the same amount of work, he or she 

also receives a percentage of ownership of the practice. 
At the conclusion of the buy-in period, each partner 
owns equal shares of the practice, and they are drawing 
equal incomes. Furthermore, the practice should have 
doubled in size (about 6 years is required on average). 

How Should Partners Split Income? There are two 
basic methods used to divide income: percentage and 
productivity. They can be combined to-create a third 
method that is an amalgam of the two. 

The percentage method requires the partners to 
divide partnership income based on some predeter- 
mined, fixed ratio. This method offers a group incentive: 
all partners will prosper as long as the partnership gener- 
ates sufficient income, regardless of which partner actu- 
ally performs the work. Thus competition is minimized 
between partners, but conflicts can be created if there are 
in fact widely disparate contributions to income. 

The productivity method compensates each partner 
in direct proportion to the amount that partner has 
contributed: the common measure of each contribu- 
tion is the amount credited to each partner in the part- 
nership books. This method is self-adjusting in that if a 
partner works less, the partner receives less income. But 
it can create competition between partners for patients 

and tends to reward income-producing activities at the 
expense of less measurable contributions to patient 
flow. It also requires careful bookkeeping. 

Commonly a combination of the two methods is 
used to distribute income equitably. The simplest pro- 
cedure is to divide half of the practice income among 
the partners on the basis of percentage and the other 
half on the basis of productivity. Variations on this 
approach are common. This method rewards both 
group participation and individual contributions and 
may be resorted to as a compromise. 

Eventually, every partnership must end. The hoped- 
for conclusion occurs when one of the partners retires, 
at which time the retiring optometrist’s remaining part- 
nership interest must be sold to the other partner (or 
partners) or to another buyer. 



How Is a Senior Partner’s Interest Paid For at 
Retirement or Withdrawal? The problem of the senior 
partner’s remaining interest in the partnership is one that 
many beginning partnerships ignore altogether. If possi- 
ble, it should be solved at the outset of the relationship. 

The difficulty is how to determine the fair value of 
the remaining interest (usually 50%) at a future date 
that may not be known with any degree of exactness. 
Of course, if a specific date is known, it makes planning 
easier. The further the date is in the future, the more 

speculative the price and hence the greater the reluc- 
tance of the partners to set a specific amount. For the 
junior partner this is a serious problem, for in several 
years’ time his or her efforts on behalf of the partner- 
ship will have made it far more valuable, thus placing 
the junior partner in the position of having to pay for 
the benefits of his or her own labors. 

The usual solution is to set a value that is somewhat 
flexible, either through the use of a price that can be 
adjusted annually according to the economic fortunes 
of the practice or through the use of a formula that has 
been deemed acceptable by the partners. Whichever 
method is used, the benefit to the partners is obvious: 
financial planning is made easier for both. The senior 
partner knows that even if he or she dies unexpectedly 
the partnership interest will be sold for a fair price; the 
junior partner knows the terms of the sale and can plan 
for this eventuality. 

The purchase of the senior partner’s interest must be 
planned for by the junior partner, who may not want to 
purchase it himself or herself, rather preferring that 
another practitioner assume the former senior partner’s 
position. This may, in fact, be accomplished through an 
associateship that blossoms into partnership or through 
a direct substitution of partners. The customary provi- 
sion is to give the remaining partner the right of first 
refusal on the purchase of the retiring or withdrawing 
partner’s interest; if the junior partner does not want a 
new partner, he or she exercises the right and purchases 
the remaining portion of the practice. This right of first 
refusal is usually coupled with a right on the part of the 
remaining partner to approve or reject a potential 

buyer. Failure to settle on an acceptable substitute 
within a reasonable period automatically requires the 

remaining partner to make the purchase. 

Restrictive Covenants 

Partnership agreements often include covenants not to 

compete, which are intended to preserve the partner- 

ship’s patient base in the event one of the partners 

leaves the practice. These covenants specify that, in the 
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event one of the partners leaves the partnership, he or 
she agrees not to practice within a circumscribed dis- 
tance from the practice for a specified period. In a few 
states these provisions are not enforced by the courts, 
and a withdrawing partner cannot be legally con- 
strained from setting up a new practice in violation of 
the covenant. In most states, however, covenants not 

to compete in partnership agreements are enforceable, 
and the partnership may obtain an order from the 
court restraining the partner from violating the time 
and distance requirements of the covenant. In some 
states, the courts enforce the covenant even if it goes 

beyond reasonable bounds of time and distance by 
reforming the restrictions to make them reasonable. 
Another remedy available to the partnership is to ask 
for the payment of liquidated damages, which may be 
specified in the partnership agreement as an amount 
the departing partner agrees to pay should he or she 
violate the covenant not to compete. The damages 
must bear a reasonable relation to the injury suffered 
by the partnership to be enforceable. 

The covenant also can prohibit the withdrawing 
partner from soliciting or hiring any employees of 
the partnership for a period or from using a name, title, 
or phonetically similar name or title to that used by the 
partnership. 

Patient Records 

The partners need to determine the disposition of 
patient records when a partner withdraws or the part- 
nership is dissolved. These provisions may vary 
between partnerships and often are dependent on the 
history of the partnership. For a partnership formed by 
merger of two or more practices, the agreement may 
state that the records belonging to each partner before 
execution of the partnership agreement remain the 
property of each partner and that all new records of 
patients seen subsequent to formation of the partner- 
ship will be divided based on the choice of practitioner 
made by individual patients when notified of the disso- 
lution of the partnership. 

In a senior-junior partnership, the agreement may 

specify that a withdrawing junior partner has no right 
to the records of patients seen during the partnership, 
but that copies will be provided to the withdrawing 
partner at the request of individual patients. 

The partners also may specify that a withdrawing 
partner cannot make a list (or electronic copies) of the 
names and addresses of patients seen by that partner 
during the partnership and that such information 
remains the property of the partnership. 
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Whenever contractual arrangements as complex as 

these are being contemplated, professional assistance 1s 
required. When searching for an attorney or an account- 
ant, it is best to find someone with specialized knowledge 
and experience. To locate a knowledgeable professional, 
it is best to ask practitioners who have used the services of 
attorneys or accountants for practice sales or for drafting 
associateship or partnership agreements. If a high degree 
of satisfaction with the skills of the attorney or account- 
ant is expressed, an interview can be scheduled. The time 
and effort spent to locate a professional with specialized 
knowledge will be worthwhile. 

Buy-Sell Life Insurance 

Partners may want to consider the use of life insurance 
policies to fund the purchase of a deceased partner’s 
interest. The insurance proceeds are used to purchase 
the deceased partner’s share of the partnership from his 
or her heirs, thus ensuring that they will receive 
prompt payment for the agreed upon value. There are 
two types of partnership buy-sell arrangements that 
can be funded by life insurance: entity-purchase plans 
and cross-purchase plans. 

Entity-Purchase Plans. Such an arrangement tre- 

quires the partnership to buy out and the deceased part- 
ner’s estate to sell the partnership interest held by the 
deceased for the value ofa life insurance policy. The fund- 
ing insurance is owned and paid for by the partnership 
and made payable to it. Advantages and.disadvantages of 
the entity-purchase method include the following: 
* Funding is simple since partnership funds are used 

directly to purchase the policies. 
* If the ages of the partners vary widely—for example, 
30 and 60 years—payment of premiums by the 
partnership equalizes the cost of premium 
payments, which is helpful to the junior partner 
since the premiums for the senior partner will be 
more costly. 

If life insurance proceeds are paid to the partnership, 
it affects the basis of the surviving partners in the 
partnership, an important tax consideration when 
these partners sell their interest at withdrawal or 
retirement. 

Cross-Purchase Plans. In this type of agreement, 

each partner agrees that at death the partner’s share of 
the partnership will be sold to the surviving partners, 
usually in pro rata amounts. This arrangement obli- 
gates each partner to purchase life insurance payable to 
himself or herself on the life of each of the partners. If a 

partner dies, the surviving partners will have the funds 
required to discharge their duties under the purchase 
arrangement. Advantages and disadvantages to cross- 
purchase insurance plans include the following: 
* Ina small partnership (two or three partners), this 
arrangement is simple; in a large partnership, the 
cost and administration are burdensome. 
Payment by a surviving partner increases the 
partner’s basis in the partnership more than with an 
entity-purchase plan, thus making cross-purchase 
plans advantageous for tax purposes when the 
surviving partner retires or withdraws from the 
partnership. . 
If the ages of the partners vary considerably, there 
will be an inequity in the premiums paid, with the 
junior partner paying greater amounts to insure the 

older partners. 
An important limitation of buy-sell arrangements 1s 
that the insurance policy can place an artificial value 
on a deceased partner’s share in the partnership. This 
amount may not conform to the true value of the part- 
nership interest at the time of death because the prac- 
tice may have grown during the course of years while 
the life insurance death proceeds did not. Further- 
more, the partner to whose estate the proceeds are paid 
shares in the cost of the premiums. Thus the partner’s 
estate receives an amount that was purchased with the 
deceased’s own income, which is no more than any 
insured who takes out an insurance policy would 
expect to receive. Buy-sell arrangements, while offering 
a measure of security, may not be appropriate for prac- 
titioners who would prefer to buy the life insurance as 
individuals and leave the practice purchase to some 
other alternative to be described in the purchase 
agreement. 

Disability of Partners 

Disability insurance provisions in a partnership agree- 
ment customarily are written to protect the partnership 
rather than to provide a source of income for a dis- 
abled partner. The problem of disability payments and 
sick pay 1s a troublesome one that must be thoroughly 
addressed by the partners and described in the partner- 
ship agreement. 

Disability insurance may be purchased by the part- 
nership or partners to protect against loss of income 
should a partner become permanently disabled. If dis- 
ability insurance is contemplated, when drafting the 
partnership agreement the definition of disability 
should be at least as strict as the one used in the disabil- 
ity policy that is purchased. In this event the partner- 



ship avoids the financially disastrous possibility that a 
partner will be disabled enough to be bought out of the 
partnership but yet not sufficiently disabled to require 
the insurance company to pay off on its policy to the 
partnership of the individual partner who has paid the 
premiums. 

Private disability insurance coverage is usually pur- 
chased for this purpose; the selection of a particular 
policy requires an understanding of the key provisions 
of disability insurance (see Chapter 10). 

Partnership Agreements 

To ensure compatibility and to provide time for neg- 
Otiation of the partnership provisions, a period of 
associateship should proceed the formation of a sen- 
ior-junior partnership. The potential partners must 
negotiate the complex matters that constitute the busi- 
ness basis for their relationship, and the more time 
they have to discuss these issues frankly and compre- 
hensively, the easier it will be to reduce their agreement 
to a written document. Completeness is a desirable 
goal, for if the partnership agreement is unclear or 
silent, legal action may have to be resorted to because 
the law provides remedies in the event the agreement is 
breached by either of the parties. It should be noted 
that the courts will not force a party who has con- 
tracted to provide personal services to continue to pro- 
vide these services against the party’s will; the party 
may be held liable for damages (payment of money) 
but the party cannot be forced to remain at work. Thus 
a partner who decides to leave cannot be held involun- 

tarily by the partnership agreement. 
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Disagreements between partners may be resolved 
by the UPA, which is applied in the event the partner- 
ship agreement is silent or unclear or unenforceable (or 
the Limited Liability Company Act, if applicable). For 
this reason, the task of drafting the partnership agree- 
ment should be left to a knowledgeable attorney. 
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Can we ever have too much of a good thing? 

Miguel de Cervantes Don Quixote dela Mancha 

he right of professionals to enjoy the benefits of that 
artificial offspring of business law, the corporation, 

has traveled an arduous and uphill path to reach its pres- 
ent status. However, corporations composed of profes- 
sionals have become an accepted means of doing 
business and have permitted professionals to enjoy tax 
advantages unique to this form of business enterprise. 
For a few decades, they were the preferred choice of pro- 
fessionals in all aspects of health care, but professional 
associations (PAs) or corporations (PCs) have always 

enjoyed more popularity in medicine than in optometry. 
Probably the major reason for the incorporation of fewer 
than 10% of optometric practices today can be attributed 
to the independent-minded optometrists, who have 
been the backbone of optometry throughout its history. 
Whereas physicians have tended to form groups, 
optometrists traditionally have done just the opposite, 
although this trend is changing. The formalities neces- 
sary to form a corporation, the technical obligations 
required to maintain it, and the complicated financial 
transactions that must be performed to realize favorable 
tax advantages have mitigated against widespread accept- 
ance within optometry. Also, federal tax laws have been 
changed to elevate the tax benefits available to non- 
incorporated, self-employed practitioners, and—when 
combined with new forms of business organization (such 
as limited liability companies [LLCs])—these events have 

decreased the allure of corporations. Even so, the unique 
characteristics found in corporations make them a good 
choice for some practitioners. 

Characteristics of Corporations 

A corporation is an artificial creature of the law that is 
endowed with certain characteristics. Among the most 
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Corporations 
John G. Classé 

important is the right of perpetual succession, which 
allows the corporation to continue despite the with- 
drawal, disability, or death of those who comprise its 

ownership or are employed by it to perform services. 
Unlike individual proprietorships, which end with the 
retirement or death of the proprietor, and partnerships, 
which likewise must be dissolved when the partners 
end their association with one another, corporations 
may continue for as long as it is profitable for them to 
do so. 

Another important general characteristic of corpo- 
rations is the separation of ownership and manage- 
ment. In a sole proprietorship the individual owner has 
sole authority over how the practice is run; in a part- 
nership the same result is obtained because ownership 
and management are merged in the partners, who 
direct among themselves the conduct of the practice; 
in a corporation, ownership and management may be 
separated so that the owners will not have any direct 
responsibility for or any direct authority over the man- 
ner in which the practice is managed. In PAs and PCs, 
however, this advantage is not fully realized. 

Ownership of a corporation is indicated through 
the purchase of shares of stock. The stock is issued 
by the corporation for a face value, and afterwards its 
value is set by the law of supply and demand; the more 
profitable the corporation, the more valuable the 
stock. The stock is freely transferable, although in a 
PA or PC there are certain restrictions for its sale 
established by state law. The primary restriction 
limits ownership of stock in PAs or PCs to certain 
licensees who are eligible to incorporate. Many states 

do not permit licensed professionals who are in differ- 
ent disciplines to join together in ownership of a com- 
mon professional services corporation. In these states, 
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optometrists would be barred by law from forming a 
PA or PC with ophthalmologists. 

Because a corporation is recognized as a separate 
entity by the law, it possesses several of the rights nor- 
mally accorded only to persons. Among these rights 
are the ability to own property in its own name, sue or 
be sued, and claim tax advantages that are separate and 
apart from those accorded to individuals. This status as 
an artificial being is one of the most meaningful char- 
acteristics of a corporation. 

Liability for the debts of the corporation is limited 
to the corporation itself. If the corporation defaults on 
a loan, the creditor must proceed against the assets 
owned by the corporation and not against the assets of 
the stockholders or employees of the corporation. 
If the corporation enters into bankruptcy, the owners 
of the corporation are not responsible for more than 
their respective shares of ownership, which means that 
their personal assets cannot be invaded to satisfy the 
indebtedness of the corporation. 

The tax advantages available to corporations have 
traditionally been cited as the primary reason for pro- 
fessionals to incorporate. The sheltering of income 
through pension and profit-sharing plans, the purchase 
of life and health insurance through the corporation, 
the more effective management of business-related 
expenses, and the use of voluntary death benefit plans 
are all distinguishing features of incorporated practice. 
However, the tax advantages held by corporations have 
been significantly reduced by changes in federal tax law 
(see Chapter 33). 

Professional Associations and 

Corporations 

Several characteristics distinguish both PAs and PCs 
(Box 8-1). Although there are technical legal distinc- 

tions between the two, in practical effect there is so 
little difference that the two terms are used syn- 

onymously here. Because the corporation is a separate 
business entity, those dealing with a corporation must 
be notified that it is the form of business organization 
being used. Thus professionals who are incorporated 
are required to place PA or PC (depending on whether 
the state law authorizes the formation of an asso- 
ciation or a corporation) behind the name of their 
organization. 

The decision to incorporate is primarily financial in 
nature, although there are personal issues that also 
must be considered. For the majority of optometrists, 
the decision to incorporate centers around the amount 

of money that may be set aside for retirement through 
the tax shelters available to self-employed individuals. 
With the growing similarity between incorporated and 
non-incorporated retirement plans, however, the advan- 

tages of incorporation have been greatly reduced. 
The decision to incorporate requires thoughtful 

deliberation and astute financial advice from a compe- 
tent financial counselor because of the formalities that 
must be observed in incorporated practices, the costs 
that must be borne to fund incorporated retirement 
plans for eligible employees, and the tax liability that 
corporations can incur for profits not paid out for 
expenses or benefits. _ 

Organization 

Although the original laws recognizing PAs and PCs 
required two or three persons to form the corporation, 
most states today permit one person to serve as the 
incorporator, thus making it possible for an individual 
proprietor to incorporate. To establish a PA or PC, cer- 
tain legal formalities must be observed, which are set 
out in the state code. Typically, a set of documents 
known as the articles of association or articles of incorpora- 
tion must be filed with the office of the Secretary of 

State in the state capital. These articles describe the 
type of profession that is to be practiced, list the names 
and addresses of the stockholders of the corporation or 
association (and of the officers in some states), contain 

an averral that all incorporators are licensed to practice 
the profession in the state, and identify the regulatory 
board to which the incorporators are subject. A fee is 
charged for filing the papers. This is only the start of 
the formation process (Box 8-2). 

Ownership of the corporation vests in the share- 
holders, who must meet to elect a board of directors. 

The board is responsible for the long-term manage- 

ment of the corporation and not surprisingly is com- 
posed of the shareholders. The daily management of 
the PA or PC is left to the officers, who are elected by 
the board of directors. In many states the officers and 
directors do not have to be licensed professionals, 
although the shareholders (owners) do. If there is only 
one incorporator, this individual may become the sole 
director of the corporation, but non-health care pro- 
fessionals can serve as officers. In some states the sole 
incorporator may be required to be the president of the 
corporation, but non-health care professionals can 
serve in the other officer positions. The officers per- 
form the short-term decision making and conduct the 
scheduled meetings and other formalities necessary to 
doing business as a corporation. 
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Box 8-1 Characteristics of Professional Associations and Corporations 

Mode of Organization 

One or more persons who perform professional services may forma PA or PC to practice a profession. The articles of association 
or incorporation will describe the profession to be practiced, define the identities of corporate shareholders and directors, and 
specify that each of the stockholders and directors is duly licensed to practice the profession. PA or PC must be placed after the 
corporate name, which may have to contain the name of one or more of the shareholders or other designations. 

. Scope of Services 

The association or corporation may be organized only for the purpose of rendering one type of professional service (in many 
states) and may render its services only through its officers and employees, who shall be duly authorized to render the services. 

Professional Liability 

Employees of the association or corporation are responsible for any liability arising out of personal services rendered by the 
employees, but no employee will be personally liable in any tort for any act in which he or she did not personally participate. A 
director, officer, or employee of a PA or PC will not be liable in contract for oo contract executed on behalf of the association 
or corporation within the limits of his or her actual authority. 

Restrictions on Ownership 

Only persons licensed to perform the services for which the association or corporation was formed may hold membership 

interest or be shareholders, and shares of stock in the corporation or membership interests in the association may not be trans- 

ferred or sold except to persons so licensed. The personal representative or estate of a deceased member or shareholder may 

continue to hold the deceased individual's share for a reasonable period after death but may not participate in decisions con- 

cerning the rendering of personal services. The articles of association or incorporation may contain restrictions on the transfer 

of shares of membership interests and for the redemption or purchase of the shares or membership interests by the corpora- 

tion, association, or its owners. 

Termination of Employment 

If an officer, shareholder, director, or employee of the association or corporation becomes legally disqualified to render profes- 

sional services, he or she must sever, within a reasonable period, all employment with or financial interest in the association or 

corporation. Severance pay or other compensation for past services may be authorized by the association or corporation at 

termination of employment. 

Annual Statements 

The PA or PC may be required to file at the anniversary date of incorporation a statement with the secretary of state that lists 

the identities of all members, shareholders, directors, officers, and employees. 

7S) 

Liability Issues 

There are two types of liability claims that are of signif- 
icance to incorporated practitioners: those that arise 
out of a contract and those that are a result of personal 

injury. 

Contractual Claims. Because a PA or PC may con- 

tract in its own name, it is customary for officers 

authorized to execute contracts on behalf of the corpo- 
ration to do so in their official capacity. The officer’s 
signature binds the corporation, which is solely respon- 

sible for any breach or failure to comply with contract 

terms that results in damages to the contracting party. 

If damages must be paid, they must come from the 

assets (or the insurance) held by the corporation. 

Neither the officers nor the shareholders will be held 
liable. If the corporation fails, the loss to the sharehold- 
ers will be the money invested by them in the business 
enterprise. Their personal assets will not be vulnerable 
unless they were obligors as individuals along with the 
corporation (i.e., signed the contract personally). Thus 
a corporation affords some protection from contrac- 
tual liability that an individual proprietorship and a 
partnership cannot. (LLCs also provide this type of 
shelter from contract liability claims.) 

Liability Claims. If an employee of a corporation 
injures a person or property, and the employee is held 
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Box 8-2 Formation of a Professional Association or Corporation 

* The association or corporation must comply with all state requirements for its formation. 

* The association or corporation must secure its own federal and state tax identification numbers. . 

* The name of the association or corporation must be used on office doors, professional listings, telephone listings, invoices, 

checks, business cards, and other documents. 

* All contracts, leases, deeds, and other legal documents must be signed in the name of the association or corporation, 

* Ownership of business assets must be transferred to the association or corporation. 

* Insurance policies taken out by the association or corporation must be in its name. 

* Bank accounts must be opened for the association or corporation. 

* Acorporate seal and stock book must be obtained and an issuance of stock made. 
* Acorporate minutes book must be maintained and the articles of incorporation, bylaws, and other significant documents 

kept with it. 

: Organizational meetings should be recorded in the oe book, particularly election of the board of directors and officers, 

adoption of bylaws, establishment of annual dates for shareholders’ and directors’ meetings, adoption of employment 

contracts, determination of salaries for employees, adoption of retirement plans, and similar matters. 

* Meetings of the board of directors and shareholders must be held, at least annually. 

* Contracts for employment must be adopted and signed by employees. 

* Buy-sell agreements for the death, disability, or withdrawal of stockholders must be drafted, adopted, and signed. 

* Provisions for the timely payment of federal and state taxes must be made. 

to have been legally at fault, not only is the employee 
responsible for the resultant damages but the 
employer also may be held liable if the employee was 
acting within the line and scope of the employee’s 
duties at the time of the injury. In this respect the lia- 
bility of a corporation is no different from that of any 
other type of business organization. As with con- 
tracts, the liability of the corporation is limited to the 
extent of its assets. PAs or PCs, however, may pur- 

chase liability insurance for indemnification in the 
event of such claims, and in the usual case the dam- 

ages are paid by the insurance that is purchased by the 
corporation for the protection of its employees. If the 
insurance coverage is adequate to pay the claim, cor- 

Table 8-1 Liabilities of Business Organizations 

porate employees are shielded at least to this extent in 
the incorporated practice. Of course, if the negligent 
employee is the optometrist in a one-person PA or 
PC, the optometrist is personally liable and so is the 
corporation. In an individual proprietorship, the 
owner optometrist is similarly liable; in a partnership, 
the partners are liable both individually and as a 
group (Table 8-1). 

Trade Names 

One key consideration when forming a corporation is 
the use of a trade name (e.g., “Southern Eyecare 

Center”). The right to use a trade name is regulated by 

INDIVIDUAL 

PROPRIETORSHIP PARTNERSHIPS 

Contracts The optometrist Partners are jointly 

is liable liable 

Negligence by The optometrist Partners are 

the optometrist is liable jointly liable 

Negligence by a The optometrist Partners are jointly 

non-optometrist is liable liable 

employee 

LLCs PAs OR PCs S$ CORPORATIONS 

The LLCis liable The PA or PC The S corporation 

is liable is liable 

The LLC is The PA or PC The S corporation 

liable is liable is liable 

The LLC is The PA or PC The S corporation 

liable is liable is liable 

SEE eee ee eee ne ee ee eee Ne 

LLC, limited liability company; PA, professional association; PC, professional corporation. 



state statute, and states may lawfully prohibit the use of 
trade names by optometrists. When a trade name is 
used, it is usually necessary for the name of the practi- 
tioners (or practitioner) to be listed along with it. This 
requirement is intended to put the public on notice as 
to the identity of the practitioner performing services 
under the guise of a trade name. Failure to observe the 
legal requirements established by state law for use of a 
trade name can subject the optometrist to discipline by 
the state board of optometry. 

Tax Considerations 
A 

The PA or PC is treated as a separate tax entity, which 
results in both advantages and disadvantages. The tax 
rate for a professional service corporation is consider- 
ably more than rates for individual practitioners. And 
although the federal tax rates for corporations are based 
on income-ranging from 15% (for net income of up to 

$50,000) to 39% (for net income from $100,000 to 
$335,000)—PAs and PCs must pay a flat 35% tax on net 
income. Since both the corporation and the employee- 
optometrist are subject to income taxation, it may be 
considered disadvantageous that a “double tax” can be 
imposed on an incorporated practitioner. But the tax 
deductions permitted to PAs or PCs usually enable tax- 
able income to be reduced to zero or to a minimal 
amount, so that the PA or PC pays no or little tax, leav- 
ing the employee-optometrist’s salary as the major item 
subject to income taxation. 

The distribution of corporate income takes the form 
of salary (or bonuses) or dividends. Dividends are a dis- 
tribution of any profit remaining after the costs and 
expenses of running the corporation have been paid. 
Since dividends are not tax deductible and the salaries 
paid to employees are a major deduction for any busi- 
ness, the preferable distribution of corporate income ts 
as a salary. Salaries paid to corporate employees (and 
particularly to optometrist-owners) must be reason- 
able; income that is in excess of what is considered rea- 

sonable may be treated as a dividend by the Internal 
Revenue Service (IRS) and may be denied as a deduc- 
tion for the corporation. Therefore, determining the 
reasonableness of salaries is an important considera- 
tion for PAs and PCs. 

If the salaries paid by the corporation have reached 
the maximum level of reasonableness, it may not be 
feasible to distribute further income. In this event the 

profits may be retained in the corporation. To prevent 

using the corporation as a shield against taxation, the 
IRS imposes an accumulated earnings tax, which is 

34%. This serves as an incentive to use earnings to pur- 
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chase benefits for employees or for tax-deferred retire- 
ment plans. 

Corporations must file a tax return even if the cor- 
poration has no taxable income. The federal income 
tax form for corporations is Form 1120, US Corporation 
Income Tax Return. Corporations also are required to 
make estimated payments of income and Social 
Security tax. Estimated tax payments must be 
deposited with an authorized depository of a Federal 
Reserve Bank. The due date of deposits and the num- 
ber of installments depend on the earnings of the cor- 
poration (see Chapter 40). 

Employees of a corporation are paid a salary, and 
the corporation is responsible for the proper with- 
holding of taxes. Employees will receive an annual 
summary of salary and withholding on the W-2 form 
issued by the corporation. The employee reports this 
income on the employee’s Form 1040 and attaches the 
W-2 to it. 

Subchapter S Corporations 

A newly formed corporation may elect to be taxed 
under subchapter S of the tax code. The election to 
obtain S corporation status has traditionally been less 
popular than the formation of PAs and PCs. The deci- 
sion, when made, is primarily motivated by a desire to 
escape the double taxation found in the corporate earn- 
ings structure. S corporations pay no income tax, like a 

partnership or LLC. However, the S corporation is still 
entitled to corporate tax benefits, such as contributions 
to retirement plans, premiums paid for insurance cover- 
age, and other tax-deductible items used by PAs or PCs. 

The S corporation also enjoys other advantages, 
including elimination of the problem of accumulated 
earnings tax, the controversy over whether compensa- 
tion to employees is a salary or a dividend, and the dif- 
ficulty of determining whether compensation 1s 
reasonable. 

To elect subchapter S status, a corporation must 
meet certain requirements. The most important are the 

following: 
* The election must be unanimous among the 

shareholders. 
- The election must be made during the first month of 

the tax year (or in the month preceding). 
¢ There must be no more than 75 shareholders; 

partnerships or corporations cannot serve as 
shareholders. 

* Not more than 20% of corporate income can be 
passive investment income (e.g., from royalties, 

rents, dividends). 
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One major problem with these corporations has 
been the technical requirements necessary to 
maintain subchapter S status, which, if lost through 
some unintended act, could have consequential and 
undesirable tax ramifications for shareholders. 
Compliance with state and IRS requirements is 
essential for this reason. 

Optometrists who have formed S corporations may 
participate in tax-deferred retirement plans, such as 
Keogh defined benefit and defined contribution plans, 
and thus may enjoy the same tax advantages as other 
self-employed optometrists. In some circumstances, 
these business entities may provide an advantage, such 
as when used as the form of business for an optical dis- 
pensary. Because shareholders do not have to be 
licensees (as in a PA or PC), an optometrist may share 
ownership with another professional (such as an opti- 
cian) or nonprofessional (such as a spouse). The deci- 
sion to qualify for subchapter S status is one that 
should be made only after careful discussion with a tax 
advisor. Once formed, care should be taken to comply 
with technical requirements necessary to maintain an S 
corporation. 
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Chapter 9 

Infe Insurance 
John G. Classé 

Down went the owners—greedy men whom hope of gain allured; 

Oh, dry the starting tear, for they were heavily insured: 

Sir William Gilbert The “Babs” Ballads 

[ee insurance is an essential part of both professional 
and personal planning. Creditors will insist on life 

insurance as a prerequisite for business loans; part- 
ners may want to insure their lives so that, if one part- 
ner dies, there will be ready money to purchase the 
deceased partner’s share of the partnership; and an 
optometrist will want to provide some security for his 
or her family in the event of premature death. Life 
insurance is indispensable in today’s complex society, 
and most optometrists will be forced to purchase 
some form of life insurance (if they have not done so 
already) as a matter of personal or business necessity. 

Although life insurance offers a range of costs to 
suit most pocketbooks and has many options to 
choose from, selecting the right policy with the most 
cost-efficient coverage remains a difficult chore for 
many professionals. To make this important choice, it 
is necessary to understand the basic types of policies 
and how they may best be used. 

Life insurance may be defined as “that kind of insur- 
ance in which the risk contemplated is the death of the 
particular person; upon which event (if it occurs within a 
prescribed term, or, according to the contract, whenever 

it occurs) the insurer agrees to pay a stipulated sum to the 
legal representatives of such person, or to a third person 
having an insurable interest in the life of such person.” 

Despite its name, life insurance is purchased to pay 
a death benefit. The cost of this benefit depends in part 
on the type of company that issues the policy. 

Life Insurance Companies 

Life insurance—although sold to provide guaranteed 
protection over long periods—is provided without an 
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insurer knowing at the time of granting the policy 
exactly how much the costs of providing the insurance 
will be. There are two basic approaches taken by insur- 
ers to solving this problem. 

Types of Policies 

Under one approach, companies sell participating policies, 
which means that, as the actual costs of providing the 
insurance become known, they are shared with the poli- 
cyholders. If the premiums charged for insurance cover- 
age prove to be more than is actually needed, portions are 
returned annually in the form of policy dividends. 

Under the other approach, stock life insurance com- 
panies sell xonparticipating policies. If the premiums 
charged to policyholders prove to be more than are 
actually needed, the company has a profit; if the pre- 
miums instead prove to be inadequate, the company 
suffers a loss. In neither case does the policyholder 
share in the gain or loss. The premiums for participat- 
ing policies are more than those for corresponding 
nonparticipating policies, but the dividends paid by 
participating companies give policyholders a choice of 
several extra options (to be discussed) that tend to 
compensate for the increased cost. 

Types of Insurance Companies 

There are two types of insurance companies: stock com- 
panies and mutual companies. Stock companies are 

owned by stockholders; they finance the company’s 
operation and assume the risks and responsibilities of 
ownership and management. Most stock companies 
issue only nonparticipating policies; a few also issue 
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participating policies. Mutual companies have no stock- 
holders. Management is directed through a board, 
which is elected by the policyholders for whose benefit 
the company is operated. Nearly all mutual companies 
issue only participating policies; a few also issue policies 
on a nonparticipating basis, but the owners of these 
policies have no voice in the company management. 

Types of Insurance Sold 

In 2000, life insurance policies comprised 23.6% of net 
insurance premiums written, but the nearly $130 mil- 
lion paid for these policies was significantly less than 
the more than $330 million paid for annuities, which 
constituted 55.4% of premiums for that year. By com- 
parison, policies for accident and health insurance 
only amounted to 17.9% of premiums, or $98 million 
(Table 9-1). 

Types of Life Insurance 

There are two types of life insurance: term and 
permanent. 

Term Life Insurance 

Each type of insurance has its own particular distinc- 
tions, but term insurance differs from the others by 
offering temporary rather than life-long coverage. 
Premiums for term policies also differ from those of 
whole life and universal life because term policies peri- 
odically jump in cost every few years, as the policy- 
holder becomes older. However, term insurance is 

much cheaper—at least initially—than the other types of 
life insurance. Term insurance exists for a stated period, 
usually 1 or 5 years. The premium is fixed for the term 

of the policy, and at the expiration of the policy term, 
the insurance coverage expires. The policyholder may 
choose to renew the policy for another term, but the 
premium for the new term will be more because the 
policyholder will be older. The premium will rise at 
each renewal, but the renewal option is not usually 

offered past age 65. For an additional premium charge, 
the policyholder may obtain an option to renew that 
cannot be cancelled by the insurance company, no 
matter what the policyholder’s state of health. A term 
policy also can be converted to permanent insurance if 
this option is paid for by an additional premium. The 
policyholder then has the right to convert the policy 
without a physical examination whenever he or she 
desires to do so. 

Since term coverage is straight insurance, it is 
cheaper than any other type, at least for the short run. 
However, over a lengthy period of years, term coverage 
actually costs more than permanent insurance, and it is 
limited by the inability to be renewed past a certain age 
(65 or 70 years). Because of its initial low cost, term is 

often the choice of young persons purchasing their first 
insurance or young married persons looking for maxi- 
mum protection. Term also offers other advantages, 
including the following: it can be purchased for mort- 
gage protection; it can be used for practice buy-sell 
agreements; it can be used to protect the unpaid bal- 
ance of a practice purchase agreement; and it can be 
used to supplement permanent insurance. Whenever 
there is a short-term insurance need that must be satis- 
fied, term insurance usually is given first consideration. 

Permanent Life Insurance 

Permanent insurance offers coverage “for a person’s 
whole life.” The premiums are paid in equal install- 

Table 9-1 Insurance Industry Premiums, 2000 

TYPE OF INSURANCE NET PREMIUMS WRITTEN PERCENT OF TOTAL 

Ordinary life (individual) $102,375,792 18.7 
Group life $27,067,644 4.9 
Annuities (individual) $140,188,340 25.6 
Annuities (group) $163,634,253 29.8 
Accident and health (individual) $29,277,679 5.3 
Accident and health (group) $69,294,875 12.6 ‘ 
Other types $16,369,442 3 

Total $548,208,025 100 

eee 

Data from A.M. Best, Inc., Oldwick, NJ, 2002. Available on line at ambest.com. 



ments, but the length of time that installments must be 
paid can vary. 

Whole Life Policies. This type of insurance offers 
coverage throughout the life of the insured. There are 
three types of policies: 

An ordinary life policy requires the payment of a set pre- 
mium for the policyholder’s entire life. The premi- 
ums are divided into the following two parts: 
protection and investment. The protection is pro- 
vided by term insurance; the investment is provided 
by cash value, or savings, that accumulates above 
the cost of the term insurance. During the first few 
years of a policy, most of the premium is devoted to 
the cost of providing insurance and little is used for 
investment. Gradually, as the cash value increases, a 

proportionally greater and greater part of the pre- 
mium is used for investment, further adding to the 
cash value of the policy. As a result, after a period of 
years the annual increase in cash value (including 
dividends) can exceed the cost of the premium. This 
gradual rise in cash value is usually free of income 
taxation. The cash value can be borrowed—at rates 
that are established at the time the policy is taken 
out and that are quite reasonable—and it can be col- 
lected whenever the policy is cashed in. Tax is paid 
only on the amount that exceeds the total premiums 
paid, less dividends. Therefore, an ordinary life pol- 
icy can be used as a form of investment. 

A limited payment life policy, as the name implies, 
requires premium payments for a limited period, 
either for a certain number of years or until a certain 
age is attained. Premiums are more than those for 
ordinary life because of the shortened period for 
premium payments, but the cash value escalates at a 
higher rate than would the cash value of a compara- 
ble ordinary life policy. Otherwise, it is similar to an 

ordinary life policy. 
A variable life policy offers investment-oriented “whole 

life” insurance coverage, with a minimum death 
benefit and fixed premiums and also provides an 
investment return based on a portfolio of securities 
that usually includes stocks, bonds, mutual funds, 

and money market funds. The value of the policy at 
the death of the insured is primarily dependent on 
the return of the investments rather than the death 

benefit. 

Universal Life Policies. This type of insurance pol- 

icy is intended to improve the investment opportuni- 

ties of permanent insurance. The policy combines 
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renewable term insurance with a cash-value account 
resembling a money market fund; either element of 
this policy can be adjusted, thus allowing the policy- 
holder to change the amount of insurance coverage 
and the investment yield as needed. The investment 
return on these policies is greater than that of whole 
life policies (except for variable life), which permits the 
policyholder to accumulate greater cash value (but 
there are minimum levels of insurance coverage that 
must be maintained to enjoy tax-free withdrawals). As 
in a whole life policy, all earnings of the cash-value 
account are tax sheltered: no income tax is paid until 
more money is withdrawn than has been put into the 
policy. As the cash value increases, money can be with- 
drawn at no cost to meet major expenses. The cash 
value also can be used to pay the policy premiums, 
thereby making the policy self-funding. 

Universal life policyholders get an annual statement 
summarizing their insurance protection and cash 
value; the interest rate that is being paid on the invest- 
ment portion; and how much of their money has gone 
for insurance, investment, and company fees. 
(Universal life companies charge a fee for manage- 
ment.) These disclosures were a major innovation for 
life insurance. 

Survivorship universal life policies cover two policy- 
holders, and the value of the policy is paid at the death 
of the second person. The premiums for this type of 
policy are much lower than those for whole life poli- 
cies. Variable universal life policies also may be pur- 
chased. As the cash value increases, the money can be 
invested in stocks, bonds, or mutual funds, but there is 

no guaranteed minimum interest rate, as with a regular 
universal life policy. 

Riders 

There are five commonly used riders that can be pur- 
chased to supplement a whole life insurance policy: 

Mortgage protection. A decreasing term insurance policy 

can be added to the basic policy, providing the 
homeowner with insurance protection for the mort- 
gage balance. Actually, the benefits are paid to the 
policy beneficiary directly and may be used to pay 

the mortgage if the beneficiary desires to do so, but 
this is not mandatory. The money can be applied as 
the beneficiary sees fit. 

Insurability protection. A young policyholder can 
acquire the right to purchase additional insurance at 
specific intervals, even if the health of the policy- 
holder is poor and without the necessity for a 
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physical examination, thereby guaranteeing that 
additional insurance can be acquired at stated times 
to supplement the basic policy. These riders usually 
limit the option to add such insurance to persons 
age 40 or younger, so that a 30-year-old policyholder 
would be able to exercise the option to purchase the 
additional insurance at stated intervals during a 10- 
year period. 

Family income protection. A monthly income can be pro- 
vided to the policyholder’s family should the pol1- 
cyholder die within a stated period. The monthly 
benefits are paid for a certain period, and then the 
face amount of the ordinary life policy is paid out to 
the beneficiary in a lump sum or as an option of 
some kind. This rider is actually a form of decreasing 
term insurance, but the premium is less expensive 
when it is purchased as a rider to a basic insurance 
policy. 

Accidental death protection. A policy’s face amount will be 
doubled in the event of accidental death if this rider is 
purchased by the policyholder. Some policies will 
triple the face amount if death occurs while traveling 
on a common carrier (e.g., plane, train, bus). 

Disability protection. A policyholder who is disabled for 
6 months or longer can protect the basic life insur- 
ance policy by providing for payment of the policy 
premiums during the period of disability. If the pol- 
icyholder is totally and permanently disabled, the 

_insurance premiums will be paid by the insurer 
rather than waived. The cash value of the life insur- 
ance policy continues to grow’in amount, even 

though the disabled policyholder is contributing 
nothing. If the disability is temporary but lasts for 
more than 6 months, the waiver of premium pay- 
ments is retroactive to the beginning of the disabil- 
ity and lasts as long as the disability does. These 
disability benefits are available only for policyhold- 

ers younger than 60 or 65 years (depending on the 
age limit allowed by the insurance company issuing 
the policy). 

Whether to add these riders to an individual policy 
depends on the needs of the individual and the cost of 
the added coverage. Therefore, the decision to pur- 

chase a rider is a matter of personal judgment. 

Payment Options 

There are several options available to a policyholder or 
policy beneficiary as to how the policy proceeds are to 
be received: 

Lump sum. The entire face value of the policy is paid 
out to the policy beneficiary, whether a term, whole 
life, or universal life policy. 

Fixed period. The face value of the policy is paid out in 
equal installments, usually monthly, for a stated 
number of years. Since part of the insurance policy 
principal is being held by the insurance company, 
the company agrees to pay a stated amount of inter- 
est on this principal. Thus payments made to the 
beneficiary include both principal and interest. 
Payments are made whether the policy is term, 
whole life, or universal life. 

Fixed income. The face value of the policy is paid out in 
equal installments that are fixed until the proceeds 
of the policy are depleted. Since part of the policy 
principal is being held by the insurance company, 
interest also will be paid to the beneficiary. 

Interest income. The face value of the policy may be 
retained by the insurance company, with payments 
to the beneficiary consisting of interest only, with 
the amount of interest to be specified by the pol- 
icy. This provision is used to prevent creditors 
from obtaining any rights in the insurance pro- 
ceeds received by a beneficiary (often called a 
“spendthrift clause” because it prevents a benefici- 
ary from dissipating the insurance principal and 
keeps it out of the hands of the beneficiary’s credi- 
tors as well). 

Life income. The beneficiary may receive periodic pay- 

ment for as long as the beneficiary lives, with the 
size of the payments depending on the face value of 
the insurance policy and the life expectancy of the 
beneficiary. Such an option is much like an annuity. 

The settlement option that is most appropriate 
depends on the nature of the policyholder’s estate plan 
and the needs of the policyholder’s survivors. Since the 
various options may present a difficult choice to the 
beneficiaries, the decision as to which payment option 
is the most appropriate is usually made during the life- 
time of the policyholder. 

Annuities 

The cash value of a whole life policy can be converted 
into an annuity. This in fact provides a life (rather than 
a death) benefit from a life insurance policy. There are 
various types of annuities from which to choose: 

Single premium immediate annuities are purchased in a 
lump sum with the policy cash value, and benefits 
begin immediately. The annuity pays a certain 



amount each month to the policyholder for the 
remainder of the policyholder’s life. This is the 
simplest type of annuity, called a straight life imme- 
diate annuity, and it has the highest monthly bene- 
fits. Life with period certain annuities guarantee 
payment for a minimum number of years, and if 
the policyholder dies before the minimum period 
has elapsed, the beneficiary receives the annuity 
proceeds for the remainder of the period. Because 
payments can extend for a period longer than the 
life expectancy of one person, monthly benefits are 
lower than those for straight life annuities. Period 
certain annuities are not tied to the death of the 
policyholder and may be purchased for periods of 
5 to 20 years. Joint and survivor annuities are similar 

and provide payments throughout the life of two 
spouses. Full payments are made as long as both 
individuals are alive, and at the death of one, the 

payments are reduced in amount (usually by 50%), 
but continue until the death of the second spouse. 

Single premium deferred annuities are purchased in one 
payment and increase in value at a reasonable rate of 
interest (and at a guaranteed minimum) until such 
time as the annuity is scheduled to begin paying 
benefits to the policyholder (called an “annuitant”). 
The interest accrued by the annuity is tax deferred, 
and the annuity can increase substantially in value 
by retirement, when payments to the annuitant are 
scheduled to begin (and the annuitant should be in 
a lower tax bracket). Usually, a loan is taken out of 
the insurance policy cash value to purchase the 
annuity. Only part of the annuity benefits are tax- 
able as income because after-tax dollars were used to 
pay for the insurance premiums for the policy. 
Furthermore, the loan used to purchase the annuity 
is not income and hence is not taxable to the pur- 
chaser. The annuity also protects the death benefits 
of the insurance policy from which the cash was bor- 
rowed. For example, if $20,000 is borrowed from a 

whole life policy and a single premium deferred 
annuity is purchased, the face value of the annuity— 
$20,000—becomes payable as a death benefit and 
makes up for the deficit. 

In addition, annuities can be used strictly as retirement 
funds. These annuities are investments into which 
money is paid, invested, and allowed to grow on a 
tax-deferred basis (see Chapter 33). Withdrawal 
without penalty may begin after 59'/2 years and 
before 70/2 years. Fixed annuities pay a fixed inter- 
est rate, usually with a guaranteed minimum return. 
Variable annuities allow the investor to select the 
investment fund and determine the return. The 
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annuity beneficiary receives the fund at the death of 
the policyholder. 

Uses of Life Insurance 

Life insurance can be used to achieve the following 
three important goals: protection, funding, and 
investment. All three of these uses of life insurance 
may occur during the professional life of an 
optometrist. Although protection is the most com- 
mon reason for obtaining life insurance, particularly 
among married persons, the capacity for funding that 
life insurance offers in an optometric partnership, 
along with its use as a fringe benefit or an inducement 
to join a practice, should not be overlooked. The use 
of buy-sell agreements (or stockholder cross-purchase 
arrangements) in partnerships also is worthy of con- 
sideration. The purchase of insurance for investment 
purposes is the least used, but universal life policies 
do offer a return that provides a semi-compulsory 
investment plan. 

When considering the uses of insurance, the follow- 
ing three basic questions must be answered: 
* What kinds of insurance coverage are needed? 
* When should they be purchased? 
* How much of each is necessary? 
Although there are no set answers that can be applied 
to everyone, professionals are linked through com- 
mon insurance problems that are part of a profes- 
sional career. From school to retirement, there is a 

commonality to life insurance needs that can be used 
to suggest some general answers to the three ques- 
tions posed. 

Studenthood 

Most professionally oriented individuals have their 
first contact with life insurance during their college 
years. Few have a clear understanding of life insurance 
and its uses or whether they are getting a good deal, but 
many purchase it anyway. The insurance acquired is 
usually term insurance, bought either as a group policy 
or as individual coverage. Term policies provide a lot 
more coverage for the same insurance dollar paid com- 
pared with whole life and for this reason can satisfy the 
following two pressing needs: an instant estate in the 
event of death and less cost, which translates into more 

money for living expenses, the costs of education, and 
other financial obligations. 

The decision to obtain insurance depends on the 

personal circumstances of the individual: a married 
person would have more need than would a single 
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person and a married person with children would have 
even more need. Term insurance can provide adequate 
protection against untimely death, whatever the status 
of the policyholder, and can even be converted into 
permanent insurance at a later time if a convertible 
term policy is purchased. Flexibility to meet changing 
insurance needs is always a desirable aspect of any 
insurance policy. Convertible term coverage offered by 
a stock company allows the policyholder to convert 
later to whole life and to participate in any dividends 
earned by the company (which usually more than 
make up for the greater expense of the mutual com- 
pany policies). 

What is a realistic amount of coverage for these 
early years? The answer lies in the individual circum- 
stances of the purchaser; if single, the purchaser may 
only need to insure any debts and the expenses con- 
nected with death; if married, the purchaser may wish 
to insure not only any indebtedness but also the living 
expenses needed by his or her survivors (a commonly 
cited figure is 4 to 5 years’ worth of income). 
Economics no doubt plays a role in the amount of 
insurance that can be secured; whatever the amount, 

the best buy at this stage is a term policy. 

Early Career 

For most young practitioners, the beginning years 
coincide with plans to purchase a home, get married, 
and have a family—decisions that have significant 
insurance ramifications. These are the years in 
which financial obligations incurred during the opto- 
metrist’s professional education must be repaid as 
well, further adding to the financial burden. Despite 
these expenses, the early years of practice are the opti- 
mal time to initiate a permanent insurance program 

because as the practitioner gets older, the cost of 
insurance increases. Permanent insurance is useful to 

a professional for the following two reasons: the loan 
value is a source of low-interest cash and the policy 
provides ready cash for estate taxes and administra- 
tive costs at the time of death. However, the cost of 

permanent insurance is more than the cost of term 
coverage. 

Policy premiums for permanent insurance vary 
from insurer to insurer, but some policy dividends and 

cash values may be so poor as to make the lowest- 
premium policy anything but a bargain. Caution must 
be exercised when comparison shopping for insurance; 
the size, assets, longevity, and reputation of an insurer 

must be given just as much consideration as the cost of 
the insurance. 

If convertible term coverage already has been pur- 
chased, then a policyholder may convert it to perma- 
nent insurance but should be careful to convert to 
coverage that is affordable. Some term coverage can be 
retained to keep overall coverage at an acceptable level, 
and a decreasing term rider can be added to permanent 
insurance to protect the mortgage balance on a home. 

Still another alternative is to purchase universal life 
insurance. Premiums are substantial at the start of the 
policy but can be paid out of the cash value in later 
years. It is the utility of universal life for financial needs 
that arise later in life that makes it worth considering 

from the beginning. Whatever type of insurance 1s 
selected, the coverage chosen should be part of a 
planned insurance program rather than purchased 
piecemeal. 

Mid-Career 

At this stage the young practitioner has traded in the 
financial obligations of the early professional years for 
new ones, the most common being the costs of educat- 
ing children and the initiation of an investment pro- 
gram. Since the earnings of a mid-career optometrist 

should have escalated significantly throughout the 
years, tax considerations have become very important, 
as have the permanent life insurance policies begun 
several years earlier. 

Throughout the years the cash value of these poli- 
cies will have grown, and this money can be borrowed 
and put to use. One obvious use is to defray the cost of 
insurance coverage: to pay the premium on existing 

permanent insurance policies or purchase new cover- 
age (called minimum deposit insurance). The interest 
on such an insurance loan is tax deductible (if for busi- 
ness purposes) when the premiums of the permanent 
insurance policy were paid with unborrowed money 
for at least 4 of the first 7 years the policy was in force. 
Although the interest on insurance policy loans is rela- 
tively modest and the amount borrowed must be 
deducted from the policy value should death occur, 
the cash value of permanent insurance is a resource 
that can be tapped to meet the financial exigencies of 
mid-career. A universal life policy is especially good in 
this regard. However, it is not advisable to plunge this 

borrowed cash into speculative ventures. To do so 
could upset an otherwise carefully constructed insur- 
ance program. Rather, it is preferable to maximize the 
return from the investment and to minimize the risk to 
be incurred. One type of investment that meets these 
requirements is the single premium deferred annuity, 
which provides a guaranteed return. 



Whenever cash is borrowed from an existing insur- 
ance policy, the loan does not have to be repaid, only 
the annual interest. The interest can be deducted com- 
pletely if the loan is used for business purposes. If cash 
is taken from a universal life policy, there is no interest 
charged and no tax ramifications unless the amount 
withdrawn is more than has been paid into the policy. 

Late Career 

With advancing age there is usually some relief from 
debt: children’s education, mortgages, and most major 

purchases have been nearly or completely paid. Over 
the years, insurance coverage has been increased to the 
necessary levels and cash values of permanent insur- 
ance have been used to supplement retirement plans. 
This permanent insurance coverage has probably been 
strengthened by continued usage of some term cover- 
age, bought through a group plan or as an individual 
policy or rider. As a person approaches age 60, how- 
ever, the cost of term coverage becomes rather expen- 
sive, and a decision as to whether to continue term 

insurance inevitably must be made. After the policy- 
holder turns 65 years old, term insurance usually will 
no longer be sold by the insurer. Premium money may 
be better put to use if added to an annuity or other 
investment vehicle that the practitioner has initiated. 

Since the optometrist’s income has risen while 
expenses presumably have lessened, participation in 
some kind of investment program in which income is 
tax deferred becomes a must. Individual retirement 
accounts, Keogh plans, 401(k) plans, or professional 

corporation pension or profit-sharing plans are the 
most likely alternatives. No matter what investment 
plan is used, the purpose is to defer taxes on income 
until after retirement, when a lower income tax bracket 

usually prevails. As these programs grow, reliance on 
life insurance lessens; eventually, the point is reached 
at which the optometrist must decide whether to drop 
the whole life insurance policies. 

The decision and manner in which to end a perma- 
nent insurance policy are significant matters that call for 
professional consultation. As an estate grows, so does 
the tax liability that arises at the time of transfer. 
Permanent insurance may have to be retained to ensure 
adequate cash to pay estate taxes at death; it may consti- 
tute an important part of an overall estate plan, such as 
the conversion of a paid-up insurance policy into an 
annuity. These are considerations that have their begin- 

nings back in early or mid-career and that are most easily 

resolved when clear planning and unbroken execution 

lead to an anticipated conclusion late in the 
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optometrist’s professional life. Since retirement is an 
anticipated goal of most professionals, the retirement 
income to be enjoyed by the optometrist is of para- 
mount importance. A well-planned life insurance pro- 
gram can add significantly to the realization of this goal. 

In establishing a well-planned life insurance pro- 
gram, the optometrist should be careful to consult 
competent insurance agents. The selection of the 
appropriate agent, like the selection of the appropriate 
insurance, must be undertaken with deliberation and 
caution. 

Tax Issues 

Life insurance proceeds paid as the result of the death 
of the insured are exempt from income taxation. 
Therefore, the beneficiary of life insurance proceeds 
pays no income tax on the amount received. There is 
one exception to this rule, which arises when a life 
insurance policy is sold or exchanged for a valuable 
consideration. For example, a partner or a stockholder 
in private practice who purchases a life insurance pol- 
icy from the partnership or corporation could incur an 
income tax liability when the policy proceeds are paid 
out. A tax advisor should be consulted before initiating 
this type of purchase. 

Even though life insurance proceeds are exempt 
from income taxation, they are not necessarily exempt 
from estate taxation. If the proceeds are payable to the 
estate of the insured, such proceeds are taxable to 
the estate. If the insured has retained “incidents of own- 
ership” in the policy (rights to control the policy), even 
though the insured’s spouse is the beneficiary, the face 
value of the policy can be included in the taxable estate 
of the insured and hence subject to estate tax. Incidents 

of ownership include such matters as the right to bor- 
row against the insurance policy, change the benefici- 
ary, assign the policy, and cash in the policy. To avoid 
estate taxation of life insurance proceeds, the insured 
must relinquish all rights in the policy to someone else 
(usually the insured’s spouse). Such a transfer is rarely a 
taxable event in itself, although a gift tax can be 
incurred if the policy has sufficient cash value. The 
transfer is a permanent event, one that removes the 
insured’s rights in the policy forever. If the policy 1s 
given to the insured’s spouse and the spouse dies before 
the insured, then the spouse’s estate incurs the estate tax 
on the insurance proceeds at death (see Chapter 42). 
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Chapter 1 0) 

Disability Insurance 
John G. Classé 

The world breaks us all. Afterwards, some are stronger at the broken places. 

Ernest Hemingway A Farewell to Arms 

D isability is a distinct and sobering possibility 
when analyzed statistically. There is a 90% proba- 

bility that one in three men 25 years old will be dis- 
abled for at least 3 months before reaching age 95; a 
92% probability that one in four men 40 years old will 
be disabled for at least 3 months before reaching age 
65; and a 91% probability that one in five men 50 years 
old will be disabled for at least 3 months before reach- 
ing age 65 (Table 10-1). Professional men (and women) 
are not exempt from these rather surprising odds, even 
at a relatively young age (Box 10-1). 

The risk of disability is not the sole statistic that 
creates concern; the likelihood that disability will be 
long term also is significant. For example, of 24-year- 
olds who are disabled, only 44% will recover and 46% 
will still be disabled after 5 years. This genuine risk 
has to be considered when entering into practice 
(Table 10-2). 

Before purchasing disability coverage, however, a 
practitioner must understand the types of disability 
insurance that are available. 

Types of Disability Insurance 

There are three principal sources of disability insurance 
that can be used by an optometrist: government plans, 
occupational plans, and private plans. 

Government Plans 

Among the major providers of disability protection are 
federal and state governments. Benefits can be 
obtained from any of the following five programs: 
Social Security, worker’s compensation, sickness dis- 
ability, veteran’s disability, and GI insurance. For the 
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individual who qualifies, these plans will be an impor- 
tant source of financial support while disabled. 
However, the amounts usually paid by these plans 
compare unfavorably with the benefits payable under 
occupational or private plans. 

Occupational Plans 

A common source of disability insurance for opto- 
metrists is the job-related plan, which can come from 
contractual disability compensation plans,  self- 
employed retirement plans, profit-sharing plans, pen- 
sion plans, or group health insurance plans. 

Contractual disability compensation plans. These plans 
may be included in partnership agreements to allow 
a disabled partner to receive disability income for a 
stated period, often as a percentage of the base 
salary the partner was earning before being dis- 
abled. Benefits usually decrease on a percentage 
basis during the term of disability, so that after a 
number of months the partner’s disability income 
is reduced to zero. An employer may voluntarily 
pay a disabled employee disability income or may 
supplement disability payments made by the gov- 
ernment, but in the absence of some contractual 

obligation (which is rare), payments are made at the 

generosity of the employer and can be terminated 
at any time. 

Self-employed retirement plans. These plans may be used 
by a disabled individual who qualifies to provide 
income during the period of disability. The retire- 
ment act for the self-employed (called ERISA) per- 
mits such withdrawals to be made without penalty. 
Of course, doing so initiates the gradual depletion 
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Table 10-1 Mortality Versus Disability for Men 

1 

NUMBER OF MEN IN GROUP 

2 3 4 5 6 

AGE (YEARS) PROBABILITY OF AT LEAST ONE DEATH BEFORE AGE 65 

25 30% 

30 29% 

35 29% 

40 27% 

45 26% 

50 23% 

1 

51% 

50% 

49% 

47% 

45% 

41% 

2 

66% 

65% 

63% 

62% 

59% 

55% 

5 

76% 83% 88% 
75% 82% 88% 
74% 81% 87% 
72% 80% 85% 
70% 78% 83% 
65% 73% 80% 

4 5 6 

AGE (YEARS) PROBABILITY OF AT LEAST ONE LONG-TERM DISABILITY BEFORE AGE 65* 

25 53.7% 

30 52.2% 

3D 50.3% 

40 47.7% 

45 44.3% 

50 39.4% 

78.6% 

11.1% 

75.3% 

72.7% 

69.0% 

63.2% 

90.1% 

89.1% 

87.7% 

85.7% 

82.7% 

77.7% 

95.4% 97.9% 99.0% 

94.8% 97.5% 98.8% 

93.9% 97.0% 98.5% 

92.5% 96.1% 98.0% 

90.4% 94.6% 97.0% 

86.5% 91.8% 95.0% 

Data from Commissioner's Mortality Table, 1958; Commissioner's Disability Table, 1964. Available online at WWW.xxxx.0rg. 

*Disability lasting 90 or more days. 

of the individual’s retirement fund, a course of 

action that should not be undertaken without neces- 

sity. 

Profit-sharing plans. These plans are often an important 
fringe benefit. Qualified plans can include provi- 
sions for disability income, with benefits payable 
either periodically or as a lump sum. 

Pension plans. These plans may provide for payment of 
retirement funds in the event of total and perma- 

Box 10-1 Probability of Long-Term 
Disability* 

AGE (YEARS) PROBABILITY OF DISABILITY 

25 44% 
30 420% 
35 41% 
40 39% 
45 36% 
50 33% 
55 27% 

aaeUUU EEUU EENUURenmmemeeeenenee eee eee RESTS TES oe 

Data from Society of Actuaries, 1985. Available online at WWW.xxxx.0rg. 
*90 days or more before age 65. 

nent disability, but there can be major differences in 
the benefits to be paid out, depending on how 
closely related the retirement and disability provi- 
sions are. Some plans determine the amount of dis- 
ability benefits to be paid in accordance with the 
pension rights that have vested before the time of 
the disability; others reduce benefits if disability 
payments are received through Social Security or 
other government plans; and the best plans clearly 
separate retirement and disability income so that 
both can be received. 

Group health insurance plans. These plans may not only 

offer the usual medical, surgical, and hospital care 
but also may include provisions for disability. Plan 
benefits are typically expressed as a percentage of 
salary, with the percentage declining over the term 
of the disability to some minimum. An alternative 
form of payment is a strict percentage of salary, 
payable for a term of years or until age 65. The fund- 

ing of these plans has significant tax ramifications 
that must be understood by both employer and 
employee. 

Although government and occupational plans are 
important to disability protection, most optometrists 
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Table 10-2 Probability of Continuing Disability after 5 Years 
eee 

AGE (YEARS) AT ONSET OF DISABILITY RECOVERED 

24 44.1% 

30 34.0% 
45 21.5% 

55. 11.8% 

DIED STILL DISABLED 

9.7% 46.2% 

12.4% 53.7% 

19.9% 58.6% 

28.5% 59.7% 

Data from Society of Actuaries, 1985. Available online at www.soa.org. 

find it necessary to obtain supplemental coverage 
through private sources, especially optometrists who 
are early in their careers and have little or no occupa- 
tional coverage. 

Private Plans 

Private insurance is a difficult problem for practition- 
ers because the possibility of disability cannot be 
ignored, but insurance coverage is expensive. In con- 
sidering the purchase of disability insurance, the fol- 
lowing five basic questions can be used to determine 
the suitability of a disability policy: 
* How long must the disability last before the 
insurance begins? 

* How long does the disability coverage continue? 
* What type of disability is covered? 
+ What is the maximum benefit under the policy? 
* What is the cost of the policy? 

How Long Must the Disability Last Before the 

Insurance Begins? The period before benefits begin 
is called the elimination period; the longer this period is, 
the cheaper the policy will be. Of course, a lengthy 
elimination period may mean no income at a time 
when money is sorely needed, and so the economic 
advantages and disadvantages of a policy’s elimination 
period must be given careful consideration. 

How Long Does the Disability Coverage Continue? 

The benefit payment period may be a year, 5 years, or 
until age 70; the longer the period during which bene- 
fits will be received, the greater the value of the policy 
(and the greater its expense). Rarely do policies pay for 
benefits for life (except for disabilities due to accident). 
The definition of disability under the policy plays a key 
role in determining whether full benefits will be 
received. Some policies require that the disabled indi- 

vidual be confined to home to qualify for payments; 

others may pay only partial benefits (or none at all) if 

the individual can work at any occupation. A recurrent 
disability (one that occurs again) is a potentially trou- 
blesome problem for both the insured and insurer; 
whether a policy awards full compensation for recur- 
rent disability should be ascertained. 

What Type of Disability Is Covered? How a policy 
defines disability establishes the value of coverage. 
Disability is best described as being “an inability to 
perform the duties of one’s regular occupation”; some 
policies may define disability as being unable to per- 
form one’s own occupation for 2 years, and after that 
period, the definition changes to “any reasonable occu- 
pation that one is suited for by education, training, and 

experience.” An alternative definition is “an inability 
to work at any gainful occupation for which one might 
be considered reasonably fitted by education or train- 
ing,” and an even broader definition is “an inability to 
work at any occupation.” The less specific the defini- 
tion, the less likely that the insured will be able to draw 
full benefits for an extended period. 

Certain conditions may be excluded from the defi- 
nition (such as pregnancy) or be excluded from cover- 
age if they did not originate after the insurance began. 
For this reason, the best policies cover illness that man- 
ifests itself before the policy is issued (rather than ill- 

ness that originates after the policy has been taken out). 
Another aspect of the definition that is important is 
the type of disability being covered: whether it is total, 
partial, or both has a significant influence on the value 
of benefits. In addition, a policy that offers an incen- 
tive to return to work can provide for the cost of reha- 
bilitation programs that speed recovery. Also, a policy 
that includes residual benefits will pay partial benefits 
in the event the policyholder is able to return to work 
part time. However, years of part-time benefits are 
likely to be eroded severely by inflation; fortunately, 
some policies raise the earnings limit periodically and 
thus defray the effects of inflation. Cost-of-living 
adjustments also can be included to adjust policy 
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benefits upward annually, but they are an expensive 
addition to a basic policy. 

What Is the Maximum Benefit Under the Policy? 

The benefit paid to a disabled practitioner is based on 
the income of the practitioner before taking out the 
policy. Income tax returns are used to determine the prac- 
titioner’s income for purposes of establishing the ben- 
efit. The benefit to be paid is usually expressed as a 
percent of the practitioner’s income, with 50% to 60% 
being customary. For example, an optometrist earning 
$100,000 who takes out a policy providing a 60% bene- 
fit would receive $60,000 per year if totally disabled as 
defined in the policy. 

Beginning optometrists without a record of earn- 
ings may obtain coverage based on the first year’s 
salary offered by an employer. For self-employed 
optometrists starting a practice or an optometrist 
purchasing a practice, projections by the insurer 
may be used to determine benefits to be paid in the 
event of disability. However, the disability income 
levels offered by such policies are soon inadequate, 
requiring that new income limits and premiums be 
established. 

When a policy is taken out, the disability benefits 
are based on the income of the optometrist at the time 
of application. If income increases and the optometrist 
wishes to increase the benefit, the policy provisions 
will determine how this can be done. Some policies 
specify a level benefit, which means that the 
optometrist will have to apply for another policy. 
Because the optometrist will be older, and the benefit 
higher, the cost of the policy obviously will be affected. 
Other policies may permit periodic increases in the 
benefit, based on increases in the optometrist’s 
income. If the optometrist chooses to increase the ben- 
efit, the premium cost also will increase. 

What Is the Cost of the Policy? The foregoing con- 
siderations are of obvious importance when discussing 
cost because the policies with better benefits will cost 
more than less-comprehensive competitors. In addi- 
tion, there are costs that are not as obvious as the pre- 
mium to be paid. For example, if the cancellation 
clause permits, an insurer may be able to cancel the 
policy, refuse to renew it, or increase the premium by a 
substantial margin. Thus, one of the most expensive 

types of policies is one that is “guaranteed renewable 
and non-cancelable”; no matter what the state of the 

policyholder’s health, the insurer cannot cancel the 
policy or alter the premium (although premiums may 
systematically increase at stated ages). 

. A “guaranteed renewable” policy is cancelable, but 
the policyholder can renew the policy, even though 
there is a risk that the insurer may raise the premium 
for the policyholder’ s risk class. The worst policies are 
those that are “optionally renewable”; they only 
require the insurer to keep the policy in force until the 
next premium is due to be paid. The benefits to be paid 
in the event of disability may be substantially raised by 
the insurer even during the period of guaranteed 
renewability, thus increasing the premium cost. Also, 

the policy may contain a provision that does not waive 
the payment of premiums during the period of disabil- 
ity, thereby reducing the value of the benefits actually 
received. 

Disability policy coverage is more expensive for age- 
matched women than for men. The reason is that 
although women make up 11% of disability insurance 
policyholders in the United States, oaey file about 85% 
of all disability claims. 

Sources of Disability Income 

The obvious use of any type of disability insurance is 
to supply income during an extended period of sick- 
ness or injury. Since disability income can arise from 
any or all three types of insurance—governmental, 
occupational, or private—it is necessary to under- 
stand the interrelation of these three sources of 
disability benefits and how they can be used to maxi- 
mum advantage. 

The first step in planning the use of disability insur- 
ance is to assess the income that would be needed 
should serious and debilitating illness or injury occur. 
During the period of disability, certain expenses could 
be expected to decline: travel, entertainment, clothing, 

charitable contributions, and other non-necessary 
budget items. Taxes also would be reduced. At the 
same time, medical expenses could be expected to 

increase. Careful planning—such as waiver of premium 
riders on life insurance—can reduce some expenses. 
However, some contingencies cannot be totally antici- 
pated. For instance, a working spouse may find it nec- 
essary to work less or to give up working altogether to 
care for a disabled mate. Although individual needs 
may differ, the actual amount required to sustain a 
family during a period of disability for the breadwinner 
may be less than two thirds of the family’s predisability 
income. 

Once the amount of income necessary to support 
the family is determined, the next step is to identify the 
sources of disability income that can be relied on, par- 
ticularly during the first year of disability. These 



sources include accounts receivable, Social Security, 
disability insurance (occupational or private), cash 
reserve, and personal investments. 

Accounts Receivable 

For optometrists in private practice who operate on 
other than a cash-only basis—which is the overwhelm- 
ing majority—some income can be expected during 
the first 3 months of disability (or perhaps even 
longer) because of patient fees that are due and have 
not been received. Of course, some of this income 

will be needed to cover the costs of office overhead 
(unless office overhead insurance is purchased). The 
cost of operating the office during this period, includ- 
ing hiring a temporary stand-in, and the income that 
can be anticipated from collecting receivables should 
be analyzed. ; 

Social Security 

The following two major hurdles must be cleared 
before Social Security benefits for disability can be 
secured: the disabled optometrist must prove that the 
disability will last for more than a year (or will result in 
death) and a 5-month waiting period must elapse 
before benefits begin to be paid during the sixth 
month of sickness or injury. If an optometrist- 
employee is injured on the job and has a worker’s com- 
pensation claim pending, the Social Security benefits 
may be reduced or payment delayed. Once begun, 
however, Social Security benefits continue for as long 
as the disability. Unfortunately, the benefits are rela- 
tively meager. 

Disability Insurance 

Since Social Security benefits require a 5-month wait- 
ing period and accounts receivable can probably pro- 
vide only about 3 months (if that) of income, there is 
an obvious need for some form of insurance protec- 
tion during these first few months. Occupational dis- 
ability plans often fulfill this function: partnership 
agreements and pension and profit-sharing plans are 
used to provide income to a disabled partner or share- 
holder, typically on a decreasing basis as the disability 

persists over an extended period. Since there are other 

practitioners available to cover for the disabled partner 

or shareholder, the optometrist’s practice continues to 

operate. However, the solo practitioner is often faced 

with the twin problems of no occupational insurance 

and no one to cover the practice but may be able to 
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plan for these eventualities through the purchase of 
personal insurance. 

The following two policies could be used to allevi- 
ate this situation: one, with a 90-day elimination 
period, could pick up after accounts receivable has 
ended and could provide needed income until Social 
Security benefits begin and the other, with a 6-month 
or 1-year elimination period (which would make it con- 
siderably cheaper), could restore income to needed lev- 
els in the event a long-term disability is incurred. 
During the 3- to 9-month period that only one insur- 
ance policy is paying benefits, it might be necessary for 
the optometrist to supplement income with money 
withdrawn from a cash reserve. 

Cash Reserve 

The purpose of a planned-for and adequately funded 
cash reserve is to provide ready cash for eventualities 
such as disability. If not enough income is realized dur- 
ing the first few months after sickness or injury, this 
fund may have to be used so that other sources of rev- 
enue (such as investments, retirement accounts, and 

prized assets) will not have to be liquidated. 

Personal Investments 

If no other source of income is available, investments 

may have to be used; such a move should be a last 

resort because the result is an invasion of the 
optometrist’s retirement plan. In many instances, the 
sale of investments will not incur significant taxation 
since the disabled optometrist’s tax bracket will doubt- 
less be low. Money market funds should be sold with 
great caution because of early withdrawal penalties for 
certificates of deposit that are cashed before maturity, 
and it might be difficult to reinvest in a fund after 
recovery from the disability. For a sole proprietor who 
has initiated an individual retirement account or 
Keogh plan, withdrawals made before retirement as a 
result of disability are not subject to penalty and nei- 
ther are similar withdrawals made from corporate 
retirement plans. Of course, reducing the amount of 
money set aside for retirement may have rather signifi- 

cant consequences as the years pass. 
When income is not sufficient to meet anticipated 

expenses, an income gap can arise that must be filled 
from some source. Planning for such an eventuality 
requires care and is commonly a long-term proposi- 
tion. Analogous to these personal considerations is the 
equally difficult problem of how to keep a practice 
open and running when the primary source of 
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income—the optometrist—is no longer able to work. 
The most vulnerable practitioner is the sole proprietor. 

The Disabled Practice 

Since optometry is widely composed of individual 
practitioners, the specter of disability is an ominous 
one for many members of the profession. If an 
optometrist in solo practice becomes disabled, the 
ability of the practice to generate new income 1s like- 
wise disabled. Yet, to keep the practice running, there 
are overhead expenses that must be paid. No private 
disability insurance policy offers the payment of over- 
head expenses as a benefit. This form of indemnifica- 
tion can only be obtained though the purchase of 

office overhead insurance. 
If the disability of the optometrist is short term— 

lasting but a few months—the optometrist will want to 
keep the practice open to collect any accounts receiv- 
able and to render any services that can be offered. 
Most optometrists would consider the financial bur- 
den of doing so as much an obligation to their patients 
and employees as an economic necessity. Of course, if 
the accounts receivable are substantial (and collecta- 

ble), they may not only be able to keep the office doors 
open but also be able to provide some income for the 
disabled optometrist. 

Many practitioners prefer not to allow substantial 
accounts receivables to accumulate, which can make 

the cost of maintaining the practice during disability 
prohibitive even though office personnel are reduced 
to a minimum. One way to generate new income is to 

have a substitute practitioner, an eventuality for which 
plans can be made. However, the substitute may not be 
able to produce enough income to pay both the office 
overhead and the substitute’s salary, and office over- 
head insurance does not provide for a substitute’s 
salary. For the individual practitioner, the longer the 
disability lasts, the smaller an asset the practice 
becomes. A long-term disability (which the optometrist 
knows will last for years) will most likely result in an 
effort to sell the practice because the longer the prac- 
tice goes unattended, the fewer are the number of 

patients who will remain loyal, with a corresponding 
diminution in the value of the practice. 

Office Overhead Insurance 

One type of private disability coverage is office over- 
head insurance. It is a limited form of insurance that 
reimburses a disabled practitioner for fixed expenses 
that are normal and customary to the practitioner’s 

practice and office. To qualify for benefits, the practi- 
tioner must be totally disabled—the definition of which 
will be found in the policy—and satisfy the elimination 
period (usually half or an entire month). The benefits 
are limited to the actual overhead expenses incurred by 
the practice, for which the doctor will be reimbursed 
up to 100% (or to the policy limits). 

Office overhead expenses are rent, electricity, heat, 

water, laundry, employees’ salaries, and similar costs of 

operation. Excluded are the practitioner’s salary (or 
any other remuneration payable to the disabled practi- 
tioner); substitute fees; and cost of frames, lenses, 

instruments, or equipment. The expenses that will be 
paid are only those that are actually incurred; if the 
office staff becomes reduced and overhead is thereby 
cut, the insurance only compensates the disabled prac- 
titioner for the expenses required to maintain the 
reduced staff and overhead. Benefits are payable for a 
stated period and may or may not be retroactive to the 
first day of disability, depending on the policy (18 
months to 2 years is customary). Like disability poli- 
cies, there are several provisions that should be exam- 
ined, including the right to cancel, waiver of policy 
premiums during disability, option to convert the pol- 
icy into disability insurance, and extended benefits in 
the event of death. 

Riders 

Disability policies vary in cost because of the presence 
or absence of various riders. Most of the available riders 
have been discussed in the preceding sections, but some 
of the more important ones include the following: 

Disability period. Some plans offer extended benefits 
(payable for life or until age 65 or 70) for both acciden- 

tal disability and disability resulting from sickness. 
Recurrent disability. The most liberal policies will con- 

sider a recurring disability to be a new disability 
(thereby extending the period of benefits) after a rel- 
atively brief period of recovery. 

Residual benefits. Partial benefits may be offered to a 
practitioner who can return to work part time, with 
guaranteed escalation in the annual earnings limit 
so that the total loss of insurance benefits is delayed. 

Right to renew. The best policy is one that is guaranteed 
renewable and non-cancelable., 

Cost-of living adjustment. Since inflation erodes income, 
some policies offer annual adjustments to the bene- 
fits being paid to the disabled policyholder. 

Limited exclusions. The fewer the exclusions (for illness 
or accident), the more comprehensive the policy. 



Waiver of premium. In the event of total disability last- 
ing for a stated period of months, the premiums for 
the disability insurance policy will be waived for the 
remainder of the period for which benefits are 
payable. 

Although cost is a major consideration when evalu- 
ating a policy, it is the overall package of benefits for a 
particular cost that must be assessed before deciding 
that one particular policy is a better buy than another. 

Tax Issues 

The disability income that a self-employed practitioner 
receives as the result of insurance coverage purchased 
with the practitioner’s money is not taxable as income 
because it is considered to be compensation for 
injury. The premiums paid for the insurance are not 
deductible. . 

If disability benefits are received as the result of an 
employer-purchased plan, the tax considerations are 
somewhat more complicated, and an accountant’s 
advice will be needed. Any premiums paid by an 
employer for an employee’s disability insurance policy 
may be deducted as a business expense; the premiums 
are not considered to be income for the employee. 
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Disability insurance will have more appeal for solo 
practitioners, older optometrists (who are more at risk 
to be disabled), and practices for which the tax consid- 
erations are favorable. However, because the likeli- 

hood of long-term disability is a statistically significant 
one, this form of insurance will deserve consideration 

at one time or another by virtually all optometrists. 
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Chapter i] df 

Professional Liability Insurance 
and Risk Management 

The die is cast. 

Jean-Paul Sartre Les Jeux Sont Faits 

dh he potential professional liability issues that can 
befall a private practitioner can involve the practi- 

tioner’s person (malpractice, defamation), employees 
(vicarious liability, worker’s compensation, embezzle- 
ment), ophthalmic materials (product liability), office 
and equipment (premises liability), or casualty loss 
(fire, burglary, theft, or other perils). With so much at 

stake, and the cost of professional liability insurance 
relatively low, it is little wonder that practice-related 
insurance has become a high priority for most 
optometrists. Unfortunately, both the cost of profes- 
sional insurance and the number and likelihood of 
claims have escalated throughout the past few decades. 
The trend toward increased exposure is expected to rise 
in the years to come, as optometrists increase the num- 

ber of patients for whom primary eye care is provided. 
For this reason, adequate professional liability cover- 
age has become a necessity for all practitioners. 

Types of Coverage 

Since the potential for loss touches on so many areas 
of optometric practice, professional liability insurance 
policies must protect against a wide array of risks. For 
purposes of this discussion, insurance coverage will be 
divided into the following four categories: personal 
liability insurance, worker’s compensation, fire insur- 

ance, and other property insurance. 

Personal Liability Insurance 

An optometrist can be personally liable for injuries 
to patients that arise out of acts of negligence (mal- 

sw 

John G. Classé and Lawrence S. Thal 

practice, breach of contract); injury to character 

(defamation); damages from lenses, frames, drugs, 

and solutions (product liability); injuries that occur 
on the premises (premises liability); or the negligence 
of employees (vicarious liability). Indemnification 
can be obtained for each of these potential sources of 
liability. 

Malpractice insurance pays for all costs of a legal 
defense and for any judgments or settlements arising 
out of a malpractice claim or a claim of breach of con- 
tract (up to the policy limits). Policies usually do not 
require the approval of the doctor before a settlement 
becomes legally binding, so an optometrist who wishes 
to insist on his or her day in court must ensure that the 
policy requires the practitioner's approval before any 
settlement of a claim can be made. Malpractice cover- 
age also includes claims involving employees who are 
acting in the line and scope of their duties, which 
means that technicians, assistants, and receptionists are 

provided with protection. Professional employees, 
such as other optometrists or opticians, may be added 
to a policy for little cost. Partners—who are legally 
liable for one another’s negligence—can indemnify 
themselves against “joint and several liability” through 

the purchase of appropriate liability coverage. The 
employees of professional associations or corporations 
or limited liability companies can obtain coverage 
through a policy taken out by the corporation or 

company. 
Defamation insurance provides all legal fees and pays 

all judgments and settlements (up to the limits of the 
policy) for any injury to the reputation of another per- 
son that arises out of the optometrist’s professional] 
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activities. The defendant doctor’s approval usually 1s 
not necessary for the settlement of a claim. The per- 
sons covered under a standard policy typically include 
employees. 

Product liability insurance indemnifies the optometrist 
(to the stated policy limits) against any claim arising out 
of a defect in a lens or frame or defective drug or solu- 
tion that results in damage to a patient’s person or prop- 
erty; the optometrist’s approval usually is not necessary 
for the settlement of a claim. 

Premises liability insurance protects (to the policy lim- 
its) against any claims by a patient that result from 
injury while in the optometrist’s office or on the office 
premises. These claims include injuries from equip- 
ment as well as injuries from falls, shocks, and similar 

mishaps. 
The forgoing are considered part of the basic coverage 

required for private practice. Additional coverage can be 
obtained to insure against the following eventualities: 
* Automobiles used to conduct business can be 
insured against accident claims arising out of the 
negligence of an employee driver 
Fire loss.to leased or rented premises resulting from 
the negligence of an optometrist or office employees 
also can be covered 
Injuries to employees that occur while the 
employees are acting in the line and scope of their 
duties can be covered 

The last eventuality is of particular importance, since 
insurance coverage for employee injuries will have to 
be purchased if the optometrist’s practice is not cov- 
ered by state worker’s compensation laws. 

Worker’s Compensation 

Worker’s compensation laws were enacted to provide 
benefits for employees injured in on-the-job accidents 
or by occupational diseases and to limit the liability of 
employers for legal claims based on these accidents or 
diseases. Employees are guaranteed a “benefit certain” 
for their injuries or illnesses, which is paid for by the 
insurance purchased by the employer. In return, the 
employer is protected by the “exclusive remedy” provi- 
sions of these laws, which prevent employees for suing 
the employer for damages in court. 

State law determines whether an employer must 
participate in worker’s compensation. The key factor in 
making this determination is the number of employees 
that work for an employer; this number varies from 
state to state. For example, in Alabama an employer 
with more than four employees—full time or part 
time—must have worker’s compensation coverage. 

Generally, an employer can cover worker’s compen- 

sation liability in the following five ways : 
* Purchase insurance from an approved commercial 

worker’s compensation carrier 
* Ifcommercial insurance carriers will not provide 
insurance, the employer may purchase insurance 

through the state’s “assigned risk pool” 
* Obtain coverage through a group self-insurance fund 
* Provide self-insurance, if the employer is qualified to 

do so 
- Purchase an approved alternative worker’s 
compensation policy from an authorized insurance 
carrier 

Most optometrists who participate in worker’s com- 
pensation plans choose to purchase insurance from an 
approved commercial worker’s compensation carrier. 

Employers with fewer than the requisite number of 
employees may elect to participate in a state’s worker’s 

compensation, usually by applying to that state’s 
worker’s compensation agency. This usually requires 
little more than the filling out of a form. The employer 
may later withdraw from the plan if the employer 
chooses to do so. 

Professional liability insurance policies usually do 
not include compensation for on-the-job injuries suf- 

fered by employees (unless it is added as optional cov- 
erage), making it essential that coverage from a 
commercial carrier be purchased if the employer does 
not elect to apply for coverage under the worker’s com- 
pensation law. This coverage will increase the cost of 
the insurance policy, but probably will be less costly 
than payments to a worker’s compensation plan. The 
benefits that may be claimed by injured or ill workers 

under worker’s compensation are limited by state law. 
Worker’s compensation benefits paid to the employees 
of an employer will increase the insurance premiums 
paid by the employer in the future. 

Fire Insurance 

Although liability insurance can protect against negli- 
gence that causes fire loss, to be fully indemnified for 
loss of instrumentation, equipment, records, furniture, 

supplies, and other items damaged by fire, an 
optometrist must acquire fire insurance. There are two 
fire insurance problems that an optometrist faces when 
leased office space is occupied: adequate insurance for 

all property located within the office and adequate 
insurance for the building in which the office is located. 
Unless the optometrist owns the building, the only 
problem that can be solved directly is the first, by ade- 
quately insuring all the personal property used in the 



Chapter 11: Professional Liability Insurance and Risk M anagement UF 

practice. However, there is still the worry that the struc- 
ture within which the office is located may not be ade- 
quately insured. The best way to obviate this problem is 
to be certain that the office lease contains a clause 
requiring the lessor to insure the building adequately. 

As for the insurance itself, insurance companies 
usually require that a building be insured to a pre- 
scribed minimum of its value, often 80%, for full bene- 

fits to be paid in the event of its loss. As long as 
the 80% minimum is adhered to, a full 100% of any 
fire loss will be paid by the insurer, no matter whether 
the loss is partial or total. But if the insurance on the 
building falls to less than 80% of its value (which it can 
easily do if fire insurance policies are not adjusted for 
structure appreciation each year), the insurer is no 
longer obliged to pay 100% of the claim, reducing its 
liability in proportion to the percent of underinsur- 
ance. This can hinder repairs of partially damaged areas 
by the lessor and seriously impair an optometrist’s abil- 
ity to keep a damaged office functioning. 

The same considerations are involved in the opto- 
metrist’s leased office space. The lessee optometrist 
must act as a co-insurer with the lessor and acquire fire 
insurance for all property located within the office, with 
such insurance amounting to a minimum of 80% of the 
property’s value. Failure to do so will result in only par- 
tial insurance coverage, just as with damage to the 
building. Again, yearly review of fire insurance cover- 
age is a must because new equipment additions can sub- 
stantially boost a practice’s property value. 

Documentation of purchased items should be 
accomplished in the following two ways: all sales 
receipts and check stubs should be retained and 
stored for safekeeping, and photodocumentation of 
all new office contents should be performed rou- 
tinely. Proof of loss is a burden that rests solely on the 

policyholder, and the contractual requirements to 
document loss under most fire insurance policies are 
considerable. 

The money received for a claim can either be used 

to restore an item or to purchase a new one. 
Restoration costs will be paid in full by the insurer, 
but insurance checks for totally damaged items may 
not be adequate to purchase a brand new replace- 
ment. That is because an item’s cost value is consid- 
ered to be the fair market value of the item at the time 

of loss, which means that an instrument or piece of 

equipment that is several years old will be reduced in 

value according to its age. To obtain a new item, 

replacement value insurance must be obtained. 

However, replacement value coverage is more expen- 

sive than cost value coverage. 

Interrupted business losses—those losses incurred by 
virtue of the disruption of the practice from the fire— 
also can be included in a policy, but proof of loss can 
again be a substantial burden for the policyholder. 

Other Property Insurance 

Besides premises liability and medical premises insur- 
ance (which pays for reasonable medical expenses 
incurred by persons injured on the premises, regardless 
of fault), optional property coverage that can be obtained 
includes loss from burglary and embezzlement. 

Professional equipment, furniture, and office equip- 
ment can be insured against loss on a replacement cost 
basis, which means that in the event of loss, new items 

will be paid for in full, as long as the policy limits 
reflect the current replacement cost value. Improve- 
ments and alterations of an office (such as paneling, 
fixtures, and similar changes) also can be insured on a 
replacement cost basis. 

Loss from burglary, theft, and robbery can be pro- 
tected against through the purchase of federally spon- 
sored crime insurance. 

Loss from embezzlement can be a shock for an 
unsuspecting optometrist, but the traditional method 
of protecting against employee stealing—by taking out 
a bond on employees who handle money-—is generally 
distasteful to an office staff. Fortunately, insurance 
providing for bonding of necessary employees can be 
purchased without the stigma that actual bonding 
confers. However, proof of economic loss can be diffi- 
cult to obtain, making reimbursement for embezzled 
amounts often less than the actual losses sustained. 

Other property insurance available to optometrists 
includes the following: 
- Transit coverage can be obtained for equipment 
while it is away from the office at another location 
or while it is in transit 
Personal effects of the optometrist, staff, and 
patients can be insured against loss by perils such as 
fire, theft, and burglary 
Office records can be insured for the costs of 
reproduction 
Owner, landlord, and tenant liability offers 

protection against claims that arise from an 
optometrist’s ownership or operation of a building 

Multiperil insurance is a package policy that provides 
coverage for fire, burglary, theft, office contents, pro- 

fessional equipment, general liability, and other perils; 
comprehensive coverage under such a package can 
sometimes be cheaper than purchases of individual 

policies for various contingencies. 
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Extent of Coverage 

A major decision facing any practitioner is how much 
protection to acquire. Fortunately, professional liabil- 
ity insurance for optometrists is relatively cheap. A 
practitioner can easily afford not only basic coverage 
but also “umbrella” coverage, which extends the per- 
sonal liability provisions of the basic policy. Umbrella 
coverage also extends the amount of protection 
beyond that found in a standard policy, usually to $1 
million. The cost of this extended coverage is typically 
less than 1% of the average optometrist’s net income. 
In addition, extra coverage may be obtained at dis- 
counted cost, such that an extra million dollars of cov- 

erage costs significantly less than the first million 

dollars of coverage. 
Coverage is typically written to include the insur- 

ance provided per person and per occurrence. For 
example, a $1 million/$3 million policy would indi- 
cate that the policy limits are $1 million per person and 
$3 million for the event. Therefore, if an optometrist 
defamed three persons at once, each person would be 
covered for up to $1 million dollars in damages, and 
the total amount of coverage for all claims stemming 
from the event would be $3 million. 

Policy coverage pays for an attorney to represent the 
optometrist, but the attorney in fact represents the 
insurer. Insurance attorneys typically handle many lia- 
bility claims and are experienced in liability law, but an 
optometrist may choose to hire personal counsel to 
work with the insurance lawyer and represent the 
optometrist’s interests in the case. In such an event, 
the optometrist is solely responsible for payment of the 
personal lawyer’s fees. 

Type of Policy 

Professional liability exposure can continue for a 
period of years after the optometrist has changed poli- 
cies or retired from practice. Thus there is a risk that a 
lawsuit will be filed after the insurance coverage has 
ended, leaving the optometrist’s personal assets at risk. 
This period of vulnerability after policy premiums are 
no longer being paid is known as the risk tail, and cov- 
erage should be acquired to protect the optometrist 
during this period. 

With an occurrence type policy, all errors and omis- 
sions are covered, provided the incident occurred during 
the policy period, even if the claim is made after the pol- 
icy has been terminated. This means that an act of negli- 
gence, committed during the period that occurrence 
policy premiums were being paid, is covered even if the 

claim is brought after the policy has been terminated and 
another policy purchased (or all coverage ended). 

Under the more common claims-made form of pol- 
icy, the optometrist is covered as long as premiums are 
being paid, but coverage ends after the policy is termi- 
nated. The insured usually has the right to purchase an 
extended reporting endorsement or nonpracticing policy 
within a stated period after terminating the basic pol- 
icy, and this additional coverage is intended to cover 
against the risk tail. With such an endorsement policy, 
an optometrist is insured for a liability claim brought 
after basic coverage has ended; without it, there is no 

insurance coverage. 
The following are points to consider when choosing 

the type of policy for private practice: 
+ Although an occurrence type of policy does not 

require the purchase of additional risk tail 
protection, it is more expensive than the claims- 
made policy, may have less broad coverage, and thus 
may be a less desirable choice 

* The right to purchase risk tail coverage should be 
guaranteed in the claims-made policy, irrespective of 
whether the policy is terminated by the insurer or 
the policyholder and regardless of the reason for 
termination 
The cost of the extended reporting endorsement for 
the risk tail should be stated in the claims-made 
policy, either as a specific amount or a definite 
percentage of the basic policy 

Malpractice Claim Reporting 
Requirements 

In 1986 the federal government enacted the Health 
Quality Improvement Act, which was intended to 
address rising concerns over medical malpractice litiga- 
tion and the quality of medical care. This law estab- 
lished the National Practitioner Data Bank (NPDB) 
and set as its goal the improvement of health care by 
doing the following: 
* Encouraging state licensing boards, hospitals, 

professional societies, and other health care entities 
to identify and discipline practitioners who engage 
in unprofessional behavior 
Restricting the ability of incompetent practitioners 
to move from state to state without disclosing past’ 
malpractice payments or other adverse actions 
against them (e.g., loss of license, hospital privileges, 
professional society membership, or participation in 
Medicare or Medicaid) 

The NPDB began collecting and disseminating infor- 
mation in 1990, as part of the Department of Health 
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and Human Services. It acts as an “alert” system, assist- 
ing boards in the review of health care practitioners’ 
professional credentials. Reports must be submitted to 
the NPDB in the following two instances: when an 
insurer makes a malpractice payment in response to a 
claim against a practitioner and when a hospital or 
other health care entity, state licensing board, or pro- 
fessional society takes an adverse action against a 
practitioner. 

This information is available to state licensing 
boards, hospitals, professional associations, and other 

entities that license, hire, or grant privileges or mem- 
bership to health care practitioners. Because of the use 
of this information by state boards, it should be real- 
ized that settlement of a liability claim can lead to dis- 
ciplinary action. Individual practitioners may query 
the NPDB to determine whether personal disciplinary 
information is in the data bank and whether the infor- 
mation is correct. ; 

Tax Issues 

Liability insurance coverage is a necessary aspect of 
the practice of optometry, and as such it is a neces- 
sary business expense for tax purposes. An opto- 
metrist may claim a tax deduction for the liability 
insurance premium, whether it is for basic or 
optional coverage. 

Should an optometrist be unfortunate enough to 
have to file an insurance claim under any policy pro- 
viding property coverage, the reimbursement to the 
optometrist by the insurer is not taxable. In the event 
the insurance payment is less than the fair market 
value of the property at the time of the loss, the 
optometrist can claim a tax deduction for the amount 
of the loss in excess of the insurance proceeds (see 

Chapter 38). 
If an optometrist is a defendant in a professional lia- 

bility lawsuit and the optometrist decides to hire a per- 
sonal attorney, the cost of this additional counsel can 
be deducted. Any judgment that an optometrist 1s 

ordered to pay that is in excess of the optometrist’s 
insurance coverage also would qualify as a deduction. 

Risk Management 

Professional liability insurance is necessary protection 

against the risk of a liability claim. The need to manage 

risk is an integral part of health care and is as important 

to the practitioner in private practice as to the clinician 

within an institutional setting. Through the use of 

appropriate communication, testing, and treatment, the 

risk of injury to patients may be minimized; by provid- 
ing adequate documentation of care, the details of man- 
agement may be preserved. Only by attending to both 
aspects of care—appropriate testing and adequate docu- 
mentation—can it be said that risk is truly managed. 

Risk management, when properly applied, results in 
optimum patient care. One beneficial effect of proper 
care is a reduced likelihood of malpractice litigation. 
Professional liability has become a serious concern for 
medicine, reflected in the sizable malpractice insur- 
ance premiums that physicians must pay. Premiums 
are a reflection of liability risk and may be used to 
determine the exposure of various specialties to mal- 
practice claims. Although the risk of litigation in oph- 
thalmology is about average for all medical specialties, 
ophthalmologists pay about 3% to 5% of gross income 
for professional liability coverage. In comparison, the 
risk in optometry is much less, resulting in significantly 
lower expenditures for premiums, less than 1% of net 
income for coverage comparable to that obtained by 
ophthalmologists. 

Although laws defining the scope of practice for 
optometrists vary from state to state, there is no differenti- 
ation in premium costs based on whether optometrists 
are permitted to prescribe therapeutic drugs or are limited 
to the prescription of diagnostic drugs only. The reason 
may be found in the types of liability claims brought 
against optometrists (Box 11-1). Most claims for substan- 
tial damages allege failure to diagnose disease rather than 
errors of treatment; the most important claims involve 
failure to diagnose open-angle glaucoma, retinal detach- 
ment, and tumors affecting the visual system. Because of 
the pre-eminence of these diseases, about three fourths of 
claims alleging misdiagnosis of disease involve the poste- 
rior segment of the eye. For the anterior segment, injuries 

to the cornea are the most important. Contact lenses are a 
significant contributor to corneal injury; 40% to 50% of 
all malpractice claims involve contact lens practice. The 
great majority of these claims are for minor damages, and 
a minority of claims involve bacterial or herpetic infec- 
tion of the cornea. Ocular injury from shattered spectacle 
lenses is another cause of malpractice claims; the usual 
allegation is that polycarbonate plastic should have been 
prescribed rather than a less impact-resistant lens material. 
Injury from the adverse effects of ophthalmic drugs is a 
rare cause of litigation involving optometrists. 

Proof of Malpractice 

To apply risk management to the practice of optome- 
try, the legal elements of malpractice must be under- 
stood. Malpractice is more properly termed medical 
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Box 11-1 One Hundred Optometric Malpractice Claims Involving Optometrists 

MISDIAGNOSIS OF INTRAOCULAR DISEASE | 

Open-angle glaucoma 

Retinal detachment 

Tumors 

Intraocular 

Brain 

Diabetic retinopathy 

Histoplasmosis 

Toxoplasmosis 

Temporal arteritis 

MISDIAGNOSIS OF ANTERIOR SEGMENT DISEASE 

Corneal disease 
Ocular foreign bodies 

Tumors of the anterior adnexa 

lritis 

INJURIES FROM OPHTHALMIC MATERIALS 

Contact lenses 

Complications of lens-related corneal abrasions 

Misdiagnosis of corneal disease 

Failure to obtain informed consent 

~ Spectacles 
Failure to prescribe polycarbonate plastic lenses 

Defective sports-frame design 

IMPROPER CO-MANAGEMENT 

Complications of cataract surgery 

Complications of refractive surgery 

INJURIES FROM OPHTHALMIC DRUGS 

Adverse effects of diagnostic agents (angle closure) 

MISDIAGNOSIS OF BINOCULAR VISION ANOMALIES 

Failure to treat amblyopia 

a 

58% OF CLAIMS 

20 claims 

17 claims 

6 claims 

8 claims 

4 claims 

1 claim 

1claim — 
Telaim: cs 

11% OF CLAIMS 

6 claims 

3 claims 

1 claim 

1 claim 

21% OF CLAIMS 

7 claims 

3 claims 

1claim 

7 claims 

3 claims 

5% OF CLAIMS 

2 claims 

3 claims 

3% OF CLAIMS 

3 claims 

2% OF CLAIMS 

2 claims 

Classé JG: Standards of practice for primary eyecare. Co/umbus, Ohio, 1998, Anadem. 

negligence it is a civil action brought by an injured party 
seeking compensation (money). A professional liabil- 
ity claim requires the injured party (the plaintiff) to 

offer the following to establish proof of negligence: 
* The doctor-patient relationship existed 
* The defendant practitioner did not act reasonably; 

the defendant’s conduct is measured against the 
“standard of care,” which is the conduct that is 
deemed to be reasonable under the circumstances by 
members of the profession 

* There was actual physical injury to the patient (e.g., 
loss of visual acuity, visual field, or ocular motility) 

* There was a legal link between the act (or failure to 
act) of the practitioner and the injury suffered by the 
patient; this link is termed proximate cause 

All four elements must be supported by the preponder- 
ance of the evidence, which is provided through expert 
testimony. Expert witnesses explain technical informa- 

tion and offer opinions concerning the standard of care. 
If misdiagnosis or improper treatment of ocular disease 

is at issue, an ophthalmologist may be deemed compe- 

tent to offer expert testimony. Thus, an optometrist may 
be held to a medical standard of care with respect to the 
diagnosis and treatment of eye disease. 

Standards of Care in Clinical Practice 

Risk management is based on an understanding of clin- 
ical standards of care and stringent observance of them. 
Because of the importance of proper diagnosis, the pro- 
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cedural aspects of care receive the greatest emphasis: 
what to ask during the history, which tests to perform, 
when to periodically re-evaluate the patient, and when 
to refer to another practitioner. Because adherence to 
standards of care must be established to avoid liability, 
proper documentation of communications, test results, 
and recall and referral appointments are essential. 
Examples of standards of care and of documentation 
are provided for the areas of practice which are most 
likely to produce a negligence claim: misdiagnosis of 
ocular disease, use of ophthalmic drugs, and the pre- 
scribing of contact lenses and spectacles. 

Diagnosis of Ocular Disease 

The three diseases most likely to result in allegations of 
misdiagnosis are open-angle glaucoma, retinal detach- 
ment, and tumors affecting the visual system. The most 
common reason for errors of diagnosis is failure to dilate 
the pupil. Clearly, the most important step to limit the 
risk of misdiagnosis is to develop a protocol for the use 
of pupillary dilation. Examination of the fundus should 
include both the retinal periphery and the posterior pole 
and should entail the use of the appropriate instrumen- 
tation (e.g., 60, 78 or 90 D fundus lenses, direct and 

binocular indirect ophthalmoscopes). Communication 
of findings and planned follow-up also are significant 
aspects of care and should not be neglected. 

Open-angle Glaucoma. Failure to diagnose open- 
angle glaucoma often has been linked with failure to per- 
form tonometry; however, a significant number of 

glaucoma suspects will have applanation intraocular 
pressures (IOPs) that are normotensive, and patients 
with low-tension glaucoma will possess IOPs in the mid- 
to low teens. Although tonometry is a test that should 
be performed liberally, without regard to the age of the 
patient, it will not detect glaucoma suspects who are nor- 
motensive. Although the effect of open-angle glaucoma 
is to diminish the field of vision, few practitioners per- 
form a sensitive test of the visual field unless there is 
clinical justification for it. A screening test, such as con- 
frontation fields, is often used as part of the general 
examination, but this test will not reveal diminution of 

the visual field until the disease has reached an advanced 
stage. For these reasons, examination of the optic nerve 
head is often the most crucial aspect of diagnosis. 

Assessment through a dilated pupil—with the advantage 

of stereopsis offered by fundus biomicroscopy—may 

offer the best opportunity to detect disease, for often 

one eye will precede the other in degree of involvement. 

Distinct or subtle differences in the cupping of the neu- 

roretinal rim may provide the clue that leads to further 
testing and to differential diagnosis. 

If a patient is a glaucoma suspect, a sensitive test of 
the visual field must be performed, which requires the 
use of perimetry at threshold. This obligation extends 
to ocular hypertensive patients, who have about a 10% 
risk of developing the disease. Periodic reassessment of 
intraocular pressures and visual fields must be per- 
formed, which creates a long-term obligation for man- 

agement. The risk of disease and the rationale for 
testing must be explained to the patient and docu- 
mented in the record of care. 

Retinal Detachment. There is a timeliness to the 
diagnosis of retinal detachment that, if not observed, 

can lead to significant loss of vision. Therefore, 
patients who are symptomatic for retinal detachment— 
blurred vision, seeing sparks or lights, reduced visual 
field—must receive a timely dilated fundus examina- 
tion and a thorough assessment of the retina. Both the 
periphery and the posterior pole must be examined; 
failure to perform a dilated fundus examination will 
inevitably be construed as negligence. Prompt referral 
is necessary if a detachment is found. 

Patients who are at risk for retinal detachment also 
should receive a dilated fundus examination. These 
patients include individuals with the following: 
* Significant myopia 
* Aphakia or pseudophakia 
* YAG capsulotomy 
* Open-angle glaucoma and significant myopia that is 

treated with miotic drugs 
* Lattice degeneration 
* Proliferative retinopathy (e.g., proliferative diabetic 
retinopathy, sickle cell hemoglobinopathy, branch 
retinal vein occlusion) 

+ Nonpenetrating trauma to the eye 
- Retinal detachment in the fellow eye 
Patients with acute onset symptomatic posterior vit- 
reous detachment (PVD) also must receive a timely, 
thorough evaluation of the ocular fundus. Between 
8% and 15% of patients with symptomatic PVD will 
have suffered a retinal tear, and approximately one 
third of these patients will experience a retinal 
detachment. The retinal break may not be apparent 
at the time of examination; a partial PVD may pro- 
duce a retinal tear afterwards, when there 1s complete 
separation of the vitreous. Even if the results of the 
initial assessment are negative, the patient must be 
re-examined 4 to 8 weeks later because the risk of reti- 
nal detachment remains significant, especially for 
aphakic patients. The patient must be warned of the 
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symptoms of detachment and instructed to return 
for assessment immediately if they occur. These com- 
munications should be carefully documented in the 

patient’s record. 

Tumors. Intraocular tumor is an exceedingly rare 
disease, but if a tumor produces symptoms, misdiagno- 
sis caused by failure to perform a dilated fundus 
examination may result in litigation. Even tumors as 

rare as malignant melanoma, retinoblastoma, and von 

Hippel-Lindau have been the source of malpractice 
claims. Failure to examine the peripheral retina in 
symptomatic patients is considered to be a breach of 

the standard of care. 
Silent intraocular tumors pose a genuine diagnostic 

challenge to practitioners. The most troublesome situa- 
tion is in asymptomatic first-presenting patient: does 
the standard of care require a dilated fundus examina- 
tion and evaluation of the peripheral retina of these 
patients? The growing medical orientation of the stan- 
dard of care is moving inexorably in that direction, as 
indicated by recent litigation. Therefore, it is wise to 
include a dilated fundus examination as part of the gen- 
eral assessment of “routine” first-presenting patients. 

Misdiagnosis of external tumors, such as basal cell 
and squamous cell carcinoma, also can be construed as 
negligence. Questionable lesions of the adnexa should 
be referred for biopsy and, when appropriate, for surgi- 
cal removal. Patients with visual field loss indicative of 
intracranial neoplasms must likewise receive referral 
for definitive diagnosis. For patients with a suspicious 
history (e.g., headaches, neurologic symptoms) or find- 
ings (e.g., decreased acuity, papilledema), perimetry is 
indicated. Tumors can threaten life as well as vision, 

and optometrists must remain vigilant for these rare 
but potentially devastating diseases. 

Use of Ophthalmic Drugs 

Although the adverse effects of drug use are a liability 
issue for ophthalmologists, they are a rare source of 
litigation for optometrists. In fact, considering the 
importance of the diagnosis of intraocular disease, fail- 
ure to use a mydriatic drug (to obtain pupillary dila- 
tion) is a much more likely source of litigation than an 
adverse effect of drug use (e.g., acute angle closure). All 
drugs have side effects, however, and ophthalmic drugs 
are no exception. For convenience of discussion, drugs 
are categorized as diagnostic or therapeutic. 

Diagnostic Drugs. The most commonly used 
drugs are anesthetic and mydriatic agents. Anesthetic 

agents should not be applied copiously to a cornea 
with a compromised epithelium; a permanent corneal 
opacity may result. Mydriatic agents should not be 
administered without first assessing the anterior cham- 
ber angle. If the angle is anatomically narrow and has 
the potential to precipitate an angle closure during 
pupillary dilation, the patient must be warned of this 
risk, and an informed consent to proceed must be 
obtained (Figure 11-1). Provisions also must be made 
for management of the angle closure should it occur. 
Patients who have undergone pupillary dilation dur- 
ing general examination should be advised that 
blurred vision and photophobia will persist for several 
hours and that caution is needed while operating a 
motor vehicle or performing other potentially haz- 
ardous tasks. The same warning must be given to 
patients who have received cycloplegia. In some 
instances (e.g., uncorrected hyperopes with significant 
refractive error), it is prudent to have a third party 
transport the patient during the period that acuity is 
reduced. 

Therapeutic Drugs. Litigation from therapeutic 
drug use most often involves topical steroids. Adverse 
side effects of long-term use include cataracts and 
open-angle glaucoma. Patients who must undergo a 
long-term regimen of use must be warned of side 
effects and monitored with sufficient frequency to 
detect these effects if they occur. Prescriptions should 
specify the number of permissible refills. If no refills 
are permitted, the prescription should contain lan- 
guage to this effect. 

A second source of litigation is the use of systemic 
steroids, which often have significant side effects. 
These drugs should not be used unless it can be ascer- 
tained that a topical route of administration would not 
be adequate. Warnings of expected side effects should 
be given and documented. 

Drugs used for the treatment of open-angle glau- 
coma also can produce the following undesirable side 
effects: B-blockers can significantly affect individuals 
with uncompensated congestive heart failure or 
chronic obstructive pulmonary disease; miotic agents 
may precipitate a retinal detachment in patients who 
are significantly myopic; and systemic carbonic anhy- 
drase inhibitors may cause adverse effects ranging from 
kidney stones to aplastic anemia. Patients must receive 
adequate warnings of drug side effects and must be 
examined periodically to ensure that injurious effects 
have not occurred. In all cases, ophthalmic drug use 
must be adequately documented in the patient’s 
record of care. 
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| EXAMPLE INFORMED CONSENT DOCUMENT FOR DILATION OF THE PUPIL 
WHEN A PATIENT HAS A NARROW ANTERIOR CHAMBER ANGLE 

Dilation of the pupil is a common diagnostic procedure used by optometrists to better examine the 
interior of the cye. It allows a more thorough examination by making the field of view wider and by 
permitting the doctor to see more of the inside of the eye. Being able to examine the inside of the eye is 
essential to determining that your eye is healthy. 

To dilate the pupil, eye drops must be administered. They require roughly half an hour to take effect. 
Once your pupils are dilated, it is common to be sensitive to light, a symptom that is usually alleviated by 
sunglasses. If you do not have any sunglasses, a disposable pair will be provided for you. Another common 
symptom is blurred vision, especially at near. It will require about 4-6 hours for your vision to return to 
normal. During this time you must exercise caution when walking down steps, driving a vehicle, operating 
dangerous machinery, or performing other tasks that may present a risk of injury. If you have any special 
transportation needs, please let us know so that they can be arranged prior to dilation. 

In about 2% of people there is a possible complication of dilation of the pupil; it has been determined 
that you fall into this category. You must understand this complication before you give your consent to 
have this procedure performed. 

The doctor's examination has revealed that there is a possibility of elevating the pressure inside your 
eye when dilation is performed. The medical term for this eventuality is "angle closure glaucoma”. Because 
of this possibility, once your eye is dilated and the interior of the eye has been examined, the pressure will 
be checked again. Should it become elevated, it will be necessary to lower the pressure by administering 
eyedrops and oral medication. Afterwards, it may be necessary to refer you to an eye surgeon for treatment 
with a laser to prevent further occurrences of this kind. 

Because of the structure of your eyes, it is possible for an angle closure to occur at some other time, 
when the symptoms may not be recognized and treatment may not be immediately provided. Such an 
eventuality could seriously affect your vision. Therefore, there is a benefit to you in having dilation 
perfomed today and in allowing this complication, if it occurs, to be diagnosed and treated immediately. 

The decision to undergo dilation is yours. You may choose not to have dilation performed, but because 
of your history, symptoms, or examination findings, the doctor recommends that dilation of the pupil be 
used today to examine your eye for disease. If you have any questions concerning the procedure, please ask 
them so that we may answer them. Then please sign your name in the appropriate place below to signify 
your decision. 

(J Iunderstand the risks and benefits of pupillary dilation and I consent to have the procedure 
performed. 

(] The risks and benefits of pupillary dilation have been adequately explained to me and I understand 
them, but I do not wish to undergo the procedure. 

Date Signature of Patient 

Figure 11-1 Sample informed consent agreement for dilation of the pupil when there is a risk of angle closure. 

Contact Lenses hood of complications found in extended wear—esti- 

Risk management in contact lens practice is most eas- mated to be 4 to 15 times that for daily wear—patients 

ily described by type of lens modality: daily wear must be informed of the risks, and a structured program 

or extended wear. Although the risk of significant of care should be devised. Written agreements are used 

complication is greater for patients fitted with extended to satisty informed consent requirements and to 

wear lenses, the much larger number of individuals describe management, which should obligate patients to 

wearing daily wear lenses causes more legal claims to be return at stated periods for follow-up (Figure 11-2). 

brought by these patients. Because of the greater likeli- Agreements may be tailored to meet the needs of the 
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University Optometric Group 
908 19th Street South 
Birmingham, AL 35294 

(205) 934-5161 

Fitting Agreement for Extended Wear (Overnight) Contact Lenses 

Extended wear (overnight) contact lenses present 
both patient and doctor with special obligations and 
requirements. To ensure successful lens wear, a 
specially designed program of fitting, lens care, and 
followup evaluation has been designed for you. To 
receive the benefits of this program, however, you 
must adhere to recommended lens care and wear 
procedures and must return as required for periodic 
progress evaluations. The details of our program are 
explained in the paragraphs that follow. 

Eligibility 

Extended wear contact lenses are available only to 
patients who have received an eye health examination 
at University Optometric Group during the past 12 
months and who have no obvious contraindications to 
wear. The use of overnight lenses is not for everyone, 
and your doctor will advise you concerning the 
suitability of extended wear lenses for you. Because it 
is not always possible to determine in advance of lens 
wear whether you will enjoy a successful response to 
overnight use of lenses, frequent examination is 
necessary at the beginning of wear. Various personal, 
physiological and environmental factors may 
necessitate a change in the recommended wearing 
schedule or even termination of extended wear. These 
factors include, but are not limited to: 

¢ Inability or unwillingness to return for 
followup care 

¢ Inability or unwillingness to follow 
instructions for lens care and maintenance 

¢ Poor lens hygiene 
e Manual dexterity problems that prevent 

periodic lens removal and cleaning 
e Severe emotional stress 
* Use of certain medications 
¢ Dryness of the eye 
¢ Ocular allergic response 

If you suspect that these or other factors may 
affect your ability to wear overnight lenses 
successfully, please discuss your concerns with the 
doctor before initiating the lens fitting process. 

All patients must have a pair of spectacles which 
can be wor in place of contact lenses as needed. 

Contact Lens Fitting 

Your doctor will perform a careful fitting and 
lens evaluation which will include the following: 

e Assessment of any contraindications to lens 
wear 

¢ Examination of external eye and tear film 
* Measurements for the fit of lenses 
* Placement of trial lenses in the eye 
¢ Determination of appropriate lens power and 

design 
* Evaluation of ocular response to trial lens wear 

You will have an opportunity to wear trial lenses 
and to assess the sharpness of your vision through 
them. If after this evaluation it is determined that you 
do not wish to wear overnight lenses, you will be 
charged a fee of $35 for the fitting and examination. 

Tf you decide to wear overnight lenses, you will 
be charged an additional fee for lenses, solutions 
needed for cleaning and disinfection, training in lens 
insertion and removal, education in lens cleaning and 

maintenance procedures, and for progress evaluations 
that are part of the fitting period. The total cost is 
dependent upon the type of lenses selected for you, 
the solutions needed for maintenance, and the number 
of progress evaluations. We will be happy to review 
these costs with you at the time of payment. 

Progress Evaluations 

Evaluation of lens wear is a necessary aspect of 
the proper care of patients using overnight lenses. 
Complications can occur rapidly, and periodic 
examination is needed to safeguard eye health and 
prevent injury. For these reasons, progress 
evaluations will be scheduled for: 

24 hours after beginning overnight wear 
3 days after beginning overnight wear 
10 days after beginning overnight wear 
4 weeks after beginning overnight wear 

The initial schedule for your progress evaluations 
is as follows: 

Examination Date/Time 

24 hour 

3 days 

10 days 

4 weeks 

Figure 11-2 Sample informed consent agreement for overnight wear of contact lenses. 
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Additional examinations may be necessary, 
depending upon your response to overnight wear. 

It is important for the health of your eyes that 
you return as required for examination, follow the 
recommended wearing schedule, and clean and 
disinfect your lenses as directed. Failure to fulfill 
these obligations may result in termination of lens 
wear. 

Wear of Lenses 

You have been fitted with the following type and 
brand of extended wear contact lenses: 

Type Manufacturer/Brand 

Gas permeable 

Soft 

Disposable 

As with any other medical device, the use of 
extended wear contact lenses is not without risk. This 
risk is higher than for daily wear lenses (lenses that 
are not worn overnight). A small but significant 
percentage of individuals wearing extended wear lenses 
develop potentially serious complications that can 
lead to permanent eye injury and vision loss. 

Therefore, it is important that you 
recognize the symptoms of potentially 
serious complications of wear, which 
include the following: 

¢ Decreased (blurry) vision 
° Eye pain or irritation 
e Redness of the eye 
¢ Watering or discharge 
¢ Sensitivity to light 

If you experience any of these 
symptoms, you should immediately remove 
your lenses, call the clinic, and schedule 

an appointment. Do not delay in calling 
for an appointment and do not resume lens 
wear until advised to do so by your doctor. 

A proper wearing schedule is essential to 
reducing the risk of complications. Although extended 
wear lenses are intended to be worn overnight, the US 

Food and Drug Administration has issued an advisory 
letter recommending that lenses be worn continuously 
for no more than 6 nights. After wear for the period 
recommended by your doctor, lenses are to be left off 
one night and cleaned and disinfected before wear is 

resumed. 

You are advised to wear your lenses no more than 
nights continously. After removal, the lens 

must be properly cleaned, disinfected, and stored 
overnight. 

Lens Care 

Proper care of lenses is necessary for successful 
wear, proper vision, good eye health and normal lens 
life. You will be instructed in the proper methods of 
lens care and handling and provided with the proper 
solutions and materials for the cleaning, disinfection 
and storage of extended wear (overnight) lenses. 

You should not hesitate to ask your doctor or a 
staff assistant about lens care and maintenance, and 
you should become familiar with the lens care 
products listed below, for they have been prescribed 
specifically for your eyes and lenses. You should 
never change or substitute brands without 
first checking with your doctor. The use of 
improper solutions may result in eye irritation or lens 
damage. 

The following products have been selected for use 
with your lenses: 

Lens cleaner 

Lens disinfectant 

Soaking solution 

Rinsing solution 

Wetting solution 

Eyedrops 

If a lens accumulates deposits which cannot be 
removed, it must be replaced. Lens life is 
unpredictable, and frequent replacements may be 
necessary. The cost of replacing damaged lenses is 
$ per lens during the period this agreement is in 
effect. Lost lenses may be replaced for this same fee. 

A successful lens fit cannot be guaranteed, 
despite the best efforts of your doctor and full 
compliance on your part with all requirements for 
lens wear and care. If a change of lens type is required, 
a fee of $ per lens will be charged. If the 
decision is made to terminate extended lens wear, you 

will be eligible for a refund of $ per lens if 
the lenses are returned within days of 
beginning wear. 

Disposable Lenses 

Disposable lenses are a type of extended wear 
(overnight) lens used to reduce the likelihood of 
certain ocular complications of contact lens wear. If 
disposable lenses are prescribed for you, they must be 
removed and discarded in accordance with the schedule 
that has been advised. As with other types of extended 

Figure 11-2, Cont'd 
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wear lenses, continuous wear is limited to no more 
than 6 nights. After a night without wear, a new set 
of lenses is placed in the eye. Disposable lenses 
should not be used after being taken out of the eye, 
but if a lens is accidentally or deliberately removed, it 
should not be reused without first being cleaned and 
disinfected. 

Your wearing schedule is listed below: 

Remove lenses after days of wear. 

Do not wear lenses for 24 hours. 

Replacement lenses can be worn for days. 

If no problems are encountered, repeat the above 
schedule for__ weeks, after which time you will 
be scheduled to return for a progress evaluation and a 
new supply of lenses. 

Because disposable lenses cannot be 
inspected by the doctor prior to dispensing, 
you should examine each lens prior to 
insertion in the eye. Defective lenses should be 
discarded or brought to the clinic for inspection. 
Lenses should be removed immediately if significant 
symptoms occur, such as blurred vision, pain, 
redness, ocular discharge, or sensitivity to light, and 
an appointment should be scheduled with your doctor. 

Contact Lens Prescriptions 

Until your doctor has had an opportunity to fit 
you with lenses and evaluate the response of your 
eyes to lens wear, the prescription for your contact 
lenses cannot be determined. For that reason, a 
contact lens prescription cannot be provided until the 
conclusion of the fitting period, which is generally 
about a month after lens wear has begun. 

The contact lens prescription provided by your 
doctor will describe the exact lens parameters needed 
to ensure that, if it becomes necessary, you can 
obtain these same lenses from another practitioner. 
The prescription will be valid for a period of time 
which may range from 3 months to one year, 
depending upon the type of lenses you received. 
Patients who are fitted with disposable or planned 
replacement lenses usually require the shorter periods 
of time, because lenses may be modified at progress 
evaluations. There is no fee for providing you with a 
copy of your prescription. 

Patient Responsibility 

Please read carefully the five paragraphs that 
follow, for they constitute your obligations as a 
contact lens patient of University Optometric Group. 

I understand that my cooperation and compliance 
is vital to my success with extended wear (overnight) 

contact lenses. 

I have been instructed in the proper methods of 
lens care and handling. I understand the importance of 
adhering to proper lens care procedures and the need 
for periodic progress evaluations. I agree to follow the 
recommended wearing schedule and to keep scheduled 
appointments. I agree to follow my doctor's advice for 
the safe wear of lenses as indicated on this form and 
in my record of care. I will notify my doctor or 
University Optometric Group immediately if any eye 
or vision problems occur. 

I understand that extended wear (overnight) 

contact lenses have many benefits but, as with any 
other drug or device, they are not without risks. I 
have been told that the risk of complications with 
extended wear (overnight) lenses is greater than for 
daily wear lenses. I have also been told that a small 
percentage of wearers develop serious complications, 
including conditions that can cause permanent eye 
injury and vision loss. For this reason, I agree to 

_ follow the advice and instructions provided by my 
doctor. I will remove my lenses and seek care 
immediately if I experience eye pain, redness, 
discharge, sensitivity to light, or decreased vision. 

I have been told the nature, purpose, and benefits 
of extended wear (overnight) contact lenses. I know 
that there are feasible alternatives, including daily 
wear contact lenses and spectacles, available to me. I 
understand that I may not be able to wear extended 
wear (overnight) lenses successfully and that lens 
wear may have to be terminated. I know that I may 
ask any questions I wish concerning my lenses or the 
policies of University Optometric Group prior to the 
ordering of lenses. 

By my signature I acknowledge that I have read, 
understood and received a copy of this fitting 
agreement. I agree to adhere to the policies, fees, and 
clinical requirements of University Optometric 
Group's Fitting Agreement for Extended 
Wear (Overnight) Contact Lenses. 

Signature of Patient 

Signature of Parent or Guardian 

Date Witness (initials) 

Figure 11-2, Cont'd 
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mode of wear: daily wear, extended wear, disposable 
wear, Or monovision for presbyopia. An important com- 
ponent of any fitting agreement is the contact lens pre- 
scription. The practitioner’s policy for release of the 
prescription—which must be in accordance with the pro- 
visions of state law—should be made clear to the patient 
before the fitting. When a prescription is released to the 
patient, it should contain all the information necessary 
to allow the patient to obtain the lenses fitted. 

Liability issues vary somewhat, based on the type of 
lens prescribed. 

Daily Wear Lenses. The six major areas of litigation 
involving daily wear lenses, requiring the application of 
risk management, are the following: 
* Fitting patients with nonapproved lenses or 

solutions or using approved lenses or solutions in a 
nonapproved manner (e.g., allowing disposable wear 
lenses to be cleaned overnight and reused) 

* Inadequate disclosure of the limitations of 
monovision wear 

* Failing to verify lens parameters before dispensing 
lenses to patients 

* Negligence by a contact lens technician 
* Misdiagnosis or inadequate management of contact 
lens-related corneal abrasions or infections 

+ Failing to periodically evaluate the ocular health 
(external and internal) of contact lens patients 

The most important considerations are the manage- 
ment of contact lens-related abrasions and the peri- 
odic evaluation of the ocular health of contact lens 
wearers. If neglected, they create the best opportunity 
for significant injury and large damages. 

Extended Wear Lenses. \n addition to the prob- 
lems enumerated for daily wear lenses, the following 
special considerations apply to patients fitted with 

extended wear lenses: 
* Improper selection of patients for extended wear 

(e.g., patients with dry eye) 
* Inadequate instruction given to patients (e.g., failing 

to inform patients of proper methods of lens 
disinfection and maintenance) 

- Improper wearing schedule (e.g., recommending 
continuous wear beyond 6 nights without clinical 

justification) 
- Improper management of contact lens-related 
complications (e.g., corneal abrasions that evolve 
into ulcerative keratitis) 

* Inadequate monitoring of ocular health 

A special concern is found in disposable lens wear. 

Because several months’ supply of lenses are dispensed 

to patients at one time, the customary obligation of 
inspecting and verifying lenses before dispensing can- 
not be fulfilled. The patient must be informed of this 
deviation from usual practice and instructed to return 
immediately for re-evaluation if acute problems arise 
after insertion of lenses (e.g., pain, redness, decreased 

acuity, discharge). This information should be inclu- 
ded in the informed consent agreement. 

Spectacle Lenses and Frames 

Legal claims involving spectacles are brought because a 
lens or frame breaks, causing ocular injury. Spectacles 
are prescribed based on the primary purpose for which 
they will be used: dress wear, occupational or industrial 
use, or for athletic competition or sporting activities. 
Protection from injury is always a consideration regard- 
less of the type of use, but whenever protection 
becomes a key clinical concern, the lens material of 
choice must be polycarbonate plastic. Patients for 
whom ocular protection is of importance constitute a 
sizable group of individuals, including the following: 
Monocular persons 
Athletes 
Individuals whose occupation may place them at 

special risk for ocular injury (e.g., law enforcement 
officers) 

Children 
Persons with corneas that have been compromised by 

surgery (e.g., aphakia, penetrating keratoplasty, 
radial keratotomy) 
Dress eyewear may be inadequate to protect patients 

from injury; industrial strength frames or athletic 
frames may be necessary, with polycarbonate lenses. If 
secondary use (such as occasional participation in ath- 
letic events) poses a significant risk of injury, patients 
must be advised of the need for protective eyewear, and 
the proper lenses and frames must be prescribed. 

All lenses and frames prescribed for occupational 
or industrial use (“safety glasses”) must meet specific 
federal standards for impact resistance. Eyewear must 
be inspected before it is dispensed to ensure that it 
meets these standards, which include a minimum lens 

thickness requirement (3 mm, regardless of lens mate- 

rial) and a “Z-87” logo for the frame. 
Frames prescribed for athletic use—particularly for 

the racquet sports—should meet the requirements of 
American Society for Testing and Materials standard 
F803. Polycarbonate lenses are mandatory. The same 
type of frames should be prescribed for persons 
involved in contact sports such as baseball, basketball, 

and football. 
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Important Information About Your Glasses 

Before you select the frames and lenses for your glasses, there are several things we need to consider. It is 

important that you describe to us the kinds of activities that you plan to undertake while wearing your 

glasses. If you will be wearing glasses at work, we need to know if there is a risk of injury to you from 

flying objects that could strike a lens and break it. If your job requires the use of safety glasses, you must 

tell us because special frames and lenses must be ordered. If you plan to wear your glasses while playing 

sports, please let us know so that we can help you select frames and lenses that will not create a risk of 

injury. In fact, if you participate in any activities that could potentially cause eye injury, you need to 

describe these activities to us so that we can advise you. Although no glasses are unbreakable, there are 

important differences between lenses and frames that make some glasses more protective when compared 

to others. We are here to help you choose the glasses that best satisfy your needs. 

Lenses 

A very important part of selecting your glasses is the choice of lens material. There are several different 
materials to choose from, and each has advantages and disadvantages, which are described below. 

Glass—treasonably resistant to scratching and, as a photochromic lens, has good ability to darken in 

sunlight; in high prescriptions glass can be heavy; glass lenses may not withstand impact well. 

Plastic—scratches more easily than glass, but lighter, especially in high prescriptions; can change 
darker in sunlight, and makes excellent sunwear; impact resistance is similar to glass. 

High index plastic—used for high prescriptions because lenses are thinner and much lighter than other 

materials; withstands impact a little better than regular plastic; good for sunglasses. 

Polycarbonate plastic—a high index material that is very impact resistant, which makes it the best 

choice for ocular protection; scratches more readily than glass but like other plastic materials is light and 

thus appropriate for high prescriptions; makes good non-prescription sunglasses too. 

Frames 

Another important consideration is the frame you select for your glasses. It should fit properly, be 

comfortable, and complement your appearance. It should also be safe. There are three basic categories of 
frames from which to choose. 

Dress—these are the frames worn for everyday activities that do not pose a risk of injury; the great 
majority of frames serve this purpose, being suitable for wear at home, at work, and during play. 

Safety—some frames have been specially designed to provide protection in the workplace; they can be 
identified by a “Z-87” logo on the frame; lenses for these frames must be of a certain thickness and have a 
special design in order for them to meet the requirements for “safety glasses”. 

Sports—eyewear for high risk activities such as racquetball, squash, baseball, basketball, and football 

must meet special design standards and be made of polycarbonate plastic; frames must meet the standards 
of “ASTM F-803” to provide optimum protection. 

Making Your Choice 

Please consider carefully your needs for both frames and lenses. Based on these needs, we will be pleased 

to advise and assist you in the selection of the eyewear most suitable for you, which will be marked below. 

LENS MATERIAL [_] Glass [_] Plastic (_] High Index [_] Polycarbonate 

FRAMES [_] Dress [_] Safety _] Sports 

SPECIAL ORDERS [] Antiscratch [_] Antireflective [] Photochromic [_] Sunglasses 

Verified By Date 

Figure 11-3 Sample information sheet for ophthalmic materials. 
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In the dispensary, patients should be informed of 
the difference between lens materials and frame types, 
and the choice of eyewear should be documented 
(Figure 11-3). 

Recordkeeping and Documentation 

Even though care is provided in accordance with rec- 
ognized standards, the defense of a legal claim may be 
impaired because the practitioner’s record does not 
adequately describe the care rendered. There are two 
aspects to proper risk management: the use of an 
appropriate method of recordkeeping and the diligent 
documentation of test results, important communica- 
tions, and treatment plans. 

Problem-Oriented Records 

To obtain efficient, clear, and thorough recordkeeping, 
a problem-oriented system should be used. Problem- 
oriented recordkeeping, whether applied to written or 
electronic records, achieves effective risk management 
and is the preferred method for optometrists (see 
Chapter 28). Risk management through documenta- 
tion is most importantly directed at descriptions of 
findings, informed consent, and follow-up ‘appoint- 
ments. 

Description of Findings. When recording exami- 
nation findings, the optometrist should use descriptive 
terminology. Rather than empty terms such as “nor- 
mal,” “unremarkable,” and “WNL” (“within normal 

limits”), language describing the practitioner’s observa- 
tions should be used (e.g., the optic nerve may be 
recorded as “C/D .3/.4, margins distinct, no pallor, 
NRRI” [neuroretinal rim intact]). Of particular impor- 
tance are the findings of ophthalmoscopy and the slit 
lamp examination; in addition, the details of testing 
should be recorded (e.g., instruments used, drugs 
administered). All aspects of the eye health assessment 
should be accorded this descriptive documentation, 
which constitutes a most important part of the defense 
of a malpractice claim. 

Informed Consent. The obligation to provide 
informed consent arises in many aspects of practice; 
examples include contact lens fittings, dilation of a 
narrow anterior chamber angle, and prescribing of 

drugs for treatment. To ensure that the appropriate 

information is conveyed and to preserve a written 

record of the patient’s consent, printed forms are often 

used. These forms expedite the process of adhering to 

informed consent requirements, provide excellent evi- 
dence should a legal dispute arise, and are a necessary 
part of clinical practice. 

Follow-up Appointments and Referrals. If patients 

require follow-up visits, a definite recall appointment 
should be scheduled, even if the date is remote (e.g., 

3 to 6 months in the future). The patient should be 
contacted by mail or telephone (or both) just before 
the appointment date and reminded of the examina- 
tion. If referral is necessary, a practitioner should be 
chosen and contacted, and a definite appointment 
should be scheduled. The date of the appointment 
should be noted in the patient’s record. If practical, a 
letter should be sent to the practitioner to whom the 
patient is being referred, describing the reason for the 
referral and requesting notification if the patient does 
not keep the appointment. 

Maintaining well-organized records is one of the 
most important steps that clinicians can take to man- 
age risk. The importance of proper recordkeeping and 
documentation as necessary components of risk man- 
agement cannot be overemphasized. 
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Chapter 1 Pe 

Personal Insurance 

Protection is not a principle, but an expedient. 

Benjamin Disraeli Speech before the House of Commons, March 17, 1845 

pA teasion of insurance would not be complete 
without some mention of the personal coverage 

that each individual requires to protect three very 
important aspects of life: health, home, and trans- 
portation. 

Health Insurance 

Before 1965, when Medicare was authorized by the 

U.S. Congress, health insurance provided lifetime care 
that was guaranteed to be renewable. Today, however, 

most policies terminate at age 65, when Medicare ben- 
efits begin, which means that the average optometrist 
will need a health care plan for about four decades 
(ages 25 to 65). 

Health insurance is a highly preferred benefit of 

employment, but employed optometrists may find 
themselves limited by the plan that is offered by the 
employer. Extra or more inclusive provisions, if they 
can be added, must be paid for by the employee. 

Self-employed optometrists have the following two 
concerns: health insurance as a benefit for employees 
and personal coverage for the optometrist and his 
or her family. In choosing a personal plan, the opto- 
metrist may be able to enroll in a health maintenance 
organization or preferred provider organization or 
may opt for basic medical coverage under Blue Cross/ 
Blue Shield or similar providers. 

The most basic coverage is a major medical policy, 

which is intended to defray the cost of catastrophic ill- 
ness, a financially devastating eventuality for the unin- 
sured. The following are two key aspects of major 
medical coverage: there is an annual deductible, which 
the insured must pay before the major medical cover- 
age applies, and medical expenses that qualify under 
the plan and that exceed the deductible will be paid by 

John G. Classé 

the insurer up to a stated percentage, usually 80%. In 

addition, some plans will pay 100% of eligible 
expenses once a certain level is reached. 

Hospital indemnity insurance is a supplemental insur- 

ance plan that can be used to provide protection for 
hospital expenses, and it can be added to pre-existing 
major medical or other health insurance. Benefits are 

typically paid directly to the recipient, beginning with 
the first day of hospitalization, and pay for as much 
as a year of continuous confinement. Benefits are 
often increased for a limited period if intensive care is 
required. There are limitations to such policies (60 and 
65 being the customary ages beyond which no insur- 
ance can be obtained), and there are several important 

exclusions that are usually present in the policy (e.g., 
suicide, pregnancy, nursing home services, or pre-exist- 
ing conditions). 

Health insurance is usually available to employees 
of self-employed optometrists. Often, coverage is pur- 
chased at group rates, through organizations such as 
the American Optometric Association. 

Individual coverage is more expensive, and cost, 

benefits, complexity, and other factors determine 

which coverage is appropriate for a given practitioner 
or family. 

Plans that provide maternity leave are usually desir- 
able; although a self-employed practitioner can choose 
a health insurance plan that provides appropriate cov- 
erage, an employed optometrist is limited to the plan 
provided by the employer. There is no legal require- 
ment that an employer offer a health plan to employ- 
ees, but if an employer opts to do so it must comply 
with the federal Employee Retirement Income 
Security Act (ERISA), as well as state requirements that 

often mandate maternity and prenatal care (unless the 

employer is self-insured). In many states these laws 
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require that health care plans include minimum mater- 
nity stays. When an employer is self-insured, the plan 
is not governed by state laws but only by ERISA. These 
ERISA-controlled plans have been affected by the fed- 
eral Health Insurance Portability and Accountability 
Act (HIPAA), which specifically addresses maternity 
leave. 

HIPAA was enacted to provide health care coverage 
when changing employment. However, HIPAA only 
applies to employer-sponsored group health insurance 
plans. If a pregnant employed optometrist changes 
jobs, because of HIPAA the new employer’s group 
health insurance plan cannot deny coverage (by citing 
a “pre-existing condition”). But an employee changing 
from one individual health plan to another individual 
health plan or from a group plan to an individual plan 
might not get prenatal or maternity coverage at all, 
might have to endure a “waiting period” (period before 
the new plan becomes effective), or may have to buy 
expensive individual coverage. 

A self-insured employer that offers group health 
benefits, if it includes maternity coverage, cannot 
exclude a new employee’s pregnancy under a “pre- 
existing condition” clause. However, there can be a 
waiting period before coverage begins, even for 
employees eligible for insurance coverage under 
HIPAA. 

A federal law known as COBRA (Consolidated 
Omnibus Budget Reconciliation Act) allows qualified 
workers, their spouses, and their dependent children to 

maintain insurance coverage when it might otherwise 
be cut off. Under COBRA, if an employee voluntarily 
leaves a job or is terminated for any reason other than 
“gross misconduct,” the employee is guaranteed the 
right to continue the former employer’s group plan for 
individual or family health insurance, for up to 18 
months, at the employee’s expense. However, individ- 
ual plans—those purchased individually rather than 
through work or an association—are not subject to 
COBRA law. In addition, employers are not required 
to offer COBRA unless they have at least 20 
employees. 

If maternity leave is offered by an employer, plan 
requirements must conform to the federal Pregnancy 
Discrimination Act (PDA). The PDA requires that 

women affected by pregnancy be treated in the same 
manner as other employees with similar abilities or 
limitations. The Federal Maternity Leave Act requires 
employers to permit 12 weeks of unpaid leave for the 
birth and care of a newborn, but the law only applies to 
employees who have at least a year of employment and 
to large employers (more than 50 employees). 

-~Homeowner’s Insurance 

There are three types of homeowner’s insurance: mort- 

gage insurance; personal liability insurance; and 

dwelling, unscheduled personal property, and living 

expense insurance. Mortgage insurance is usually pur- 
chased as a decreasing term rider on a permanent insur- 
ance policy, but it can be purchased separately. Personal 
liability insurance and dwelling, unscheduled personal 

property, and living expense insurance both can be 
included within a standard homeowner’s policy. 

Mortgage insurance. This type of insurance protects a 
spouse against the eventuality that, with the 
insured’s death, the spouse will no longer have the 
income to meet the mortgage payments. Mortgage 

insurance pays the mortgage balance in the event 
the insured dies, thus ensuring that the home will be 
unencumbered (see Chapter 9). 

Personal liability insurance. Coverage provides an 

~ insured with protection against legal liability for any 
nonvehicular accidents that might occur on the 
insured’s property. The usual type of eventuality is a 
“slip and fall” injury. 

Dwelling, unscheduled personal property, and living expense 
insurance. This type of insurance covers a number of 
perils that involve an insured’s home. It protects the 
dwelling against fire, lightning, and other catastro- 
phe, to the policy limits; in addition, extended cover- 
age against hail, windstorm, explosion, riot, falling 

trees, or crashing cars can be obtained. Coverage also 
can be provided for the theft or loss of personal items. 
As an adjunct to such coverage the insured needs to 
keep the receipts of all major purchases or take photo- 
graphs of these items in the house or apartment. (An 
inventory also is a good idea.) The preferred type of 
coverage is called “replacement value” (rather than 
“cash value”) because it allows replacement of the 
damaged or destroyed item with one of the same kind 
and quality, to the limits of the policy. “Extended 
Replacement” coverage will pay above the policy 
limits, if necessary. 

The owner of items of special value (e.g., jewelry, art, 
antiques) should check with the insurer to make sure 
that those items are covered. If there is a homeowner’s 
policy, the personal goods in the home may be instired 
for a percentage of insurance on the dwelling (between 
50% and 70%), but this coverage may not be sufficient 
for extreme valuable items (discussed infra). 

In the event that a home is damaged and made unfit 
for habitation, living expense insurance provides cover- 
age for the period that the insured and his or her family 



are forced to live outside the home while it is being 
repaired, but the extent of these payments is limited to a 
percentage of dwelling coverage (usually 20%). 

To these basic homeowner’s provisions there may 
be added a fourth type of coverage: “scheduled” prop- 
erty. All standard homeowner’s policies will limit 
financial reimbursement for the loss of certain items, 

such as jewelry, silverware, works of art, antiques, and 

similar things of value. To insure this property, the 
individual items (e.g., a wedding ring, silver flatware, or 
original paintings) will have to be valued separately, or 
“scheduled,” on the policy. The item will be protected 
for the scheduled value in the event of theft, loss, or 

destruction. Of course, the premium cost escalates 
when there is increased insurance coverage, and the 
policyholder will have to weigh this added cost and 
the risk of loss before deciding whether to. schedule 
such items. In addition, before. purchasing a home- 
owner's policy, care should be taken to ensure that it 
meets the policyholder’s needs. 

Vehicle Insurance 

An optometrist must adequately insure any vehicle 
that is used in a private practice, especially if employ- 
ees are permitted to drive it. A personal vehicle also 
deserves adequate insurance coverage. The types of 
coverage are established by state law and usually 
include liability, collision, comprehensive, medical 

payments, and uninsured motorist coverage. 

Liability insurance. This type of coverage provides pro- 
tection if the insured (or other insureds) cause an 

accident that results in personal injury, property 
damage, or both. The insurance company will 
defend the policyholder in court and pay all judg- 
ments against the policyholder up to the policy 
limit. The policy limit is expressed as a ratio, such as 
$100,000/$300,000; this example means that cover- 

age extends up to $100,000 per claimant and up to 
an aggregate total of $300,000 for all claimants 
involved in the accident. 

Collision insurance. This type of coverage reimburses the 
insured for damage done to the insured’s vehicle 
(less a deductible), even if the insured is at fault. 

Comprehensive insurance. This type of insurance protects 
an insured vehicle against virtually all hazards (e.g., 
fire, vandalism, hail, theft) except collision. 

Deductible coverage is probably the best form in 

which to purchase this coverage. 

Medical payment insurance. This type of insurance covers 

the expenses that the insured and passengers incur if 
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injured in an accident—even the ambulance bill—no 
matter who is responsible for the accident. These 
benefits are limited in amount. 

Uninsured motorist insurance. This type of coverage pro- 

tects the insured against personal injury caused by a 
motorist who has no insurance. It also provides cov- 
erage in the event of a hit-and-run accident that 
results in personal injury caused by an uninsured or 
unidentified motorist. In some states this coverage 
can be added to the insurance of an underinsured 
motorist whose coverage is inadequate to pay for the 
insured’s personal injuries. 

An optometrist should not neglect personal insurance 
needs in favor of those for the practice. Premium costs 
can be controlled by a knowledgeable purchaser. 
Higher deductibles for liability coverage and lower col- 
lision and comprehensive coverage for older vehicles 
of reduced value can assist in decreasing premiums. 
Medical payments coverage will not be necessary if the 
insured also has health insurance. In addition, dis- 

counts may be offered by insurers, usually for the 
following: 
+ Low-mileage use of the vehicle 
* Safety features (e.g., airbags, anti-lock brakes) 
* Anti-theft devices (e.g., alarms, wheel-locking 

systems, window identification systems) 

* Safe driving records and passage of approved driver’s 
education courses 

* Good grades achieved by students 
Insurers should be asked about discounts for vehicle 
coverage, especially for younger drivers for whom pre- 

miums tend to be high. 

Uses 

Since individual needs and circumstances vary, trying 

to predict the insurance coverage appropriate for all 

persons would be an impossible undertaking. There- 
fore, only the most common use of personal insurance 

is described. 

Health Insurance 

Health insurance in general, and major medical cover- 
age in particular, is most commonly purchased 
through a group plan because of the reduced cost. The 

best policies are those that provide virtually unlimited 

maximums and are offered by large, stable companies. 
If coverage other than major medical is desired, care 
should be exercised. Certain limited policies—such as 
those paying benefits only for certain diseases (cancer, 
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for example)—may be duplicative and unnecessary. 
Probably the biggest decision in this regard comes 
when the optometrist has reached 65 and is eligible for 
Medicare; extra insurance may be purchased to “plug 

the gaps” in Medicare coverage. 

Homeowner’s Insurance 

Homeowner’s insurance should be reviewed annually 
to ensure that the policy limits are adequate, particu- 
larly in the event there is a total loss. Since the premi- 
ums are paid as part of the monthly mortgage, it 1s easy 
to forget about policy details. Property appreciation 
and inflation make such an omission a serious mistake. 

Familiarity with the homeowner’s policy also 1s nec- 
essary to understand the type of eventualities for which 
there is coverage, the applicable deductibles, and the 
maximum coverage for each type of loss. Of particular 
interest are the types of casualty discussed previously: 
mortgage protection; personal liability; dwelling, 
unscheduled personal property, and living expense 
coverage; and scheduled property insurance. 

Casualty and theft losses not covered by insurance 
are deductible only to the extent that they exceed 10% 
of the individual’s adjusted gross income in the year of 
loss, which means that only a very limited deduction is 
possible. This fact makes adequate insurance protec- 
tion more important than ever. 

Vehicle Insurance 

Most individuals have their first exposure to insurance 
when they insure an automobile, and during the 
course of years, the ownership of automobiles (or other 
vehicles) will result in the contribution of many thou- 
sands of dollars for insurance protection. Nevertheless, 
because of the risk of loss, automobile insurance is an 

absolute necessity, including uninsured motorist cov- 
erage, which is optional in some states. 

A long-term proposition such as vehicle insurance 
requires selectivity on the part of the individual seeking 
coverage. Insurers vary tremendously in terms of cover- 
age offered, cost, renewability, and reputation, and poli- 

cies should be selected with great care. Vehicle policies 
generally fall into one of the following two categories: 

Family policies. Insurance protection exists whether 

the insured is driving his or her vehicle, a vehicle 
belonging to someone else, or a rented one. These 
policies also extend protection to members of the 
household when they drive an insured vehicle and 

to others who drive the vehicle with permission. 
Additional coverage may protect members of the 

* household when they drive someone else’s vehicle. 
Special policies. Insurance protection is offered as a pack- 

age at rates less than those of family policies. 
Benefits automatically include medical payment 
coverage, death benefits, and uninsured motorist 

coverage. The addition of comprehensive or colli- 
sion insurance brings with it personal property cov- 
erage and towing coverage. Special policies usually 
do not pay for injuries that are covered by other 

insurance. 

Family policies that are not markedly more expensive 
than special policies should be given preference 
because they will provide some coverage that special 
policies cannot. Another consideration is how the cov- 
erage is purchased: if all casualty insurance—automo- 
bile, homeowners, practice—is purchased from one 
insurance company, the optometrist with a valid claim 
has a little more leverage to exert than he or she would 
otherwise. 

Tax Issues 

Self-employed optometrists may deduct the premiums 
paid for health insurance coverage for themselves, 
their spouses, and dependents (see Chapter 38). In 
addition, the health insurance premiums purchased by 
an optometrist for the benefit of employees are 
deductible as a business expense. 

There is no deduction permitted for insurance pre- 
miums paid for an individual’s private vehicle insur- 
ance. Premiums for business vehicles may be deducted 
as a necessary business expense. The extent of the 
deduction depends on the extent of the vehicle’s use 
for business purposes (see Chapter 39). 

A homeowner cannot deduct the cost of the premi- 
ums paid for homeowner’s insurance. Uninsured casu- 
alty losses may be deducted to the extent they exceed 
10% of the homeowner’s adjusted gross income and if 
they are not compensable by insurance. 
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Chapter f 7 

Principles of Negotiation 

We arg’ed the thing at breakfast, we arg’ed the thing at tea, 

And the more we arg’ed the question, the more we didn’t agree. 

William Carleton Farm Ballads 

09 seer many authorities believe that good negotia- 
tors are born that way or that negotiation is a skill 

best learned through experience, successful negotiators 
are almost always those individuals who are best pre- 
pared—best prepared with information regarding their 
own position and the position of the person(s) with 
whom they are negotiating. This chapter discusses the 
process of negotiation to help optometrists prepare for a 
successful negotiating experience, whether it be for a 
lease, associateship or partnership, purchase of a practice, 
purchase or sale of equipment, or other opportunity. 

Negotiation is a process in which two or more partici- 
pants attempt to reach a joint decision on matters of 
common concern in situations in which they are in 
actual or potential disagreement or conflict. The quality 
of a negotiated agreement is measured by the extent to 
which it meets the interests of all parties concerned. 
Inherent in this process is the need to determine accu- 
rately what those interests are, for both parties. It often 
has been proved that the negotiation that provides a clear 
winner in the short run provides no winners in the long 
run. The early “winner” often ends up a loser because the 
other party has realized that the agreement is unfair. 

Conversely, in a “win-win” negotiation, both parties 

are motivated to abide by their agreements, thereby 
avoiding conflicts and problems. Negotiation is prima- 
rily an exercise in problem solving, an exercise in which 
the process identifies and exploits opportunities for 

joint gain. 
Competitive tactics, such as threats or demands, 

undermine a negotiator’s credibility and prevent the 
attainment of a mutually beneficial outcome. Coopera- 
tive tactics, on the other hand, include reasonable offers, 

fair and just arguments, and concessions designed to 

Zt 
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encourage reciprocity. The use of cooperative tactics is 
based on the premise that behavior that is fair, reason- 

able, and accommodating is more likely to encourage a 
similar response. Although the rationale for using coop- 
erative tactics is an expectation that the other party will 
reciprocate, the weakness of this strategy is its vulnerabil- 
ity to exploitation by a negotiator who does not match a 
cooperative negotiators concessions. Cooperative tac- 

tics also require an exchange of information between the 

negotiators and a responsiveness by the negotiators to 

each other’s interests and needs. Each negotiator must 
assess the willingness of the other to be cooperative; if 
this willingness is not present, the offering of conces- 
sions or compromise should be curtailed. 

Negotiations should adhere to the following steps: 
Fact-finding 
Planning and preparation 

* Establishment of an initial relationship with the 
other side 

* Initial proposals 
* Exchange of information 

+ Narrowing of differences 
* Closure and implementation 
Each of these steps is described briefly, as applied to 
negotiation by optometrists. 

Fact-Finding 

The optometrist seeking to negotiate an agreement 
should attempt to obtain useful information regarding 

the other negotiator. Does this person enjoy a good 
reputation? Does the person have a past history of legal 
conflicts or problems? If there were problems, what 
were their nature and outcome? If the person is an 
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optometrist, what have previous relationships with 
other optometrists been like? What do other associates 
(present and past) or other tenants have to say about 
the person? This type of fact-finding is aimed at deter- 
mining whether the individual is someone with whom 

one wishes to negotiate at all. 
If this is a lease negotiation, what are the market 

rents? What are other tenants paying, and what are the 
terms of their leases? What do other tenants say about 
the landlord’s willingness to honor the terms of the 
lease? What is the vacancy rate now, and what has it 
been in the past? What mortgages exist, and what is the 

financial condition of the owner? 
If this is a partnership, what has been the negotiator’s 

relationship with other partners, employers, or associ- 
ates? What are the revenues of the practice now, and 
what does a pro forma analysis reveal for the future? 

If this is the sale of a practice, have there been other 
attempts to sell it? What was the outcome of those 
negotiations? What are the seller’s plans: to remain in 
the area or to move away after the sale? What is the 
seller’s reputation in the community? Is the practice 
growing? Is it economically sound? The answers to 
these questions, as well as to questions considering the 
future economic prospects of the practice, will dictate 
whether negotiation should be undertaken. 

The negotiator with the greater knowledge of the sub- 
ject matter to be negotiated is in the more advantageous 
position by far. Fact-finding, however, is not limited to 
the period before the negotiations begin. Fact-finding 
continues throughout the negotiations because, to the 
extent that one side learns of the other side’s needs and 
concerns, it becomes more likely that a compromise can 
be structured creatively to satisfy everyone’s goals. 

In Chapter 17, the preparation of pro forma eco- 
nomic analysis is discussed. Such an analysis is essen- 
tial in determining a “bottom line” in the negotiation 
process. Too often leases are entered into because the 
negotiator rationalizes that “it was the best I could 

find” or “all the leases are at that rate,” regardless of 
what the economic projection might have shown. 

Part of the fact-finding process should be devoted to 
considering what sources of influence, leverage, or 
power one party holds over the other. Each party’s 
alternatives to a negotiated agreement and their rela- 
tive needs to reach an agreement are the most impor- 
tant factors in determining bargaining power. 

Planning and Preparation 

This part of the negotiation process involves preparing 
a strategy, developing goals, and anticipating argu- 

ments from the other negotiator. It involves the prepa- 
ration of arguments and demonstrations (e.g., graphs, 
charts, economic projections) that justify an offer or 

show why concessions requested by the other negotia- 

tor can or cannot be met. 
The willingness to show why certain positions are 

taken and others are rejected further contributes to a 

cooperative approach and helps to avoid antagonism 
and mistrust. Anticipating the other negotiator’s posi- 
tion and arguments helps improve preparation and 
may even reveal areas in which more fact-finding is 
necessary. This part of the process must determine—at a 
minimum-—the specific goals, terms, and conditions 
necessary for the negotiation to be a success. 

Establishing an Initial Relationship 
with the Other Side | 

In using a cooperative strategy to achieve an agreement 
that is fair and just to both parties, it is necessary to 

develop a relationship with the other negotiator that is 
characterized by goodwill and trust. The first phase of 
negotiation sets the initial tone of the relationship 
between the parties and may establish the character of 
the relationship for the remainder of the negotiation. 
This phase of the negotiation process may include 
information gathering and disclosure and exchange of 
initial proposals, and, to some degree, it sets the foun- 

dation for later phases. 
It is usually advantageous to be the first to present 

an initial draft agreement or written offer. That act 
often establishes the first position, from which offers of 
compromise will be made. Once a draft agreement is 
offered, it should be possible to determine which issues 
are contentious. Sometimes it is best to negotiate the 

least contentious issues first to build rapport and trust 
between the parties before tackling the most difficult 
topics. On the other hand, should the parties get 
through the most contentious issues first, it is unlikely 
that negotiations will break down over less controver- 
sial provisions, thereby jeopardizing the agreements 
already reached. However, negotiators should avoid 
the tendency to allow animosity resulting from con- 
tentious bargaining on major issues to overflow into 
negotiations on issues that are less important. 

Some negotiators believe that there is a decided 
advantage to negotiate on one’s own premises or in 
one’s own surroundings, and some empirical research 
seems to confirm that negotiators who bargain on their 
own territory are likely to increase both their assertive- 
ness and the chances of a favorable negotiation out- 



come. However, “home” advantage means only as 
much as the negotiator permits it to mean. 
Negotiations, like sporting events, cannot always take 
place in the negotiator’s own surroundings, and neutral 
sites (as diplomats often seek in Geneva or Helsinki) are 
not always practical. Even if a negotiator feels more 
comfortable and less likely to lose confidence in famil- 
lar surroundings, that seeming advantage may be offset 
by other factors. For example, if documents are needed 
to refute a certain contention, one is expected to access 
them immediately when negotiating in his or her own 
office. The documents would not necessarily be avail- 
able in the other negotiator’s office; this delay can allow 
more time for preparation. 

In this phase of the negotiation process, it is desir- 
able to create an atmosphere in which negotiators 
attempt to maximize joint gains by first creating a psy- 
chological state characterized by mutual trust, a shared 
desire to achieve joint gains, and open and honest 
communication. 

Initial Proposals 

The first proposal in a negotiation, if credible and con- 
vincing, usually becomes the focal point from which 
further bargaining proceeds. It should be thoughtfully 
and carefully considered before presentation. Justifi- 
cation for this initial proposal should be presented to 
validate its credibility and to limit the extent of further 
negotiation. 

It is a mistake, when presenting an offer, to imply 
that it is the final offer or that the other side must “take 
it or leave it.” Such an attitude destroys the negotiation 
process, is rarely credible, and demonstrates an attitude 
completely unfavorable to maximizing joint gains. 

An initial proposal should be moderate enough to 
communicate to the other party that the negotiator is 
trying to be reasonable in establishing a cooperative 
bargaining relationship. On the other hand, the initial 
proposal must contain enough of a cushion to allow 
the negotiator to make concessions so that he or she 
does not appear intractable in later phases of the nego- 
tiation. Early cooperation facilitates the development 
of trust and a mutually beneficial and amicable 

relationship. 

Exchange of Information 

No other aspect of negotiation is as important as the 

exchange of information between negotiators. 

Negotiation can be viewed as a process in which each 

negotiator learns enough about what the other party 
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needs and wants in order to propose an agreement that 
is acceptable to both sides. A full and accurate 
exchange of information allows both parties to partici- 
pate in the creation of compromises and solutions. 
Even though providing information to the other nego- 
tiator can be risky to one’s bargaining position, it dra- 
matically enhances the ability of the negotiator to 
reach a fair and just compromise. The expectation is 
that both parties will exchange concessions in the same 
spirit that they trade information. 

Any information that assists in determining the 
other side’s requirements, abilities, or expectations is 

useful. For example, when leasing an office, it is valu- 

able to learn the terms and conditions of the lease 
agreements held by other tenants. Knowledge regard- 
ing the building owner’s costs, renewal rates, vacancy 
history, financial condition, and related matters can be 
obtained independently, before negotiations begin. 
This information can be expanded during the negotia- 
tions themselves. 

The most effective way to gather information is to 
ask questions. Even the most direct question (“What 
will it take to resolve this issue?”) can be helpful. Less 
direct and open-ended questions often yield more 
information. Different forms of questioning should be 
attempted to determine which will elicit the most 
information. Specific questions work best, however, 
when the questioner’s information needs are well 
defined. 

Silence is an overlooked information-gathering 
technique. Obviously, it is difficult to gain informa- 

tion when one is doing all the talking. However, there 
are ethical and legal considerations involved with fail- 
ing to disclose material facts. Such concealment 
could be fraudulent. It is important to be truthful in 
responses because the other negotiator relies on the 
information provided as a basis for agreements. 

Narrowing of Differences 

This phase involves the bargaining or “haggling” part 
of the negotiation process. Even while narrowing 
down the differences in their positions, negotiators 
continue to gather information. Awarding concessions 

is an affirmative step. It is taken to elicit cooperation 
and to receive concessions in return; it is not an indica- 

tion that the negotiator is losing. Human nature 1s such 
that individuals tend to cooperate with those who 
cooperate in return. Therefore, the willingness to offer 
concessions should not be viewed as a weakness in the 
negotiation process. Sometimes it is best to indicate 
flexibility on an issue before offering a specific conces- 
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sion, since once a concession is offered, it usually can- 

not be withdrawn easily. 
If fatigue, irritability, or anger during this phase of 

negotiations threatens the success of the negotiation 
process, it is advisable to take a recess and resume nego- 
tiations at a later time. Often a break will allow one side 
or the other to develop a compromise. For example, if 
a lease agreement hinges on the insistence of the owner 
that the prospective tenant pay $2300-per-month for 7 
years, when, during the first 2 years, the prospective 
tenant can only pay $1600, an impasse is obviously 
reached. During a break in the negotiations, the 
prospective tenant can calculate a counter offer (based 
on his or her knowledge or with assistance from some- 
one who has that knowledge) that would provide the 
owner exactly the same total rent in today’s dollars and 
yet meet the prospective tenant’s financial expecta- 
tions. Such a counter offer might entail the use of grad- 
uated payments during the 7 years, starting with $1600 
per month in the first year and increasing each year so 
that during the 7-year period a $2300 per month aver- 
age is obtained. 

Occasionally it may appear that negotiations are 
breaking down entirely. It is better to allow this to hap- 
pen than to enter into a completely unfavorable agree- 
ment. Sometimes a more creative approach may be able 
to salvage the negotiations. A perfect example of cre- 
ativity in the case of a practice sale is to consider pur- 
chase on the basis of an earn-out (conditional sale price) 
versus a fixed price. This provides flexibility and yet pre- 
serves the financial expectations of both parties. The 
use of expert advice or a mediator might help. Options 
are limited only by the creativity of the negotiator. 

Closure and Implementation 

When it appears that the parties have reached an agree- 
ment, all the elements agreed on should be repeated in 
summary form to ensure that there has been mutual 
understanding and that a “meeting of the minds” has 
resulted on each issue. It may be advisable to reduce the 

agreement to a written summary at this time. At a mini- 

mum, a letter summarizing the terms agreed on should 
be prepared the next day. This summary or letter can be 
used as the basis for a formal written contract. 

Typically, one of the negotiators volunteers to have 
an attorney draft the written agreement. It is often to 
one’s advantage to have one’s own attorney do this, 
rather than the other negotiator’s attorney; the lan- 

guage used will not be necessarily the same from attor- 

ney to attorney. 
' Additionally, minor details not specifically negoti- 

ated are often identified in this first draft. It is impor- 
tant that each party review the written contract 
carefully to ensure that it clearly and correctly 
describes each and every point. Each party will expect 
the other side to abide by the contract’s provisions, 
and the contract will be used to settle any disagree- 
ments or questions arising after it has been signed. 

Conclusion 

Negotiation is a vital skill that every optometrist will be 
required to demonstrate periodically during a profes- 
sional career. The most important phase of the negotia- 
tion process is the gathering of information, which is 
used to prepare for negotiations and to justify the offer- 
ing of compromise positions when negotiations have 
reached an impasse. The underlying principle that 
should guide negotiators is one of fairness, which is 
usually attained through compromise by both parties. 
If an agreement is not fair, it usually will fail—with the 
complications and difficulties that are attendant to 
such failure. Therefore, negotiators should enter into 
discussions having obtained the necessary informa- 
tion, with “win-win” alternatives prepared for presenta- 
tion. They should be willing to propose compromises 
that will obtain a successful result for both parties. 
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Chapter 71 4 

Deciding Where to Practice 

“Would you tell me, please, which way I ought to go fron here?” 

Craig Hisaka and John G. Classé 

“That depends a good deal on where you want to get to,” said the Cheshire Cat. 

“T don’t much care where—” said Alice. 

“Then it doesn’t matter which way you go,” said the Cat. 

Lewis Carroll Alice in Wonderland 

ow does an optometrist decide where to practice? 
Many choices and options exist, in terms of the 

type of practice and its location. Is a private group 
practice in the downtown of a major city—specializing 
in contact lenses—preferable or would a solo, small- 
town family practice in the rural countryside be more 
appealing? Would the practice of low vision hospital- 
based optometry be rewarding or would a teaching 
career in a pediatric clinic be of more interest? Practice 
opportunities exist from Guam to Alaska, from 
England to Japan. With so many areas of the world 
available in which to live and work, the decision on 

where to locate requires serious thought and study. It 
also requires goal setting. If an optometrist cannot 
identify the type of practice and community that is 
preferred, attempting to determine a location will be 
an exercise in frustration. In choosing a place to prac- 
tice, individual values and lifestyle, the part of the 
country in which one has lived, and the personal and 
professional goals of the person are all factors that 
affect the decision. 

This chapter provides guidance intended to focus 
thoughts on how to select the ideal community. The 
aim is to help optometrists (and students) determine 
what they desire in terms of livability of a commu- 
nity, assess the practice potential of the area, and 
decide whether the economy of the area can support 
the type of practice desired. The answers to these 
questions constitute the components of a feaszbility 
study (Box 14-1). This chapter helps one to under- 
stand the analysis process through the presentation of 
information on livability, economics, and practice 

potential. 

725) 

Finding “Value” in a Location 

The assessment of “value” in determining livability will 
be the most significant issue in deciding where to 
practice. Is it important that there be local access to 
hunting, boating, five-star restaurants, live theater, 

mountain climbing, golf, professional sports, or sym- 
phony performances? Would the slower pace of a rural 
community be preferable? Is it critical that family 
members live close by? Are the presence of crowds, air 
pollution, crime, and traffic jams bothersome? If a 

practitioner loves the community in which the practi- 
tioner works, this attitude will be reflected to patients 
and staff. Similarly, if a practitioner enjoys living in a 
locale, the practitioner will want to become an integral 
part of local society and will give to the community 
more than just optometric care. Most patients enjoy 

seeing their doctor participate in local and civic activi- 
ties. Today, so much information is available, that with 
an investment of time and effort, a community can be 
thoroughly evaluated for livability. There are numer- 
ous books and magazines that address the livability of 
communities. For example, Places Rated Almanac 1s a 
guide to finding the best places to live in America. The 
book ranks and compares 337 metropolitan areas for 
climate, housing, health, crime, transportation, educa- 

tion, the arts, recreation, and economic outlook. A 

visit to the local bookstore or library or a search of the 
Internet will provide access to many other references 
that examine livability factors of communities. If an 

optometrist has selected a particular state, information 
should be sought that has been published specific 
to that state. For example, if an optometrist were 
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Box 14-1 Components of a Feasibility Study 

A feasibilty study of an area should do the following: 
* Identify a target patient base for the area and determine how best to serve it 

* Recognize current and potential competition in the area's eye care market 

* Assess the financial risks involved in pursuing the objective of establishing a practice 

* Establish the financial resources needed to begin the practice 
* Determine whether the practice can differentiate itself from other practices in the area, based on available resources sand 

capabilities 

interested in California, it would be helpful to review 
the book California, Where to Live and Work. The book 
provides essential information on topics such as afford- 
able housing, ratings of schools, climate, cultural 

information, and fastest-growing job areas. The local 
Chamber of Commerce can be very helpful with 
information regarding livability. A letter requesting 
information regarding livability is usually answered 
with many pamphlets, fliers, and general information 
regarding the benefits of living and working in the 
community. A sample letter to a Chamber of Com- 
merce is easy to write and requires little time (Figure 
14-1). The addresses of Chambers of Commerce can 

be found in the World Wide Chamber of Commerce 
Directory. Optometrists should be cautious about the 
literature that is received, however, since each Cham- 

ber of Commerce is in the business of promoting its 
community. The advertising that is received may be 
biased. 

Chamber of Commerce 
Main Street 

Anytown, CA 

To Whom it May Concern: 

Would you please send me information about 

Once the decision has been narrowed to three to six 
communities, it is highly advisable to plan a trip to 
each community. These trips inevitably will include 
communities that appeared great on paper but that 
may not accommodate the optometrist’s priorities. On 
a first visit to a community, an initial impression of the 
city and area will be formed. If a poor first impression 
is obtained, the optometrist should continue to the 
next community. The optometrist should plan to 
spend at least one full day in communities that give a 
positive first impression. 

Figure 14-2 provides a necessary guideline to assist 
in the proper assessment of a community. The 
optometrist should begin by thinking about what is 
valued in a community. The directions for the exercise 
are printed at the top of the form. The form should be 
filled in as directed with an “H,” “M,” or “L” to indicate 

whether the item is of high, moderate, or low impor- 
tance. The exercise helps determine what is of priority 

2? |am interested in the 

Thank you very much for your help. If you have any questions, please let me know. 

economic profile, housing, weather, education and recreation. Helpful information would include major employers, 
population statistics for 1990 and 2000, ethnic breakdown and income levels (per capita, median household). 

| would also like information about the current eyecare providers in your city. If possible, please send me 
a photocopy of the yellow pages that list optometrists, ophthalmologists and opticians for the area. 

Figure 14-1 Sample letter to a Chamber of Commerce requesting information about a community's economy, livability, 
and optometric practice potential. 
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WHAT YOU WANT A COMMUNITY TO OFFER 

DIRECTIONS: For each item below, think about its relative 
Importance or value to you. Place an (H) for high importance, 
(M) for moderate importance, or (L) for low importance next to 
each item. 

Clean water 
Low crime rate 
Clean air 
Many doctors 
Availability of hospitals - 
Strong state government 
Cost of medical care 
Low income taxes 
Low property taxes 
Housing appreciation 
Recession insulation 
Inexpensive cost of living 
Strong local income growth 
Future job growth 
Low sales tax 
Cheap car insurance 
Good public schools 
Conservationists’ rating 
Civic involvement 
Near lakes, oceans 
Close to colleges 
Potential state tax rise 

Small chance of radon gas 
Commuting time 
Low unemployment rate 
Local amusements 
Proximity to a big airport 
Near places of worship 
National forests or parks 
Chance of natural disasters 
Sunny weather 
Close to relatives 
Quality restaurants 
Near a big city 
Low housing prices 
Public transportation 
Museums nearby 
Major league sports teams 
Local symphony orchestras 
Major zoos or aquariums 
Amtrak service 
Skiing close by 
Minor-league sport teams 
Near golf courses 

Figure 14-2 Rating scale to determine the personal “value” of a community. 

to a given optometrist in a community. The “high 
importance” elements should be used as a reference 
and guide when analyzing communities. A spouse or 
other significant advisor also should perform this exer- 
cise, so that all persons affected by the decision can 
analyze and discuss answers among themselves. 

Assessing the Past and Present 
Economic Pictures of a Community 

When most new businesses begin (or if a business 
expands), an economic study 1s performed to determine 
whether the community can support the business. For 
example, if McDonalds or Pizza Hut decided to place a 
restaurant in a city, the area involved would be critically 
and analytically studied with respect to population, 
employment statistics, retail sales, and many other fac- 
tors. An optometrist’s practice plans likewise should 
include an economic study to help ensure that the com- 

munity can support another practice. 
To perform such an evaluation, a market study 

needs to be performed. Information must be collected 

regarding population, growth rate, new building per- 
mits, per capita income, median household income, 
eye care providers, and ethnic and age analyses (Figure 
14-3). 

A thorough comparison of communities regarding 
demographic and economic characteristics will be of 
great assistance in selecting a practice location. 
Economic characteristics include factors such as popu- 
lation changes, number of households, educational 

attainment, income and poverty, civilian labor force, 

housing units, new building permits, and municipal 
financial revenues and expenditures. An excellent 
source of information for statistics related to an area’s 
economy can be found in the Rand McNally Com- 
mercial Atlas and Marketing Guide. The atlas is one of 
the best resources for economic data, population 

demographics and estimates, and city ratings. 
The atlas is an excellent reference for statistics and 

interpretation of business data. It includes many cate- 
gories, including the following: 
* Buying power index 
> Drug store sales 
> Effective buying income 
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= 

Market analysis for. 

New building permits 

City, State 

City population 1990 2000 

County population 1990 2000 

City population forecast for 2000 

City growth rate %; County growth rate % 

Per capita income 

Persons in poverty 

KKK KKK KKK 

Median household income 

KKK K KKK KK 

Three major employers: 

Unemployment rate: 

KKKK KK KKK 

Optometrists in city 

Opticians in city 

KKK KKK KEK 

Ethnic analysis: Asian/Pac. island 

Amer. Indian Hispanic 

White 

Age analysis 

18-64 

Employing 

Employing 

Employing 

Ophthalmologists in city 

Optical chains in city 

Under 5 6-17 

Total households 

Black 

Spanish origin 

>64 

Figure 14-3 Research form for information collected during a feasibility study. 

* Estimated population 
* Food store sales 
* Per capita income 
* Shopping goods sales 
- Zip code sectional areas 

Another source of information is the Census Catalog 
and Guide. This book, published by the U.S. Depart- 
ment of Commerce’s Bureau of the Census, is a 

resource for reports, computer tapes, maps, micro- 

fiche, online access, and floppy disks. The information 
available is in areas of business, construction, housing, 

manufacturing, population, transportation, and related 
subjects. 

If new major national stores have recently moved 
into an area, it is likely that they have conducted signif- 
icant economic studies. One predominant new busi- 
ness can greatly impact a community’s population, tax 
base, housing, and business climate. Conversely, the 



loss of a vital business can have a deleterious effect ona 
community. 

Determining the Optometric Practice 
Potential for an Area 

One key aspect of the study of an area is to determine 
whether there is a need for additional optometrists. 
Opening a practice in an area highly saturated with eye 

care providers may lead to slow practice growth and 
development. Box 14-2 provides a current evaluation 

Box 14-2 U.S. Optometrist Demographics, 1997 
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of the distribution of optometrists, including areas that 
are saturated and areas that have need for additional 
optometrists. A thorough study of an area’s current eye 
care providers, the types of services provided, and the 
vision care needs of the population will enable the 
optometrist to make an intelligent assessment. Key 
questions to ask during this assessment include the 
following: 
* Can the community support another eye care 
provider? 

* Does the community makeup support practice goals? 

AREA LICENSED OPTOMETRISTS PER 

- 100,000 PERSONS 

Northeast 12.2 

New England 14.6 

Connecticut 12.9 

Maine 151 

Massachusetts 15.9 

New Hampshire 12.8 

Rhode Island 16.2 

Vermont 11.6 

Mid-Atlantic 113 

New Jersey 11.8 

New York 9.5 

Pennsylvania 13.8 

Midwest 13.1 

East North Central 12.7 

Illinois 137 

Indiana 14.3 

Michigan 10.7 

Ohio 12.8 

Wisconsin 12.6 

West North Central 13.8 

lowa 14.3 

Kansas 15.5 

Minnesota 11.4 

Missouri 12.4 

Nebraska 15.4 

North Dakota 24.8 

South Dakota 19.0 

South 

South Atlantic 10.5 

Delaware 8.9 

District of Columbia 12.6 

Florida 11.4 

AREA LICENSED OPTOMETRISTS PER 

100,000 PERSONS 

Georgia 93 

Maryland 9.0 

North Carolina 10.5 

South Carolina 9.2 

Virginia AT 

West Virginia 123 

East South Central 11.4 

Alabama 10.2 

Kentucky 11.4 

Mississippi 8.3 

Tennessee 14.0 

West South Central 10.2 

Arkansas 23 

Louisiana 8.1 

Oklahoma 16.1 

Texas 9.3 

West 13.1 

Mountain 12.4 

Arizona 9.8 

Colorado 14.5 

Idaho 15.2 

Montana 20.2 

Nevada 9.6 

New Mexico 12.5 

Utah 9.9 

Wyoming 17.6 

Pacific 13.4 

Alaska 13.8 

California 13.0 

Hawaii 17.5 

Oregon 15.6 

Washington 13.5 

U.S. Total 12.0 

BI ne 

Sources: Project Hope National Census of Optometrists, 1997; American Optometric Association, St. Louis. Reprinted with permission. 
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* What are the referral patterns of professionals in the 

area? 
* Does state law allow adequate use of therapeutic 
pharmaceutical agents? 

To find answers to these questions, the optometrist 
needs to analyze the practice potential of a commu- 
nity. A key consideration is the optometrist-to-popula- 
tion ratio in a community. These ratios serve as 
guidelines to estimate the economic viability of an 
area. When individual communities are studied, it may 

be found that a community with 10,000 people has 
five optometrists. However, the community may be 
able to support an additional optometrist who offers a 
particular specialty. Furthermore, the community may 
have a true drawing population of 80,000 people. 

Conversely, a community of 48,000 people may 
have only one or two eye care providers. The statistics 
suggest that the community could easily support an 
additional optometrist. However, the community may 
have a per capita income so low, with so many people 
below poverty level, that an additional optometrist 
would have a difficult time supporting a practice. 

The rule of thumb for optometrist-to-population 
ratio varies from 1:4000 to 1:6000 in rural areas to 
1:25,000 to 1:45,000 in urban areas (see Chapter 3). 

Optometrist-to-population ratios should be used as a 
guide only, and too much weight should not be given 
to these ratios when reaching a decision. If the buying 
population of the community can be accurately deter- 
mined, the ratios may be more applicable. If city popu- 
lations alone are used as a guide, without considering 
drawing areas, it may be difficult to find a community 
that needs an optometrist. 

How does a researcher find out how many active 
optometrists are practicing in an area? The best way is 

to review the Yellow Pages listings. Because of the high 
cost of Yellow Pages advertising, most optometrists 
who have retired or relocated will not continue a listing 
in the Yellow Pages. A copy of the Yellow Pages for a 
community may be obtained from the local telephone 
company. It also is important to review the listings of 
ophthalmologists and opticians. (The Yellow Pages also 
will be of help when calling for information regarding 
schools, churches, real estate, shopping areas, and simi- 

lar community resources.) 

The Blue Book of Optometrists provides a comprehen- 
sive list of optometrists, by city and state, throughout 

the United States, Canada, and Puerto Rico. The Blue 

Book also lists retired optometrists and optometrists 
who are in education or research, in active military 

service, and in health maintenance organizations. 

These optometrists should not be figured into practice 
potential ratios. A companion reference may be found 
in the Red Book for Ophthalmologists. 

A second rule of thumb that has been applied 
throughout the years is to have one optometrist to 
every three dentists. The reason for this ratio is that, in 
most cases, people visit a dentist about three times for 
every one visit to an optometrist. A third rule of thumb 
suggests that there should be one optometrist for every 
three to four physicians in a community. 

Another fact to explore in relation to practice 
potential is the vision care needs of the population. It 
should be determined whether the community prima- 
rily consists of elderly patients, who would require 
treatment for pathologic conditions and low vision 
services, or of a young adult population, with children 
who would require contact lens and pediatric services. 
A community profile that analyzes age categories will 
provide helpful information regarding the vision care 
needs of the population. The local Chamber of 
Commerce usually has available Census information 
that lists age, sex, income, and ethnic categories. 

Practice potential information can be obtained 
through local optical laboratories. Laboratory repre- 
sentatives cover particular geographic areas and can 
serve as excellent sources of information for practice 
opportunities. Many laboratories have toll-free tele- 
phone numbers. 

Opportunities for practice potential can be found 
through state and national placement efforts. The 
membership services department of the American 
Optometric Association (AOA) can be contacted for 
placement information. The AOA Practice Resource 
Network is a computerized service established to help 
AOA member doctors of optometry and fourth-year 
optometry student members find mutually satisfying 
practice opportunities. This service provides a national 
listing of optometrists seeking employees, partners, 
and purchasers. In addition, many state optometric 
associations offer placement services. 

When a selected community is visited, it is impor- 
tant to try to talk to as many professionals as possible 
about the need for optometric services, the economy 
of the area, and its livability. It also is useful to talk with 
other health care providers (e.g., school nurses, phar- 
macists, physicians) about the community. 

When assessing a community, local optometrists 
should be contacted by mail or telephone regarding 
potential practice opportunities. A well-written letter 
expressing interest in the community and asking about 
practice opportunities may be favorably received by an 



optometrist looking for an associate or potential buyer. 
Office visits to optometrists are usually well worth the 
effort; an associateship, partnership, or purchase 
option may develop from the encounter. 

Locating an Office 

Once a community has been chosen, the next step is to 
determine the location of the office. Of course, if a 

practice is being purchased, the location is part of the 
overall evaluation of the proposed sale. However, for a 
graduate looking to begin a practice, the location of the 
office is an important consideration. In fact, it is a key 
part of achieving financial success. 

The same sources that were consulted when decid- 
ing on a community can be used to evaluate potential 
locations for a practice. The U.S. Economic Census 
for an area can be found at a city’s Chamber of 
Commerce. City records can provide information of 
new developments in business and residential areas. 
Future trends about a community and patterns of pop- 
ulation can be obtained from real estate associations, 

utility companies, public libraries, planning boards, 
school district administrators, and marketing depart- 
ments of colleges. These data will be essential in 
guiding the decision-making process. A beginning 
optometrist should discuss future plans with represen- 
tatives from all the foregoing organizations. The Rand 
McNally Commercial Atlas and Marketing Guide should 
be consulted for demographic information. A personal 
diary should be kept of important contacts and events 
during the information-gathering process. 

The most important consideration in selecting an 
office site is visibility. If an office is readily visible to 
the public, there will be a positive effect on patient 
flow. In some communities, it may be preferable to 
locate in a medical complex with other health care 
providers. In this situation, the presence of patients in 
the building (and hopefully the referral of some of 
these patients by other tenants) will assist in building a 
patient base. In some high-visibility locations, such as 
malls and shopping areas, the cost of office space is 
expensive. Financial projections need to be carefully 
made to ensure that such a location is economically 

viable. 
If an office is to be built or remodeled, a contractor 

will be needed. Determining the right person to do the 

job is essential. Discussions should be held with ten- 

ants, builders, and developers to obtain answers to the 

following questions: 
* Who are the best commercial builders? 
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* Why is a particular builder considered to be 
preferable? 

* Has the builder experienced legal difficulties or 
conflicts with clients? 

* How long has the builder been in business? 
* Where are some of the builder’s offices located? 
There should be a consistent pattern of behavior and 
usually a consensus of opinion about the better indi- 
viduals in the building industry, especially in smaller 
communities. 

Because practices are often open in the evenings to 

accommodate the schedules of working families, a 
well-lighted and safe location may be an important pri- 
ority. It also is an advantage to be near a major thor- 
oughfare and recognizable buildings, especially when a 
staff member has to give directions to the patients 
regarding the location of the office. Accessibility is a 
very important consideration when choosing an office 
location. Adequate parking is a key part of ensuring 
accessibility. 

In most cases, the selection of an office location will 

be based on the input received from the business peo- 
ple in the community. In particular, dentists seem to 
understand the economics and business aspects of 
their profession and community. Initially, the new 
optometrist has to rely on and trust the opinion of oth- 
ers. If adequate effort has been placed on the collection 
of information from knowledgeable sources, the 
choice of location will be a good one. 

Putting It All Together 

To begin the process of determining a practice loca- 
tion, practice goals must be established. To evaluate 
potential practice locations, information should be 
requested from different communities. A determina- 
tion of what is valued in a community should be made. 
A feasibility analysis should be completed for each 
community that is being considered. The most promis- 
ing communities should then be rated for practice 
potential, economics, and livability (Figure 14-4). 

Finding the ideal community in which to practice is 
an exciting yet demanding endeavor. Planning, travel, 
and analysis are necessary. To find the time needed to 
perform an adequate assessment, the process should 
begin early in optometry school. School holidays and 

summer vacations are the ideal times to plan commu- 
nity and practice visitations. The earlier the process can 
be initiated, the better the assessment that can be per- 
formed and, hopefully, the better the outcome that can 

be realized. 
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Community Analysis 

COMMUNITY 

Practice Potential Index 
O.D./population ratio 
Vision care needs 
Types of practices 
Attitude of professionals in the community 
Number of physicians 
Opinions of optical labs OOOO00O OOOOOO AS aaa ee a\e\e 2) |e) a 

TOTAL 

Economic Index 
Employment statistics O O O O ial 
Retail sales Oo O O O O 
Population growth rate O O O O O 
Community buying power O O O O O 
Amount of new building O O O O a 
Rate of bank deposit a! O Ol ja) O 
Business starts O O O O O 

TOTAL 

Livability Index 
Housing and neighborhood O Oo O (a [=] 
Schools O a O ai O 
Churches a O O O O 
Cultural and recreational O UO O O O 
Shopping areas O O O a O 
Community organizations O O a O | 
Climate O O O ia O 
Your impression of the area O O el fa a 

TOTAL 

GRAND TOTAL im O O O O 

INSTRUCTIONS: Use a scale of 1 point for the lowest value to 5 points for the highest value 
for each of the factors listed above. When completed, the total points for each index can be 
added together to determine the most desirable community. 

Figure 14-4 Worksheet to rate and analyze different communities. 
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Chapter F D 

Practice Financing 

Between two evils, I always pick the one I never tried before. 

Mae West Klondike Annie 

Fz most optometry school graduates, the initial 
encounter with financing a business venture is the 

creation of a business plan to either start or buy into a 
practice. Once identified, the steps of the business plan 
will guide the strategy used to create practice goals, make 
financial projections, organize the office, identify target 
markets, and obtain required resources and financing. A 
business plan should anticipate and answer basic ques- 
tions (Box 15-1) that will be asked by potential creditors 
from whom the graduate seeks funding. 

Proper financing is an integral part of the success of 
every optometric business. Understanding the basic 
financial concepts and methods used by lending insti- 
tutions is fundamental to obtaining favorable financ- 
ing. Money is necessary to start a new practice, to 
purchase part or all of an existing practice, or to obtain 
working capital to expand an operating practice. It is 
an unfortunate situation when a new practice with 
great potential fails because it was undercapitalized. 
This chapter identifies fundamental components in 
the financing process and describes basic financial sit- 
uations a graduate encounters, types of loans avail- 
able, sources of funds, seller financing, and standards 

used to evaluate applicant credit worthiness. 

Determining Financing Need 

Projections of income, expenses, potential profit, and 
financing requirements are, as a rule, required by 

nearly all lending institutions. A good understanding 
of financial or accounting statements can benefit an 
optometrist by facilitating this undertaking. The three 
primary financial statements are: 
- Income statement (profit and loss statement) 

+ Balance sheet 
* Cash-flow statement 

ie 

Gary L. Moss 

Each of these three tools has a different purpose and 
can be used to help assess the financial implications of 
the business plan for the practice. 

Income Statement 

The income statement, also referred to as the profit and 
loss statement, shows the profit that a practice pro- 
duces in a given period, usually a year. Income state- 
ments are based on the accrual method of accounting. 
In this method, income is recorded when earned rather 

than received, and expenses are recorded when 
incurred rather than paid. The income statement 
shows just how profitable a practice is and is repre- 
sented by the following formula: 

Income — Expenses = Net profit 

Five areas are reported in the income statement: 

* Revenue generated from the sale of products and 
from services (income) 

* Costs of acquiring products and inventory that have 
been sold (cost of goods sold) 

* Operating expenses (fixed and variable expenses) 
* Financing costs (credit interest and principal) 

+ Tax payments (taxes paid) 
An example income statement may be found in 

Chapter 41. 

Balance Sheet 

The balance sheet offers a glimpse of a practice’s finan- 
cial health at any given point by reporting the cumula- 
tive result of all previous decisions that influenced the 
finances and operations of the practice to that time. It 
shows the assets owned by the practice, the debt obli- 

gations owed, and the equity (net worth) the owner has 
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Box 15-1 Business Plan Questions to Answer When Requesting Financing 
Ga een reece cpa ee cs ran eRUT RE PRR 

* Have all expenses associated with location, patient demographics, rent, laboratory costs, and fixed and variable office oe 

overhead been explained and justified? 
* Have projected revenue and expenses been realistically estimated? 

_* Is the business plan achievable and practical to implement? Has the business plan been reviewed by advisors? 

© Hasa marketing plan that satisfies practice objectives been given an adequate budget allocation? 

* Does the borrower have a favorable credit history? 

+ Are emergency funds available for slow periods? 
* What is the amount of the loan, and what collateral will secure the loan? How much equity or personal funding is the 

borrower investing? 

-¢ Is there an outside guarantor who is willing to secure the loan? 

invested in the practice. The balance sheet is repre- 
sented by the following formula: 

Liabilities (debt) + Owner’s equity (net worth) = Assets 

An example balance sheet may be found in Chapter 41. 

Cash-Flow Statement 

This statement reveals the sources and uses of practice 
income for any given period. It is the definitive 
account of cash-flow status because it is generated 
using the cash basis method of accounting. In this 
method, income is reported when received and 
expenses are reported when paid. Non-cash expenses 
such as depreciation, credits, or uncollectable debts are 

not included. An example cash-flow statement may be 
found in Chapter 41. 

The amount of capital required will vary with the 
type of practice situation. New offices require equip- 
ment, inventory rental deposit, and sufficient working 
capital funds to operate until the practice becomes self- 
supporting. The purchase of an existing practice usu- 
ally requires a substantial down payment, ranging from 
10% to 25% of the purchase price, and adequate work- 
ing capital for operations and payments to the seller for 
financing. These payments should be included in the 
monthly projected operating budget. 

It is necessary to accurately determine the amount 
of money that will be needed from a creditor. If funds 
are inadequate, the creditor may not be willing to 
extend the amount borrowed or modify the terms of 
the loan. To support insufficient start-up capital, most 
optometrists incur long-term debt rather than sell 
equity in the practice. Long-term debt is paid with 
interest, usually over a period of more than 5 years; it 
gives the creditor neither ownership interest nor con- 
trol during the practice. 

Increased expenses, a slowdown in patient visits or 
payments, or rapid office expansion may create a short- 
age of working capital. The classic resolution is the use 
of medium- to long-term credit. New or additional 
debt should only be obtained, however, if cash-flow 

projections show that the loan will generate sufficient 
profits to pay the debt. 

Financial Forecasting 

The projected performance of a practice is used by loan 
officers to substantiate the worthiness of giving a loan. 
Projected data come from proforma financial state- 
ments (see Chapter 17) that are used to answer the fol- 
lowing questions: 
* How profitable can this practice be given the likely 

level of revenue and associated operating expense? 
* What determines the optimal amount and type of 
financing, either debt or equity? 

* Will the practice have sufficient cash flow, and how 
is it to be used? 

Potential practice profit can be forecast by making the 
following calculation: 

Make realistic sales projections based on recent past 
performance. 

Subtract the anticipated cost of goods sold and operat- 
ing expenses to obtain the operating profit of the 
practice or earnings before interest and tax. 

Deduct the amount of interest to be paid on antici- 
pated outstanding loans to acquire and operate the 
practice. 

Deduct the estimated amount of taxes that will be owed. 
The result will be the net profit (or loss). 

An example of this calculation may be found in 
Chapter 3. 



Liquidity measures the ability of a practice to pay off 
current debt obligations through adequate working 
capital. A way of measuring liquidity is to calculate 
financial ratios. The current ratio is a measure of cash, 

accounts receivable, and inventory (collectively 
referred to as current assets) that is divided by the 
amount of short-term debt, or current liabilities, as 

shown in the following equation: 

Current assets 
ier Curent ratio 

Current liabilities 

This ratio should be at least 2 to 1 to be considered ade- 
quate. Another related ratio that indicates a practice’s 
liquidity is the debt-to-asset ratio, which measures the 
total amount of debt as a percentage of tangible assets. 

Capital financing of a practice is accomplished 
through either of two means. The first is equity capital, 
which may be external (financing from the initial 
investment an optometrist makes in a practice) or 
internal (financing generated from practice operations 
that is reinvested into the practice, not paid out as 
salary or profit). The second means is through the Joan 
process (assumption of debt capital). 

Loan Categories 

Financing available to optometrists generally falls into 
the following categories: 

Long-term capital: an arrangement in which repayment 

extends for more than 5 years. Long-term loans are 
repaid from earnings. This type of loan is usually 
required when purchasing a practice or when a prac- 
tice is unable to meet the obligations of an interme- 
diate-term loan. 

Intermediate-term capital: an arrangement in which 
repayment must be made over 2 to 5 years. These 
loans also are repaid from earnings. 

Short-term capital: an arrangement in which repayment 
usually takes no longer than 1 year. 

Short-term loans are used to finance the purchase of a 
new piece of equipment or a large quantity of inven- 
tory, with repayment expected from the use of the 

equipment or the sale of goods. 
Banks may make a loan based on the borrower’s rep- 

utation, usually for a small amount and for a short 

term, as an unsecured loan. Collateral is not required, 

and the bank relies on the borrower’s good credit rat- 

ing. Credit cards and lines of credit are examples of 

unsecured loans. A secured loan requires the borrower 

to possess an asset (“collateral”) that can be taken or 
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sold by the bank if the borrower cannot repay the loan. 
The bank requires the collateral as protection for its 
depositors against the risk that the loan will fail. 

There are many factors in the loan process for which 
the borrower has no control. Recession, fluctuating 
interest rates, and changes in bank regulations can inter- 
fere with an optometrist’s ability to obtain financing. 

Determining Credit Worthiness 

When an optometrist applies for a loan, the creditor 
will ask two major questions. The first is: What is the 
likelihood that the borrower will default on the loan? 
To answer this question, the creditor will want to ascer- 
tain how risky the loan is and assess the borrower’s abil- 
ity to repay. Creditors will find answers by analyzing 
the practice’s profit and loss statement, balance sheet, 
and cash-flow summary. Loan institutions often 
request all data about both business and personal 
income, including expenses and equity. For start-up 
offices, comparisons to industry data can be obtained 
from Annual Statement Studies (Philadelphia, Robert 
Morris Associates). If the borrower is purchasing an 
existing practice, financial information about the prac- 
tice will be requested as part of the loan proposal. 

The creditor’s second question is: What is the bor- 
rower’s credit history, as obtained from a credit report? 
To answer this question, the creditor will investigate the 
borrower’s prior ability to repay debt. Any late payments, 
even from years earlier, will require proper explanation to 
the lending company. A poor credit repayment history 
will severely affect the ability to obtain funds. An excel- 
lent credit rating will not guarantee a loan but will help 
significantly in the total process of obtaining funds. 

Before a lending agency will advance money, the 
institution must be satisfied with the borrower’s 
answers to the questions listed in Box 15-2. 

To determine whether a borrower’s business is credit 
worthy, satisfactory financial data will be necessary. 
Loan institutions want to make loans to businesses that 
are solvent, earning profits, and expanding. The two 
fundamental financial documents used to ascertain 
those positions are the income statement and the bal- 
ance sheet. The income statement is a primary measure 
of profits and losses, and the balance sheet is a funda- 

mental gauge for assets and liabilities. The bank usually 
will request the profit and loss statements and balance 
sheets of an office for at least 5 years preceding the loan. 

If these documents are not available, tax returns are sub- 

stituted. A consecutive sequence of these two state- 
ments over a period is the primary means for measuring 
financial balance and development capacity. 
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Box 15-2 Questions Lending Institutions 
Ask Borrowers 

* What type of individual is the borrower? Most often, 

personal qualities come first. What is the borrower's 

ability to manage an office? 

What is the purpose of the loan? The answer will 

determine if whether a short- or long-term loan will 

be granted. Money to be used for inventory may 

require faster repayment terms than money used to 

buy equipment. 

Do income and expense projections allow the bor- 

rower to pay the loan back and afford ample income 

for all projected living expenses? 

Is there a cushion in the loan to make allowances for 

_ unforeseen developments? 

What is the outlook for optometry in general and for 

the proposed office in particular? 

e 

e 

Evaluating a Loan Applicant 

After a borrower has furnished the required data, the 
next phase in the borrowing process is the evaluation 
of the application by the bank’s loan officer. Most 
lending agencies consider similar factors when deter- 
mining whether to award or decline a loan, based on 
what has come to be known as the 5 Cs of credit: 
* Borrower’s character 
* Borrower’s capacity to repay the loan 

- Amount of capital invested by the borrower 
* Current economic and industry conditions 

* Amount of collateral used to secure the loan 
Additional factors that will influence the decision to 
grant or withhold a loan are based on the borrower’s 
previous history of debt payment, previous business 
experience and employment history, the ratio of the 
borrower’s debt to net worth, and the practice’s past 
financial performance. 

In reviewing loan documents, the banker will be 
particularly interested in the following: 

Fixed assets. What is the fair market value of the major 

equipment and furnishings? What are the deprecia- 
tion values? Fair market value appraisals by quali- 
fied appraisers for banks often will need to be 
obtained. Qualified appraisers for ophthalmic equip- 
ment often can be hired from companies involved 
in selling ophthalmic equipment. The loan institu- 
tion will inform the borrower of its requirements for 
an appraisal. A second type of appraisal involves the 

calculation of book value. The book value of equip- 
ment is determined by subtracting the amount of 
depreciation claimed from the original cost of the 
equipment. Depreciation tables can be used to 
determine an item’s book value. 

Accounts receivable. Are accounts receivable part of the 
sale and value of the practice? Are the accounts 
receivable low in value because many patients are 
behind in payments? What is the percentage of 
accounts receivable that is being collected? The 
lending institution must be asked to state its policy 
for loans that include accounts receivable. If funds 
are not available for the payment of accounts receiv- 
able, the purchase agreement must be negotiated 
with the seller so that the accounts receivable are not 
part of the sale. 

Inventory. Are frames and supplies current? Is a large 
part of the inventory on consignment (held for sale 
rather than purchased)? Is the inventory turnover 
similar to that of other offices? Many lending insti- 
tutions prefer not to support a portion of a loan that 
is backed with inventory as collateral. The reason is 
that inventory used as collateral is difficult to liqui- 
date by a creditor in case of foreclosure. 

General business information. Are the books and records 
up-to-date? What are the salaries? Have the taxes 
been paid? What is the number of employees? Does 
the office provide insurance? These and similar 
questions will customarily be posed by the creditor. 

Obtaining a Loan 

The quantity of funds needed by a borrower depends 
on the objectives for use of the capital. Determining 
the amount of money required for equipment, furnish- 
ings, supplies, construction, expansion, or buy-out is 

easy. Equipment companies, architects, and builders 
will eagerly supply cost calculations. On the other 
hand, the amount of working capital that is needed 
depends on the projection of income and expenses. 

In general, most lending agencies will provide loans 
that can be secured by collateral. Collateral is the offer- 

ing of a form of security or guarantee that a loan will be 
repaid. When a loan cannot be justified by financial 
statements alone, a pledge of security from either the 
borrower or a third party may enable the borrower to 
secure the loan. If the borrower defaults, the collateral 

can be used by the creditor to offset any deficit. A bor- 
rower may offer the bank collateral in many different 
forms. Each lending institution has certain collateral 
that it will accept. Some of the common types of col- 
lateral are listed in Box 15-3. 



the borrower fails to make payments. _ 

Box 15-3 Different Types of Collateral That May Be Offered When Applying for a Loan 

|. Borrower's signature: required for a line of credit or a signature loan. 
* Endorsers: other people sign the note as endorsers to improve the borrower's credit. The endorsers are liable for the loan if 
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; * Chattel mortgages: if equipment (e.g., a visual-field instrument) is purchased, the bank may file for a security interest in the 
equipment (which permits the creditor to sell the equipment to satisfy the amount still due if the borrower defaults on the 
eens 

__* Real estate: an excellent and preferred type of collateral. If the borrower is willing to assume the risk of using real estate as 
collateral, the bank is usually more willing to provide a loan. 

__ * Accounts receivable: can sometimes be used as collateral. Banks count on the optometrist's patients paying their bills, and a 
_ good report of the borrower's accounts receivable performance is necessary to use this asset as collateral. It may be possible 
to borrow up to 50% of current (fewer than 30 days) receivables. 

* Savings accounts: can be assigned to the bank to serve as collateral. 
__* Life insurance: cash value in a life insurance policy can serve as collateral. In such an arrangement, the policy is assigned to 
__ the bank (the bank has the first right to death proceeds to satisfy the loan due). 

_ * Stocks and bonds: may serve as collateral if they are marketable. Up to 75% of the value of the stocks and bonds may be eli- 
gible to be borrowed. 

It can be difficult to obtain a loan for working capi- 
tal that involves no collateral. A borrower may need to 

contact various lending agencies about a line of credit to 
obtain money for operating expenses. A line of credit is 
an agreement from a creditor to supply funds, up to a 
certain stated maximum, for use by the borrower. After 
the line of credit is established, the borrower can draw 

against it when needed. The borrower incurs no obliga- 
tion to repay the loan until money is actually with- 
drawn. The amount of money needed to start an 
optometric practice can be roughly calculated by using 
Box 15-4. For the type of analysis required for a loan 
proposal, see the example in Chapter 16. 

Sources of Funding 

Financing is available from a variety of sources, includ- 

ing both commercial and government lenders. These 
sources include the following: 

Banks. Full-service banks are the most visible lenders and 
make the largest number and variety of loans. Bankers 
look for borrowers with business experience, excellent 
credit records, and good ability to repay the loan. 

Commercial financial companies. These companies are 
similar to banks, and many offer the same types of 
loans and terms as banks. Commercial financial 
companies often provide loans based on the bor- 
rower’s collateral rather than on the office’s past his- 
tory. Finance company loans sometimes exceed the 
net worth of the borrower, a situation that is unde- 

sirable to most banks. 

Life insurance companies. A whole life insurance policy 
can be used to provide business cash when the 
owner borrows on the policy. Repayment to most 
insurance companies is made with interest, in the 
same manner as standard loans from banks. 

Consumer finance companies. These companies are high- 
risk lenders that charge higher interest rates than 
banks for similar types of loans. They typically sup- 
ply personal loans for any personal need, including 
money for a small business. 

Savings institutions. These businesses specialize in real 
estate financing. They often make loans on com- 
mercial, industrial, and personal residences. 

Box 15-4 Estimating Start-up Expenses 
for a Practice* 

Equipment and inventory to be purchased 

Renovations and leasehold improvements 

Furniture and signage 

Stationery and printing expenses 

Accountant and attorney fees, permits, and licenses 

Initial marketing program 

Malpractice, disability, and office insurance coverage 

Rental (first and last month's, security deposit) 

Personal living expenses (e.g., rent, food, utilities, 

insurance) for 6 months 
Miscellaneous (for unforeseen expenses) 

° 

e 

*The estimated costs of these items, when added together, permit the borrower 

to determine roughly the cash needed to start up an office. 
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Small Business Administration (SBA). The SBA guaran- 

tees bank loans (85% of the amount borrowed, up to 
$150,000, and 75% of the amount borrowed that is 

more than $150,000) to small businesses and makes 
a limited number of direct loans to small businesses. 

Small business investment companies. These companies 
are privately owned venture capital firms eligible for 
federal loans that are used to invest in or lend to 
small businesses. 

Minority enterprise small business investment companies. 
These companies serve small businesses in which at 
least 51% of the company is owned by socially or 

economically disadvantaged Americans. 
Farmers Home Administration (FHA). The FHA guaran- 

tees bank loans to nonfarming businesses in rural 
areas. It does not make direct loans but will guarantee 
up to 90% of a bank loan to a qualifying applicant. 

Credit unions. These institutions offer loans at rates 
competitive with other conventional lenders. 

Finance and leasing companies. These companies may 

offer financing as part of a leasing arrangement for 
equipment or other items. 

Friends and family. Relatives often will be willing to 
make small loans to young practitioners. This type 
of loan is very convenient and easily obtained (often 
at low interest), but it can be potentially quite stress- 
ful for the family involved. 

Trade creditors. These companies may offer short-term 
accounts-payable deferments or: give installment 
loans on equipment. They typically require a chattel 
mortgage (inventory or other types of moveable 

property are pledged as collateral). 
Internet based. America’s Business Funding Directory 

(www.businessfinance.com) and Intuit’s Quicken 
Business Cash Finder (www.cashfinder.com) are both 

free resources available to small business owners. 

Additional sources of loans may be available to indi- 

vidual borrowers; the eftort to locate funding is worth 
the investment of time. As a profession, optometry has 
a very good credit-worthy record, and this will benefit 
optometry school graduates seeking financing. 

Loan Restrictions 

When looking for a creditor, the borrower may have to 
search to find the best match. Some lenders base loans 
on debt ratio, whereas others may look at collateral. 

The following three facts should be understood when 
facing the formidable task of obtaining funds from a 
borrower: 

- An established office with a good record of 
operations has a better chance of obtaining a loan 
than an office started “cold.” 

* Some personal equity capital investment is a virtual 
requirement to receive any type of additional 

creditor loan. 
* The more collateral or security the borrower is 
willing to give, the easier it will be to obtain 
financing. 

In general, a financially sound practice will incur few 
limitations on a loan. A new practice started “cold” ora 
practitioner who is a poor credit risk can expect to 
incur greater restrictions and limitations in the loan 
agreement. Limitations include requirements intended 
to protect the creditor’s investment and usually 
involve the following: 
* Type of collateral 
- Repayment terms (length of time and interest 

amount) 
* Periodic reporting (required reporting by the 
borrower) 

Restrictions are found in a loan agreement in the sec- 
tion known as covenants; these obligations can be either 
positive or negative. Negative covenants are things the 
borrower cannot do without approval from the lender. 
An example of a negative covenant is the inability of 
the borrower to take on additional debt without the 
lender’s approval. Positive covenants include things 
the borrower must do. For example, the borrower may 
be obligated to maintain a minimum net working capi- 
tal under the terms of the loan. 

A borrower should keep in mind that all terms are 
negotiable, and being prepared to negotiate various 
terms is an important part of the loan process. A bor- 
rower should not be afraid to be assertive when pro- 
tecting personal interests. For this reason, it is a good 
practice to obtain and review the loan documents in 
advance before closing. 

Seller Financing 

One popular method for transferring the ownership of 
a practice has been the use of financing by the selling 
optometrist. Seller financing can be primary or second- 
ary and involve the use of mortgages. A mortgage is.the 
purchase of property in which the buyer is given the 
title to the property, even though the purchase is 
financed by a loan from a creditor. The creditor may be 
able to take title to the property, however, if the buyer 
does not repay the loan. The creditor also may sell the 
property to obtain the amount due. 
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Box 15-5 alban and Porn of Seller Financing 

: : Adeasiases - 
To the buyer 

: ae The buyer usually needs to provide less money to purchase the practice: 
© The buyer often saves money, with minimal closing costs and no points. 
___* The buyer may be able to negotiate a lower down payment from the seller than the payment required by a bank 

(which is typically 209). 
__* The buyer has more control over costs, such as appraisals, inspections, and reports. 
y 2. _ Financing keeps a selling practitioner more active in the practice (to keep the practitioner's investment secure). The selling 
. _ practitioner has a vested interest in the success of the new owner and wants the new practitioner to succeed. 

/ 3. The buyer may be able to negotiate a lower interest rate than through a commercial loan. 
A. Seller financing may be the only means to purchase a practice if banks are unwilling to provide capital to a new 

_ practitioner who has high debt and minimal collateral. 

To the seller 
1. Since there will be principal and interest paid over a period of years, this money will add to the seller's retirement living 

expenses. 

2. The tax consequences will be lessened if the practice is purchased over time. 

Disadvantages 

To the buyer 

1. This method of financing may entail more years of repayment than other methods and thus would ultimately cost more. 

To the seller 

1. The seller does not receive a large sum of money as a down payment that can be invested. 

_ 2. If the repayment plan fails, the seller may be required to take over the practice. 

An example of primary seller financing may be found 
in the following practice sale agreement. The buyer 
agrees to purchase the practice for $150,000 and makes 
a 20% down payment ($30,000) to the seller. The seller 

is willing to finance the balance of $120,000 and gives a 
mortgage to the buyer for that amount. 

An example of secondary seller financing may be 
found in the following example. The buyer agrees to 
buy the practice for $150,000 and borrows $50,000 
from a bank for a down payment. The balance of 
$100,000 is financed by the seller, who gives a sec- 
ond mortgage. In this arrangement, the bank holds 
the first mortgage of $50,000 and the seller holds the 
second mortgage for the remaining balance. There 
are advantages to both buyer and seller in this 
arrangement, and some of the advantages and disad- 
vantages are listed in Box 15-5. 

Because of the difficulty in obtaining financing, cre- 

ative methods for the transfer of practice ownership 

have been devised. In the situation in which a prospec- 

tive buyer is unable to obtain the full financing neces- 

sary to purchase a practice, the seller’s willingness to 

finance part of the purchase price often will enable the 
transfer of ownership to take place. 

Conclusion 

The information in this chapter provides an introduction 
to the fundamentals of financing an optometric practice. 
In Chapter 16, the details of business loans are discussed, 

and an example of a loan proposal is presented. This pro- 
posal includes a projected profit and loss statement, a 
projected income statement, and a sample business plan. 

Acknowledgement 

The authors of this chapter in the first edition of Business 

Aspects of Optometry were David L. Park, Craig Hisaka, and 

Gary Moss. 

Bibliography 

American Academy of Family Physicians: Ox your own: 
starting a medical practice from the ground up. Table of 

contents available online at: 



140 Business Aspects of Optometry 

http://www.aafp.org/newpractice/toc_regular.html. 
Dean J: Practice finance, your questions answered, ed 2. New 

York, 1998, Radcliffe Medical. 

Fischer A: Financing options help stem declining revenues. 
Admin Eyecare 7(4):50-2, 1998. 

Greene J: Wanted: deep pockets (starting a medical practice 

is a costly endeavor). Hospitals Health Networks 71(7):87, 

1997: 
Keene D: 2000 Financial planning of a medical practice. 

Alpharetta, Ga, 2000, Robert D. Keene. 

Messinger S, Stevenson P: Practice financing strategies 

should match investors’ objectives. Healthcare Finan 

Management 53(5):72-4, 1999. 

Parkyn T: Getting the start-up loan you need. Optom 
Management (Suppl) 33(3):12-6, 1998. 

Perry K: Are fortitude and cash all you need to open a solo 
practice? Med Economics 78(7):162, 2001. 

Vaughan J, Wise J: How to choose the right capitalization 
option. Healthcare Finan Management 50(12):72-3, 1996. 

www.centersite.com/mba/mbalinks.html. Web site that offers a 
large list of small business resources accessible through 
the Internet. 



Chapter if 6 

Obtaining a Business Loan 

Hold fast to dreams 

For if dreams die 

Infe is a broken winged bird 

That cannot fly. 

Langston Hughes The World Tomorrow 

he traditional means of delivering optometric serv- 
ices—sole proprietorship—requires offices to be 

equipped with an array of up-to-date instruments, 
inventories of frames and contact lenses, and tasteful 

fixtures and furnishings, which places a heavy financial 
burden on practitioners seeking to practice in the time- 
honored way. In addition, there are operating costs 
that must be met (e.g., rent, taxes, utilities, and sala- 

ries), which means that the graduate seeking entry into 
private practice must obtain financing to be able to 
afford the start-up costs of such a practice. 

In the usual case, financing must be acquired both for 
capital assets and operating expenses. Thus the creditor 
may be required to loan more money than there will be 
collateral to serve as security, which necessitates careful 
planning and meticulous preparation on the part of the 
borrower because the creditor will have to be convinced 
that the risk is minimal to make such a partially unse- 
cured loan. To ensure that the risk is low, the creditor will 

dictate the terms of the agreement and will protect the 
interest in the collateral. This chapter discusses the con- 
ventional devices used by creditors to secure loans and to 
protect collateral in the event of default on the part of the 
borrower. It also describes the preparation of a loan pro- 
posal intended to secure the necessary financing. 

Fundamentals of Financing 

The usual source of loans for the initiation of a practice 
is a full-service bank, although there are numerous 
other alternatives (see Chapter 15). The most basic 
aspects of bank financing involve the method of repay- 
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ment and the type of interest. Borrowing money 
involves not only the act of obtaining the loan but also 
the repayment of principal and interest. Although there 
are number of methods used for the repayment of loans 
and for the computation of interest, this discussion is 
limited to the usual techniques used by banks. 

Banks rely on the following two principal methods 
for the repayment of loans: 
* Renewable short-term notes: instruments that 
acknowledge the loaning of money for relatively 
brief periods (usually 90 days), with provisions for 
renewal at the option of the lender. At the close of 
any 90-day period, the lender can demand payment 
of the balance due—in full. 
Installment notes: instruments that provide for the 
periodic repayment of a stated sum at regular intervals, 
such as monthly payments, usually over 3 to 5 years. 

Either of two types of interest rates—simple or add-on— 
may be applied to short-term loans: 
+ Simple interest. This rate applies a fixed percentage to 

the amount borrowed for a stated period. An 
example that illustrates how the interest is computed 
is found in Box 16-1. Simple interest is one of the 
most advantageous ways to borrow money. Should 
the borrower decide to pay off the loan early, there is 
no prepayment penalty because the interest is 
prorated for the actual number of days that the 
money has been borrowed. However, renewable 

90-day notes are subject to fluctuating interest rates 

based on the prime lending rate during any 90-day 
period. Rates may be set at the start of the 90-day 
period or change each time the prime rate goes up or 
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Box 16-1 Sample Simple Interest Loan 

If $10,000 is borrowed at 10% simple interest on a 

renewable 90-day note, what would be the interest 

payable at the end of 90 days? 

Amount borrowed $10,000 

Interest rate x 10% 

Total interest if the note was held forayear $1000 

Interest for one-fourth of a year $250 

If the note is due in 90 days without renewal, the total 

amount that has to be repaid is $10,250. 

From Classé JG: Legal aspects of optometry. Stoneham, MA, 1989, Butterworth. 

down. In the latter case, the rate may change many 
times during the course of the life of the note. 
Simple interest short-term bank loans are a preferred 
means of borrowing money to purchase equipment 
and start a practice. 
Add-on interest. This method of determining interest is 
the more costly of the two rates. It is called add-on 
because the interest is computed on the amount 
borrowed, without proration, and added to the 

principal. This total is then repaid in installments 
during the course of the loan, which is usually 3, 4, or 

5 years. An example that illustrates the method of 
determining repayment is found in Box 16-2. Add-on 
interest is commonly encountered in installment 
loans, such as those used for the financing of 
automobiles and boats. If a borrower decides to prepay 
(i.e., pay before maturity) an installment loan, the 
interest is shortrated rather than prorated. Shortrating 

Box 16-2 Sample Add-On Interest Loan 

If $10,000 was borrowed at 10% add-on interest for a 

period of 3 years, what would be the total cost to the 

borrower? 

Multiply $10,000 $10,000 

By 10% x 10 
Yearly interest $ 1000 
Multiply by 3 years xs 

Finance charge $ 3000 
Add principal +10,000 

Total amount financed $13,000 

Divide by 36 months +36 

Monthly payments $ 361.11 

From Classé JG: Legal aspects of optometry. Stoneham, MA, 1989, Butterworth. 

means that the if the borrower pays off the loan early, 
the lender will charge a fee for administrative expenses 
and profit. Normally this fee is governed by the Rule 
of 78, which is a standard formula for figuring the 
interest due (Box 16-3). A borrower should always 
inquire into the shortrate charge with add-on interest 
before borrowing money, if the borrower believes there 
is a possibility that the loan could be repaid early. Early 
repayment of an add-on loan usually is not 
advantageous if the interest is shortrated. The reason is 
that the interest charge is heavily weighed toward the 
start of the loan (Box 16-4). 

Usual banking custom is to use simple interest notes for 
relatively small amounts and for short periods, if based 
on the borrower’s signature. Although an unsecured sim- 
ple interest note often can be obtained for various per- 
sonal needs, the financing of equipment and the start-up 
of a practice will necessitate the use of the equipment 
(and other collateral) to provide security for the loan. 

Add-on interest is used for longer-term financing 
involving periodic payments and is normally secured 
by the automobile, equipment, or other collateral that 
is financed. Of course, the personal endorsement of 
the borrower also is obtained. 

The burden is on the borrower to determine the 
type of financing that is being offered and whether the 
rate and terms of the loan are favorable and competi- 
tive for the market. 

Box 16-3 Calculation of Interest Under the 

“Rule of 78” 

How is $1000 in interest computed over a 12-month 

period under the “Rule of 78?" 

The 12-month period is summed as follows: 

12+114+10+9+84+7+64+5+4+4+34241=78 

The interest is computed as follows: 

First month 12/78 = $153.84 

Second month 11/78 = $141.02 

Third month 10/78 = $128.20 

Fourth month 9/78 = $115.38 

Fifth month 8/78 = $102.56 

Sixth month 7[78 = $ 89.74 

Total $730.74 

Therefore, 73% of the interest due is paid in the first 6 

months, leaving $270 of interest to be paid in the last 
6 months. 

a a nn UN ES 

From Classé JG: Legal aspects of optometry. Stoneham, MA, 1989, Butterworth. 
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Box 16-4 Short-Rated Interest Under the “Rule of 78” 
ee 

3-YEAR NOTE 

50% of interest in first year 
33% of interest in second year 

17% of interest in third year 

4-YEAR NOTE 

43% of interest in first year 

29% of interest in second year 

18% of interest in third year 

9% of interest in fourth year 

5-YEAR NOTE 

36% of interest in first year 

28% of interest in second year 

18% of interest in third year 

12% of interest in fourth year 

6% of interest in fifth year 

From Classé JG: Legal aspects of optometry. Stoneham, MA, 1989, Butterworth. 

Basic Provisions of a Bank Loan 

Agreement 

Although individual bank agreements may differ 
somewhat in their terms, there is a commonality to 

these contracts that permits some generalizations to be 
made. The basic provisions of loan agreements invari- 
ably include the amount to be borrowed and the terms 
of the loan, the interest type and rate, collateral 

requirements, limitations on additional indebtedness, 

the repayment provisions, and an acceleration clause. 

Amount and Terms 

Any creditor will have loan limits that will not be 
exceeded without good cause and will have established 
loan repayment terms that vary with the purpose of the 
loan and the amount borrowed. For example, most 
automobile loans are for 3 to 4 years; most practice 
loans are for 5 to 7 years. There will be an upper limit on 
the amount loaned that can be used for nontangible 
items; the more conservative the bank, the lower 

the amount allowed for these expenses (e.g., working 
capital). 

Interest Rate 

If the loan is for simple interest, it is likely that the 
agreement will specify a short-term renewable note. In 
this event the interest charge will probably fluctuate in 
accordance with changes in the prime interest rate; the 
only variable will be the frequency with which the rate 
changes. Some banks specify a floating rate that changes 
whenever the prime rate rises or falls, whereas others set 
the rate at the renewal of the note (e.g., quarterly). 

If the loan is for add-on interest, the rate usually is 
set at the start of the loan and does not change there- 
after; add-on rates are customarily found on install- 

ment notes. If add-on interest is used in conjunction 

with a renewable short-term note, the rate can be 

changed at each renewal. 

Collateral Requirements 

There are two customary collateral requirements in 
practice loans: a purchase money security interest in 

the equipment (and other tangibles) and a life insur- 
ance policy that is assigned to the bank. 

A security interest is created when the borrower and 
creditor adhere to the following procedures: 
* The creditor and borrower must agree, in writing, to 

the formation of the security interest, which is done 
through the execution (signing) of a security 
agreement. 
The creditor must make the loan, and the borrower 

must acquire the property. 
The creditor must file a financing statement, which 
is a document putting the public on notice that the 
creditor has a financial interest in the property. 

The filing requirement is necessary to protect the cred- 
itor from subsequent creditors; if the borrower fails to 
repay the loan, the creditors will have to fight among 
themselves for whatever assets remain, and the creditor 

who has filed the earliest security interest will prevail 
over the others. For this reason, there is considerable 

emphasis placed on security interests by creditors. The 
bank usually will require the borrower to assign a life 
insurance policy to the bank that is sufficient to cover 
the loan balance in the event of the death of the bor- 
rower. An assignment is a transfer of a contractual right 
or benefit, which operates to extinguish the night for 
the one making the transfer and establish the right 
exclusively for the benefit of the one to whom it is 
transferred. Many banks require the borrower to assign 
the rights to a life insurance policy to the bank, placing 
the bank before any other beneficiary in terms of pay- 

ment in the event the borrower dies unexpectedly, 

before the loan is repaid. 
The borrower will be asked to execute an assign- 

ment agreement and will have to surrender the policy 

to the bank, which will hold it as long as the loan 1s 
outstanding. When the loan is repaid, the assignment 
will be extinguished and the policy will be returned to 

the borrower. In addition to the life insurance policy, 
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the bank may require the borrower to maintain 
other types of insurance coverage. These requirements 
obligate the practitioner to purchase property and pro- 
fessional liability insurance sufficient to indemnify the 
bank in the event of the loss of the collateral. Of 
course, the bank may require additional collateral, a 

cosigner, or other such items as it deems necessary to 

protect its security adequately. 

Limitation on Additional Indebtedness 

To prevent borrowers from overextending themselves, 
some banks limit the ability of borrowers to obtain 
additional loans from other creditors. The limitation is 
usually expressed as a cash limit, not to be exceeded 
without the prior approval of the bank. These limits do 
not apply to consumer purchases or debts incurred 
during the course of everyday practice activities. 

Repayment Provisions 

Repayment provisions vary widely from bank to bank 
and with the type of note and interest charged. 
Installment notes specify a stated payment per month 
for the period of the note. The monthly payment does 
not change during the repayment period, which is usu- 
ally for 3 to 5 years, but may be longer. Short-term 
renewable notes offer the bank more options. These 
loans are described as being for a period of years (usu- 
ally 5 to 7) but are actually renewable at the option of 

the bank, at stated intervals that are specified in the 
loan agreement. Renewable periods may be as brief as 
90 days or may be for as long as a term of years. Notes 
retain a degree of flexibility that enables the bank to 
adjust the repayment schedule as necessary to accom- 
modate the borrower’s ability to pay. Some notes spec- 
ify interest repayment only during the first year of the 
loan, then amortize the principal and interest over a 
period of several years thereafter. Other notes allow the 
borrower to pay less during the first years of the repay- 
ment period. 

Regardless of the type of note or repayment sched- 
ule, the bank will require the borrower to submit peri- 
odic financial statements so that the status of the 
borrower’s practice can be assessed. 

Acceleration Clause 

Any note will contain a so-called acceleration clause, 
which permits the bank to demand the full amount of 
the loan due and payable in the event the borrower fails 
to comply with the provisions of the agreement. This 

provision affords the bank some protection in the event 
.the borrower cannot make the required payments 
because it allows the bank to claim its collateral and pro- 
ceed as necessary to collect the full amount outstanding. 
These clauses are a standard aspect of any financial 
agreement and can only be enforced by the creditor if 
there is some default on the part of the borrower. 

Loan agreements are complex and comprehensive 

documents that typically involve the transfer of large 
sums of money. A potential borrower who is not knowl- 
edgeable in financial affairs would be well advised to 
secure professional counsel before entering into any 
long-term financial arrangements with a creditor. 

The Loan Proposal 

The loan proposal, which is used to secure funding for 
the operation of the practice, is a key element of the prac- 
tice plan (Figure 16-1). Starting a practice, buying a prac- 

tice, or acquiring a partnership interest in a practice 
requires financial investment. The amount of money 
needed can be many thousands of dollars. A creditor is 
required to provide financial support. Part of the amount 
borrowed will be unsecured—unprotected by assets that a 
creditor can sell if the borrower fails—which motivates 
the creditor to review the borrower’s status meticulously. 
The loan proposal is used to create confidence in the bor- 
rower’s financial acumen, justify the amount being 
borrowed, and provide monetary projections against 
which the borrower’s progress can be measured. It 
requires a considerable amount of time to prepare. 
Generally, there are three phases of the proposal process: 
research, drafting the proposal, and presentation. 

Research 

This is the key component of preparing a loan pro- 
posal. The value of the proposal is directly related to 
the accuracy of the information in it. Reliable figures 
should be used for calculations. For example, repay- 
ment of educational loans is a financial burden that 
most new graduates must consider. The amount of 
each monthly payment, and when payments will 
begin, can be accurately determined, and so can the 

cost of leasing an office; purchasing insurance; or pay- 
ing for water, gas, and electricity. The effort taken to 
secure accurate information will repay itself many 
times, for the value of the loan proposal as a true meas- 
uring rod for financial success will be far greater if reli- 
able information is used. The creditor may doubt the 
validity of the proposal if many projections are obvi- 
ously inaccurate, creating a less supportive attitude. 



Chapter 16: Obtaining a Business Loan 145 

LOAN PROPOSAL 

Purpose 

To acquire capital to establish an optometric practice in southeast Townsville. 
Proposal 
The location of the practice will be in southeast Townsville on Vision Ease Road. At present the ratio of optometrists to population in the Townsville 
area is 1:16,000. The preferred ratio for an optometrist in a similar area is 1:5,000 to 1:8,000. Enclosed is a map of the Townsville city school sys- 
tem with the vision care providers marked in. Although there are numerous dentists and pharmacies in the southeast area, there is no vision care 
provider at present. The closest provider is at least 8 miles away from the proposed site. As the southeast area is an affluent and rapidly growing area 
of Townsville that will need vision care services, I feel that with adequate capital I can provide the vision care needed. 
Office Lease 
Ihave negotiated an office lease at the proposed location. The lease is for 5 years with an option to renew for another 5 years. A copy of the lease is 
enclosed. 
Insurance Coverage 
Ihave been approved to purchase a term life insurance policy in the amount of $40,000 to pay off the loan from the bank should J die before the loan 
is repaid. In addition, I have acquired an umbrella liability policy to cover malpractice, other types of liability claims, and property loss by fire or 
other casualty. A list of these policies, the insurers, and the premium costs is enclosed. 
Financial Status 

A financial statement is enclosed. At present, my only significant debts are an educational loan, which totals $28,366, and automobile loans with this 
bank, (in my name and my spouse’s name), which total $17,322. 

T have also enclosed our federal income tax return for the past year. 
Capital Needed 

I need a loan of $40,000 to establish my practice. Of this amount, $3,700 will be unsecured. The remainder will be used to purchase equipment for 

| which a purchase money security interest may be obtained by the bank. 
Financial Summary j 
A year-by-year summary of my projected income and expenses for the 6 years needed to repay the loan is enclosed. My spouse has been offered em- 
ployment in Townsville. My spouse’s income is included in the projections for each year. 

Year Projected income Projected expenses 

$98,200 $137,200 
121,500 117,262 

146,000 141,656 

171,750 168,274 

198,750 196,566 
227,000 IDENT HA) 

* For year 1, projected income and expenses are itemized in Schedule A, projected professional and personal expenses are itemized in Schedule C, 
and a spreadsheet of monthly projected income and expenses is outlined in Schedule D. 

> For years 2-6, projected income and expenses are itemized in Schedule B. 

Alternative Plan for Financial Supplementation 
If practice revenues do not meet projections, it may become necessary to supplement practice income with outside employment. I have investigated 
the opportunities available to me in the Townsville area for part-time employment outside the practice. I anticipate that these opportunities will be 

available in the first year after | open my practice. There are three potential sources at this time: 
¢ Employment with an ophthalmologist in northwest Townsville. I would provide low vision services. 
¢ Instructor at Townsville State Community College. I would teach biology, which was my undergraduate major. 

¢ Eye care provider at Bigtime Correctional Facility, which is located 30 miles from Townsville. 

Summary 
The projections of income and expenses used in this proposal are based on conservative national estimates. They represent reasonable goals for 

overhead and generated income. Based on these projections, the practice begins to generate a profit after 6 months and for the entire year incurs a loss 
of only $1,470. Profit in the second year should be sufficient to permit income use for practice improvements, anticipated increases in the cost of liv- 

ing, and for a greater doctor’s draw. After the sixth year, the loan will be retired. 

Schedule A: Projected Income and Expenses for Year 1 

Expenses 
Purchase of equipment and modification of office $44,155 
Operating expenses for office (see Schedule C) 58,050 
Loan cost -0- 
Taxes (income, Social Security) 2,041 

Doctor’s draw 35,000 
Total $137,200 
Assets and income 
Cash on hand -0- 

Projected practice income 
(250 days at $150 gross per approximately 
1.54 patients per day) $56,200 

Spouse’s income 42,000 

Total c $98,200 
Net -40,000 
Loan amount needed $40,000 

Figure 16-1 Sample Loan Proposal. Personal information, such as a financial statement, resumé, and list of credit and character 

references, is not included. 
‘ 

Continued 
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Schedule B: Projected Income and Expenses for Years 2 through 6 

Year 2 
Expenses 

Operating expenses for office $61,062 
Bank loan repayment 11,400 
Taxes 4,800 
Doctor’s draw 35,000 
Practice improvement 5,000 
Total $117,262 
Assets and income 

Projected practice income 
(250 days at $155 gross per approximately 
2.0 patients per day) $77,500 

Spouse’s income 44,000 
Total $121,500 
Net $4,238 

Year 4 
Expenses 
Operating expenses for office $80,874 
Bank loan repayment 11,400 

Taxes 16,000 
Doctor’s draw 45,000 
Practice improvement 15,000 
Total $168,274 
Assets and income 

Projected practice income 

(250 days at $165 gross per approximately 
3.0 patients per day) $123,750 

Spouse’s income 48,000 
. Total $171,750 
Net $3,476 

Year 6 
Expenses 

Operating expenses for office $101,375 
Bank loan repayment 11,400 
Taxes 31,000 

Doctor’s draw 60,000 

Practice improvement 20,000 

Total $223,775 
Assets and income 

Projected practice income 

(250 days at $175 gross per approximately 
4.0 patients per day) $175,000 

Spouse’s income 52,000 
Total $227,000 
Net $3,225 

Figure 16-1, Cont'd. 

However, the biggest failing of insufficient research is 
that the predictive value of the proposal is lost and it 
serves only as a justification for funding. Ideally, the 
loan proposal should continue to be used after funding 
has been secured and the practice plan initiated, as part 
of the effort to measure success toward financial goals. 
It should be constantly updated and revised to reflect 
the evolving situation in the practice. In such a role, it 
fulfills the short-term goal orientation that is so neces- 
sary to a successful outcome. 

Drafting the Proposal 

The loan proposal requires a stepwise approach: first, 
all items that are to be purchased—equipment, furni- 

“Year 3 
Expenses 
Operating expenses for office $71,256 
Bank loan repayment 11,400 
Taxes 9,000 
Doctor’s draw 40,000 

Practice improvement 10,000 
Total $141,656 
Assets and income 

Projected practice income 
250 days at $160 gross per approximately 
2.5 patients per day) 

Spouse’s income 

Total 
Net 

Year 5 
Expenses 
Operating expenses for office $91,166 

Bank loan repayment 11,400 
Taxes 24,000 
Doctor’s draw 50,000 
Practice improvement : 20,000 
Total $198,566 
Assets and income 
Projected practice income 

(250 days st $170 gross per approximately 
3.5 patients per day) $148,750 

Spouse’s income 50,000 

Total $198,750 
Net $2,184 

ture, real estate, computer, inventory of frames—need 

to be valued; second, other key expenditures, such as 

loans, taxes, leases, utilities, and so forth need to be 

determined; third, projections need to be calculated— 

on a month-by-month basis for the first year and annu- 
ally thereafter for the remaining years of the loan 
repayment period (which generally is 4 to 6 years); 
fourth, practice income projections need to be calcu- 
lated; and fifth, the “bottom line”—the profit or loss to 

be realized—needs to be determined, month by month 
for the first year and annually for all subsequent years. 

Step One: Valuing Purchases. The fair market 
value should be determined for all items that must be 
purchased. The cost of a phoropter, sofa, computer, or 
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any other item can be reasonably ascertained; if an 
inventory of frames is needed, its value will have been 
negotiated; for all items of purchase, an accurate deter- 

mination of value should be obtained. 

Step Two: Valuing Key Expenditures. One impor- 

tant goal of the loan proposal is comprehensiveness; it 
should seek to include all costs that can reasonably be 
expected to arise during the projected period of years. 
Key expenditures that should be considered include 
both personal and business expenses (Table 16-1). 

The more complete the list, the more accurate the 
determination of the total cost of operating the prac- 
tice. These expenditures should be calculated for each 
month of the first year of practice and for each year 
thereafter until the loan repayment has been satisfied. 
These expenditures, taken with the cost of purchases, 

constitute the “overhead” of the practice. It is impor- 
tant that, for a new practice, the overhead not be too 
high. The higher the overhead, the larger the number 
of patients that must be seen to break even or show a 
profit. If the overhead is so high that the loan proposal 
projects the practice will operate at a deficit for years 
before patient flow can generate a profit, it is likely that 
the loan proposal will be rejected. Therefore, overhead 
always should be kept to a reasonable level, and extrav- 
agant expenditures should be discarded. Expensive 
items—such as an automated perimeter or an edging 
laboratory—may not be feasible for a plan to start a 
practice “cold.” The “bottom line” should be scruti- 
nized carefully. Creditors do not like to fund opera- 
tions that seem to require a lengthy period before 
generating a profit. 

Step Three: Drafting Projections. Once all infor- 
mation on expenditures has been compiled, it is organ- 
ized in a spreadsheet format. The first year projections 
are arranged month by month; for the subsequent 
years, a sum of monthly expenditures is used. 
Projecting overhead costs for these subsequent years is 

an art; cost of living increases should be added to each 
year to approximate the rise in costs that can be antici- 
pated. 

Step Four: Projecting Income. Perhaps the most 
difficult aspect of creating a loan proposal is the projec- 
tion of expected income, especially for a new practice. 
If there are other practitioners who have recently 

opened a practice, it may be possible to obtain infor- 
mation based on their experience. If there is no source 
of recent information, it may be useful to provide pro- 
jections so that they describe the number of patients 

. Table 16-1 List of Key Expenditures 

Personal Expenses 
Rent or mortgage payment 

Utilities (heat, light, air conditioning, water) 

Clothing and grooming 

Telephone 

Subsistence (groceries, restaurants) 
Automobile expenses (insurance, gas, repairs) 

Health care (not reimbursed by insurance) 

Taxes (personal, property, home) 
Interest expenses (credit cards, personal loans, 

home loans) 
Charitable contributions 

Nonreimbursed employee business expenses 

Contributions to a retirement plan (IRA) 

Child care or education costs 

Professional Expenses 

- Office lease 
Staff salaries 

Staff benefits (health insurance, contributions to a 

retirement plan) 

Payroll tax (income, Social Security/Medicare, 

unemployment insurance) 

Business property tax (equipment, furnishings) 

Office utilities (heat, light, air conditioning, water) 

Repairs and maintenance fees (equipment) 
Answering service 

Janitorial service 

Postage 

Health insurance premiums 

Life insurance premiums 

Property and casualty insurance premiums (including 

workers’ compensation) 

Professional liability (malpractice) insurance 

premiums 

Office supplies 

Computer supplies 

Income taxes 

Social Security taxes 

Debt service for professional loans (bank loan) 
Repayment of educational loans 

Contributions to a business-related retirement plan 

(IRA, Keogh Plan, 401 [k]) 

Continuing education 

Travel, meals and entertainment 

Licensure fee 

Membership in professional organizations 

Legal and accounting fees 

needed to pay the overhead or to generate a certain 
profit level. For the first year projections, the number 
of patients seen daily should be determined and a spe- 



cific gross income attributed to each. Local practition- 
ers can be consulted to determine the reasonable 
amount of income that can be expected per type of 
patient. Eye health examinations generate different 
amounts of income than do contact lens assessments 
or binocular vision evaluations. The number of 
expected patients for each service, and the projected 
income for each, must be calculated. If a practice has 
been purchased, it is much easier to make income pro- 
jections. It should be remembered, however, that some 

loss of patient base—approximately 10% to 15%—can 
be expected during the first year. The number of new 
patients needed to eliminate this potential deficit 
should be determined and used as a goal. 

Step Five: Calculation of the “Bottom Line.” The 
income and overhead for each month of the first year 
are used to determine whether there will be a profit or 
loss. For a new practice, it is not unusual for the first 
several months to produce a deficit rather than a profit. 
However, the anticipated income should be such that, 

within the year, a monthly profit can reasonably be 
expected. Creditors will not finance a practice that 
requires years to be self-supporting. The “bottom line” 
calculations are the goals against which the practice’s 
actual performance are to be measured. If they are inac- 
curate, they can be adjusted to reflect the actual finan- 
cial circumstances of the practice and a new set of goals 

thereby created. 
Once the loan proposal has been calculated, it must 

be typed up and supporting documents must be 
added. The proposal should begin with a statement of 
purpose, which summarizes the financial goals of the 
borrower. Documents that may be attached to the loan 

proposal include the following: 
- A personal financial statement 
* The income tax return for the past year 
- A copy of the office lease (if available) 
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* An insurance list describing policies and premium 
costs 

Presentation 

The presentation of the proposal to the creditor should 
be planned, and answers to anticipated questions 
should be rehearsed. Professional attire should be worn 
for the occasion. If accepted, the usual means of financing 
is a line of credit, against which the borrower may draw as 
the need for money arises. Since creditors do not like to 
extend lines of credit beyond those originally agreed on, 
the amount of credit secured should be adequate for the 
practice’s financial obligations. Of course, interest is 
charged on the amount actually withdrawn for use. 

Conclusion 

The loan proposal is the financial heart of the practice 
plan. To make the plan viable, the loan proposal must 
contain accurate information, attainable goals, and 

reasonable projections and must be capable of modifi- 
cation to meet the changing circumstances that are an 
inevitable part of practice. 

Bibliography 

Allergan, Inc. Pathways in optometry. Irvine, Calif, 1995, 

Author. 
American Optometric Association. Career advocate for the new 

practitioner. St. Louis, 2001, Author. 

Classé JG. Legal aspects of optometry. Boston, 1989, 

Butterworth. 
Gregg J. The business of optometric practice. White Plains, NY, 

1984, Advisory Enterprises. 
www.businessfinances.com. A sizable business funding 

directory, accessible online. 

www.sba.gov. Web site for the U.S. Small Business 
Administration; it provides a step-by-step approach to the 
formulation of a business plan. 



vu ou 

ge Oo 

pean nb 1 midedtidin 
MAR dy i he 

, peter yee Mik sit) oe ee, 

Pi Whe (mAh Wal ws 
> Peay Herta Oy igne 

Caney Wine ride Tee 

UJ 
2 Stee? Nie 



Chapter 1 f 

Understanding Office Leases 

Why so large cost, having so short a lease, 

Dost thou upon thy fading mansion spend? 

William Shakespeare Sonnets 

he signing of a lease can represent the largest finan- 
cial transaction ever made by a prospective tenant. 

The lease agreement is legally binding and can be 
enforced on the parties involved. Even though a lease 
should be reviewed by competent advisors or legal 
counsel, it is unusual for counsel to actively negotiate 
its terms; that burden inevitably falls on the prospec- 
tive tenant. For this reason, a prospective tenant 
should be aware of the common terms and the usual 
pitfalls associated with leases. This chapter reviews 
many of the problems that are encountered when 
attempting to negotiate a lease for a professional office. 

The person who occupies property owned by another 
is called a lessee. Negotiation of the lease agreement with 
the owner—the /essor—might be limited to the presenta- 
tion of a contract by the owner, accompanied by the fol- 
lowing language: “Enclosed please find your standard 
lease form. You should sign where indicated, initial each 
page, and return at your earliest convenience.” 

This language may be the first introduction the ten- 
ant has to the lease, and even though the term standard 
might seem to imply some degree of conformity or reg- 

ularity, the only standard aspects of an individual lease 
are the matters that it addresses. There is not one cus- 
tomary way to address these matters, and they should 
be fully negotiated and understood by the tenant. 

A lease is a contract binding its signatories to its 
terms, and the tenant should assume, at the inception 

of the relationship, that all terms are fully enforceable. 
There are many pitfalls for the novice tenant, and even 
what is perceived to be the fairest of leases may contain 
provisions that can lead to disastrous financial conse- 
quences. Therefore, it is important to obtain compe- 
tent advice before executing a contract such as a lease. 

fom 

Lawrence S. Thal 

A shrewd attorney for the tenant could write a lease 
allowing the tenant to delay or offset rent payments for 
myriad reasons—even reasons beyond the landlord’s 
control. A landlord’s attorney could be equally shrewd 
in writing a lease with complicated clauses that provide 
for rapid and unfair rent increases. The object of any 
negotiation, however, should be to reach a contract 

that is fair, equitable, and easily understood. 
Often it is perceived that certain landlords—such as 

shopping center owners—are inflexible and powerful 
and that, as a result, all tenants sign the same lease. 
Prospective tenants should not overlook the fact that 
they are the ones with the power to sign or not sign a 
lease. Printed lease forms are sometimes meant to epit- 
omize inflexibility or to emphasize the power of the 
landlord. Tenants should not be fooled by how impres- 
sively worded the lease is or by how large the law firm is 
that supposedly drafted the lease. Concessions can 
always be awarded by a landlord. 

Negotiating for Concessions 

It can easily be 2 to 3 months after the lease agreement 
has been signed before the first patient walks through 
the door. During this period, without the benefit of 

patient income, the optometrist will be paying for 
alterations, instruments, office furniture, and similar 

items. To offset these expenditures, the practitioner 
should not be afraid to ask the landlord for help in the 
form of concessions. Possible concessions in the lease 
agreement include the following: 
* Out-and-out reduction in the rent for the full term 
of the lease (especially if the rent appears excessive 
considering the space and location) 
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- A few months of free rent to help the optometrist 
reduce overhead expenditures while alterations are 
being performed on the premises or equipment is 
being delivered and installed 

* Payment by the landlord for all or part of the 
alterations or improvements to the office 

- A “step-up” lease, in which rent is paid at a reduced 
rate for the first 6 to 12 months and gradually 
increased to the full rate over time 

In some cases, the landlord might refuse to make any 
concessions. If the office space is highly desirable and 
the market for office space is very limited, the prospec- 
tive tenant might have to be comforted by the knowl- 
edge that previous tenants have worked successfully 
under such leases. In such a case, it is appropriate to 
check with the other tenants. If the landlord has dealt 
reasonably and fairly with them, there is a good likeli- 
hood that the prospective tenant will not encounter 
any extraordinary difficulties. The landlord has a repu- 
tation to protect, and if tenants have been treated 
unfairly in the past, it will suffer. In addition, a high 
turnover rate will drive up the landlord’s costs of doing 
business. 

Selecting Competent Counsel 

The tenant should solicit recommendations for real 
estate attorneys from other health care professionals in 
the area. Successful professionals are likely to have 
identified and hired the best attorneys and accountants 

because physicians, dentists, and other health care 
providers usually demand good advice and are willing 
to pay for it. The prospective tenant should not hesi- 
tate to schedule an interview with an attorney to obtain 
information about the attorney’s background, philoso- 
phy of practice, fees, and experience with real estate. 
There is normally no charge for this initial interview. 
The attorney will value the opportunity to discuss mat- 
ters of mutual interest with a prospective long-term 
client. 

Location 

The same type of investigation of local demographic 
information should be conducted to determine the 
best locations in which to seek an office. Real estate 
agents, the staff of the local planning commission, or 
the local Chamber of Commerce can provide demo- 
graphic data. Practice sites should be prominent and 
readily visible to the public. In addition, the office 
location should be easily accessible—near public trans- 
portation and with adequate parking available. 

If an office is highly visible (e.g., next to a bank or 
actoss from the post office), the practice will become 
known immediately. Being in the local “professional 
building” or in an area with other professional offices is 
excellent. It is worth some extra cost to obtain a good, 
visible location; the additional expenditure will be 
returned many times over. It also is important to 
obtain adequate space. The consistent rise in net 
income due to such a practice site usually will compen- 
sate for the higher cost of the lease. 

. 

Specific Contract Clauses 

Several specific clauses of the lease agreement are of 
particular importance. These clauses include identifi- 
cation of the parties, property description, term, rent, 
tenant mix, assignment, maintenance, warning before 
eviction, leasehold improvements, broker’s fee, excul- 

pation, warranty to practice, and security deposit. 

Parties 

The parties to the contract must be identified; these 
are the parties who will be expected to comply with 
the lease’s terms and conditions. 

Property Description 

The lease should clearly define the property to be 
rented. If the property is free-standing, it is relatively 
easy to describe the premises for which maintenance 
will be performed, taxes assessed, and insurance pro- 

vided. This description is not as clear when the prem- 
ises are part of an office complex or shopping center 
that includes parking facilities, elevators, and other 
common areas. In these cases, tenants normally pay a 
percentage of the taxes, insurance, or maintenance that 

is assessed on the whole building. The percentage to be 
paid should be negotiated based on the square footage 
occupied, rent amount, anticipated use of parking and 
other common areas, and type of business conducted. 

Term and Renewal 

For a credit-worthy tenant who is successful in a busi- 
ness endeavor, a long lease term can be beneficial to 
both the tenant and the landlord. Conversely, a long- 
term lease can be disastrous for the optometrist who is 
less successful. Even though adequate investigation, 
planning, and market research should minimize that 
risk, it is always possible for unexpected events to 
adversely affect anticipated revenues. 



Many landlords will not be anxious to lease to an 
optometrist who wants only a 3-year term. A 5-year 
term can be more acceptable, even for a new practice. 
For an already established practice with anticipated rev- 
enue based on historical performance, a 10-year lease 
can be more reasonable. In any case, the optometrist 
should negotiate for renewal options to be included in 
the lease. These options are exercised at the discretion 
of the tenant, and they extend the lease period for a 
stated number of years. The rent to be paid during the 
new term should be calculated on a pre-agreed basis. , 

Whatever the term of the lease, the tenant should 

request a provision that allows the tenant to stay 
month-to-month at the prevailing rental charge when 
the lease expires. Another useful provision is one that 
provides for possible practice growth by requesting 
first refusal on adjoining or other space in the building 
if it becomes available. 

Rent 

Leases are often characterized as being either “net 
leases” or “gross leases.” A net lease implies that the ten- 
ant will pay the landlord rent that includes the “net” 
cost of all taxes, insurance, and maintenance expenses 
(i.e., the tenant pays these in addition to rent). A gross 
lease implies that the landlord pays the expenses for 
taxes, insurance, and maintenance out of the rent pro- 
ceeds. A fully negotiated lease should be a compromise 
between these extremes. 

Even though some practitioners live in communities 
that have experimented with various artificial methods 
of controlling residential rents, those that advocate 
such foolishness live in a fantasy world—one where new 
buildings will be constructed and improved with no 
regard to profit and where conventional lenders will 
provide construction loans solely because of their sense 
of social responsibility. Conversely—and realistically—a 
fair rent should be determined from the marketplace, 
which is to say by demand and availability. It 1s a mis- 
take, however, for the optometrist to use market factors 

as the only determinant of rent. A pro-forma analysis 
will indicate the maximum rent that will not unreason- 
ably drain the resources of a practice (Figure 17-1). A 
landlord also should be motivated to ensure that rents 
are fair and affordable to tenants because a contract to 
the contrary is an invitation to early vacancy, cessation 

of rents, and possible litigation. 
Most net leases establish a base or fixed rent (often 

called minimum rent), and additional amounts are 

added to reimburse the building owner for operating 

costs, which can include taxes, insurance, and common- 
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area maintenance (e.g., landscaping, janitorial services, 
elevator maintenance, parking lot resurfacing, common- 
area lighting). In shopping centers a percentage rent can 
be used; this provides a bonus to the owners of the shop- 
ping center based on the tenant’s success. 

The tenant should attempt to negotiate “caps”—max- 
imums on the reimbursement of operating costs—or, at 
a minimum, the tenant should expect a guarantee that 
the total expenses reimbursed to the landlord by all ten- 
ants will not exceed 100% of the actual costs incurred. 
Optometrists who do not wish landlords to perform 
advertising on their behalf should exclude assessments 
for advertising. When advertising is to be performed by 
the landlord, copies of the advertisements should be 
submitted to the optometrist for approval and to ensure 
that they conform to applicable state laws. 

Even though percentage rents provide some protec- 
tion to landlords from inflation, a rent based on the 

number of examinations performed or eyeglasses dis- 
pensed might be disagreeable to the optometrist. The 
negotiation of rent is a business matter, but many 
optometrists have difficulty reaching business deci- 
sions without some regard to practice morals or profes- 
sional ethics. The decision to pay percentage rents is an 
individual one, and, if it is agreed to, the amount to be 

paid should be negotiated based on the rents paid by 
other tenants. A percentage rent requires that monthly 
accounts of income or profit and loss statements be 
provided to the landlord. It can be preferable to pay a 
higher base or fixed rent instead of entering into such 
an arrangement. 

If percentage rents are paid, a fair percentage must 
be considered in relation to the total amount that the 
optometrist can budget for rent. A pro-forma analysis 
should identify the maximum available rent the 
optometrist can pay. Even a 2% percentage rent could 
increase payment over a fixed rent amount by many 
thousands of dollars. For example, the tenant would 
have to pay $4000 if the percentage rent applied to all 
of a $200,000 gross income, but would only pay $2000 
if it was limited to gross income in excess of $100,000. 

There are other factors that should also be consid- 
ered, including rental per square foot per year, auto- 
matic rent increases, and steps-up in rent. 

Rental per Square Foot per Year 

The tenant should determine whether the “per-square- 
foot” cost is in line with what is being charged for com- 
parable offices in the vicinity. The tenant should 
attempt to have the cost-per-square-foot figure applied 
only to the office’s actual floor space and should try to 



154 Business Aspects of Optometry 

Estimated revenue from professional services 

Estimated revenue from materials 

Estimated refunds 

TOTAL REVENUE 

lenses) 

Estimated fixed expenses (% of total revenue) 

Salary (payroll) 
Employee benefits 

Maximum rent 

Insurance 

Bank charges 
Postage 

Travel and entertainment 

Repairs 

Dues and subscriptions 
Licenses 

Office supplies 

Telephone 
Utilities 
Contributions 
Professional fees (CPA) 
Marketing 

TOTAL EXPENSES 

MINIMUM NET INCOME 

Bay View Optometry 

Drs. Jones and Smith, Optometrists 

Pro Forma Estimate of Income and Expenses 

Estimated variable expenses (lab fees, frames, contact 

Continuing education (professional development) 

Property tax (equipment and furnishings) 

$312,000 
290,000 

(2,000) 

$600,000 

$205,000 (34.2%) 

116,000 (19.3%) 
10,000 (1.7%) 
40,000 (6.7%) 
5,000 (0.8%) 
3,000 (0.5%) 
3,000 (0.5%) 
2,000 (0.3%) 
2,000 (0.3%) 
4,000 (0.7%) 
2,000 (0.3%) 
1,000 (0.2%) 
6,000 (1.0%) 
7,000 (1.2%) 
4,000 (0.7%) 
1,000 (0.2%) 
4,000 (0.7%) 
8,000 (1.3%) 
2,000 (0.3%) 

$425,000 (70.8%) 

$175,000 (29.2%) 

Figure 17-1 In this example, Drs. Jones and Smith have determined that the minimum net annual income needed to meet their 

needs is $175,000. To satisfy this goal, the maximum rent allowance is $40,000. Regardiess of what the landlord may feel the market 

rent may be, rent in excess of $40,000 the first year will put Jones and Smith in a deficit. It would be far more beneficial for both 

landlord and tenant to structure a rent that ensures both are successful. This may mean a rent that escalates during the initial term 

of the lease rather than a rent that is held constant. 

avoid payment of a prorated share of the building’s 
common footage, such as halls and lobbies. Economic 
surveys of established practices that have been per- 
formed by the American Optometric Association have 
indicated that rent cost nationally averages nearly 7% 
of gross earnings. This percentage is similar to that 
found in other professions. 

Automatic Increases 

Many leases permit a landlord to raise the rent to allow 
for rises in property taxes, maintenance costs, or the 

cost-of-living index. If such a clause must be accepted, 
the tenant should attempt to limit the annual incre- 
ment to a maximum fixed percentage. Late charges 



should be clearly stated. If a landlord expects to recover 
a penalty for any rent payments made late, the amount 
of the penalty and the date by which the penalty would 
be incurred need to be carefully described. 

Step-Up Rents 

When negotiating rents, it can be advantageous to start 
off a lease term with a low rent that increases over 
time—hopefully as income also increases. Most 
accountants should be able to determine an equitable 
rent structure. For example, if a landlord is asking for 

$1000 a month for a 4-year term, the tenant can offer 
$700 a month for the first year, $900 a month for the 
second year, and $1230 a month for the last 2 years. 
(Assuming a 6% interest rate, this proposal nets the 

landlord exactly the same amount as $1000 a month 
during the 4 years.) 

The attractiveness of many community shopping 
centers as lease premises lies in the presence of a 
nationally known anchor tenant: a large department 
store or supermarket that attracts consumers. Should 
one of these tenants vacate the shopping center, the 
optometrist could experience a dramatic loss in rev- 
enue, making monthly rent payments a hardship. 
Thus, it certainly would be fair to negotiate a clause 
that allows for reduced rental payments during the 
period which such major tenant vacancies persist. 

It also is reasonable to restrict landlords so they may 
not offer leases or subleases to competitors (other 
optometrists or opticians) in the part of the facility that 
is under the landlord’s control. 

What should a tenant do if the landlord wants to 
raise the rent by a tremendous amount at the termina- 
tion of the current lease? It is difficult to protect 
against this event except through automatic renewal 

options that can be asserted by the tenant at stipulated 
periods. In the absence of such an option, it is proba- 
bly best to open negotiations for a new lease early (e.g., 
4 to 6 months before the lease expires) to prevent this 
from happening. Another strategy is to ask other ten- 
ants about the past history of the landlord before sign- 
ing the original lease. Has the landlord been 
reasonable? Have rent increases been reasonable? 

Tenant Mix 

Landlords can claim that they entered into a lease with 

individuals who met specific criteria or with careful 

consideration of tenant mix. Even though some restric- 

tions are appropriate to protect the landlord against 

the assignment of leases to undesirable tenants, 
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absolute restrictions are unfair. Absolute restrictions 
on assignment might even prohibit an optometrist 
from selling the practice. 

Assignment 

Although many leases prohibit a tenant from assign- 
ing or subletting a lease, a prospective tenant needs to 
weigh these provisions carefully. Without such a right, 
an optometrist or the optometrist’s heirs might be 
responsible for lease payments even in the case of 
death, disability, or lack of economic success. In plan- 
ning for such an event, the optometrist will want to 
ensure that the lease could be assigned to another 
party or perhaps be terminated altogether. In the case 
of death or disability, it should be possible to termi- 
nate the lease when the appropriate notice is given 
(e.g., 90 days). 

The landlord can insist that approval be obtained if 
the tenant wishes to move before the conclusion of the 
lease term and to turn the premises over to another ten- 
ant. If the landlord insists on reserving the right to veto 
any proposed subtenant, the following compromise 
should be suggested: “The tenant shall not sublet with- 
out the landlord’s consent, which consent shall not be 

withheld unreasonably.” Another proposal is for the 
optometrist to ask for an automatic end to the lease 
within 90 days (or within another reasonable period) 
after a disabling accident or illness has been suffered, 
the optometrist has been called for military duty, 
or the optometrist has died. A clause also should be 
sought that guarantees that a practitioner who buys the 
practice has the right to continue under the terms of 
the lease. 

It also should be clear what the tenant’s rights are 
when title to the property being leased reverts to the 
owner of a mortgage. The lease should clearly state that 
the rights of a tenant are not subordinated to the inter- 
ests of a mortgage lender (called a mortgagee). This 
clause would prevent a lender from evicting tenants in 
the case of a mortgage foreclosure, a situation in which 

a transfer of ownership is effected from the original 
landlord to a mortgage lender. 

Both parties to a lease should have the right to ter- 
minate or cancel the lease should the other signifi- 
cantly default on lease provisions. A reasonable period 
in which to remedy such a default should be provided. 

Some leases obligate a tenant to keep paying rent 

for the full term even if the building is severely 
damaged by fire or other casualty or if an essential facil- 
ity like air conditioning breaks down and the landlord 
fails to repair it. The lease should allow the tenant to 
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terminate the agreement under such circumstances 
without penalty or to pay a reduced rent. 

Maintenance 

Typically, the landlord would like to repair nothing, 
whereas the tenant would like the landlord to repair 
everything. Absent other concessions, a fair agreement 
is somewhere between these two extremes. A possible 
fair agreement would have the building owner liable for 
all repairs to the building exterior, including roof and 
exterior glass, as well as mechanical systems such as cen- 
tral heating and air conditioning, whereas the tenant 
would be responsible for repairs to plumbing, the elec- 
trical system, interior painting, carpeting, and so forth. 
Maintenance provisions are subject to negotiation, 

and results can vary considerably, depending on the 
amount of rent paid and the length of the lease term. 

Insurance on the building is normally carried by the 
owner; it is required by the building’s mortgagee. The 
owner, likewise, should have the burden of rebuilding 

in the case of destruction by fire or other casualty. The 
tenant should be properly insured for the replacement 
of interior leasehold improvements, furniture, equip- 
ment, and supplies. 

Maintenance of the exterior affects building appear- 
ance; thus, standards for exterior signage should be 
established. A professional tenant such as an opto- 
metrist should be protected from the garish signs of a 
retail store or amusement area next door. In fact, the 

optometrist can request protection from such a tenant 
being allowed in the same building. Examples of such 
restrictions include prohibitions on pawn shops, mas- 
sage parlors, sex paraphernalia shops, bars, or exotic 
dancing establishments. 

Responsibility for exterior painting and mainte- 
nance of sidewalks or parking areas should be covered 
in the lease. A tenant might be compensated for main- 
tenance violations by a landlord through fair rent 
reductions, providing that the tenant has appropriately 
notified the owner of the violation and that adequate 
time has been given for the defaults to be cured. 

Warning Before Eviction 

A tenant should ensure that eviction will not result the 
first time a house rule (e.g., “objectionable conduct”) is 
broken. The tenant should ask to be given written 
notice when in violation of a rule and to be allowed an 
opportunity to correct the error. A flat “no” should be 
given to any clause that says breaking a rule renders the 
tenant not only liable to be evicted but also responsi- 

ble for the payment of the rent for the balance of the 
lease. If clauses such as these cannot be stricken from 
the lease in their entirety, then “objectionable con- 
duct” (or other terms) must be clearly defined. 

Leasehold Improvements 

Seldom will office space vacated by one tenant be 
acceptable to another without renovation. The pay- 
ment of office renovation costs needs to be negotiated, 
not only in terms of-how the costs are to be borne, the 
extent of the renovations, and the period involved for 
them to be performed, but also in terms of the effect 
of the costs on the rent to be paid by the tenant 
during the lease term. Options for payment should be 
considered. 

When an owner is highly dependent on full occu- 
pancy or when office space has had a long vacancy, a 
prospective tenant might be able to negotiate for the 
landlord to pay the renovation costs or—if the tenant 
pays the costs—for the landlord to provide a period of 
free or reduced rent. When office space is in high 
demand and rents are fair, it might be unreasonable to 
expect concessions of this type. 

It can be strategically advantageous for a tenant 
to offer a higher rent than requested if, in return, 

the owner agrees to absorb the cost of renovations. 
When owners agree to perform renovations for a ten- 
ant, provisions should be included in the lease for 
monetary damages resulting from construction delays. 

The landlord might agree to adhere to a tenant’s 
specifications at the landlord’s expense if the office 
needs painting, partitioning, or structural changes to 
suit the tenant’s practice. If not, the tenant can suggest 
that an improvement allowance be rewarded as a rent 
rebate. 

Alterations and repairs usually should not be initi- 
ated until the term of the lease begins. If the office is 
vacant, written permission should be obtained to start 
the modifications immediately. Customarily, the ten- 
ant is obligated to pay for services (e.g., electricity, 
water, gas) once alterations have begun. The tenant 
should try not to accept any clause requiring the prem- 
ises to be restored to their original condition. The cost 
of re-creating a bare rectangle can be expensive. Also, 
improvements are assets to the‘ landlord and should 
not have to be removed. 

Broker’s Fee 

A broker’s fee is usually due in leasing transactions and 
is generally payable by the landlord. In a sublease situa- 



tion, the existing tenant pays the fee. The lease should 
identify any brokers involved and should clearly estab- 
lish who is responsible for the broker’s fee. 

Exculpation 

An exculpation clause limits the liability of a land- 
lord to the interest in the property itself. The clause 
frees the landlord from legal responsibility for cer- 
tain acts—committed by the tenant—that cause injury 
to persons on the property. It is not unusual for 
an owner to attempt to limit personal liability in 
this way. 

Warranty to Practice 

The tenant should be sure to include a clause stating 
that if local zoning laws forbid the practice of optome- 
try on the premises or the operation of a business, the 
lease is null and void. 

Security Deposit 

The prepayment of 1 to 2 months of rent will earn 
the landlord money as long as the deposit is held. 
Unless local law so requires, the landlord will not 
offer to pay interest on the deposit. The tenant can 
ask for payment of the interest on the deposit held by 
the landlord. 

Other Terms 

In shopping plazas, leases often state that all tenants 
must maintain the same hours (e.g., 9 AM to 9 PM 6 days 

per week). A professional tenant usually can have this 
provision changed, and the change should be written 

into the lease. 
The parking privileges available to staff and 

patients should be specified. The lease agreement 
should be examined to determine whether there are 
any additional costs for parking. The rules and regu- 
lations of the landlord regarding availability of park- 
ing during the hours the practice is to be open 
should be checked. Ideally, there should be seven to 
eight parking spaces for each professional in a build- 
ing. If the practitioner and the staff do not use the 
spaces, a minimum of four to five spaces might be 

adequate. 
The tenant should be sure that there are specific 

rights to erect customary signs—both inside and outside 

the building—and that these rights are contained in the 

lease. 
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Conclusion 

When considering the rental of office space, other ten- 
ants should always be consulted to determine the 
integrity of a landlord. The law of supply and demand 
governs a tenant’s bargaining position. That bargain- 
ing strength depends on how badly the tenant wants 
the space and how much the tenant is willing to pay for 
it. If there are two or three other prospective locations 
and time is not of the essence, a tenant is in a better 

position to bargain. 
In the low-to-moderate rental field, the demand for 

space usually exceeds the supply. In more expensive 
areas, the reverse is true. Being a professional is in a ten- 
ant’s favor when bargaining. Landlords would prefer to 
have a professional as a tenant, and a young profes- 
sional should not be afraid to ask the landlord for 
changes and concessions. 

Lease provisions can be looked at this way: A tenant is 
unlikely to get every clause requested in every instance. 
However, a prospective tenant can be sure that provi- 
sions favoring the tenant won’t appear in the landlord’s 
standard contract and that the landlord will not bring up 
such provisions unless asked to do so. How much com- 
promise a landlord allows will depend on how desirable 
the space seems and how likely it is that a prospective ten- 
ant can find other suitable space in the locality. 

From the landlord’s viewpoint, professionals are 
good tenants. They usually pay their rent on time 
and do not often cause problems; they add prestige 
to the building and typically sign long-term con- 
tracts. These facts should not be forgotten by a 
young optometrist seeking to negotiate even that 
very first lease arrangement. 
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Chapter 1 5 

Office Design 
David Kirschen and John Crane 

Let us see these handsome houses where the wealthy nobles dwell. 

Alfred, Lord Tennyson Locksley Hall 

he purpose of this chapter is to stimulate ideas 
about the key elements involved in office design. 

This discussion is not meant to serve as an exhaustive 
review, but rather as a resource for the new practitioner 
who is buying or redesigning an office for the first 
time. 

The general public often forms an impression of a 
doctor’s competence by the physical appearance of the 
exterior and interior of the office. As patients visit 
the office, their perception of the thoroughness of the 
examination can be strongly influenced by the interior 
décor and patient flow. These impressions can exert a 
significant effect on future visits and on referrals of 
new patients. For this reason, it is important for the 
practitioner to become knowledgeable in the areas of 
office design and patient flow, decoration, and some 

aspects of remodeling and construction. 
Most optometrists will need the services of qualified 

professionals in the building trades to complete an 
office remodeling project. Finding the right people can 
be the biggest challenge. Architects, designers, contrac- 
tors, and decorators should be chosen in the same 

manner as any advisor—by reputation in the commu- 
nity and by a trusted referral if possible. An interview 
to discuss the scope of the project, the cost, and the 
time involved should assist in making an intelligent 
selection. It is always wise to thoroughly check the ref- 
erences of any advisors and, if possible, to obtain first- 
hand knowledge of the quality and promptness of their 
work. Specific questions to ask include the following: 
“Was the cost estimate on target?” “Was the work com- 
pleted on time?” “Were you satisfied with the work?” 

The location of a practice contributes to the image 
it projects to the public. For example, an optometric 
practice located in a medical building will project an 

159 

image of excellence in medical care, but not necessar- 
ily one in which designer eyewear would be available. 
On the other hand, an optometric office located in a 
mall projects an image of retail sales, in which prod- 
ucts are important and “eye care” is incidental. An 
optometry office in a stand-alone building or in a strip 
center could project either or both images depending 
on the design, signage, lighting, and a host of other 
factors. 

The practitioner’s ability to fashion the exterior of 
an office depends largely on where the practice is 
located. In the case of a freestanding building, much 
can be done to positively influence the exterior, includ- 
ing the use of extensive landscaping, signage, and light- 
ing (Figure 18-1). When the practice is located in a 
professional building or a shopping mall, these options 
might not be under the optometrist’s direct control. 
However, design options might be agreed on at the 
time a lease is negotiated. 

It is important to develop an efficient floor plan so 
that practitioners and staff can work effectively and 
efficiently. There are basically two alternatives when 
designing a floor plan: 
* The patients are placed in examination rooms and 

the doctor moves between rooms. 
* The doctor is placed in a room and the patients are 
moved to him or her. 

The following describes several considerations involv- 
ing patients, doctors, and staff that must be considered 
when designing an efficient floor plan (this is by no 

means an exhaustive list): 
* Minimize the number of steps traveled each day by 

the staff 
* Provide for wheelchair access 
* Check-in and check-out areas should be separated 



160 Business Aspects of Optometry 

Figure 18-1 The 3-D signage, atts a lighting give “the exterior ihe puiding a modern appearance. (Courtesy Dr. David 

Kirschen, Brea, Calif; picture by L. Ernie Carrillo.) 

* Create “holding places” for patients waiting for 
dilation or contact lens services or patients wanting 
to speak to staff about personal financial matters 

+ Avoid bottlenecks in patient flow 
The best time to consider the floor plan is when select- 
ing a new office location. Sometimes a practitioner 
might be the first tenant in an open space and can have 
the luxury of constructing interior walls to suit the 
needs of the practice. In other cases, interior walls are 
usually in place and might have to be used “as is” for 
economical reasons. An established practitioner might 
wish to remove walls and add new walls to improve the 
floor plan and office flow. 

It is extremely valuable to visit as many practices as 
possible before designing a new office or making major 
revisions. Photographs should be taken, if allowed, 
along with plenty of notes and a sketch of the floor plan. 
Actual measurements of existing rooms can give a better 

understanding of space requirements. Many eye care 
management journals feature photographs of and sto- 
ries about office designs, and these can stimulate ideas. 

Design of the Optometric Office 

Office design is a very specialized field and, at times, 
professional advice is invaluable. A description of how 
the office is to be perceived by patients will provide 
very valuable information to design professionals. For 
example, is the office to convey a professional, upscale 
atmosphere or a homey, laid-back, comfortable atmos- 
phere? Whatever the theme, it should be carried 
throughout each room in the office. The designer then 

can offer advice consistent with the tone that the prac- 
titioner wants to set in the office and offer design sug- 
gestions for each room, consistent with that theme. 

There are three types of design services available. 
This first is from a professional design consultant who 
specializes in optometric offices. After hearing the 
practitioner's comments and evaluating the office 
space, these designers offer a number of services for a 
fee. They usually offer a “turn key” service, including 
design services, building contractors, furniture and dis- 
plays, paint and carpet service, and so forth. Alter- 
natively, they may offer design services only, and the 
practitioner will have to hire the necessary workers to 
make the plan happen. 

The second kind of design service is from frame dis- 
play companies. They will visit the office and help 
design (or redesign) the optical area. They understand 
patient flow, lighting, color coordination, and optical 
displays and furniture. Some companies charge a fee 
for the design service, which often includes computer- 
scale drawings of the floor plan and color 3-D render- 
ings of the final layout. 

The third kind of design service also is from frame 
display companies. Some offer a free floor plan design 
for an office. They generally speak with the practitioner 
on the telephone to assess needs and often will ask for 
photographs and a dimensional layout of the office as 
it currently exists. They then create a computer scale 
drawing of the new design for review, which sometimes 
includes 3-D renderings. This free service is offered in 
the hopes of earning future business, such as new frame 
displays and furniture. 



Because optometry is such a specialized field and 
the particular needs of optometric offices are not gen- 
erally known, this chapter covers key ideas to consider 
on a room-by-room basis. Not every office will have all 
the rooms listed, but this list hopefully will stimulate 
ideas both for present needs and future planning. 

Vestibule or Lobby 

A pleasant first impression is created when the front 
entrance to a building opens into a lobby or even a 
small vestibule. This area generally serves as a weather 
buffer to prevent shocks of cold, heat, or rain from 
entering the reception area of the office (Figure 18-2). 
Lobby space also can serve as a convenient area for 
patients waiting for transportation. Tile.makes an 
excellent floor covering for this space, and replaceable 
mats provide a surface to absorb dirt and moisture. 

Reception Area 

The reception area should immediately welcome visi- 
tors in comfort (Figure 18-3). This area is commonly 
called a waiting room, but this term has a negative con- 
notation because patients wait in a waiting room and 
no one likes to wait. A reception area is a place where 
patients are received. Something as simple as the name 
given to a room can help set the tone in the office. The 
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reception room should be kept very clean and be 
remodeled at least every 5 years. 

The size of the reception area is dictated by the 
method of scheduling appointments and the number 
of patients who will be there at one time. Because 
pupillary dilation is now a standard procedure, a siz- 
able reception area might be needed if dilated patients 
must be seated there. A secondary, inner room also can 
serve as a “holding” area, reducing the number of peo- 
ple who must be accommodated in the reception room 
and decreasing the size of the area needed. The recep- 
tion area also must accommodate the family members 
or friends who might accompany the patient. The seat- 
ing in the reception area should be visible to the recep- 
tionist from the business office desk or counter. In 
small offices, the receptionist can have a desk, rather 

than a built-in counter, in the reception area. 
Anything that can make the reception room unique 

and special is desirable, if it is done in good taste. 
Considerations such as an aquarium, well-cared for 
plants, unusual windows with attractive exterior views, 

or a fireplace can set the practice apart from others and 
can become a form of internal marketing. Other 
unique ideas that can be incorporated into a reception 
room include bookcases with large print and regular 
print reading materials; a TV and VCR with cable news 
and weather stations or videotapes on eye care topics 
or children’s cartoons; a display of antique eyewear; or 

L - 

Figure 18-2 This eutenee lobby to a professional office provides a comfortable and safe haven from inclement weather. (Courtesy 

Gailmard Eye Center, Munster, Ind.) 
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Figure 18-3 Reception area with an open appearance that is easily visible to the receptionist in the business office. It also provides 

easy access to the frame selection area through a door. (Courtesy Dr. David Kirschen, Brea, Calif; picture by L. Ernie Carrillo.) 

a refreshment bar that might offer coffee, tea, or soft 

drinks. It is desirable to have a restroom available for 
patients immediately adjacent to the reception area so 
that office staff members do not have to be interrupted 
by patients seeking toilet facilities. 

The choice of seating is a very important considera- 
tion and must provide durability while offering com- 
fort and safety for handicapped and elderly patients. 
Single seating is preferable to couches, since strangers 
may not like to sit together. Lighting should be ade- 
quate for comfortable reading and should remind 
patients of the important relationship between good 
lighting and sharp acuity. A coat rack or closet is a nice 
addition and should be located in view of the recep- 
tionist. A bulletin board for announcements to 
patients is a useful accessory. A special corner or other 
built-in environment can be reserved for children, 

with a table and chairs as well as toys and children’s 
reading materials (Figure 18-4); such an area demon- 
strates that the practice welcomes children. The recep- 
tion room should provide a clear path from the front 
entrance doors to the receptionist’s desk. A tile or 

vinyl floor covering makes a practical walkway to the 
front desk, while the rest of the reception area can be 
carpeted. 

Some offices combine the reception area with the 
frame display area. In this way, patients who are wait- 
ing to be seen can “browse the optical” and get ideas 
for their spectacle purchases. This arrangement also 
offers an excellent opportunity for patient education 
and internal marketing. 

Business Office 

The business area, as the name implies, is where the 

business of the office is handled (Figure 18-5). This area 
should be easily accessible to patients and give the 
image of being open and available. An adjacent door to 
the reception room can provide for security and pri- 
vacy. It works well if the check-in and check-out areas 
are kept separate. One area should be used for patients 
checking in, and the other for patients paying bills 
or making future appointments. It is important 
that patients have privacy when making such arrange- 

ments and that office procedures respect the confiden- 
tiality of patient information in accordance with the 
provisions of federal law (see Chapter 28). Care should 
be given to the location of telephones so the reception- 
ist can view the reception room and still have some 
privacy for phone calls. 
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Figure 18-4 An area for children, located in the right corner of the reception room. It contains age-appropriate toys and reading 

material and a TV/VCR for entertainment. (Courtesy Dr. David Kirschen, Brea, Calif; picture by L. Ernie Carrillo.) 

Figure 18-5 This business office is open and easily accessible to patients. The check-in (long counter to the right) and check-out 
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(smaller counter to left of post) areas are separated, and the office has a good view of the frame selection area for security. (Courtesy 

Dr. David Kirschen, Brea, Calif; picture by L. Ernie Carrillo.) 
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The business office usually contains file cabinets or 
shelving units for current patient files. It might be nec- 
essary to install an additional remote filing area when 
the number of files exceeds the front office capacity. A 
system to purge older files must be devised for patients 
who have not returned in a certain number of years. 
Countertops and cabinets should be provided to allow 
for storage of office supplies. 

The typical office equipment located in the business 
area includes a telephone, typewriter, computer and 
printer, fax machine, credit card device, and photo- 

copier. Wall-mounted shelving units can provide an 
excellent visual display of contact lens solutions and 
other eye care supplies. Having such displays near the 
front desk and available at the time of final billing will 
result in convenience purchases. The telephone system 
generally can incorporate an intercom to the other 
rooms in the office and can even be used as a light- 
signaling system. An additional light-signal panel can 
be mounted in the business area to show which exami- 
nation rooms are occupied by individual staff mem- 
bers. In smaller offices, it is convenient if the business 

office permits a view of the examination rooms. This 
method can be more efficient than light-signaling sys- 
tems because the receptionist can simply look to see 
whether doors are open or closed to determine when 
the examination room is available for the next patient. 

The business area, along with most.of the office, will 

typically be carpeted and have a suspended ceiling; 
both factors help absorb sound and provide a nicer 
working environment. A short-weave, commercial- 

grade carpet is best, allowing for easy cleaning and for 
office chairs and stools to roll easily. The color and tex- 
ture chosen should not show traffic patterns and soil. 
Fluorescent lighting, within the suspended ceiling, is 
most often used in offices because it is cool and cost- 
efficient. Various grid covers or lenses are available for 
fluorescent fixtures. The use of spotlights provides 
additional light where needed for emphasis and can 
add style to the office. 

Administrative Area 

It might be desirable in larger office spaces to have an 
additional business area that is not accessible or visible 
to patients. This area allows behind-the-scenes work by 
office staff—including the numerous billing and mail- 
ing activities that are part of a successful practice. Such 
activities can include the preparation and mailing of 
statements, recall notices, service agreement reminders, 

and other direct mail pieces. Additionally, this room 
can be used for receiving deliveries and mail and can 

provide a private area for the telephone activities of the 
staff, including calls to patients about past due 
accounts and the use of telephone marketing tech- 
niques. This room can have a conference table as well 
as an additional computer, telephone, postage meter, 
and photocopier. 

Data Collection Room 

The data collection room is used for preliminary test- 
ing, usually by an optometric technician (Figure 18-6). 
In some practices, it can be used as a special procedures 
room for procedures such as visual fields and retinal 
photography. A smaller examination room with a min- 
imum size of 10 x 12 feet could serve this purpose. It 
may be desirable to have more than one data collection 
room, since the use of many instruments requires test- 
ing for significant periods. It is not likely that a practice 
will duplicate some of the computerized automated 
instruments that are necessary for data collection, so it 
might be preferable to conduct the automated tests in 
the first room and then move the patient to the second 
room for the remainder of the tests. This opens the first 
room for the next patient. A sink is useful in the data 
collection room so that technicians can wash their 
hands and contact lenses can be removed and rein- 
serted. There are various instrument delivery tables 
available, ranging from automated rotating tables to 
individually adjusting tables for each instrument. 
Thought should be given to the tests that will be per- 

formed in this room so that room size and other 
aspects of design can be planned. For example, light 
switches should be easily reachable by a technician 
seated at the instrument. If the room is to be used for 
visual acuity, the placement of mirrors or other devices 
to measure acuity should be considered. Box 18-1 lists 
typical procedures that could be performed in a data 
collection room. 

Examination Room 

Multiple examination rooms should be considered for 
all but the smallest practices. Various methods for mak- 
ing the examination room more efficient include the 
refractive duo concept, in which the patient end of the 
room is wider than the end of the room where the tar- 
get is projected. Often, two rooms can be designed so 
that they are adjacent to one another. Mirrored exami- 
nation rooms have become very popular, however, and 
provide a nicer look than long, narrow lanes. 

A room as small as 8 x 12 feet can be made accept- 
able for refractive distances of 20 feet with the use of 
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Figure 18-6 Data collection room that contains visual field unit and autorefractor despite its small size (6 x 10 feet). The table can 

be used for preliminary testing and the sink area for contact lens insertion and removal. (Courtesy Dr. David Kirschen, Brea, Calif; 

picture by L. Ernie Carrillo.) 

refractive mirrors. These mirrors can be set up in a very 
effective manner and should not be regarded as too dif- 
ficult or too confusing. If space permits, an ideal exam- 
ination room might be 10 feet wide and 20 feet long. 
These dimensions provide a large, open feeling and 
offer plenty of room for chair-side technicians and visi- 
tors who might accompany the patient. It should be 
noted, however, that the examination chair will be at 

least 2 feet from the back wall of the room and that the 
refractive distance consequently will be close to 18 
feet. The acuity chart can be adjusted to compensate 
for this test distance. 

Examination rooms should be designed specifically 
for use by a right-handed or left-handed practitioner, 
and individual preferences should be taken into con- 
sideration (Figure 18-7). It is important to have a sink 
near the examination chair so that hands can be 
washed and solutions and contact lenses can be han- 
dled. An excellent concept is the use of the refraction 
desk, which serves as a writing surface and storage area 
near the sink and vanity. Handheld diagnostic instru- 
ments are placed in recharging wells within this refrac- 
tion desk, and an inclined drawer stores the trial lens 

tray. Placement of a manual chart projector on the 

refraction desk allows easy operation by the practi- 
tioner, especially if a small rearview mirror is incorpo- 
rated so that the practitioner does not have to turn 
around to see the chart. Remote-control devices allow 

Box 18-1 Procedures for Data Collection 

Rooms 

* Case history 

* Visual acuity (far and near) 

* Noncontact tonometry 

* Autorefraction 

* Keratometry 

* Lensometry 

* Telebinocular visual skills 

* Visual field testing 

° Retinal photography 

° Color vision 

¢ Stereopsis 

* Blood pressure measurement 

* Corneal topography 
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Figure 18-7 Examination room equipped with appropriate instrumentation and containing the doctor's library. Efficient design 

allows for storage of drugs and a large writing surface. There also are numerous visual aids to facilitate communication with 

patients. (Courtesy Dr. Larry Thal, Kensington, Calif.) 

the projector to be mounted at the appropriate place in 
the room. The refraction desk can be wired electrically 
to control wall outlets so that various instruments can 
be controlled from the refraction desk. The room lights 
can be dimmed or turned off by controls on the refrac- 
tion desk if they are prewired. It is somewhat complex 
to use a dimmer on fluorescent light fixtures, so it 
might be more practical to turn them off and use the 
reading light on the instrument stand as the only light 
for low illumination. 

A clean, professional look is desirable for examina- 
tion and treatment rooms, although some decoration 
is needed to prevent a too-sterile look. Subdued and 
textured wall coverings, tasteful art work, or a display 
of professional certificates are some decorating possi- 
bilities. Windows are not desirable in the examination 
room because of the need for lighting control, but if 
they already exist in the room, they can be covered 
with blinds or drapes. Some practitioners use windows 
as an adjunct to trial frame testing at a far distance. 

Contact Lens Room 

A special area reserved for contact lens fitting is a must 
for most practices (Figure 18-8). The contact lens area 
can serve as a laboratory and an inventory room that is 

only accessible to staff members, or it can include a dis- 
pensing and patient education room that would be 
used to instruct patients in contact lens use. As a labora- 
tory, this room should have counters with convenient 
electrical outlets for instruments such as a radiuscope, 
lensometer, shadowscope, and microscope. A modifi- 

cation unit and sink also should be located in this 
room. With increased use of disposable contact lenses, 
larger areas are needed to store inventories. Having 
most lenses in stock is regarded by some practitioners as 
a significant practice asset, although the trend toward 
doctor-controlled shipment from the manufacturer 
directly to the patient may reduce this need. 

Special dispensing counters with built-in sinks, tissue 
dispensers, and individual mirrors create an excellent 
environment for multiple- or single-patient training by 
the technician. Other considerations for this room 
include a dedicated video recorder and television for 
educational tapes about contact lenses and storage for 
educational brochures and fitting agreement forms. 

Optical Dispensary 

A large area within the office should be devoted to 
frame displays and optical dispensing since this area 
usually produces the largest portion of a practice’s 
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Figure 18-8 Contact lens room (right), stocked with necessary solutions for lens care; the technician can be seated opposite the 
patient when instruction or training is needed. (Courtesy Dr. David Kirschen, Brea, Calif; picture by L. Ernie Carrillo.) 

income (Figure 18-9). A small dispensary is 200 square 
feet or smaller; a medium to large traditional dispen- 
sary is 500 to 1000 square feet; and a super-optical dis- 
pensary runs from 2000 to 3000 square feet. Wall space 
is typically used to mount frame display units or glass 
shelves for frames. Windows are desirable if sunlight 
can be controlled. Professional designers can be of 
great help in designing and furnishing this more retail- 
like area. Companies that manufacture and sell optical 
displays are eager to assist the doctor in choosing a 
theme for the dispensary and recommending the dis- 
plays and furnishings that will achieve the look. 

A lens design center can be incorporated into the 
dispensary. This center directs attention to ophthalmic 
lenses and optional lens features before frames are 
selected. A video frame-viewing center is another con- 
cept that can be included. These computer-assisted 
frame-display systems take a digital picture of the 
patients’ face and electronically superimpose frames of 
different sizes, colors, and shapes on the picture. This 

gives the patient an opportunity to see what he or she 
will look like with frames that are not in stock. A spe- 
cial area or individual booths for delivering and adjust- 
ing glasses should be considered because they provide 
some privacy and reserve the use of dispensing tables 

for frame selection purposes. Special sections showcas- 
ing frames for men, women, and children are fairly 
standard, but special areas for designer eyewear, sports 
eyewear, and brand name sunglasses are more unique 
(Figure 18-10). Lighting deserves special planning to 
highlight displays and make skin tones most attractive. 
Track lights work well for dramatic highlights but 
might need to be supplemented with fluorescent light 
and daylight. Indirect lighting—reflected off ceilings or 
walls—can be quite pleasing. Skylights are a popular 
architectural detail. 

Many practices provide an entrance to the optical 
dispensary that is separate from the entrance to the pro- 
fessional practice. This feature allows a separate identity 
for the dispensary and allows more aggressive market- 
ing than a practitioner might be comfortable with if it 
were strictly part of the practice. A separate entrance 
can prove quite functional for patients stopping in to 
pick up eyewear or to have glasses adjusted. 

Optical Laboratory 

The optical laboratory can range from a small repair 
center to a full-service laboratory with finishing and 
surfacing equipment (Figure 18-11). Square footage 
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Figure 18-9 This optical dispensary's carpet accents and glass displays imply that high-quality materials are offered and that there 

is careful attention to detail. (Courtesy Eye Designs, Collegeville, Penn.) 

Figure 18-10 Lens design center (far left wall) within an optical dispensary that is used for discussion of lens material options with 

patients. Stand-alone cases (in rear) can be used to highlight specialty items such as sunglasses or sports frames. (Courtesy Dr. David 

Kirschen, Brea, Calif; picture by L. Ernie Carrillo.) 
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Figure 18-11 A, The portion of the optical laboratory used for frame adjustment and repairs; tools hang on a magnetic strip and 

thus are out of the way of the frame warmer and ultrasonic cleaner. B, The area used for verification of ophthalmic materials. 

(Courtesy Dr. David Kirschen, Brea, Calif; picture by L. Ernie Carrillo.) 

can range from a minimal 60 to 80 square feet up to 
1000 square feet for a large laboratory. 

Attention should be given to the special require- 
ments of water supply and waste drains, electrical out- 
lets and voltage supply, and good lighting and sound 

control. 
The laboratory design should be based on the logi- 

cal flow of the steps in the lens fabrication process. 

Ample counters at a 36-inch height for standing are 
needed, and base cabinets and wall cabinets provide 
important storage. If certain tasks require seating, the 
use of a barstool is effective, but an opening must 

be left between cabinets as a knee/leg hole. Certain 
services, such as computerized lens design, might need 

a special section of the counter at a desk height of 
30 inches. 
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Special care must be taken in the tinting area to pro- 
vide for adequate air ventilation, such as the installa- 
tion of an exhaust hood. The walls and floor of this 
area will inevitably have dye splashed on them and, for 
that reason, can warrant special protection. 

Practitioner’s Private Office 

It is recommended that practitioners have a private 
office that can be used for conducting the business 
aspects of managing a practice (Figure 18-12). It must 
be remembered that business administration is a vital 
component of successful practice and that not all of 
the optometrist’s time is spent examining patients. As 
the owner of a small business, the practitioner must 
have a space to perform paperwork and meet with staff 
members and business associates. If space is limited, an 
area within an examination room can be fitted with a 
desk and chairs and serve as the practitioner’s office. 

Conference Room 

A luxury in most large offices is the use of a dedicated 
conference room (Figure 18-13). This room can have a 

long conference table that accommodates all staff 
members. The room can include an area for a slide or 

overhead projector, as well as special felt-tip marker 
boards. The inclusion of a conference room will 
encourage regular and more productive staff meetings. 

Staff Lounge 

If space permits, a staff lounge or lunchroom is a nice 
addition to the office. This room can provide a lunch 
table, sink, refrigerator, microwave oven, telephone, 

and perhaps a television. If space is limited, the staff 
lounge can double as a conference room for staff meet- 
ings and industry presentations to staff. 

Storage Rooms 

Most practitioners, like homeowners, will agree that 

one can never have too much «storage space. 
Unfortunately, with the high cost of commercial real 
estate, revenue-producing activities must take prece- 
dence. In planning an office, practitioners should 
consider the need for convenient storage of previous 
patients’ records, office financial records and 
invoices, patient educational brochures, contact lens 

solutions, extra displays for the dispensary, office sup- 
plies and stationery, cleaning supplies, and mainte- 
nance tools. 

Figure 18-12 Doctor's private office, with desk used for discussions with patients and table and chairs to accommodate several 
persons. (Courtesy Gailmard Eye Center, Munster, Ind.) 
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Figure 18-13 Conference room used for staff meetings and education. (Courtesy Gailmard Eye Center, Munster, Ind.) 

Office Size 

The space requirements needed for an office will depend 
on numerous factors, but in general, a small office is 

defined as needing less than 1000 square feet (Box 18-2), 

a moderate-sized office from 1000 to 2500 square feet 
(Box 18-3), and a large office as much as 6000 square feet 

(or more) (Box 18-4). The individual room sizes may 
vary depending on individual needs, but these figures 
provide approximate indications of the space needed for 
small, moderate, and large practices. 

Building and Remodeling 

It is strongly recommended that the practitioner meet 
with an architect or designer as early as possible to ade- 

Box 18-2 Room Requirements for a Small 
Office 

* Reception room: 12 x 15 = 180 square feet 

¢ Business office: 10 x 12 = 120 square feet 

* Examination room: 10 x 12 = 120 square feet 

* Laboratory: 6 x 12 = 72 square feet 

* Dispensary: 10 x 20 = 200 square feet 

* Hallway and bathroom: 100 square feet 

Total = 792 square feet 

quately plan for any remodeling or new office con- 
struction. Most towns and cities have building codes 
and zoning ordinances, and it is best to check with the 
town’s building inspectors before performing any con- 
struction, no matter how minor. 

Parking plays a vitally important role in how an 
office is perceived by the public. Businesses that have 
easily accessible parking will have a better chance of 
reaching a high level of success. One must anticipate 
growth in the planning of any office and that includes 

Box 18-3 Room Requirements for a 
Moderate Office 

* Reception room: 10 x 20 = 200 square feet 

* Business office: 10 x 15 = 150 square feet 

* Data collection room: 10 x 12 = 120 square feet 

* Examination room: 10 x 14 = 140 square feet 

* Second examination room: 10 x 14 = 140 square feet 

* Contact lens room: 10 x 18 = 180 square feet 

* Finishing laboratory: 14 x 18 = 252 square feet 

* Dispensary: 20 x 30 = 600 square feet 

¢ Private office: 12 x 12 = 144 square feet 

¢ Hallways, storage, and 2 bathrooms: 300 square feet 

Total = 2226 square feet 
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Box 18-4 Room Requirements for a Large 
Office 

* Lobby: 6 x 12 = 72 square feet 
* Reception room: 20 x 25 = 500 square feet 

* Business office: 15 x 20 = 300 square feet 

* Administrative area: 12 x 14 = 168 square feet 
* Office manager's office: 10 x 12 = 120 square feet 

* Two Data collection rooms: 10 x 12 = 120 x 2 = 240 

square feet 

* Four Examination rooms: 10 x 20 = 200 x 4 = 800° 

square feet; or 

* Six Examination rooms: 10 x 14 = 140 x 6 = 840 

square feet 

* Contact lens laboratory: 8 x 20 = 160 square feet 

* Patient education room: 12 x 16 = 192 square feet 
* Dispensary: 30 x 60 = 1800 square feet 

* Finishing laboratory: 20 x 20 = 400 square feet 

* Private office: 10 x 20 = 200 square feet 

* Staff lounge: 10 x 20 = 200 square feet 

° Hallways, storage, and 3 bathrooms: 600 square feet 

Total = 5752 to 5792 square feet 

adequate parking. Doctors’ offices typically have a siz- 
able allotment for parking if there is a controlling city 
ordinance (usually based on square footage, such as 1 
space per 100 square feet). 

Special considerations for wiring exist when remod- 
eling or planning new construction. Planning must 
include wiring for burglar alarm systems, telephone 
systems, computer systems, Internet access, light-signal 

systems, stereo music systems, and intercoms. When 
working with architects and designers, the best way to 
approach planning meetings is with a written list of the 
special needs of the office. Designers can help recom- 
mend some aspects of construction, such as size 
requirements; lighting, heating and air conditioning 
needs; plumbing and electrical specifications, and so 
on, but they must know individual needs, which are 
very specific to optometry. 

Conclusion 

It is customary, after plans are drawn, to accept bids by 
contractors. An architect can serve as a construction 

manager—a person who generally serves as an advisor— 
and can eliminate the need for a general contractor. 
With the use of a construction manager, subcontracts 
with individual specialty contractors such as plumbers 
and electricians can be made directly, possibly saving 
some of the administrative fees for a general contrac- 

tor. With this arrangement, the practitioner is the gen- 
eral contractor. It should be noted, however, that a 

general contractor may be quite necessary for a busy 
practitioner who might not have time to coordinate 
cand supervise all of the contract work. Many general 
contractors also serve as designers and can provide a 
complete “turn key” job. 

Regardless of the specific approach taken, it should 
be expected that construction will take longer and cost 
more than the amount originally anticipated. 
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Chapter y 9 

Instrumentation and 

EKquipment 
John G. Classé 

It is the Age of Machinery, in every outward and inward sense of the word. 

Thomas Carlyle Critical and Miscellaneous Essays 

ptometry is a profession that requires the use of 
sophisticated (and often expensive) instrumenta- 

tion and equipment. The use of this technology 
involves all aspects of care, from diagnostic evaluation 

of patients to fabrication of eyewear to billing for serv- 
ices. Involvement in the purchase of instruments and 
equipment is an inevitable part of the practice of 
optometry and one of the most costly in terms of 
financial investment. 

For optometry school graduates, purchasing deci- 
sions are an important step in the process of beginning 
a practice. The selection of instrumentation and equip- 
ment is a major consideration in opening a new prac- 

tice, which must be equipped completely. When 
purchasing a practice, existing instrumentation and 
equipment often needs to be replaced. The selection of 
equipment is a large, never-ending task; even well- 
established practitioners find it necessary to periodi- 
cally replace or update clinical instruments, office 
furnishings, and business equipment. Choosing the 
right supplier is a crucial part of making this invest- 
ment successfully. As in selecting any professional 
advisor, referrals from trusted sources (such as fellow 
optometrists) are an excellent guide. The purchaser 
always should allow for time to compare prices and 
service among sellers. An excellent way to compare dif- 
ferent brands of instruments, and the dealers who sell 

and service them, is by attending the exhibit hall at 
major eye care seminars and conventions. The pur- 
chase of equipment is an expensive investment, one 
with significant legal ramifications that should be 
understood before entering into a purchase agreement. 

WD 

Legal Considerations When 
Purchasing Instruments and 
Equipment 

There is a tendency on the part of new graduates to 
assume a rather cavalier attitude toward the agree- 
ments used for the purchase of equipment. This is 
due, in part, to the circumstances of the usual pur- 

chase: the buyer places an order, which the seller 
promises to deliver at a time that is often several 
weeks or months in the future; the buyer signs what is 
not much more than a list of agreed-upon items; and 
no money actually changes hands. Although equip- 
ment purchase agreements would not seem to be in 
the same category as practice purchase agreements— 
which require lawyers, accountants, a bank loan, and 

usually a period of hard bargaining—nothing could be 
further from the truth. As with agreements to pur- 
chase a practice, equipment purchase agreements are 
contracts that are formal, binding, and enforceable. 

These agreements cannot be voided merely because 
of some unforeseen circumstance such as the disability 
of the buyer or the failure of the buyer to obtain an 
optometry license as expected. Under these circum- 

stances, the buyer will either have to pay damages to 
the seller or try to sell the equipment to another buyer. 
The damages incurred by the seller may be relatively 
small if another buyer can be quickly found, or they 
may be rather consequential if the equipment must be 
warehoused, transported, and resold at a loss. In either 

event, the buyer’s breach of the agreement creates lia- 
bility for the expenses incurred. 
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The only way to void a purchase agreement is to 
place a clause in the agreement that specifies the con- 
tract will not be binding should a certain described 
event occur; an example circumstance would be failure 
to obtain an optometry license. Even though a clause 
stating that the purchase agreement would be void if 
the buyer failed to receive a license would be legal and 
enforceable, it is unlikely that the seller would agree to 
it. Contingency clauses are not in a seller’s best inter- 
est, and they are not included in equipment purchase 
agreements for that reason. There are important issues 
other than the contract that must be understood when 
purchasing instrumentation and equipment. Other pri- 
mary considerations include budgeting for instrument 
purchases, financing, the use of leasing rather than 
buying, tax issues, and selecting the appropriate equip- 
ment. 

Budgeting for Purchases 

A budget should be determined for the capital invest- 
ment of a practice, since it is very easy to add exces- 
sively to the list of needed instruments. A rule of 
thumb for opening a new practice is to buy only what 
is needed to provide competent professional care. 
When the practice is economically sound, it is a wise 
strategy to reinvest income into the practice in the 
form of additional and more automated instrumenta- 
tion. A rule of thumb is to allocate 2% to 5% of net 
income every year to this fund. Each practitioner 
should develop a list of instruments that identifies and 
prioritizes the items needed in the practice. As funds 
are available, the desired items cari be purchased. 

There is a market for good used equipment, when 
it functions well and looks good. Buying directly 
from another practitioner or a reliable equipment 
dealer will allow substantial savings when compared 
with the cost of new equipment. An equipment ven- 
dor has the advantage of cleaning, servicing, and 
recalibrating instruments and possibly even applying 
a new paint finish. It is always wise to inquire about 
warranties, which may not be offered with some used 

equipment. Instruments with advanced electronics 
can be very difficult and expensive to service. 
Equipment maintenance should be performed on a 
regular basis according to the manufacturer’s guide- 
lines. This maintenance may simply involve regular 
cleaning, which is important for accurate operation. 
Staff members should be trained to clean instruments 
daily, since lenses and mirrors can be damaged if 
cleaned improperly and instruments can be broken if 
mishandled. 

Financing the Purchase 

Buying new professional instruments often involves 
financing. There are several options available to the 
purchaser, but the usual choices made by optometrists 
are bank loans and financing through the equipment 

* dealer. Another option is leasing rather than buying. 
In many cases, the time savings achieved by the use of 
the new instrumentation or the additional fees gener- 
ated by use of the instrumentation may offset its cost. 
For example, an autoperimeter with threshold capabil- 
ity is an expensive device, costing several thousands of 
dollars. If an optometrist’s practice requires the fre- 
quent use of autoperimetry—for the management of 
patients with glaucoma—the income generated by the 
device could more than pay for the cost of its pur- 
chase. When contemplating the purchase of equip- 
ment, thought should be given to the capacity of the 
device to add to services and generate income. This 
consideration is particularly important for optometry 
school graduates seeking to start a new practice. For 
new practices, it is essential to keep overhead 
expenses—the fixed expenses that must be paid every 
month—as low as possible. 

Another important issue related to equipment pur- 
chased with a loan is that the equipment serves as col- 
lateral for the loan. In such cases the creditor retains a 
security interest in the equipment. In the event the 
borrower defaults on the loan (cannot pay the credi- 
tor), the security interest allows the creditor to take 
possession of the collateral and sell it in an attempt to 
minimize financial loss. If the collateral cannot be 
sold for the amount that is owed, the creditor may be 
able to have other assets of the borrower seized and 
sold in an attempt to collect the difference. Even 
worse, if the creditor becomes insolvent, those to 

whom the creditor is indebted may be able to seize 

and sell the equipment themselves. This unlikely 
event can occur if the security interest signed by the 
buyer is not actually with the seller but rather with the 
creditor of the seller. 

To avoid misfortune, new graduates should negotiate 
with dealers that have acquired a good reputation over a 
period and not fall prey to impulses or succumb to the 
allure of cut-rate prices. Buyers always should obtain 
competent legal advice before entering into any contract 
that involves the expenditure of a considerable amount 
of money or requires years of obligation to repay. 

Leasing Ophthalmic Equipment 

When considering the acquisition of ophthalmic 
equipment, the buyer should consider whether it is 
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Box 19-1 Leasing of Ophthalmic Instruments and Equipment 

_ Advantages > : 
. One hundred percent financing of the equipment. 

__ * No down payment. 
_ * One hundred percent of the lease cost may be deducted. 

+ After the term of the lease, the equipment does not have to be purchased; instead, a new lease for new equipment 
can be arranged. 

_* the financing charge for the lease period does not change, and so fluctuating interest rates do not affect the 
amount due. 

Disadvantages 

a Most new practices do not earn enough income to justify the tax advantages of the full lease deduction. 
’ The cost of a lease is greater than the cost of purchasing the same equipment; at the end of the lease period a payment will 
_have to be made (usually 10% to 15% of the equipment's fair market value) to obtain title to it. 

_* The depreciation deduction is claimed by the leasing company. 
* The equipment must be kept for the full term of the lease. The only exceptions are if the equipment is upgraded or if 

equipment of greater value is obtained. If the equipment is returned because of a default in payments, it can be sold and 
any deficit in what is owed can be collected from the defaulting practitioner. 
* The lease agreement will probably require the practitioner to pay for insurance on the equipment; the practitioner also may 
be required to pay for all repairs (although this will depend on the warranty received from the equipment seller or 

manufacturer). 

more advantageous to lease the equipment than to buy 
it (Box 19-1). Although leasing is generally more 
expensive than financing through a bank (or purchas- 
ing equipment outright), the use of leasing can allow a 
practitioner to use savings for the purchase of another 
asset (such as a home). Although it is not technically 
the same as financing, there is a built-in interest rate in 
a lease (which usually does not fluctuate over the 
period of the lease). This financing cost is generally 
higher with leases than with bank loans. The main 
advantage of leasing is that a lease usually does not 
require a down payment or affect a line of credit that 
may be established at a bank. Leases from different 
companies should be examined and compared in 
detail. The term (length) of the lease is for a period of 
years and is very difficult to change after the lease has 

begun. 
At the end of the lease term, the equipment may be 

returned to the leasing company or purchased for an 
agreed-upon amount. The amount paid will depend 
on the lease agreement but is usually the used market 
value of the equipment or 10% to 15% of the equip- 
ment’s fair market value. The purchase option will 
affect the amount of the monthly lease payment. 
There are several tax issues that must be understood 
before entering into a lease agreement. A certified 

public accountant or tax attorney should be consulted 
to clarify individual provisions of lease agreements 
(Box 19-2). 

Tax Considerations of Buying vs Leasing 

For tax purposes, an equipment lease must be managed 
differently than a bank loan used for the purchase of 
equipment. When money is borrowed from a bank, 
both principal and interest must be repaid. Only the 
interest, however, may be deducted. When an equip- 
ment lease is entered into, each monthly repayment is 
tax deductible. Therefore, 100% of the lease amount 

may be deducted. 
Some consideration must be given to whether the 

lease deduction is advantageous for a given practice. It is 
often not particularly advantageous for a beginning 
practice, but for an established practice a lease arrange- 
ment might offer some tax benefits. Again, professional 

advice should be solicited before entering into an agree- 

ment. 

Making the Appropriate Choices 

There are practice-building and promotional aspects to 
having excellent instruments. Patients will judge the 
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Box 19-2.Common Provisions of Equipment Lease Agreements 

Identification of the parties 

If the lease is to be taken out by a professional association or corporation, limited liability company, S corporation or part- 

nership, the lease agreement should be signed accordingly. 

Description of the lease property 

The practitioner will select the equipment that is to be purchased, snd the leasing company will provide the funds to pur- 

chase it. The lease agreement needs to specify the equipment with specificity so that there is no mistake or question about the 

items subject to the lease. 

Term of the lease 
The lease period may vary from 1 to 7 years; some companies may permit even longer periods. 

_ Option to purchase 
At the conclusion of the lease period, the practitioner will have the right to purchase the equipment. The price can be set at 

the outset of the arrangement or may be expressed as a percentage that cannot be exceeded. If the practitioner does not wish 

to purchase the equipment, it is returned to the leasing company at the end of the lease term. 

Cost of the lease 
The interest, though higher than that charged by a bank, will be stable throughout the lease term. (However, if interest rates 

should go up significantly during the lease term, the interest rate charged by the leasing company may actually fall below the 

rate charged by a bank.) A monthly payment is established for the term of the lease, which does not change from month to 

month. (Some leasing companies offer a graduated payment schedule, whereby the lease payments are lower in the first years 

and gradually escalate over the later years of the lease term.) 

Responsibility for repairs 

The leasing company does not provide repairs; the practitioner will have to find an equipment dealer to perform repairs, and 

the practitioner will have to pay for them. However, the equipment manufacturer will provide maintenance and repairs during 

the warranty period. 

Insurance 

The practitioner will probably be required to purchase insurance sufficient to indemnify the leasing company in the event 

the equipment is lost by fire or other casualty. 

Right of exchange 

The practitioner may wish to exchange certain equipment before the lease term is concluded to obtain a newer model or a 

different piece of equipment altogether. The lease may recognize the right to perform exchanges (with proper adjustments in 

the cost of the lease). 

Failure to make timely payment 

The lease will provide certain remedies to the leasing company should the practitioner fail to make the lease payments as 

provided in the agreement. Among the remedies typically available to the leasing company are the acceleration of payments, 

increased charges for late payments, and seizure and sale of the equipment. The penalties for late payment should be clearly 

understood by the practitioner. 

quality of the examination based on an impression of 
how up-to-date the instruments appear to be. Even if 
instruments are not new, they should look new. 
Automated and computerized instruments provide 
accuracy of measurement, state-of-the-art technology, 
public relations benefits, and savings of time because 
their use is delegated to support personnel. Informing 
patients about the special diagnostic instruments used 
in the practice is an excellent means of providing inter- 
nal marketing, which can result in more word-of- 
mouth referrals. For that reason, new instrumentation 

is a great topic for newsletters, recall reminders, and 
office brochures. 

The determination of the appropriate instruments 
and equipment for a given practice is one of the most 
important tasks a practitioner faces. As has been 
described, it is particularly important for beginning 
practitioners to be selective and to purchase only essen- 
tial equipment to start a practice, adding on as neces- 
sary as the patient base and income grow. 

Boxes 19-3 through 19-6 provide a summary of the 
equipment to be considered for a practice, organized 
by the room in which each instrument is typically used. 

A large range of costs and features usually are found for 
each instrument and, of course, some items are necessi- 
ties, whereas others are luxuries. 



Box 19-3 Equipment Check List 

: Data Collection Room 

+ Keratometer 
© Telebinocular 
- * Color vision plates. 
_ + Stereopsis test 
__ * Sphygmomanometer and stethoscope 

_ * Lensometer 
_ * Patient chair and examiner stool 

[ Advanced (substitute or add to basic) 

© Auto-refractor 

* Non-contact tonometer 

__* Auto-keratometer/corneal topographer 
* Auto-lensometer 

* Auto-perimeter 
* Retinal camera 

* Rotating instrument table 

Box 19-4 Equipment Check list 

_ Examination Room 

Basic 

Refraction 

° Examination chair 

© Instrument stand 

* Keratometer 

© Chart projector and screen or chart display terminal 

° Trial lens set and frame 

° Retinoscope 

* Examiner's stool 

Ocular Disease Management 

* Slit lamp biomicroscope 
_ * Hand-held 60, 78, or 90 D lenses 

* Goldmann tonometer 
* Binocular indirect ophthalmoscope 

* Direct ophthalmoscope 

¢ Various hand-held devices for emergency and 

primary care 
Additional 

* Corneal topography analyzer 

* Electrodiagnostic instrumentation 

* Pachometer 

* Slit lamp 35-mm camera 

_¢ Slit lamp video system 

* Low-vision diagnostic aids 

* Binocular vision testing and/or training equipment 
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Box 19-5 Equipment Check List 

Laboratory 

Optical 

* Automatic diamond lens edger 

Hand edger 

Lensometer 

Layout marker and blocker 

Rimless grooving machine 

Edge polishing machine 

Lens tinting machine 

Chemical hardener 

Heat tempering oven 

Frame warmer 

* Various dispensing tools 

Contact Lens 

* Contact lens modification unit and tools 

° Radiuscope 

* Shadowscope or dissecting microscope 

Box 19-6 Equipment Check List 

Business Office 

* Telephone system 

° Calculator 

* Photocopier 

° Answering machine 

* File cabinets 

¢ Postage meter 

* Dictation equipment 

* Computer system and printer 

* Fax machine 

* Light signal system (interoffice communication) 
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The computer is no better than its program. 

Elting Elmore Morison Men, Machines and Modern Times 

Te he use of computers and computer systems has 
become commonplace in optometric practice, just 

as it has permeated health care and small business in 
general. The range of uses for these systems can be as 
limited as word processing on a single personal com- 
puter to as extensive as the paperless office on a multi- 
user system, with ophthalmic instruments data and 
practice management data fully integrated. This chap- 
ter describes the various roles and functions of per- 
sonal computers in contemporary optometric practice. 
Specific patient management, business management, 
inventory management, and time management appli- 
cations are discussed. 

Use of the Personal Computer 

The personal computer has revolutionized optomet- 
ric office management in the same way it has revolu- 
tionized all small businesses. Computers save time 

by performing many of the functions that used to be 
performed by hand, and they also have expanded 
the capabilities of the optometric office to manage 

data. 
Patient information, such as name, address, tele- 

phone number, birth date, and recall date, has been 

expanded by computerization to include diagnoses, 
insurance information, spectacle prescription, contact 
lens information, e-mail addresses, and various other 

marketing categories. Anoncomputerized office has to 
create and maintain a separate file for each patient; 
when information is needed, it has to be retrieved by 

hand. The computerized office can store, obtain, and 
analyze information with the stroke of a few keys, 
which greatly expands the practice’s ability to retrieve 
and sort the information collected. 
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Computers enhance communication between prac- 
titioner and patients, prospective patients, and poten- 
tial referral sources. The merger of word processing 
with stored data allows a computerized office to send 
personalized letters to all these sources, permitting the 
office to market itself in ways that a noncomputerized 
office either cannot offer or can offer only with the 
expenditure of significant time and expense. The wide- 
spread use of e-mail allows communication with 
patients in ways that never existed before. E-mail 
allows for the rapid dissemination of information to 
patients and for patients to communicate with the 
office 24 hours a day, 7 days a week. The use of Web 
sites by optometric practices allows practitioners to 
enhance communication with patients and prospec- 
tive patients before they come into the office and also 
allows practitioners to give patients in the office a way 
of obtaining more information about various services 
or products that the practice provides. 

Financial management has been enhanced in the 
computerized office, from simple tracking of accounts 
receivable to accurate up-to-date summaries of the 
financial health of the practice and projections of 
future practice growth with changes in fees, addition of 
equipment, or use of ancillary personnel. Budgeting 
expenses and tracking the office expenses to the budget 
are easier to set up and monitor by computer, which 
allows the optometrist to self-monitor daily, weekly, 
monthly, or quarterly without having to wait for an 

accountant’s report. 
Computerized inventory management includes the 

tracking of ophthalmic materials such as frames and 
contact lenses, which allows for more efficient purchas- 
ing of these items by the practice. With the advent of 
frequent replacement and disposable contact lens wear 
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programs, inventory management has become increas- 

ingly more important. The use of laser scanners and 
bar codes on these items by the optical industry makes 

inventory control even easier. 
Computers also can be used for the management of 

patients. Equipment such as automated refractors, 
corneal topography units, automated lensometers, and 
visual field analyzers can be linked to personal com- 
puters to store pertinent data and to assist in the inter- 
pretation of this data, creating a “paperless” office 
environment. The use of computers in areas such as 
contact lens design, low vision care, and visual therapy 
has allowed optometrists to provide better, more effi- 
cient care to patients. Optometrists who are online 
have access to discussion groups and thus can acquire 
information on patient management, developments in 
clinical care, and ophthalmic products. Digital images 
of anterior segment disorders, retinal pathology, and 
corneal topography maps can be saved, stored, com- 
pared, and e-mailed for consultation with laboratories 
and specialists in the next town or across the country. 

Specific Office Management 
Applications 

Applications in the optometric office include patient 
information, insurance use, financial information, 

inventory control, services information, ophthalmic 

materials tracking, appointments, referrals, payroll 
information, appointment scheduling, marketing, and 

communications. 

Patient Information 

Computerization allows all the pieces of information 
about individual patients to be stored in one place. 
Information about patients can be categorized, sorted, 
and identified based on any one of the pieces of infor- 
mation that have been collected. For example, com- 
puter storage makes it possible for practitioners to 
learn the demographics of a practice. A practitioner 
considering a move to another location might want to 
analyze the patient population by zip code or address 
so that the most geographically desirable location for 
the move can be identified. Another application is 
marketing. Practitioners can perform internal market- 

ing through the use of newsletters or other literature 
sent to a computer-generated lists of patients. 
Combining the use of demographic and marketing 
information allows the practitioner to know which 
newspapers might be best to place information in to 

reach the largest number of patients in the practice. Or, 
the practitioner can use this information to market 
externally (see Chapter 32). 

Typical patient information stored on a computer 
might include name, address, date of birth, telephone 

number, e-mail address, insurance information, refer- 

ral source, the individual responsible for payment of 
fees, examination date, recall date, reason for recall, 

diagnoses, contact lens type, contact lens service agree- 
ment information, spectacle lens information, frame 

information, and account information (Figure 20-1). 
Any of this information can be accessed, retrieved, 

sorted, and reviewed through the computer. For exam- 
ple, the office might want to inform all patients with 
high myopic refractive errors about a new type of lens 
material. Without a*computer, retrieval of this infor- 
mation would require considerable staff time because 
individual patient files would have to be reviewed. 
With a personal computer, a list of the appropriate 
patients can easily be compiled, and mailing labels let- 
ters or e-mails can be sent to each patient, with mini- 
mal staff time and effort. 

Insurance Information 

In addition to allowing insurance information to be 
listed with other patient data, a computer will permit 
office personnel to more efficiently process and keep 
track of insurance payments. Many software programs 

print standard patient insurance forms, and most trans- 
fer information electronically (e.g., for Medicare 
patients). These procedures can hasten the reimburse- 
ment process and thus improve the office’s cash flow. 
Many insurers insist on electronic claim submission 
via the Internet as a condition of participation in their 
managed care plans. 

As more and more optometric patients obtain insur- 
ance coverage from third-party insurance plans, it will 
become necessary to monitor when payments are due 
from individual payers and to track third-party pay- 
ment schedules. Many insurers now allow electronic 
filers to tap into their computer network to determine 
the status of claims being processed. Computerization 
also allows for easier and more efficient communica- 
tion with third-party payers by permitting the use of 
standardized letters and forms. 

Financial Information 

Computerized billing and tracking of accounts receiv- 
able enables a practice to more efficiently bill and col- 
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Figure 20-1 Patient information screen with information to be collected on each patient. This information can later be selectively 
retrieved. Patient data also can be sorted by various pieces of information. (Courtesy OfficeMate, Irvine, Calif.) 

lect money owed. Charges for services rendered are 
entered in the office’s practice management software 
with a breakdown of monies due from the patient and 
payments due from insurance companies. A receipt is 
printed for the patient at the time of the visit, and an 
insurance claim form is generated for the insurance 
company. Any balance due is applied to the patient 
and insurance company ledger for billing and tracking 
on a monthly basis. Many software programs allow the 
office to set payment schedules for patients. The com- 
puter will calculate interest charges and add them to a 
preprinted receipt that the patient is to return to the 
practice when money is due (Figure 20-2). 

Tracking of accounts payable is made easier through 
computerized programs that act like a checkbook to 
record and categorize payments, write checks, and 
monitor accounts. Payment can be made electroni- 
cally, saving the practitioner the time and expense of 
printing and mailing checks. These same programs also 
enable the office to obtain profit and loss statements as 
needed rather than having to wait for quarterly 
accounting reports. Budgets can be set up for the year, 
and expenses can be compared to the budget to allow 
the practitioner to more easily monitor cash flow and 
ensure available funds for taxes, retirement accounts, 

and purchases of new equipment. 

The financial productivity of an office can be deter- 
mined by the day, week, or year; as needed, income can 

be tracked for tax purposes. The financial contribu- 
tions of the practitioners and staff also can be deter- 
mined, an essential capacity in offices where 
practitioner income is divided on the basis of produc- 
tivity or where bonuses are paid to staff based on per- 
formance or office productivity. 

Inventory Control 

Many practitioners maintain large inventories of con- 
tact lenses, on consignment, in the office so that 

patients can receive same-day service on replacement 
lenses or can be provided with lenses immediately 
after fitting. Management of inventory can be cum- 
bersome without computerized inventory control. 
The computerization of inventory also makes it possi- 
ble for the receptionist or contact lens technician to 
immediately tell a patient who is seeking a replace- 
ment lens whether the lens is in stock. The growing 
popularity of frequent replacement and disposable 
contact lenses places a much greater burden on inven- 
tory control. An efficiently run inventory control sys- 
tem can mean a substantial income savings for the 
practitioner. 
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Figure 20-2 Patient receipt generated at the time of visit. (Courtesy OfficeMate, Irvine, Calif.) 

Inventories of contact lens supplies and solutions 
also can be more effectively managed by computer. 
Many offices stock contact lens solutions for patients, 
and these solutions must be monitored for turnover 
rates and expiration dates. Determining when and how 
frequently solutions and other supplies must be repur- 
chased can allow the office to take advantage of cost 
savings by buying supplies when they are discounted. 

Most practices invest a substantial amount of 
money in a frame inventory. Computerized manage- 
ment of frames can provide information such as when 
the frame was purchased, how long it has been offered 
for sale, how frequently similar frames are sold, and 
whether similar frames are still in inventory. Reports 
can be generated by frame type, manufacturer, and 
cost. These reports can be used to make purchasing 
decisions for the practice (Figure 20-3). 

Services Information 

As patients are seen in the office, the type of services 
provided will be keyed into the computer. 
Computerization allows the office to track the services 
provided to any patient on any given day (Figure 20-4). 
This information is used to print a bill or insurance 
form for the patient at the time of the office visit. It 
also allows the office to keep track of the number of 
services provided and the income received by the prac- 

tice from a particular service. The information also can 
be used to identify secondary services or specialized 
procedures and their use. Financial data can be used to 
allocate space and money for new equipment based on 
the amount of income generated by each procedure or 
service. For example, an optometrist who is consider- 
ing the purchase of a corneal topographer but is not 
certain that it would be cost-effective would need to 
analyze the number of contact lens services provided 
in an average month and determine the increase in rev- 
enue from the number of patients who would require 
this test to clearly project the financial feasibility of the 
purchase. 

Ophthalmic Materials Tracking 

Patient orders for contact lenses and spectacles must be 
monitored for delivery time. Because patients expect 
prompt dispensing of ophthalmic materials, a failure 
on the part of the practice to provide timely service can 
result in loss of orders. Many ophthalmic laboratories 
now accept electronic transfer of information, which 
can eliminate the time-consuming method of messen- 
ger or postal delivery. Computerization of this aspect 
of optometric practice also can aid in the more effi- 
cient payment of laboratory bills, by enabling credits 
and invoices to be followed-up more easily (Figure 20-5). 
Most vendors now have their own Web sites and allow 
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Number Company Frame Name 

Zenith 1 2207 

Zenith 2209 
Titanium 1 911 

P 835 
846 
6002 
5010 
6102 
P2201 
5014 
5017 
5012 
5018 
Pro vogue 6001 
Fourth dimension 5009 
6101 
7012 
P 625 
P 1996 
1992 

DK MT BRN 
46/64 
46/46 

P622 with clip 81 
P2053 
P1993 
Zenith 2 2217 
6005 
P 2024 
P 2025 

62 
46/46 
5031 
9531 
509032 
559022 

Provogue 2 6009 4031 
P833 
P320 
P825 
P903 

Figure 20-3 Report of frame inventory, listed by manufacturer. 

ordering of materials 24 hours a day, 7 days a week on 
their Web site. Web sites also have been set up by vari- 
ous buying groups to allow purchasing of all contact 
lenses, frames, and office materials online. 

Referral Information 

The life blood of professional optometric practice is 
patient referral. Whether from existing patients, other 
health care practitioners, or community contacts, 

referrals keep pumping new blood into a practice. 
Being able to properly recognize and thank each refer- 

ral source will make it more likely that these sources 
will continue to send new patients. Most practice man- 
agement software programs facilitate the sending of 
thank you notices to a referral source. Many also will 
monitor the number of patients each referral source 
has contributed as well as the income generated by 
each referral source. For referrals from other health care 
providers, reports can be generated to allow the refer- 
ring practitioner to keep up-to-date on a patient’s 
progress. Managed care plans require prompt commu- 

9032 
660 
660 
5023 

nication between the optometrist and the primary care 
physician gatekeeper. This communication is essential 
if the optometrist is to continue to receive referrals. 

Payroll Information 

As the number of employees in an optometric office 
increases, so does the time needed to handle payroll 
and tax reporting information. Computerization 

allows the office to calculate tax withholding, deter- 
mine net salaries, and even print payroll checks. This 
information can be summarized and sorted by 
employees so that payroll taxes can be calculated quar- 
terly as required. Information about employee salaries 
and tax withholding also can be printed on a year-end 
statement for use when completing tax returns. 

Appointment Scheduling 

A key element in practice management software sys- 
tems designed for optometric offices is the appoint- 
ment scheduler. In multipractitioner or multilocation 
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Figure 20-4 Services information for patients. (Courtesy OfficeMate, Irvine, Calif.) 

offices, these systems can aid in more efficient use of allocate the proper amount of time for a procedure, 
time and can help to prevent improper scheduling. The assign patients to a given practitioner, locate available 
use of ancillary staff in pretesting or assistants in con- appointment dates and times, and allow the viewing of 
tact lens training and vision therapy also can be more all of the patients’ appointments at a glance. Many 
efficiently scheduled by computer. The computer can offices will pre-appoint patients months and even years 



in advance in a perpetual appointment recall system. 
Computerization of this system allows the office to 
efficiently keep track of the appointments made, con- 
firm them in advance, and refill the time slots if 
patients do not respond to or cancel scheduled 
appointments. Some companies have set up sites on 
the Internet where patients can book appointments, 
allowing patients the ability to schedule appointments 
even after office hours. 

Marketing 

A computer will make it easier to carry out all levels of 
a marketing plan. The first step is to identify a need or 
problem, such as the failure of many contact lens 
patients to renew their service agreements. The next 
step is to implement a marketing concept. For contact 

lens patients, a letter can be generated by the com- 
puter, reminding these patients that regular contact 
lens care is needed to maintain ocular health. An invi- 
tation to renew the service agreement can be included, 
offering an incentive if renewal is obtained by a spe- 
cific date. The key element of any marketing plan is an 
ability to monitor the success of the marketing effort; 

then the return on investment can be determined. The 
computer is used to track patients to whom the letter 
was sent and the number of patients who responded 
positively. 

Communication 

Computers can be put to use in aiding communication 
with patients in various ways. Many practices now have 
their own Web site as a means of external and internal 
marketing. Various optical suppliers, managed care 
companies, and buying groups will help set up sites for 
practices doing business with them. Web sites allow the 
practitioner to get information to the public about a 
practice and the services provided. Patients looking for 
optometrists who provide specific services can now 
search on the Internet for practices in a geographic 
area. A patient who has been seen in the office can be 
asked to view the practice’s Web site to obtain more 
information about specific services recommended. 

Computerized patient history software, computer- 
ized report writing software, and computerized patient 
explanation software allow more efficient case presen- 
tation in the office. Patient history software allows 
patients to use touch-screen technology to describe 

ophthalmic and medical histories and to highlight rea- 

sons for visits, the desire for further information, and 

areas in which they have questions for the optometrist. 
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This information is sometimes required by managed 
care plans and allows for more efficient use of staff and 
optometrist time. It also allows the staff to tailor treat- 
ment recommendations based on patient needs. 
Patient explanation software (Figures 20-6 and 20-7) 
aids the optometrist and staff in describing various 
vision and eye health problems graphically so that the 
patient is more likely to understand and comply with 
treatment recommendations. Report-writing software 
allows the optometrist to quickly design reports either 
to patients or referring practitioners describing the 
patient’s symptoms, findings, and recommendations. 

How to Get Started Computerizing 
an Office 

Computerizing an existing office is never an easy task. 
The actual procedures used can depend on the soft- 
ware system chosen. Certain software companies will 
load patient information into the system so that the 
office is “up and running.” This process will cost more 
initially but can save money in the long run because 
staff time will not be required to enter information 
into the computer system. The office also will be fully 
functional on the computer for standard monthly pro- 
cedures such as recall appointments and billing of 
accounts receivable. New patients will be added to the 
system as they come into the office. 

Other software systems allow the office staff to enter 
data regarding patients with outstanding balances so 
that billing can be computerized from date of installa- 
tion. Information on patients to be recalled is entered 
into the system monthly, requiring additional staff 
time before recall notices can be mailed. Full data on 
these patients are entered as they return to the office. 
For new patients, data are entered at the initial visit. 

Some offices prefer to enter patient information as 
the patients return for care or when they are seen for 
the first time. This approach can require the least 
amount of additional staff time, but it has the disad- 

vantage of delaying the computerization process 
because the staff has to go through both a computer- 
ized list and a noncomputerized list when sending out 
recalls, bills, or other patient correspondence. If the 
average patient visits the office once every 2 years, it 
will be at least that long before the office will be fully 

computerized. 
Despite the initial disruptions to office procedure, 

computerization can benefit an office of any size. 
Smaller offices that seem to function quite efficiently 
without computers can still benefit from the additional 
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Figure 20-6 Use of patient explanation software. (Courtesy eyeMaginations, Towson, Md.) 

capabilities that computerization offers. Costs of hard- 
ware and software products have regularly decreased, 
even while computer technology continues to expand. 
There is no “perfect time” to make the decision to com- 
puterize. Software will be improved periodically, and 
hardware can always be upgraded. Waiting until com- 
puter technology is “perfected” only means delaying 
the tremendous advantages of computerization. 

For new offices, computers should be included as 
initial equipment in much the same way as a phoropter 
and ophthalmoscope are. The use of the computer in 
marketing, report writing, and patient communication 
will aid in the development of the new practice. The 
cost of computerization will be spread out during the 
lifetime of a practice loan in the same way as other 
optometric equipment. 

Selecting Computer Software 

For the computer novice, the use and applications of 
office computers can be discussed with fellow practi- 
tioners, experts in the field, and office staff of col- 
leagues. Vendors from various companies can be found 

at large continuing-education seminars. Salespeople 
should be able to demonstrate the capabilities of soft- 
ware. Information can be obtained about the support 
the company offers, what is included in the price of the 
software, and how often upgrades are provided. Many 
companies offer demonstration videotapes of their 
software; these allow a practitioner who does not own a 
computer to get a feel for the capabilities of the soft- 
ware. 

For the non-novice who has access to a computer, 

demonstration disks will give a more realistic demon- 
stration of the ease of operation of the software. These 
demonstration disks typically allow the entry of data 
on a small number of patients or can be used for a spec- 
ified period. 

For the experienced computer user, testing a prod- 
uct in the office can be of value. Many experienced 

users decide to purchase a nonoptometric, commer- 
cially available database program. Such programs usu- 
ally are less expensive than optometric software but 
require considerable time to program. The experienced 
user can use the software to customize a program that 
suits the particular needs of the office. 
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Figure 20-7 Example of patient explanation software for punctal plugs. (Courtesy eyeMaginations, Towson, Md.) 

Prioritizing Use 

Once the possible applications of software are under- 
stood, it should be determined how the computer will 
be used in the office. The initial investigation of a soft- 
ware package should reveal its strengths and weak- 
nesses. In addition, knowing the functions that the 
computer must handle, along with the priority of func- 
tions, should assist the practitioner in making the soft- 
ware choice. For example, a program that is strong on 
inventory control will offer little benefit for an 
optometrist in a nondispensing practice. Most inde- 
pendent optometrists will find that a software program 
strong in patient information storage, billing, patient 
communication, and inventory control will meet all 
their needs. Separate modules or separate software 
products can be obtained for patient communication, 
accounting, and Web design. 

Planning where the computer (or computers) will be 
located is essential in allowing for the full utilization of 
the computer program. It also will help determine the 
functions that will take priority on the computer. For 
example, personnel in an office with a sole computer 
that is located on the receptionist’s desk will find it dif- 

ficult to use the computer for inventory assessment 
and control by staff in the dispensary. Identifying the 
priorities for computer use will assist in the effort to 
establish hardware requirements and help to determine 
the number and location of computer workstations. 
Internal wiring must be planned for to allow for the 
networking of computer stations. The need for an inde- 
pendent server and the placement of the server 
are decisions that must be made in conjunction with 

the computer consultant. Any hardware and software 
should allow for expansion if the needs of the office 
change. 

Knowing the Software Company 

The software system should be “user friendly.” Since 
the office staff will be the primary users of the system, 
the software should be designed with simple on-screen 
menus and explanations. This capability eliminates the 
need for extensive retraining every time a new staff 
person is hired. It also eliminates the new staff mem- 
ber’s need to refer to a manual when using the com- 
puter for a waiting patient. 
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Support for the software can be provided in various 
ways. Some companies use a 900 telephone number, 
for which advice is billed at a per-minute rate. Other 
companies offer a yearly support fee, paid in advance, 
that allows the user to call for assistance. Many compa- 
nies insist that the user purchase a telephone modem, 
which allows support personnel to view the problem 
on their own computer screens and make any correc- 
tions or adjustments. 

Upgrades of hardware and software systems must be 
considered as a regular expense of doing business. As 
technology improves, these updates ensure that soft- 
ware is kept current. A company that issues regular 
updates stands behind its products and is investing in 
research for new products. 

Hardware Requirements 

The hardware requirements described here are for cur- 
rently available optometric software. Hardware usually 
can be purchased from the software vendor or, sepa- 
rately, from a local hardware vendor. 

Most optometric software runs on Windows-based 
operating systems. The software will specify the proc- 
essing chip needed, the suggested speed of operation, 
the operating system, hard disk capacity, random 
access memory, and external disk requirements. Most 
software vendors recommend a tape backup system. 
Peripheral hardware such as internal fax modems and 
CD-ROM are now standard on most computers. 
Networking requirements include software and hard- 
ware connections to allow multiple-user stations. 
Remote software allows access to the computer system 
by the practitioner from home or 4 satellite office. 
Printer types include dot matrix, ink jet, or laser. The 

type of printer can be determined by the software sys- 
tem chosen and the type of correspondence used. 
Many offices use a dot matrix printer for multipart 
(NCR) forms and a laser or ink jet printer for all other 
office correspondence. Ink jet printers allow office per- 
sonnel to print forms in various colors and are gener- 
ally the least expensive and most common printers 
used today. 

Hardware options include larger monitor, flat 
screen monitors (which take up less desk space), and 
laptop or notebook computers versus desktop models. 

The computer workstation should be designed to 
provide maximum comfort and efficiency. Chairs 
should have proper back support and adjustable seats. 
Monitors should be placed slightly below eye level and 
should have antiglare screens. Keyboards should have 
wrist rests and should be adjustable so that the opera- 

tor can reduce strain on upper back and neck muscles. 

Dot matrix printers, which are noisier than other print- 
ers, should be placed away from areas where conversa- 
tions are held with patients or where telephones are 

located. 
The time spent on the computer by staff members 

should be regulated if possible. If one person has spe- 
cific responsibility for data entry, work periods should 
be of limited duration and periodic breaks provided. 
The workstation also should be properly designed. 

Clinical Applications for Computers 

Computers are beginning to have applications beyond 
those that provide standard office management. As 
technology improves, the potential for increased clini- 
cal use will expand. Some of the current software 
options include the following: 

Report writing. This application allows the office to 
compile a full range of patient, referral source, and 
other practitioner reports by entering information 
from the patient examination. 

Dispensing. Software availability includes a computer- 
ized display of lifestyle dispensing options; the abil- 
ity to show patients their appearance with various 
frame shapes, sizes, and colors; and frame availabil- 

ity by manufacturer and distributors. New products 
take the computerized image of a patient’s face and 
design an optically correct pair of spectacles with 
the proper eye-face-spectacle relationship. This can 
be done in the office or via the Internet. 

Differential diagnoses and therapy. Software programs exist 

to analyze and store data for various diagnostic tests. 
These data can be used for determining the course or 
effectiveness of therapy. Today, most visual field 
instruments come with statistical software packages 
that analyze visual field defects, determine the prob- 
abilities of such defects, and compare multiple fields 
on the same patient. Software also exists to transfer 
and compare findings on various automated devices. 
Computerized nerve fiber layer and optic nerve 
analysis is now commonplace so that minute 
changes, not visible to even the most experienced 
retinologist, can be detected. This capacity can allow 
for more rapid diagnoses and treatment of condi- 
tions such as glaucoma. Databases also exist to help 
practitioners determine the differential diagnosis of 
pathologic conditions. Modems and communica- 
tions software hold the promise of being able to 
transmit patient data, findings, or images to another 
location for immediate consultation. 



Pharmacology. Current software allows a practitioner to 
enter the name of ocular or systemic medication 
taken by a patient and to obtain a list of ocular and 
systemic side effects. The information can be 
entered from a case history and printed for the prac- 
titioner before the patient is examined. This infor- 
mation also can be printed and given to the patient 
to take home as a reminder. 

Vision therapy. Computer programs offer practitioners 

the ability to treat various binocular, oculomotor, 
and visual perceptual deficits. These programs are 
often highly motivating for younger patients 
because of their resemblance to computer games. 
Vision therapy programs replace older instrumenta- 
tion that is no longer made and allow for easier 
quantification of patient progress during therapy. 
For practices that offer in-office training, the com- 
puter therapy programs allow increased flexibility 
by not requiring the constant supervision of the 
optometrist or therapist. 

Contact lenses. Computers can aid in the design of rigid 
contact lens and specialty lens parameters. Corneal 
topography can be analyzed using photokeratogra- 
phy. This technique promises to allow more precise 
measurement of the cornea-contact lens relation- 
ship and of corneal changes that occur over time. 
Corneal topography software allows practitioners to 
determine how a particular contact lens might fit a 
patient’s eye and can refine the lens design and fit- 
ting process, allowing for less trial and error. 

Low vision. Computers can be used as low vision 
devices for the partially sighted and as aural word 
processing devices by the blind population. Various 
manufacturers produce computers that can be used 
with standard software to magnify the computer 
image to any level for the partially sighted; contrast 
and illumination also can be controlled. Talking 
computers are available to interface with standard 
software and enable blind patients to perform word 
processing and database management. 

Personal digital assistants (PDAs). These hand-held 
devices can be used in conjunction with standard 

computer software to allow the optometrist to have 
examination room access to information such as dif- 
ferential diagnoses, pharmacologic side effects of 
systemic drugs, and potential side effects of oph- 

thalmic medications. 

Conclusion 

Computer applications have produced dramatic 

advances, for both business and personal use. In the 
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optometric office of the future, the computer will be 
one of the most important pieces of equipment used 
because it has the potential to manage both the busi- 
ness and professional care aspects of the practice. 
Because of this versatility of use, optometrists must 
understand and be prepared to apply computer tech- 
nology to the wide array of business and patient care 
needs faced in private practice. 
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Selecting an Office Staff 
Peter G. Shaw-McMinn, Daisy Rampolla, and Maria Robles 

People who produce good results feel good about themselves. 

Kenneth Blanchard One Minute Manager 

n successful human resource management, all basic 
functions of management must be considered. 

These functions are planning, organizing, directing, 
and controlling. Many classic business texts add a fifth 
consideration—staffing—to this’ list. These five basic 
functions are considered in this discussion of human 
resource management for an optometric practice. 

The objective that is addressed in this chapter is the 
selecting of efficient, enthusiastic staff. There is no 
office in which the instruments used, procedures per- 
formed, or materials dispensed contribute to the suc- 
cess of the practice and goodwill of patients more than 
the staff. When in place and functioning properly, the 
staff of an optometric office adds services to patients, 
assists with marketing efforts inside and outside the 
office, increases efficiency and productivity of the 
practice, and elevates the personal aspects of eye care. 

When the five functions of management are 
described, there is inevitably some overlapping and 
considerable interdependence. All these functions 
must be addressed, however, to achieve the goal of 

implementing a management plan that will result in 
developing and maintaining an efficient, enthusiastic 
staff. In considering the goal of developing and main- 
taining such a staff, it might be asked, “Are efficiency 

and enthusiasm related?” The answer is clearly “yes.” 
By producing good results (being efficient), people 
acquire a feeling of achievement (enthusiasm). This 
enthusiasm permeates the person, the practice, and the 

care being rendered to patients. 
All employees need to know and feel the following 

six things if they are to be enthusiastic: 

* Know they are needed 
- Know what is expected of them and how to meet 
those expectations (proper training) 
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* Know there is a possibility for growth 
* Know they are compensated fairly 
* Know they are appreciated (recognition) 
* Believe they are involved in the delivery of care and 

the growth of the practice (ownership) 
These six things should be kept in mind as a manage- 
ment plan is developed. 

Planning 

To acquire an office staff, planning is a necessary first 
step. The planning process is used to determine the 
need for and qualifications of new staff members. 

Need for Staff 

Before hiring an employee, it is essential to determine 
the needs of the practice that the employee will fulfill. 
What responsibilities will this staff person have? In 
traditional personnel terms, what will be the work- 

load of this employee? In this planning phase, it is 
necessary to determine how and why specific work 
functions are performed and to quantify their signifi- 
cance in terms of time and value to the practice. For 
an optometrist starting a practice with one employee, 

the primary responsibilities will probably be those of 
a receptionist. Even at this early stage of practice, 
however, a list of responsibilities should be devel- 
oped. One optometric text on practice management 

lists 27 responsibilities for this job classification. The 
determination and listing of these responsibilities 
become part of the organizational aspect of the man- 

agement plan. 
When a new position is to be added to the staff, 

input should be obtained from current staff members 



194 Business Aspects of Optometry 

(beyond the familiar cry of “we need more help”). 
Asking the staff to assess the responsibilities currently 
being performed by individual members—through the 
use of daily logs or time management sheets—permits 
quantification of the allocation of time and duties and 
helps to identify needs. This process also provides a 
role for employees in the planning process and serves 
as an occasion for employees to do a self-evaluation of 
their contribution to the delivery of care. 

When a new position is created, the use of an appro- 
priate title often helps the person fit into the staff. For 
example, if a second optometric technician were hired, 

with primary responsibilities in styling and dispensing, 
the appropriate title might be ophthalmic technician. 
For the first technician, if he or she has demonstrated 

leadership qualities, the title might be changed to sen- 
ior technician. 

In planning for the addition of a staff member, the 
economics of delivering care must be considered. As 
stated in the introduction to this chapter, there is no 
aspect of a practice that is more important to its success 
than the staff. It also can be the most expensive aspect 
of a practice if not planned wisely. From an economic 
standpoint, both original and additional staff members 
should increase the productivity of the practice. 
Increased productivity can be achieved by the delega- 
tion of responsibilities to staff members so that the 
practitioner’s time is better used for the delivery of 
income-producing professional services. (This assumes 
that there is potential for the practitioner’s time to be 
used more productively.) 

Optometry students and new graduates often think 
they must work with a full range of paraoptometric 
personnel, but during the developmental phase of a 
practice the use of a large staff is not economically 
sound. 

Findings obtained by American Optometric Asso- 
ciation (AOA) Economic Surveys reveal that staff 

costs should average about 15% of the total gross 
income of a practice, with a range of 12% to 18%. 

Another guideline for staff costs also is based on prac- 
tice income; it holds that a practice should have one 
full-time staff person for every $150,000 of gross 
income. A model for staff productivity has been pro- 

posed, using dollar productivity per hour per 
employee. Of course, actual figures will vary consider- 
ably with the type of practice and the optometric 
product being delivered. A practice performing a sig- 
nificant amount of in-office visual training that uses 
technicians would be labor-intensive and would have 
a higher percentage of gross income devoted to staff 
than would a primary care practice. 

Qualifications of Applicants 

During the planning phase, the qualifications of appli- 
cants should be carefully considered. These qualifica- 
tions need to be commensurate with the specific staff 
responsibilities to be assumed. Although screening for 
these qualifications is clearly a part of staffing, the 
better the planning, the better the chance of finding 
someone who has these qualifications in the applicant 
pool. Each position will require a different prioritiza- 
tion of general abilities, in addition to specific knowl- 
edge or skills. General abilities needed might include 
dexterity, memory, verbal and nonverbal communica- 
tion skills, ability to handle people, and telephone 
voice. Telephone voice would probably be the top pri- 
ority if the position were for a receptionist with 
appointing responsibilities. If preparing reports were 
part of this same job, specific skills in typing or using a 
word processor would be critical. Minimum hiring 
standards should be part of planning. In busy offices 
that need a person to assume specific duties with mini- 
mum training, experience might be essential. A person 
with the right education and training usually will be an 
efficient and enthusiastic employee much sooner than 
someone trained on the job. The meeting of these stan- 
dards will depend on the applicant pool, wage level, 
and competition for people with similar skills from 
other industries. People who are working as optometric 
technicians and who have formal academic training 
only account for 18% of the individuals filling these 
positions. 

In a survey commissioned by Bayer Corporation, in 
cooperation with the National Science Foundation, 
the newest employees in America’s workforce and their 
managers were asked to define the special skills needed 
to manage continuing change in the workplace. Both 
managers and employees agreed that the key skills were 
being able to solve unforeseen problems on the job (as 
opposed to referring unforeseen problems to others), 
adapting to changes in the work environment 
(as opposed to coping with a stable work environ- 
ment), and doing their best work as a team (as opposed 
to doing their best work independent of others). 

Organization 

Organization is the management function of relating 
people, tasks (or activities), and resources to each 

other so that the practice can accomplish its objec- 
tives. Plans are carried out through the organizing 
process. Table 21-1 is an example of one organization 
model for optometric personnel. 



In most optometric offices, staff persons will be 
needed to perform the functions of receptionist, 
ophthalmic technician, frame stylist, word processor, 
and office manager (see Table 21-1, top). There are 
optometric practices in which all of these functions 
are performed by one or two staff members and also 
by the optometrist. In larger group optometric prac- 
tices, one or more staff members may be designated 
to one particular function, and there might be added 
areas of responsibility. For instance, ophthalmic 
assistants or optometric technicians could perform 
pretesting procedures, another staff member might 
perform all the insurance billings, and so forth. The 
organizational chart needs to describe the specific 
areas of responsibility for each position. For exam- 
ple, in Table 21-1 the “primary patient needs” of the 
receptionist is to answer the phone, make and con- 
firm appointments, prepare patient files, and manage 
related duties. 

Personality traits also should be considered. In 
Table 21-1, the “qualities” that are required to perform 
the “primary patient needs” are listed. For example, for 
a receptionist to perform “primary patient needs,” he 
or she would need “qualities” associated with perform- 
ing those tasks—such as being friendly, pleasant, polite, 
consistent, and patient with people. 

Another consideration is the secondary skills 
required for a position. In Table 21-1 “secondary 
patient needs” and “management skills” required by 
the receptionist, ophthalmic technician, and office 

manager are described. Under “qualities,” some of the 
personality traits required to perform those specific 
tasks are listed. 

Whether it is a first or a subsequent employee that 
is being selected, a careful assessment should be made 
of the prospective employee’s strengths and personal- 
ity traits to determine the person’s suitability for the 
position. It has often been said, “One can teach skills, 
but it is difficult to change a personality.” Inappro- 
priate matching of personality traits and staff posi- 
tions will lead to stress, conflicts, high turnover rate, 

and a detrimental influence on the overall growth of 
the practice. Patients will be quick to notice changes 
and conflicts within the practice, and, although they 
will return to the office for optometric care, their 
enthusiasm to refer other patients to the practice will 

diminish. 
When choosing the positions to fill in an office, 

careful consideration should be give to the titles used. 

For example, a receptionist is one of the most crucial 

employees in any optometric office; it is estimated that 

a receptionist will communicate with the patient four 
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times more often than the doctor will. However, 

“receptionist” is often considered the position with the 
least status, and the job is commonly assigned small 
tasks that do not add significant value to the practice. 
The purpose or mission of a receptionist should be to 
provide a caring and competent atmosphere for 
patients, and too many responsibilities can detract 
from this primary duty. In fact, a busy receptionist may 
be so hurried trying to process patients that this pur- 
pose is forgotten. Although a receptionist can process 
about $30,000 per month, attempts to see more 

patients will result in increased accounts receivable, 

but also insurance claims processing delays, and poor 
recall of patients. So the purpose of the job and the 
title must be considered together. 

Rather than receptionist, a more appropriate title 
might be patient manager, appointment secretary, 
front-desk coordinator, or patient relations coordina- 
tor. The title selected should be the one that best fits 
the responsibilities of the position and that adds value 
to the practice. These responsibilities may include 
those of hostess, time manager, accountant, finance 

manager, follow-up evaluator, and marketing manager. 
It is estimated that a good front-desk person normally 
earns up to seven times that person’s salary in 
increased production if trained properly. 

Through the years, three basic types of staff organi- 
zations have developed in the practice of optometry. 
They are referred to as type I, type II, and type III. 

Type I Staff Organization 

Type I is referred to as the “family” staff organization. 
It is composed of a solo practitioner and one full- 
time staff person, who performs most of the staff 
functions. The optometrist also helps in the dispens- 
ing and adjusting of glasses. In addition, there can be 
a part-time staff person, and the spouse of the 
optometrist is usually part of the office staff. The 
full-time staff person has been in the practice for 
many years and is an excellent employee but is not 
necessarily a “team player.” The outstanding charac- 

teristic of this practice for the staff member is the 
closeness, friendship, and loyalties between the 

employer and the employee. If there are personal 
problems or tragedies, the support systems function 
just like those of a family. The staff wages and bene- 
fits might be less than that in other offices. The over- 
all office efficiency and organization are not the 
strengths of this type of practice. The gross income of 
this type of practice does not change significantly 

over the years. In the type I practice there 1s a strong 
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Table 21-1 Organizational Model for Optometric Personnel 

RECEPTIONIST 

Answer phone 

Make/confirm 
appointments 

Prepare patient files 

Greet patients 

Record charges 

Deposit money and 

contact lenses 

Bill patients 

Primary 

Patient 

Needs 

Qualities Friendly 

Pleasant 

Polite 

Consistent 

Patient 

Courteous 

Bill insurance 

Record insurance 

payment 

Recall patient 

File charts 

Restock office supplies 

Secondary 

Patient 

Needs 

Qualities Organized 

Efficient 

Management 

Skills 

Manage and control 

accounts receivables 

Decisive 

Direct 

Relentless 

“Respectable vs. 

likable” 

Qualities 

FRAME STYLIST 

Select frames 

OPHTHALMIC TECHNICIAN 

Order prescription 

contact lenses 

Verify prescription 

contact lenses 

Deliver prescription 

contact lenses 

Able to verbally instruct Fashion and. 

Mechanically color sensible 

inclined Patient 
Patient Perceptive 

Skilled in time Detail oriented 

management Sensitive 

Repair and adjust 

prescriptions 

Train patients in contact 

lens wear 

Methodical 

Log and monitor 

prescriptions 

Restock contact lenses 

Restock contact lens 

solutions 

Resourceful 

Creative 

Organized 

Judicious 

TYPIST 

Type 

Organized 

Efficient 

OFFICE MANAGER 

Supervise 

Purchase frames 

Pay taxes and 

bills 

Reconcile bank 

accounts 

Resolve aging 

accounts 

receivable 

Maintain book- 

keeping and 

accounting 

Organized 

Respected 

Supportive of 

sharing goals 

Administrant 

Managemental 

Stable, 

consistent 
————— ee  CROSS-TRAIN LN GT 



resistance to changes in staff organization and to the 
incorporation of changes in examination procedures. 
Because of the inflexibility of the type I practice, 
there is little acquisition and use of modern instru- 
mentation or equipment. 

Type II Staff Organization 

The type IJ practice is referred to as the “saturated” prac- 
tice. There usually is a solo practitioner and an associ- 
ate optometrist, who works several days at the practice. 
The staff organization, staff salaries, and benefits are at 

higher levels than those of the type I practice. There are 
often three full-time and permanent staff members (or 
the part-time equivalent of three full-time staff mem- 
bers), and staff functions are divided among the three 
staff members, each having a primary area of responsi- 
bility. The staff members are excellent “team players,” 
with one staff person extremely strong and paises as 
the “leader.” 

The outstanding characteristics of the type II office 
is the efficiency of the office and the harmony. The 
office continues to grow and develop, and the instru- 
mentation and equipment are usually updated. 
However, in general, the support systems, friendship, 

and closeness do not compare with that in the type I 
practice. 

Type ILI Staff Organization 

The type III practice, referred to as “the group,” repre- 
sents only a minority of optometric practices. There 

are at least three or more partners. The staff organiza- 
tion, salaries, and benefits are at the highest level of 

optometric practices. However, because of the large 

volume of patients and the use of many staff members, 
there is limited time in which to cultivate the friend- 
ship, loyalties, and closeness found in the type I (and, 
to a lesser degree, in type II) practice. 
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Matrix Organization 

Another method of organization is the matrix system, 
used by Williams Marketing, Inc. Matrix organiza- 
tion 1s a way to build a team approach to patient care. 
All staff members have specific, designated responsi- 
bilities, and every person’s name and _ particular 
responsibility is defined so that everyone in the org- 
anization, including new personnel, knows exactly 
where to go with specific questions. Responsibility 
for tasks is assigned according to the most logical 
individual, which means that the chief executive (doc- 
tor) can delegate tasks effectively, without fear of 
them getting “lost in the shuffle.” This allows the doc- 
tor to focus more on patient care. Matrix manage- 
ment requires communication rather than authority. 
Staff members must support and help one another 
rather than work separately. This creates a cohesive 
team approach because everyone contributes. 

Functions are divided into three management cen- 
ters (front desk, clinic, dispensary), which are run 

by managers (Figure 21-1). Although management cen- 
ters are separated within the matrix, the matrix inter- 
locks staff members outside particular management 
centers by designating directors for five business func- 
tions (marketing, sales, patient care, finance, and qual- 

ity control) and applying these functions to all three 
management centers. Isolation of employees is conse- 
quently eliminated. Because each individual in the 
management centers is assigned responsibilities, some- 
one is immediately accountable for all functions. 

Because everyone contributes, there is cohesion and a 

shared sense of value. 
In small practices the same person may serve as 

the manager of certain management centers and the 
director of certain functions. For example, the dispen- 
sary manager also may be the designated director of 
marketing and quality control. The chief executive 
(doctor) also may be the clinic manager and patient 
care director. The key to a matrix system is to ensure 

Chief Executive 

| Marketing Sales Patient Care Finance a Control 

Front Desk 
— 

Clinic is 

Dispensary a ale 

Figure 21-1 Matrix organization. (Courtesy Williams Marketing, Lincoln, Neb. Reprinted with permission.) 
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that the responsibility for duties falling under each 
management center and business function is specifi- 
cally assigned. 

Developing an Office Manual for 
Employees 

After a thorough evaluation of the staff needs has been 
performed and the appropriate organization has been 
determined, it is mandatory that an office policy man- 
ual be written. If the office does not have a manual, the 

time should be taken to develop one. Even if a solo 
practice is started “cold,” it should have a manual. The 
employment policy manual should include several 
basic topics (Box 21-1). 

The AOA (and individual authors) have published 
guidebooks that go through each step of manual devel- 
opment. These sources should be consulted before 
attempting to draft a manual for a specific office. 

Box 21-1 Topics to be Included in 
an Office Manual 

Philosophy of care and of the office 

Employee classification 

Full-time, part-time, probationary 

Equal opportunity statement 

Policy of nondiscrimination : 

Duties and responsibilities of employees: staff functions 

Employee conduct 

May include such issues as personal conduct, dress code, 

personal calls, personal visitors, punctuality, smoking, 

eating, drinking, chewing gum, grooming and attire 

Working hours 

Vacations, holidays, and leaves of absence 

May include such issues as paid vacations, holidays, sick 

leave or absence, emergency leave, leaves without pay 

Payroll and employee benefits 

Safety 

Confidentiality 

May include provision that “violation of patient confi- 

dentiality" will be grounds for immediate dismissal 

Performance and salary review 

Patient complaints 

Termination 

Voluntary, mutual, and involuntary 

Jury duty 

Bereavement leave 

Designation of the Personnel 
Administrator 

One of the significant advantages of a group practice is 
that one of the partners can be responsible for the man- 
agement of the staff. Often this position merits special 
compensation because of the time commitment, 
stress, and pressure. In some practices, this administra- 
tor might give a performance review and evaluation for 
each staff member every 6 months, or at least once a 
year. During this review the administrator discusses the 
job description with the employee and measures per- 
formance against expectation, develops with the 
employee a plan for improvement, and provides feed- 
back on employee strengths and weaknesses. 

The personnel administrator also listens to staff 
complaints about the practitioners and the office. 
These complaints are then transmitted to the practi- 
tioners, who meet weekly to discuss issues as they 
occur. There also should be a staff meeting at least once 
a month. If it is at noon, a catered lunch could be 

served since the staff members are giving up their lunch 
time for an office meeting. The chair of each meeting is 
rotated among the staff. The administrator also deter- 
mines staff vacation time for the calendar year and 
monitors sick and bereavement leaves and similar peri- 
ods of absence. 

Other models of an office hierarchy might have an 
office manager or personnel administrator who is not 
an optometrist. These administrators operate in a man- 
ner that is very similar to the process previously 
described, reporting frequently to the optometrist 
responsible for this part of the practice. 

Many offices use front office coordinators or senior 
technicians as administrators to establish some vertical 
management. Whenever there is more than one 
employee, it is necessary to establish who is responsi- 
ble to whom. Job classifications identify individual 
responsibilities, but there must be someone in the 
practice to see that these responsibilities are fulfilled on 
a day-to-day basis. The structure of any vertical man- 
agement should be included in the practice manual or 
employee handbook. 

Job Analysis 

Once an organizational structure has been chosen, a 
job analysis must be performed to determine the spe- 
cific responsibilities and tasks to be assigned to each 
staff member. Job analysis in some settings is no longer 
considered optional, rather being required in light of 
recent legal rulings that protect employee rights. These 



rulings indicate that a job analysis should provide the 
following: 

* A thorough, clear, well-written, specific job 

description 

* An indication of how often specific task behaviors 
should be evaluated 

* An accurate evaluation of the job specifications, as 
provided by the U.S. Employment Service and U.S. 
Office of Personnel Management. 

Legal considerations also affect the selection process 
when hiring new staff members. 

Legal Considerations of the Selection 
of Staff Members 

Employer-employee relationships, even in small opto- 
metric practices, are affected by a variety of both federal 
and state laws. Although some laws limit their applica- 
tion to employers having a minimum of 15 to 20 
employees, others are more broadly applicable. The leg- 
islation therefore is applicable to most optometric prac- 
tices. Because of their complexity, it is important to 
have competent legal counsel in dealing with these 
laws. 

The Fair Labor Standards Act (FLSA) establishes 
minimum wage, overtime pay, recordkeeping, and 
child labor standards affecting more than 80 million 
full- and part-time workers in the private sector and in 
federal, state, and local governments. : 

The Wage and Hour Division (Wage-Hour) admin- 
isters and enforces FLSA with respect to private em- 
ployment; state and local government employment; 
and federal employees of the Library of Congress, U.S. 
Postal Service, Postal Rate Commission, and the Ten- 

nessee Valley Authority. For example, the Office of 
Personnel Management is responsible for enforcement 
with regard to all other federal employees. 

Special rules apply to state and local government 
employment involving fire protection and law enforce- 
ment activities, volunteer services, and compensatory 
time off in lieu of cash overtime pay. 

As of 2002, covered nonexempt workers have 
been entitled to a minimum wage of not less than 

$5.15 an hour. Overtime pay at a rate of not less than 
one and one-half times the regular rate of pay is 
required for each hour worked over 40 hours per 
week. Wages required by FLSA are due on the regular 
payday for the pay period covered. Deductions made 
from wages for items such as cash or merchandise 
shortages, employer-required uniforms, and tools of 
the trade are not legal to the extent that they reduce 

the wages of employees below the minimum rate 
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required by FLSA or reduce the amount of overtime 
pay due under FLSA. 

Even though FLSA does set basic minimum wage 
and overtime pay standards and regulates the employ- 
ment of minors, there are a number of employment 
practices that FLSA does not regulate. For example, 
FLSA does not require the following: 
* Vacation, holiday, severance, or sick pay 
* Meal or rest periods 
* Premium pay for weekend or holiday work 
* Pay raises or fringe benefits 
* A discharge notice, reason for discharge, or 

immediate payment of final wages to terminated 
employees 

Also, FLSA does not limit the number of hours in a 

day or days in a week an employee can be required or 
scheduled to work, if the employee is at least 16 years 
old. These matters are for agreement between the 
employer and the employees, or their authorized 
representatives. Under certain conditions, employers 
can pay a training wage of at least 85% of the mini- 
mum wage for up to 90 days to employees younger 
than 20. In addition to these issues, there are other 

conditions and exemptions in FLSA that should be 
considered. 

The FLSA child labor provisions are designed to 
protect the educational opportunities of minors and 
prohibit their employment under conditions or in jobs 
that are detrimental to their health or well-being. These 
provisions include restrictions on hours of work for 
minors younger than 16. 

The FLSA requires employers to keep records on 
wages, hours, and other items, as specified in Depart- 
ment of Labor recordkeeping regulations. Most of the 

information is of the kind generally maintained by 
employers in ordinary business practice and in compli- 
ance with other laws and regulations. The records do 
not have to be kept in any particular form, and time 
clocks need not be used. 

The Civil Rights Act of 1964 and related amend- 
ments and executive orders prohibit discrimination 
on the basis of race, color, religion, sex, national ori- 

gin, marital status, physical disabilities, military 
discharge, and arrest record. This legislation applies— 
and many state laws apply—to all employment 
practices, including hiring, firing, promotion, com- 
pensation, and other conditions of employment. A 
separate act, the Age Discrimination in Employment 
Act of 1967, and related amendments require 
employers to treat applicants and employees equally, 
regardless of age. Sexual harassment in the workplace 
also has become a highly sensitive issue in recent 
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years, requiring employers to maintain a proper work 
environment. 

Selection Process 

One of the most frustrating aspects of private practice 
is personnel turnover. The finding, keeping, and train- 
ing of personnel are part of an ongoing project and 
problem for most offices. Outstanding employees 
might leave to move out of state, get married, to have a 

child, or take other employment. Whatever the reason, 
the replacement of an employee should be regarded as 
an opportunity. A new face can bring a fresh attitude 
and ideas. Too often, practitioners keep employees 
who are chronically late, sloppy in their work, and 
snippy with patients, out of fear that they will not be 
able to find an adequate replacement. There are five 
basic steps that should be adhered to in the selection 
process: finding sources of competent applicants, 
screening applicants, setting up interviews, asking rele- 
vant questions during interviews, and checking appli- 
cant references. 

Step 1. Sources For Applicants 

There are several resources that can be used to search 
for employees, including employment agencies, tech- 
nicians’ schools, friends, patients, newspaper advertise- 
ments, optical companies, retail sales representatives, 
current patients, local churches, college placement 
services, Web sites, and employee-leasing agencies 
(which will frequently pre-screen candidates in re- 
sponse to specific needs). : 

Employment Agencies. Employees obtained from 
an agency come with a price. It is customary to pay the 
agency a fee of 1% for every $1000 of the employee’s 
first-year salary. (This offsets the agency’s costs for the 
advertising and screening of applicants.) If the practice 
is a small office, an agency may offer a discount. There 
usually is a 30-day trial period during which money is 
refunded if the employer or the employee is dissatis- 
fied. If there is a problem within the first 90 days, the 
employment agency usually will guarantee to provide a 
replacement. 

Optometric Technicians’ Schools. Technicians who 
graduate from these schools have good background 
knowledge and some clinical training but are limited in 
number. A recent AOA survey reported that only 18% 
of employed optometric technicians had received 
formal training. 

Friends. This source of employees has to be man- 
aged wisely. Hiring friends to work in an office can be a 
delicate situation. It can be difficult to introduce a 
business attitude into a relationship that has been built 

on an equal basis. 

Patients. Satisfied patients make wonderful, enthu- 
siastic staffers. They talk from personal experience 
about an office’s good service and can be a great asset 
in promoting the office. Before a patient is hired, how- 
ever, it should be determined that the patient possesses 
the required skills or is trainable. 

Newspaper Classified Advertisements. There are 

several ways in which a newspaper advertisement can 
be used to attract applicants. One technique is to list a 
post office box number and request that applicants 
submit résumés; another is to list a private telephone 
number for applicants to contact for information on 
submitting their résumés. This technique can decrease 
the number of applicants because many employees 
applying for general office work or optical work do not 
have résumés. An alternative technique would be to 
ask for a letter of application rather than a résumé. The 
key to attracting applicants is writing an advertisement 
that makes the position or office sound exciting. 
People read into advertisements what they want, and 
generally what they want is excitement, fun, and a chal- 
lenge. 

Optical Companies. Super-opticals and chain loca- 
tions usually are open 6 to 7 days a week, 12 hours a 
day. Many talented and experienced employees are not 
interested in working such an extensive work week. 
These individuals might even be willing to accept a 

decrease in salary for the more convenient hours of a 
private practice. 

Sales Representatives in Optical Industry. 

Ophthalmic sales representatives are in a different 
office every day. They hear firsthand from employees if 
they are unhappy or are interested in moving for one 
reason or another. They can be very helpful in spread- 
ing the news that the practice is in the market for a new 
assistant. 

Cosmetic or Jewelry Sales Representatives. Retail 

sales people in clothing, cosmetics, and jewelry have 
the personality and sales ability that adapts easily ‘to 
the optical area. Many times, when hiring an experi- 
enced frame stylist, one also hires the stylist’s old 
habits, such as prejudging a patient’s spending ability. 



Someone who knows how to provide a fresh attitude 
can bring a fresh approach as well. 

Employee-Leasing Agencies. These companies 
interview, hire, and pay employees, saving the hassle 
that comes with frequent personnel turnover, the cost 
of benefits, and inconvenience of paying employment 
taxes. A fee must be paid to the agency, however, for 
the services and personnel obtained from the agency. 

Web Sites. The Internet has changed the way infor- 
mation is obtained and exchanged. Many professional 
associations, optical companies, and employee agen- 
cies list employment opportunities on their Web sites. 

Step 2. Screening Applicants 

Screening applicants over the telephone is a crucial 
step in the hiring process. The interviewer should have 

a legal-size pad of paper by the phone, to note the 
applicant’s name and the interviewer’s first impres- 
sions. The sound and tone of the applicant’s voice are 
important impressions. Is the voice harsh, the rate of 
speech too quick, or the tone of conversation false? 

The “telephone personality” of the applicant also 
should be assessed. Close attention should be paid to 
the ease of conversation, the use of grammar, and any 
accent or dialect that is difficult to understand. During 
the telephone screening process, it is essential to stay 
in control of the conversation. The applicant’s name 
and phone number should be obtained for future 
reference. (If the caller is not willing to provide this 
information, the conversation should be politely 
concluded.) 

The caller usually will ask for a job description and 
the salary being offered. To stay in control, the inter- 
viewer should immediately ask the caller, “What are 
you doing presently?” This question will provide infor- 
mation about the caller’s employment situation, such 
as whether the caller is unemployed and for how long 
that has been the situation. If the caller is working, the 
interviewer can find out where the caller is employed, 
what the caller’s skills are, and the salary range 

expected. 

Step 3. First Interview 

The first interview should be handled by a senior 
employee. The office administrator should have appli- 
cants fill out an employment application. After all 

applications have been collected, the administrator 

can narrow the applicant field so that the practitioner 
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only has to interview the best two or three prospects. 
Filling out an employment application provides not 
only pertinent facts about the applicants but also 
allows the applicant’s handwriting and spelling skills to 
be analyzed. 

One of the goals of a first interview is to size up the 
personal appearance of the interviewee. The cleanli- 
ness and neatness of the applicant’s clothes and hair 
should be noted. A professional image is desired, and 
the person should be evaluated on that basis. The 
demeanor of the person also should be considered. 
The handshake can provide an indication of the per- 
son’s personality, as can eye contact and the person’s 
posture. Although the professional image of a person is 
composed of many factors, from a legal and an ethical 
standpoint the person’s race, religion, sex, and age 

should not be considered. If the candidate volunteers 
any of this information, that is OK, but the topic 
should not be discussed at length. 

To determine the questions that can be asked of a 
job applicant, the state employment department, the 
local Chamber of Commerce, professional organiza- 
tions (such as the AOA), or the Equal Employment 
Opportunity Commission (EEOC) can be consulted. 
(The EEOC has a Web site at www.ecoc.gov that con- 
tains helpful information.) The same general ques- 
tions should be asked of each applicant, and 
applicants should be managed similarly during the 
interview. Documentation should be as thorough as 
time permits. If an applicant is rejected, the decision 
should be based on objective standards only and doc- 
umented accordingly. Personal comments about 
applicants should be avoided. 

The interviewer should have prepared questions to 
ask. At the conclusion of questioning, the interviewer 
should ask whether the interviewee has any questions. 

Step 4. Questioning the Applicant 

There are a number of questions that are regularly 
asked during job interviews (Box 21-2). Often, the most 
important question to ask a prospective employee is, 
“What do you like to do best?” This question is asked 
to establish whether the interviewee’s expectations and 
needs match the job description. 

No matter what position a person is hired for, an 
employee will always gravitate toward the skills he or 
she enjoys most. A person can be hired as a reception- 
ist, with duties of appointment making, collections, 
and recall, but if the person enjoys performing 
computer work, he or she will find ways to work at the 
computer, avoiding important job responsibilities. 
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Box 21-2 Fifteen of the Most Frequently 
Asked Interview Questions 

* Tell me about yourself. 

* Why are you interested in working for this company? 

* Why do you want to leave your job? 

* Why have you chosen this particular field? 

¢ Why should we hire you? 

¢ What are your long-range goals? 

* What is your greatest strength? 

* What is your greatest weakness? 

* What is your current salary? 

* What is important to you in a job? 
* What do you do in your spare time? 

* Which feature of the job interests you least? 

* How do others describe you? 

* What are your plans for continued study? 

* Tell me about your schooling. 

Thus it is best to determine beforehand whether the 
prospective employee’s interests and the responsibilities 
of the position are well matched. Some doctors use psy- 
chological testing to learn more about applicants. There 
are commercially available tests that can be purchased 
for job applicants used to assess intelligence, aptitude, 
personality, interpersonal skills, and interests. For exam- 

ple, Schoer Medical Marketing Solutions sells tests to 
determine applicants’ strengths, weaknesses, and atti- 
tudes. This company also offers a human resource guide 
that includes a new employee interview form, interview 
outline, technician interview form, applicant reference 
form, employment agreement form, employee review 
form, and an exit interview form. 

Step 5. Checking References by Phone 

After reviewing the applications and the results of the 
interviews and selecting the two best candidates, the ref- 
erences of these candidates should be evaluated over 
the telephone. If the applicant works (or worked) for a 
large employer, someone in authority should be ques- 
tioned to verify the applicant’s work history and estab- 
lish that the person is right for the job (Figure 21-2). 

There are a number of questions that can be asked. 
The first question, however, should be, “Is the 

employee punctual?” This question provides an indica- 
tion of the responsibility and dependability of the per- 
son. The last question should be, “Would you rehire 
this employee?” This question allows for a “no” 

Suggested Reference Checklist 

1. Applicant's name 

Date of reference check 

2. Reference contacted 

3: Employment dates to 

4. Salary history 

5. Type of responsibilities 

6. Attendance/punctuality 

7. Special skills 

8. Reason for leaving 

9. Notice given 

10. Severance pay given 

11. Unemployment compensation 

12. Is the applicant qualified for rehire? 

. Other comments 

Figure 21-2 Example reference checklist for job applicants. 

(Courtesy American Optometric Association, St. Louis. Reprinted 

with permission.) 

response, while protecting the employer from possible 
legal entanglements. 

Hiring Enthusiastic Top Performers 

If staff members are enthusiastic, it is a way of saying, “I 
care.” According to Scott T. Gross, author of Positively 
Outrageous Service (New York, Mastermedia, Inc.), there 

are four key characteristics to look for: “can do,” “will 
do,” “feel good,” and “fit.” “Can do” refers to a person 
with the knowledge and ability needed to complete the 
required task. Employees obviously should have the 
ability to achieve, but lack of ability is rarely the cause of 
job failure. The problem more often is that “can do” is 
overemphasized, at the expense of other important 
traits such as “will do,” “feel good,” and “fit.” 

If an employee can do the job but for some reason 
will not do it, all the training and experience in the 
world are of no value. Typically, it is inferred that the 
person is unmotivated. But that may not be com- 
pletely accurate: the person just may not be motivated 
to do that particular job. Thus it is best to choose 
employees who can motivate themselves, want to 
achieve at a high level, and will do so without being 
prompted. Staff members who are energetic and will- 
ing to do the “something extra” that goes beyond 
expectations exhibit the “will do” trait that is found’in 
top-performing employees. 

The third trait to look for when building a staff is 
“feel good.” If conversation with the applicant results 



in a strong, positive intuitive message, that same mes- 
sage will likely be communicated to patients. People 
who can make a favorable impression in a short period 
are usually welcome additions to an office staff. 

Almost three of four individuals hired are chosen 
largely on the issue of “fit.” Businesses are not essen- 
tially different from professional sports teams. It makes 
good sense that every new member of the team should 
be evaluated in terms of the potential to add to per- 
formance. Sony Corporation uses a series of five inter- 
views to screen job applicants. The company looks for 
high achievers who earned an A or B grade average in 
school and who have a record of service in school or 
civic organizations. What is most interesting about the 
interview process is that Sony is less concerned with 
the content of the answers than with the conversa- 
tional style and manner of the applicant. A new 
employee can be trained in the technical aspects of the 
business a lot easier than the employee can be trained 
to “feel good” and “fit.” Some optometric offices have 
all employees interact with a prospective employee 
before the position is offered. Every employee must 
feel comfortable with the new prospect before he or 
she is added to the team. 

Offering Employment 

Once it has been decided that an applicant appears to 
suit the practice’s needs, no time should be wasted in 
offering the position. Good employees are hard to find 
and can have other job offers to consider. During the 
interview, some of the benefits of working for the prac- 
tice might have been discussed. During the job offer, it 
is necessary to negotiate the actual terms of the agree- 
ment, and—in so doing—to reach an agreement that fits 
the needs of both the practice and the new employee. 
The areas of concern in achieving this goal are prepar- 
ing for the negotiation, items open to negotiation, a 

written agreement stating expectations, and what was 

agreed to by the parties. 

Preparing for the Negotiation 

Many job offers today are made over the telephone. 
The applicant is called, the job is offered, and a starting 
salary is specified. This approach can be adequate if no 
further negotiation of the employment terms is 
required. In most situations, however, there are many 

points open to negotiation, and this can necessitate a 

face-to-face meeting. 
As in any negotiation situation, it is best to negoti- 

ate from a position of power, and that is most readily 

Chapter 21: Selecting an Office Staff 203 

achieved if the applicant comes to the office for the 
employment offer. In some situations, sitting behind a 
large desk might be preferred—to demonstrate a posi- 
tion of control. At other times, it can be better to be 

seated without anything between the two parties or to 
be seated next to one another. One of the considera- 
tions for choosing the setting is the employer’s per- 
sonal management style. 

The terms of negotiation are based on how badly 
the practice wants or needs the potential employee. 
Employers should keep in mind that employees can be 
responsible for as much as two thirds of the gross 
income of a practice and that they can make or break a 
practice. Thus, it might be necessary to make numer- 
ous concessions for the right applicant. On the other 
hand, there are reasonable limits to any negotiation. 
The employer should determine and write down, 
before the negotiation, these bargaining limits. In so 
doing, specific limits should be decided for each of the 
following negotiable points: 
* Responsibilities 
* Hours 

* Days 

* Salary 
* Education benefits 
* Medical insurance 
* Sick pay 
* Vacation pay 

* Personal time off 
* Purchase of optical supplies 
* Purchase of the practitioner’s services 
* Paid holidays 
* Retirement plan 
* Bonuses 
Usually salary is the key item of interest to the new 
employee, particularly if the employee is young. If the 
employee has a family, medical insurance coverage might 
be more important. An older, single employee might be 
interested in retirement benefits. Employees older than 
65 could be concerned with keeping their income lower 
because of Social Security benefits; they might prefer 
other forms of compensation, such as fringe benefits or 
personal time off. The employer should attempt to find 
out what compensation the prospective employee has 
decided is most important. Salary data for many occupa- 
tions are now posted conveniently on the Internet. 

Salary survey sites deliver data organized by job title, 
industry, level of experience, company size, city, and 

even zip code. The information is based on hundreds of 
compensation surveys performed by industry and trade 

groups nationwide. These data could have the power 
to change salary negotiations in optometry forever, 
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particularly when the salaries of receptionists, optomet- 
ric assistants, optometric technicians, dispensing opti- 
cians, laboratory opticians, office managers, and opto- 

metrists become widely listed. Current Internet res- 
ources include www.salary.com; www.careeryournal.com; 
and wwwyobstar.org. Other helpful Web sites include 
government sites provided by the U.S. Bureau of Labor 
Statistics, the California Employment Development 
Department, and the U.S. Census Bureau. 

When making the employment offer, it is often 
advantageous to have a written document that can be 
used to record the negotiations. 

Responsibilities 

A responsibilities survey can be used to discuss the expec- 
tations of both sides (Figure 21-3). This survey is 

intended to allow the prospective employee to evaluate— 
ona 1 to 5 scale (1 being the most desirable and 5 the 
least)—potential or prospective work assignments. Use of 
such a survey can give the employer additional insight 
into the type of person who is being hired. Later on, if 
conflicts arise over work responsibilities, the survey can 
be used to document proof of what was discussed. 

There will be a wide range of responses from the sur- 
vey. Some potential employees will mark nothing less 
than a “2”; they might want to give the impression that 
they are willing to work in all areas. Other applicants 
might mark several areas with a “5.” This response can 
indicate that the potential employee is inflexible and 
might not wish to change, or, perhaps he or she had 
some poor prior experiences; on the other hand, the 
response can indicate that the potential employee is 
straightforward and willing to communicate honestly. 

Areas of Responsibility 

Place 1 next to what you definitely wish to do and have done before. 

Place 2 next to what you would like to try but have never done before. 

Place 3 next to what you would do if asked. 

Place 4 next to what you don’t think you’d like to do but never tried. 

Place 5 next to what you definitely don’t want to do at this time. 

Areas of responsibility: 

_— Answering the telephone » 

__ Making appointments 

— Greeting patients 

— Distributing office information 

_— Performing hostess duties 

_— Seating patients in pretesting room 

_— Answering patient inquiries into services 

— Obtaining patient case histories 

— Administering preliminary testing 

_— Informing about office services and doctor’s 

qualifications 

_— Showing videotapes 

_— Seating patients in exam room 

— Instructing about contact lens handling 

_— Selecting frames 

_— Discussing options on lenses and additional pairs 

_ Writing up orders 

— Checking orders 

_— Dispensing 

Figure 21-3 Example employee responsibilities survey. 

_— Instructing about proper maintenance and 

adaptation for contact lenses 

— Explaining fee breakdown 

— Designing payment schedules 

— Writing up receipts and day sheet entries 

— Maintaining accounts receivable 

— Handling bank deposits 

.— Maintaining inventory 

— Restocking supplies 

— Maintaining instruments 

— Maintaining facilities 

_— Typing 

— Ordering office supplies 

— Assembling patient information packets 

— Maintaining public relations 

— Performing lab technician duties 

— Performing visual therapist duties 

— Performing low vision therapist duties 



The survey must be carefully reviewed by the 
employer. Does the completed survey of responsibili- 
ties fit the practice’s needs? Do the likes and dislikes 
complement other employees? If not, can the practice 
settle for less than perfect? At what cost? The com- 
pleted survey can affect the salary amount to be offered 
the prospective employee. 

Probation Period 

Since benefits do not begin until the probation period 
has passed, some potential employees might wish to 
have a shorter probation period. An offer of a lower 
initial salary in return for a shorter probation period 
might be acceptable to the potential employee. ‘ 

Hours 

The potential employee might prefer not to work past 
5 PM. If that is the case, a lower salary could be accept- 
able. On the other hand, if the practice requires late 
hours, the potential employee might feel that additional 
compensation is deserved. Is the practice willing to pay 
more? How much? How will this affect other benefits? 

Days 

The days of employment require a negotiation strategy 
similar to the one used for hours. Is the applicant will- 
ing to work on Saturdays? How will the potential 
employee’s attitude affect the salary offer? 

Salary 

Salary is the one item that will most likely be discussed 
when the potential employee first applied for the job. 
At that time a specific figure, or perhaps a salary range, 
would have been described. The employer must con- 
sider whether negotiations on other matters have 
altered the assessment of salary. Can a higher salary be 
traded for fewer fringe benefits? For example, the 
employer might be willing to pay a higher salary if the 
prospective employee agrees to work particular hours or 
on particular days or is willing to accept a limited num- 
ber of personal leave or vacation days. The presentation 
of the offer is important. The employer should make 
the potential employee feel that the practice is willing 
to bend to suit the employee’s needs. The employer 

also should stress the positive. The negotiation must 

stay, however, within the reasonable limits set. 

The employer must constantly ask himself or her- 

self, “How far am I willing to go to hire this person?” It 
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should be remembered that, if too much is paid, others 

in the office might be resentful and that there is an 
important need to keep everything in equilibrium. 

One way of offsetting a prospective employee’s dis- 
appointment at the salary offered is to provide a bonus 
program. Such a program will give the confident 

employee a boost. The bonus system allows the 
employee to be paid more after the employee has 
demonstrated improvement in skills and thereby 
improvement in worth to the practice. A bonus system 
is often tied to the probation period. For example, an 
employee hired to work in the dispensary might be 
given the following offer: “I can pay you $8 per hour 
for the first month while we are training you how to do 
frame selection and adjustments. When you have 
demonstrated your proficiency at this skill, we will 
raise your salary to $9 per hour and begin training you 
in pre-testing and lab work. Once you’ve mastered the 
pre-testing skills, your salary will be $9.50 an hour, and 
then $10 an hour at the time you can complete the lab 
work independently.” 

The employee might be willing to settle for dispens- 
ing at $8 an hour and have no interest in laboratory 
work or pre-testing. At other times, the new employee 
will spend extra time and effort learning the added 
skills to obtain a higher salary. In either case, the pay 
will be what was expected for the responsibilities 
performed. 

Employee development probably should not be 
open to negotiation. No matter who is hired, some 
time needs to be spent in integrating new employees 
into the office. An initial training period, con- 
tinuing education, office meetings, and office 
retreats offer opportunities to increase the efficiency 
of the employee. 

After all the negotiable points have been agreed on, 
they should be written down, and the new employee 
should be given a copy of the agreement. If everything 
has been presented properly, the practice now has 
someone who knows what responsibilities are 
expected, knows what can be expected as payment in 
return, and is eager to become a part of the team. 

An employee file must be initiated, which at this 
stage should include job application, curriculum vitae, 
interview notes, and any pertinent documents or 

agreements. 

Determining Compensation 

To develop and maintain an efficient, enthusiastic staff 
the practice must offer salaries equal to or slightly more 
than the current pay scale in the area for persons with 
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similar skills and responsibilities. The pay scale in the 
area can be determined by checking with other 
optometrists, health care providers, and businesses 
nearby. Positions with more responsibility or those 
that require special training will require a higher pay 
scale. 

Salaries should be evaluated at least once each year. 
If an employee is exceeding the responsibilities 
assigned and is an asset to practice growth, that initia- 
tive should be rewarded. Most optometrists pay on an 
hourly basis rather than providing a weekly salary. 
There will be occasions when staff members have to 
remain after normal hours to fulfill responsibilities to 
patients. Staff members should be compensated for 
this time, and an hourly rate is more equitable than 
providing equivalent time off or adjusting the weekly 
or monthly pay of a salaried person. Many offices 
schedule full-time employees fewer than 40 hours a 
week to allow for this fluctuation in daily hours, 

thereby avoiding the payment of time and a half for 
overtime. 

Fringe benefits usually are based on the practice 
location and size. Some offices pay bonuses, health 
insurance. premiums, contributions to pension plans, 

and similar benefits. Other employers might not find it 
necessary to offer these types of benefits to keep satis- 
factory employees. An employer can offer many forms 
of benefits, although federal laws do not require them 
to be provided. If an employer decides to offer bene- 
fits, the same benefits must be offered to other employ- 
ees that fall into the same employment category. 

Fringe benefits are often as important to employees 
as salary. Important benefits include various pension 
plans; medical, dental, and optical insurance; vacation, 

sick, and holiday pay; educational and travel allow- 
ances; maternal leave; uniforms; paid parking; child 

care; and various periodic incentive bonuses. These 
benefits should be planned and budgeted for and 
included in the employee handbook. 

Introducing New Staff to Patients 

Staff turnover can create a negative impression in 
almost any practice. Patients may wonder why a staff 
member they’ve come to know and like has left volun- 
tarily for another job. When turnover occurs repeat- 
edly, patients may believe that the practice is not a 
pleasant place to work or does not provide adequate 
wages for employees. When there is turnover, it is 
important to present the changes positively to patients. 
Rather than allow patients to encounter the new staff 
member by chance, a careful introduction should be 

orchestrated so that a favorable impression is con- 
veyed. One way of doing this is to have the staff mem- 
ber write a letter of introduction to patients. The new 
employee should stress his or her enthusiasm and qual- 
ifications and explain how being part of the practice 
will benefit patients. Or, the practitioner can provide 
the information, stressing the items that are most posi- 

tive to the practice. 
Another excellent approach is to write an article in 

the practice newsletter. The focus of the article would 
be how much of an asset the new person will be to the 
practice and the new and interesting things he or she 
will be doing. The new staff member also can be fea- 
tured in the reception area, on a bulletin board, or a 
movie-style display that patients can read. (A headline 
can be placed above the employee’s 8x10 inch black- 
and-white photograph that reads, “Now Playing in Our 
Office . . . .”) A newspaper ad also can be used to 
announce the addition of the new staff member. 

The employee should be coached for the introduc- 
tion to patients. Before the new employee meets even a 
single patient, he or she should memorize a list of facts 
about the practitioner and the practice. For example, at 
the very least, the new staff member should know the 
following: 
* Each doctor’s name, pronounced and spelled 

correctly 
How long each doctor has been in the practice and 
where he or she received professional training (also, 
one good thing about each doctor) 
Awards, honors, memberships, licenses, or special 

positions held by each doctor 
The practice’s address and phone number (and Web 
site address and e-mail address, if applicable) 
A lay explanation of what optometry is and a short 
statement of practice philosophy 
Directions to the office, including parking and 
public transportation information 
The hours the office is open 
Names and titles of all employees and an 
explanation of each person’s role 
The correct way to answer the phone 
Answers to patients’ most frequently asked 

questions—about the services that are offered, fees, 
appointment availability, and so forth. 

Other staff members can assist in the learning process 
by providing answers to these questions. If necessary, 
flashcards can be prepared to make learning easier for 
the new employee. Finally, the day will come when the 
new employee is introduced to his or her first patient. 
This is a moment that should not be allowed to go 
unnoticed. A photograph should be taken and an 



enlargement should be presented to the new employee 
with a degree of ceremony at the next staff meeting. 
Just like the “first dollar bill earned” that some busi- 
nesses frame and hang, the photograph will celebrate 
the beginning of employment, and—over the years— 
hopefully serve to remind the employee of how much 
he or she has grown professionally as a staff member. 

Conclusion 

Mistakes are made by everyone in hiring. Many 
optometrists would list employee management as the 
single largest headache faced by the private independ- 
ent practitioner. Determining reasonable terms, nego- 
tiating terms with the employee, and putting the ternis 
in writing will facilitate the integration of the new 
employee into the team. Time and attention to such a 
process can save many hours in the future, prevent dis- 
agreement, and result in a smooth running office. 
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Chapter Dy Py 

Selecting and Using an Optical 
Laboratory 

Craig Bowen 

It has long been an axiom of mine that the little things are infinitely the most important. 

Sir Arthur Conan Doyle The Adventures of Sherlock Holmes 

Ithough most optometrists have accounts with 

many laboratories and frame companies, in the 
majority of practices, one source is used for more than 
half of the laboratory work. There are several factors that 
lead to the selection of a primary laboratory, including 
communication with sales representatives and labora- 
tory managers; sources of frames; availability, service, 

and quality in obtaining frames; turn-around time; 
insurance provider status; inventory control of frames; 

quality lens control; laboratory service; pricing of mate- 
rials; laboratory policies and the facility to expedite lab- 
oratory work and materials. These topics constitute the 
subject matter of this chapter. 

Meeting with Optical Sales 
Representatives 

Whether starting or buying a practice, it is necessary to 
establish a board of advisors: attorney, accountant, 

banker, financial advisor, and similar individuals with 

technical expertise. Another important advisor will be 
a trusted representative of the ophthalmic industry. To 
a considerable degree, financial success in practice will 
depend on that tangible aspect of the optometry prod- 
uct, the glasses dispensed. Approximately one third of 
the revenues generated in an optometric practice are 
used directly for the payment of ophthalmic materials. 

Experienced laboratory representatives are familiar 

with the ophthalmic marketplace and can be used for 
advice on subjects as diverse as the tentative location of 

a practice, the demographics of eye care providers in an 
area, how to design and furnish a dispensing area, and 
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how to budget for an initial frame inventory. It is a rep- 
resentative’s business to know the current trends in the 
eyewear field and what has been successfully received 
by the public. 

Once a relationship with a representative has been 
established, the representative becomes a source for 
the practice’s eyewear. He or she will bring to the office 
products that the practitioner has seen advertised in 
journals or new products. These representatives also 
become the individuals who must be contacted regard- 
ing quality of work, laboratory services, and cost of 
materials. As a practice grows, representatives can pro- 
vide an important service by educating staff members 
on the advantages of specific lenses and frames to 
patients. Many laboratories and suppliers will offer in- 
office, after-hours seminars to teach staff members how 

to present specific ophthalmic products to patients. 

Sources of Spectacle Frames 

Until the late 1960s, most spectacle frames were sold 
through wholesale distributors or optical laborato- 
ries. These companies were referred to as “full-service 
laboratories” and usually supplied frames from an in- 
house frame inventory while providing lenses and 
lens services from their surfacing and finishing labo- 
ratory. In addition, these companies usually sold full 
lines of ophthalmic equipment. During this era it was 
possible to deal with one optical laboratory. If all the 
frames in a practitioner’s dispensary were from the 
same company that provided the lenses, orders for 
completed glasses could be phoned or mailed to the 



210 Business Aspects of Optometry 

laboratory. Logistically, there is still a sizable advan- 
tage to working this way, and laboratories that main- 
tain inventories of frames should be considered 
whenever they can satisfy the need for good service 
and price. Throughout the years, however, imported 
frames have become a bigger part of the ophthalmic 
market, and direct sales of frames by manufacturers 
have become very common. Many of these products 
are high-fashion frames or are provided to fill specific 
market niches. Imported frames have greatly 
expanded the frame market and also have changed 
the way frames are distributed. 

Companies selling imported frames have their own 
sales representatives, and these individuals call on pri- 
vate practitioners for orders just as they call on national 
chains. These companies bill practitioners directly and 
often offer discounts on quantity orders or provide 
contracts to use a specific number of frames per 
month, quarter, or year. Most optometrists work with a 
number of these direct sales manufacturers so that a 
wide variety of eyewear can be offered to patients; the 
number of representatives usually is limited to three to 
four individuals. Such an arrangement increases the 
opportunity for greater volume discounts and de- 
creases the time spent reviewing products. 

Because of the financial advantages of ordering 
ophthalmic materials and contact lenses in large 
quantities, private practitioners have formed “buying 
groups.” Originally these groups consisted of opto- 
metrists, opticians, or both who pooled their buying 
ability to negotiate with suppliers for the purchase of 
materials at discounted prices that approximated 
those being offered to national chains or very large 
practices. These buying groups have been quite suc- 
cessful, and some have expanded to regional size; a 
few have even been able to distribute their services 
nationally. Some are associated with optometric man- 
agement consulting firms or national franchisers of 
ophthalmic materials. A few of the larger, more pro- 
gressive “full-service” optical companies and labora- 
tories are now negotiating with direct frame distri- 
butors to have the frames shown and sold by com- 
pany representatives and billed at the lowest possible 
price to optometrists who order the frames through 
their laboratory. As single frames are needed for 
patients’ orders, they are sent and billed to the labora- 
tory, and the discounted cost, with a minimal han- 

dling charge, is passed on to the optometrist. The 
advantages of this process to optometrists are that the 

service is faster, there are fewer accounts to deal with, 

and frame materials can still be obtained at the lowest 
possible cost. 

Frame Quality, Service, and Price 

Quality, service, and price are three principal concerns 
when purchasing frames for a dispensary. Since frames 
vary considerably with regard to material, style, and 
features, quality is related to the suitability of the prod- 
uct for the specific type of patient for whom it 1s 
intended to serve. For example, a child’s frame used for 
a Medicaid patient would need to be more durable 
than a fashionable, rimless mounting because eyewear 
for Medicaid patients must typically last several years 
before it can be replaced. Since most frames are 
ordered to fill a patient’s immediate needs, service in 
getting frames promptly when ordered is critical to 
patient satisfaction. If frames can be sent directly from 
the frame board to the laboratory, production time is 
decreased; likewise, service to the patient is increased. 

Patients do not understand back orders, whether for 

initial orders, parts, or replacement frames. Most frame 
manufacturers provide a warranty for frames, with the 
minimum period being 1 year. The manufacturer’s pol- 
icy should be understood before putting a new frame 
in the dispensary. Availability of frames must be satis- 
factory both for the initial dispensing and for any 
follow-up services related to the frames. 

There is a difference in the way that frames are 
priced by manufacturers. It is necessary to monitor 
what is paid for frames on a total and a per-unit basis to 
maximize value to patients, maintain fees for materials 
at a competitive level, and still have the dispensary 
make a financial contribution to practice overhead and 
income. 

Inventory Control of Frames 

Demographics of the practice population will dictate 
the makeup of the frame inventory. To obtain demo- 
graphic data, both the current or projected patient base 
and the market area must be analyzed. Statistics on age, 
sex, and income provide a guide for the frame styles 
and price ranges that should be stocked. Optometrists 
(or their ophthalmic assistants) commonly make the 
mistake of purchasing products they like instead of 
what demographics tell them. Laboratory or frame rep- 
resentatives can help practitioners better understand 
the preferences and practices of a given patient popula- 
tion or practice area. This information and the antici- 
pated volume of frame sales should serve as guides to 
inventory control. 

It is necessary to have a plan for inventory control. 
The plan might be to achieve the goal of an inventory 
that turns over four times a year, an accepted industry 
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goal for a reasonable return on the investment made in 
this part of a practice. Therefore, if the practice dis- 
penses or plans to dispense 1200 frames a year, ideally 
the inventory should be held at 300 frames. This num- 
ber might be too low, however, to allow presentation of 

a satisfactory variety of styles to patients. It can be nec- 
essary to accept a three- or even two-times turnover 

rate until the patient load increases to reach this four- 
times turnover goal. Depending on where the practice 
is located, the competition from other ophthalmic 
providers, and the demographics of the practice, 400 to 
700 frames might be necessary. Considering all of these 
factors, the inventory plan should establish the total 
number of frames that is appropriate for the practice. 

Having established the inventory number, framés 
must further be divided by sex and age. If the total 
number of frames is to be 500 and 60% of the patients 
in the practice are female, 40% are male, and 15% 

require child-sized frames, frames should be stocked 
as follows: approximately 250 women’s frames, 
175 men’s frames, and 75 children’s frames. Approx- 
imately 60% of the frames should be in the “stable” 
category—frames that are basic to the market, have 
long-range stability, and consistent turnover. “Fads”— 
frames that are momentarily popular—should be 
monitored closely. These frames are often shown and 
recommended by frame representatives. They usually 
are demanded by some patients, but for an abbrevi- 
ated period. Fad frames can prove not to be popular 
in a particular practice, and therefore it is wise to 
inquire about return policies before purchasing them. 
The dispensary should offer some frames for sports 
and avocational use. These frames help to meet the 
various ophthalmic needs of the patient population, 
which is the primary goal of having a dispensary in 

the office. 
The selecting and purchasing of frames 1s often dele- 

gated to the person responsible for the fitting and dis- 
pensing of ophthalmic materials. Selecting and 
purchasing frames can be best performed when a plan 
is in place and the person assuming the responsibility 
understands the plan, the goals of the dispensary, and 
the need for inventory control. 

Most offices need an inventory log book or com- 
puter file to record the name or number of the frame, 
vendor, style, colors, sizes, price, and date received of 

all frames in stock. A log can be maintained on a rotary 
file and kept on or near the styling table. It allows the 

dispenser to have frame information at hand and also 

to determine which frame styles and types are being 

used most frequently. Computer files also may be used 

to maintain a frame stock inventory, but there must be 

a commitment by all staff members handling frames to 
keep the information up-to-date. The use of bar codes 
on frames also is used in some practices. This system 
works best when frames are being directly dispensed 
from existing coded stock. 

In the past, because the variety of frames, styles, 
and colors was often limited and the investment in 
frame “samples” was much less, many optometrists 
ordered all frames from the laboratory rather than 
using frames from inventory. Since changes in the 
“samples” were much less frequent, as these frames 
became shopworn they were disposed of, with the 
loss being considered just a cost of doing business. In 
today’s market, which requires a large number and 
variety of frames in most offices, if the frame selected 

by the patient is the proper size and color, it is usu- 
ally removed from the display and dispensed to the 
patient. Dispensing from stock not only eliminates 
the cost of worn-out samples but also allows for 
replacement with newer frames, thereby providing a 
better service to patients. In addition, there is never a 
delay in obtaining a frame in stock. When dispensing 
from stock, frames should be available to replace 
those being sold. This reserve of frames can be as lit- 
tle as 10% of the frame stock, if the plan is to alter- 
nate the frames being shown. Some offices will 
obtain more depth in stock, particularly in the “sta- 
ble” category, to replace frames removed for sale. 
There can be a cost advantage to buying some of 
these “stable” frames in quantity. If there is an in- 
office laboratory, a larger frame stock also can be 
required (see Chapter 23). 

To obtain an ongoing control of inventory, it is nec- 
essary to compare what has been purchased to what has 
been sold. This process requires periodic review of the 
records of frame orders and sales. A computer makes 
the task easier, but it will still be necessary to take the 
time to make the comparison and take corrective steps 

as needed. A yearly count of the frame inventory cer- 
tainly tells whether the buying plan has been followed, 
but the inventory can be out of control if not checked 

more frequently. Plans to stock inventory are based on 
dispensing patterns, which can and should be reviewed 
at least annually. The primary goal for the dispensing 
function of a practice is to meet the ophthalmic needs 
and wants of patients. The frames bought for this pur- 
pose are a critical part of providing total eye care and 

eyewear for patients. 
The following “purchasing tips” should be kept in 

mind when buying frames: 
* Practitioners should work only with vendors who 

will work with them. 
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* Practitioners should buy what sells rather than what 

they like. 
* Purchasers should stick to a buying plan rather than 
buy the plan of a sales representative. 

+ Although a buying plan should be consistent, it 
should be periodically reviewed to determine 
whether results (e.g., returns, cancelled orders) might 
require a revision. 

+ If revisions are required, an alternative plan should 
be devised, followed, and monitored. 

Supplying ophthalmic frames and lenses to patients is 
an important part of the optometric service. The use of 
quality materials and efficient laboratory service will 
help satisfy patients’ expectations. Careful pricing of 
materials will keep the practice competitive. 

Quality Control 

Standards for prescription dress eyewear have been 
promulgated by the American National Standards 
Institute (ANSI); impact resistance standards for dress 

lenses have been adopted by the U.S. Food and Drug 
Administration. Accepted lens tolerances can be found 
in ANSI Z 80.1-1999, the current version of the dress 

eyewear standards (Tables 22-1 through 22-4). 
To ensure the quality of lenses being dispensed, in- 

office lens (and frame) inspection and verification 

must be performed. The most important considera- 
tions are lens power and centering. Attention also 
should be given to surface lens defects and the edge 
finish. Lenses at the tolerance limit should be rejected 
if they could cause a problem for the patient. Lenses 
beyond the tolerance limit should be routinely 
rejected. Procedures for the return of rejected lenses 

should be discussed with the laboratory, which 
should be willing to correct defects promptly. With 
the state-of-the-art, high-tech equipment most labora- 
tories use to lay out and edge lenses, quality should 

not be a problem. If it is, another laboratory should 

be considered. 

Laboratory Service 

Patients expect a reasonable delivery time on their eye- 
wear. The time required for an individual order will 
depend on the efficiency of the laboratory fabricating 
the eyewear and the method of delivery to the office. 
Assuming the laboratory has a good lens blank inven- 
tory, all orders should be ready to deliver within 48 
hours. Lenses requiring special treatment or a coating 
that cannot be provided by the laboratory are the 

exception. 
Surveys of laboratories reveal that the most com- 

mon methods of delivery are United Parcel Service, the 
U.S. mail, overnight express, and the laboratory’s own 
delivery service. The best method for any one practice 
will depend on where the practice is located. Delivery 
of orders should be discussed with the laboratory rep- 
resentative, and the method providing the quickest 
and most consistent delivery time should be used. 
Alternative methods for “rush jobs” also should be 
explored. Considerable cost can be attached to the 
delivery of orders, and this cost will be passed on to 
the patient either directly or indirectly. This factor 
should be considered and discussed when meeting 
with a laboratory representative. 

Availability of frames is an important measure of 
service to patients. The inability of a laboratory to pro- 
vide frames on a timely basis can be measured by the 
number of “back orders” or the length of time needed 
to complete orders. Frame lines that cannot be 
obtained in a timely manner and laboratories that can- 
not deliver frames should be discontinued. Patients 
should not be shown the frames of suppliers who do 
not have a stock of frames adequate to service the 
account. 

Table 22-1 ANSI Z 80.1-1999 Tolerances for Single-Vision and Multifocal Lenses* 

TOLERANCE ON NOMINAL VALUE OF THE CYLINDER (B) 

MERIDIAN OF HIGHEST TOLERANCE ON 
ABSOLUTE POWER EACH MERIDIAN (A) 

0.00 up to 6.50 +0.13 D 
>6.50 +2% 

0.00 UP TO 2.00 D >2.00 TO 4.50 D >4.50D 

+0.13 D +0.15D +400 
+0.13D +0.15D +40 

4 

Modified from American National Standards Institute: Prescription Ophthalmic Lenses—Recommendations, ANSI Z80.1-1999. Available from the American 
National Standards Institute, 11 West 42nd Street, New York, NY 10036. Reprinted with permission. 
‘The distance refractive power imbalance between a pair of lenses in each meridian shall not exceed of the sum of the tolerances for each lens for that meridian. 
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Table 22-2 ANSI Z 80.1-1999 

Tolerances on the Direction 

of Cylinder Axis 

-— - 20.37 = ->0.75 
__ NOMINAL VALUE OF UPTO UPTO UPTO 
_ THECYLINDERPOWER 0.37D 0.75D 1.50D >1.50D 

Tolerance of the axis $77 45 43" 50" 

Modified from American National Standards Institute: Prescription Ophthalmic 
Lenses—Recommendations, ANSI Z80.1-1999. Available from the American 
National Standards Institute, 11 West 42nd Street, New York, NY 10036. 
Reprinted with permission. 

Comparing Prices for Frames 

Quality of materials and service from laboratories 
should be the most important factors in obtaining eye- 
wear for patients. However, price also is a considera- 
tion. There is competition between quality labora- 
tories, and there is often a difference in how they price 
their materials. 

Basic lens charges among laboratories are easy to 
compare because laboratories publish price lists. Add-on 
costs for certain lens powers, special base curves, over- 

size blanks, specific lens centering, prism, tints, coatings, 

and similar considerations are harder to compare. When 
these additional charges are added to the order by the 
laboratory, they must be passed on to the patient. Thus, 
the practitioner must know how much these charges are 
and when they apply because they must be built into the 
fee schedule used for patients. If two or more laborato- 
ries provide services, the practitioner should compare 

Table 22-3 ANSI Z 80.1-1999 
Tolerance on Addition 

Power for Multifocal and 

Progressive Addition 
Lenses 

NOMINAL VALUE OF 

ADDITION POWER 

Nominal value of the 

tolerance on the 

addition power 

UP TO 4.00 >4.00 

+0.12 D +0.18 D 

Modified from American National Standards Institute: Prescription Ophthalmic 
Lenses—Recommendations, ANSI Z80.1-1999. Available from the American 

National Standards Institute, 11 West 42nd Street, New York, NY 10036. 

Reprinted with permission. 

Table 22-4 ANSI Z 80.1-1999 

Tolerances on Prism 

Reference Point Location 
and Prismatic Power 

VERTICAL PRISMATIC POWER TOLERANCE (PRISM 

(PRISM DIOPTERS) DIOPTERS) 

0.00 up to 3.375 +0.33 

> or Over 3.375 Imm difference 

Modified from American National Standards Institute: Prescription Ophthalmic 
Lenses—Recommendations, ANSI Z80.1-1999. Available from the American 

National Standards Institute, 11 West 42nd Street, New York, NY 10036. 

Reprinted with permission. 

the invoices for similar prescriptions and determine the 
most reasonable fee for the services. 

It is standard practice for laboratories to award dis- 
counts to practitioners who pay their laboratory bills 
promptly. Many laboratories also offer different 
prices based on the volume of orders. These business 
practices encourage optometrists to use a single source 
for all laboratory work. These advantages always 
should be discussed and explored with laboratory 
sales representatives. 

Use of discounting techniques can make a big differ- 
ence in the pricing of ophthalmic materials and in the 
contribution of the sales of materials to practice 
income and profit. Ideally, an internal accounting sys- 
tem (e.g., computer program) should be able to iden- 
tify profit and cost centers in the practice. Comparing 
the cost for materials in the practice to average costs for 
the profession is one method of evaluating fees for 
materials and laboratory bills. Surveys of laboratory 
costs usually report their findings by comparing the 
cost of materials to the practice gross income. Over the 
years, surveys of optometrists have shown that labora- 
tory bills constitute 28% to 30% of gross income. If the 
cost of materials exceeds $35,000 for every $100,000 of 

gross income the practice produces, the material costs 
are too high or the fees for materials are too low (see 
Chapter 30 for a further discussion). 

Understanding Laboratory Practices 

Many laboratories have policy statements regarding 
the management of practitioner accounts. These poli- 
cies should be reviewed with the laboratory representa- 
tive. Some manufacturers will guarantee patient satis- 

faction—often in the form of warranties—to encourage 
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the prescribing or dispensing of new products to 
patients. The laboratory is given the responsibility of 
ensuring that these policies are properly administered. 
Does the policy mean the laboratory will remake an 
order in another lens material at no charge? Will a 
credit be given to the account if the new lens material is 
more expensive? Will a voucher or certificate be issued 
by the manufacturer? Practitioners should understand 
laboratory policies before using any products being 

presented. 
Laboratory policies vary on remake orders and doc- 

tor errors. Any remakes that are necessary because the 
ophthalmic materials do not satisfy ANSI tolerances 
should be performed on a no-charge basis. Some labo- 
ratories will charge 50% or less on the remake if an 
order is transmitted incorrectly by the practitioner. The 
same policy often is offered if it is necessary to modify 
an order after the spectacles have been dispensed to the 
patient because of doctor error. These policies should 
be clarified when a practitioner first establishes a work- 
ing relationship with a laboratory. They can make a dif- 
ference in satisfaction with the laboratory and also in 
the cost of doing business. 

Placing Laboratory Orders 

Transmission of orders in an expedient, accurate, and 

complete manner is a joint responsibility of the practi- 
tioner and the laboratory. Before the advent of toll-free 

telephone numbers and facsimile transmission and in 
the days of dependable mail service, laboratory orders 
were mailed at the end of the day. The use of mail was 

more likely if the optometrist was in a different city or 
state than the laboratory. Many laboratories: still 
encourage the use of mail since written orders can be 
processed as they are received, when personnel are 
available. Mail delivery also reduces the expense of 
needing staff to take phone orders. The advantage of 
telephone orders is that they enable the laboratory to 
maintain personal contact with the optometrist or 
office staff while ensuring that all information to fabri- 
cate the eyewear will be received. In addition, laborato- 
ries with a computer inventory of frames can alert the 
caller to any possible delays in the order or can request 
that the frame be sent if it is not in stock. 

Currently, the preferred method for communicat- 
ing laboratory orders is by facsimile transmission and 
Internet access. Although the use of facsimile transmis- 
sion saves staff time at both the office and the labora- 
tory, it also requires that orders be complete and 
legible. Ordering by the Internet avoids legibility 
issues, and the transmission is virtually immediate. 

There are times when UPS, U.S. mail, or an express 
service might be required for an order—for instance, 
when using a laboratory that does not supply frames or 
when using a large number of frames from other ven- 
dors. In these instances, the most expedient way to get 
the order completed is to send the frame, from stock, 

to the laboratory. Ordering the frame from another 
vendor and having it sent directly to the laboratory 
also might be necessary. If the frame received is the 
incorrect color or size, the error cannot be recognized 
by the fabricating laboratory. A practitioner must 

inspect and verify orders before the eyewear is dis- 
pensed to patients, however, and the in-office inspec- 
tion by the staff should detect the error before the 

eyewear is dispensed to the patient. 

Conclusion 

The dispensing of eyewear has been the basis of 
optometry’s unified service to the public. Although 
there are many challenges in carrying out this impor- 

tant professional function, the selection and use of 
efficient laboratories and ophthalmic suppliers will 
contribute greatly to making this a satisfying part of 
practice. 
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Chapter py 5 | 

In-House Laboratories 

Don’t be penny wise and pound foolish. 

Benjamin Franklin Poor Richard’s Almanac 

ANG the time Benjamin Franklin wrote the often- 

quoted words stated above, the predecessors of 
modern optometrists were laboring in optical shops. In 
these shops, run by opticians, the need for vision testing 
became apparent, and during the 19th Century the 
“refracting” optician emerged. When, at the end of the 
19th Century, these individuals sought legal recognition 
as an independent profession, they separated themselves 
from “dispensing” opticians. Through the years, a guid- 
ing principle of clinical optometry has been that the 
practitioner who performs the examination is the best 
individual to determine the suitability of the eyewear 
prescribed. For this reason, the fabrication of eyewear 
has been a consistent part of optometric practice. Even 
though optometry has continued to evolve into a pri- 
mary eye care profession, the fabrication and dispensing 
of ophthalmic materials have remained important parts 
of an optometrist’s service to the public. 

Surveys of practice patterns conducted during the 
1980s and 1990s indicated that optometrists were 
increasing fabrication and dispensing services so that 
they could provide the quickly produced, cost-effi- 
cient, high-quality eyewear demanded by today’s con- 
sumers. An essential part of the effort to provide these 
services is to establish an in-office finishing laboratory. 
The 2001 American Optometric Association Scope of 
Practice Survey revealed the following: 
- About 50% of practitioners edge their own lenses 
- Almost 60% tint lenses themselves 
* Nearly 50% provide coatings (e.g., ultraviolet, 

scratch-resistant) 
It seems likely that these numbers will only increase in 

succeeding years. 
There are several considerations regarding patient 

care, equipment needs and costs, staffing, lens inven- 

IAG 

Craig Bowen 

tory maintenance, space requirements, and liability 
issues that influence the use of in-house laboratories. 
Perhaps the most important consideration, however, is 

the improved service that can be offered to patients. 
Optometrists who would require several days to deliver 
eyewear to patients can reduce the period to 1 to 2 
days, or even a matter of hours if necessary. The “one- 
hour” service promoted by large chains and optical 
corporations is not demanded by most patients. In 
fact, patients often are skeptical of immediate service 
and worry that the quality will be inferior to eyewear 
that requires more time to fabricate. Optometrists in 
private practice can assure patients of quality service, 
and they also can control the timing of orders. If there 
is a need for a particular order to be completed rapidly, 
it can be given precedence. Patients are particularly 
grateful for timely service during emergencies. This 
capacity can assist greatly in the effort to maintain a 
patient’s loyalty to the practitioner. 

There also is marketing potential in having an in- 
house laboratory. Even without promotion, most 
patients perceive an in-office laboratory as being an 
asset. Patients assume that the practitioner has become 
more up-to-date and that a more efficient service will 
be provided. Optometrists who have in-house labora- 
tories might find that the quality of ophthalmic materi- 
als is more consistent than when materials are obtained 
from outside laboratories. Certainly, the level of 
responsibility for eyewear increases when there is an in- 
house laboratory. The same strict tolerances for lens 

powers, lens centering, and finishing work must be 
provided by the in-house laboratory as would be 
expected if the work were done independently. That 
means there will be a “spoilage rate” as part of the cost 
of doing business. In well-run laboratories, this rate 
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should be no more than 2% to 4%. To maintain a low 
rate, there must be a commitment by the individuals 
performing the laboratory work to the delivery of high- 
quality materials. If work is produced that does not 
meet accepted tolerances, however, it must be rejected 

and remade (see Chapter 22). In fact, this work is more 
rapidly performed and better controlled if it is per- 
formed in-house; reinspection and dispensing can 
more likely be provided within the time frame 
expected by the patient than if an outside laboratory 
has to remake, reinspect, and redeliver the order. 

Cost also is a factor in deciding to install an in-office 
laboratory. The escalating fabrication cost for eyewear 
obtained from outside laboratories is cited by many 
optometrists as a key reason for establishing an in- 
house laboratory. When using outside laboratories for 
all fabrication work, the cost of ophthalmic materials 
averages 28% to 30% of gross income. This expendi- 
ture is obviously sizable, but is the effort to reduce lab- 
oratory costs “penny wise and pound foolish”? The 
costs of maintenance for machinery and of ophthalmic 
materials can cut—or even eliminate—profits, especially 
in practices with low lens volumes. The number of 
lenses that will be finished in-house is an important 
factor in determining whether a laboratory will be 
worth the financial commitment. Careful recordkeep- 
ing will be necessary to determine whether profit is 
being realized. Sound financial management demands 
that the optometrist determine the costs of operating a 
laboratory and make an effort to control those costs. 
There will be capital outlay for equipment, expenses 
related to maintenance, costs related to the purchase of 
materials, additional expenditures for utilities (e.g., 
electricity, water), and wages to be paid for labor. 

Even after taking into account all the aforemen- 
tioned factors, many optometrists have found the 
operation of an in-house laboratory to be highly suc- 
cessful, although profitability is directly tied to the 
number of lenses finished per week. For example, in 
practices that finish 40 to 60 pairs of lenses per week, 
optometrists report savings of $6 to $8 per pair on 
stock single vision lenses and $10 to $12 per pair 
on bifocals. These savings also can make the 
optometrist more competitive in terms of the prices for 
ophthalmic materials. 

Labor costs will affect economic projections consid- 
erably. In practices with a low volume of orders, it 
might be appropriate to use the “unfilled” time of 
office staff for the finishing work or to have the 

optometrist perform it rather than to hire another 
employee. Optometrists just beginning a practice will 
most likely not have the patient volume to justify set- 

ting up an in-house laboratory. As the practice 
becomes established, however, the viability of a labora- 
tory becomes more certain. In fact, there are cases in 
which optometrists in young practices have found that 
working in their own laboratories contributed to avail- 
ability, service, and cost containment more than work- 
ing for other practitioners outside the office one or two 
days a week. 

In a multipractitioner office, an in-house laboratory 
can be quite successful. The per-unit cost can be com- 
petitive, not only with the costs of outside laboratories 
but also with those of buying cooperatives composed 
of groups of optometrists. A full-time employee—often 
an optician—will probably be necessary because of the 
volume of orders. Overhead costs should be computed 
so that the “break even” volume can be determined. 
For example, it can be calculated that 300 pairs of 
lenses must be finished per month to break even. All 
orders greater than that figure represent profit. The 
effect of a financially successful in-house laboratory 
will be to lower the cost of ophthalmic. materials to less 
than the 28% to 30% of gross income that is typical for 
most practices; in fact, material costs can drop consid- 
erably less than 30% when volume is high. Optom- 

etrists successfully using in-house laboratories routinely 
report savings of up to 25% to 35% of laboratory costs. 
The availability of these laboratory services, when 
combined with a quality product, will inevitably con- 
tribute to practice growth. 

The usual interest is in finishing laboratories, but 
with the newer available equipment that allows a prac- 
titioner to control the entire service, the surfacing 
function of lens fabrication has been added to some in- 
office laboratories. The use of surfacing equipment 
requires a higher volume to break even or generate a 
profit for the practice. 

Equipment Need and Costs 

There is considerable variance in the cost of equipment 
needed to set up a finishing laboratory (Figure 23-1). 
Costs will depend on the functions to be performed— 
edging, tinting, coating, or all three—and whether new 

or used equipment is purchased (Figure 23-2). A practi- 
tioner must consider whether it is wise to spend the 
money required to purchase modern high-tech equip- 
ment. At optical shows for optometrists, at least one 
out of eight exhibitors will display new optical labora- 
tory equipment. Patternless edgers can be purchased 
with computer memory and different types of finish; 
such an item can be the centerpiece of a laboratory. 
Much of this equipment does not require the skills of a 
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Figure 23-1 View of an in-office laboratory. 

trained laboratory optician to operate and can be a 
good investment. Surveys of optometrists with in- 
house laboratories indicate that the cost of finishing 
laboratory-equipment ranges between $7000 and 
$20,000. A list of basic equipment needed to start a fin- 
ishing laboratory and a brief description of the function 
of each piece of equipment can be found in Box 23-1. 

With more than 80% of the ophthalmic lenses sold 
today being made of plastic (including polycarbonate), 
many practitioners choose not to fabricate glass lens 
orders and thus do not invest in chemical treating 
units. Box 23-1 does not include a heat treatment or 
chemical hardening unit. If a practitioner decides to 
include glass lenses, a chemical treating unit should be 

Figure 23-2 Lens-tinting device. 
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Box 23-1 Basic Equipment For an 
In-House Finishing 
Laboratory 

Edger: Cuts the unfinished lens to the shape of the 
frame. An extra set of diamond wheels is suggested, 
for use when the regular wheels must be sharpened. 

Many edgers are available that dry edge CR-39 and 

polycarbonate lenses with all types of finishes— 
~ groove, facet, bevel—in about 40 seconds. 

_ Lens groover: Used for nylon suspension frames. 

Layout marker: Marks the optical center of the lens. 

Layout blockers: Holds the lens in place during layout 

marking. 
. Blocker: Holds the lens in place during edging or 

grooving. 
_ Frame warmer: Available with many different types of 

heat conductors; some also have coolers. 
-Lensmeter: Internal-reading models and_projection- 

type models are available. 
Lensclock: Measures the base curves of the lens. 

Dying tank/tinting unit: For tinting lenses. 
Coating machine (open): For special lens coatings. 

Drop ball testing apparatus: To verify impact 
wssinte 

considered. A realistic projection of the number of 
glass lenses that will be fabricated should be under- 
taken before investing in this equipment. 

The cost of a surfacing laboratory also is dependent 
on the range of equipment purchased. Most 
optometrists put this cost at between $40,000 and 

$80,000. A surfacing generator, two-cylinder machines, 
computer, and layout blocker make up the largest 
part of this investment. When put into operation, 
the surfacing laboratory will realize savings of up to 
70%, as compared with outside laboratory costs for 
bifocal, progressive, polarized, and high-index 

lenses. To break even, approximately 25 to 30 pairs of 
lenses must be surfaced each day. There are a number 
of injection mold systems for plastic lenses on the 

market. The same thing also can be said of wafer 
systems. The optometrist considering these two 
methods should explore the equipment currently on 
the market, and before making a purchase, visit the 
offices of optometrists who already are using the 
equipment. 

As of 2000, approximately 9% of optometrists per- 
formed lens surfacing themselves (Figure 23-3). About 
75% of these practitioners did the work in the office; 
the other 25% sent the work to a separate facility. 

Nearly half of all optometrists offered lens coating 
services. Of these practitioners, a little more than half 
did the work in-office, and the remainder sent the work 

to a separate facility that they own. 
No matter what equipment is purchased, if some- 

thing goes wrong with it, a service representative 
should be available right away. The ability to trou- 
bleshoot and operate equipment is usually acquired 
with experience. Optometrists who are novices at 
working with laboratory equipment should probably 
purchase it new. Often, when new equipment is deliv- 
ered, it is set up by the seller, who also will provide 
instruction to the practitioner and the staff. 

Laboratory Staff 

The first step in human resource management is to have 
a plan. In Chapters 21 and 25 the economic aspects of 
quantifying the personnel needs of a practice are dis- 
cussed. If an in-house laboratory is to be a service and 
profit: center for the practice, economic planning is 
critical. A full-time employee might not be necessary 
for this service. The employee’s status is usually 

dependent on the size of the laboratory. When begin- 
ning a laboratory, if a technician or optician currently 
employed by the practice has the necessary technical 
background or is interested in running a laboratory, 
this individual can be assigned part-time laboratory 
duties. This person should possess good organiza- 
tional skills and be able to run the laboratory as an 
assembly line, keeping several jobs in progress at one 
time. This person also should be orderly and efficient 
and take as much pride in the work produced as the 
practitioner. The time devoted to laboratory functions 
should be charged to optical supplies to run the labo- 
ratory as a separate profit center. The time charged to 
optical supplies should be equal to the time actually 
spent on laboratory work. It is best to have the labora- 
tory person be responsible for ordering uncut lenses 
and maintaining stock lenses (Figure 23-4). 

In some practices, workers from other offices or 
optical laboratories can be chosen to “moonlight” 
when the laboratory is first started. If the optometrist 
does not have the time or background to train a staff 
member, an experienced optician can serve as a teacher 
for a staff member who wants to learn laboratory work. 
Equipment manufacturers and distributors usually 
offer optometrists an in-office training program for the 
staff. Training can include instruction on how to use 
the equipment and pertinent nomenclature. Knowl- 
edge of parts facilitates repair—especially when that 
repair must be performed via telephone—because the 



Figure 23-3 Hand-polishing of lens edges. 

technician can precisely describe the part or function 
that requires repair. 

If there is enough work to keep an employee busy 
full time and the practitioner is fortunate enough to 
hire a trained laboratory optician, it might be necessary 
to orient this person to the private practice environ- 
ment. Most successful optical laboratories are’very pro- 
duction oriented. Although skilled and efficient, a 

Figure 23-4 In-office ordering desk and stock area. 

Chapter 23: In-House Laboratories 221 

laboratory optician might have a factory attitude 
toward work. It is hoped that a practice will be service 
oriented; desired work patterns and practice goals 
should be discussed at the time of hiring. 

Finding trained laboratory technicians can be a 
problem, especially in smaller communities. Some 
larger cities will have optical laboratory technician 
programs that are taught in trade schools. These 
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schools are good sources for employees. Often, indi- 
viduals working in large laboratories want to move into 
a clinical environment. An in-house laboratory will 
provide an opportunity to make this move, and an 
offer for the individual to participate in dispensing can 
prove to be an additional inducement. A “help 
wanted” advertisement or an advertisement offering to 
train a qualified applicant will often bring additional 
individuals into the applicant pool. The ophthalmic 
industry is a relatively small community, and a conver- 
sation with local optometrists, frame sales representa- 
tives, or employees of the practice can result in the 
recommendation of qualified individuals. 

Lens Inventory 

To intelligently develop a plan for lens inventory, it is 
necessary to know what materials will be prescribed 
and the relative frequency with which they will be 
used. Many in-house laboratories limit inventory to 
plastic and polycarbonate lenses because glass lenses 
must be hardened to impart impact resistance to the 
lenses. Lenses purchased for stock can be bought in 
quantity at a lower price than on a per-lens basis. 
Usually an optical supply house will offer the best price 
on quantities of 75 pairs or more. When the initial 
order is made, and continuous re-ordering for stock is 
anticipated, the practitioner can usually negotiate with 
the seller to obtain the same per-unit price on reorders 
for stock or for lenses out of the stock range. As stock is 
taken from inventory, lens envelopes should be used to 
place reorders, which can be daily, or at least weekly, 
based on volume. Practitioners in metropolitan areas 
may consider ordering all lens blanks from a local labo- 
ratory. Delivery of stock can be assured on the same 
day it is ordered in many cases. This has the advantage 
of saving the cost of inventory management and the 
expense of the tax burden on property in some states. 

Most in-office laboratories start with two pairs of 
lenses for each parameter stocked. In plastic, stock 
should be maintained up to plus or minus 3 diopters for 
spherical lenses and up to 2 diopters for cylindrical 
lenses. If scratch-resistant coatings are frequently used 
in the practice, coated blanks should be considered 
because they are the least expensive method to offer 
coated lenses. Pricing should be investigated for various 
size lens blanks. Because the minimum thickness of 
minus lenses is in the center, using larger blanks than 
needed will not affect the quality of the work. With plus 
lenses, larger blanks will affect quality because smaller 
lenses are needed for smaller eye sizes. Depending on 
the number of lenses that will be needed and the vari- 

ables chosen, the cost of a plastic lens inventory can 
vary somewhat from practitioner to practitioner. 

If polycarbonate and high-index plastic lenses are 
not used frequently, they should be ordered on a per- 
case basis. Because of safety considerations, many 
practitioners routinely prescribe polycarbonate lenses 
for all children, monocular patients, active adults, and 

patients who need them for athletic use. If polycarbon- 
ate materials are frequently prescribed, they should be 
stocked in the same manner as other plastic lenses. 
Polycarbonate and other high-index materials used for 
high prescriptions are usually ordered on a per-case 
basis since they are often beyond stock range and need 
to be surfaced. Because of the higher unit cost of poly- 
carbonate lenses, 4° polycarbonate lens stock will 
require a slightly higher investment. 

If a practitioner decides to fabricate glass lenses, 
stock should include spherical lenses up to plus and 
minus 2 diopters and up to 2 diopters of cylinder for 
each power. All compound multifocals are surfaced 
lenses: Stock multifocal spherical lenses usually are 
available in plus powers only. Most in-house laborato- 
ries do not stock these lenses. Practitioners must know 
the ranges stocked by optical supply houses and use 
them when patients require this type of lens. Stock 
multifocal spherical lenses usually are less expensive 
than are surfaced bifocal blanks. When buying uncut 
surfaced lens blanks in multifocals or single-vision 
lenses beyond stock ranges, laboratory representatives 
should be asked for their volume uncut price list. 
Many full-service laboratories have a small differential 
in price between uncut blanks and complete prescrip- 
tions to maintain the same profit margin on both. 
Laboratories with greater surfacing capabilities and an 
awareness of the market niche of in-house fabricating 
practices are considerably more competitive in pricing 
uncut lens blanks. 

These considerations should be explored and the 
practice volume should be realistically evaluated before 
investing in a lens surfacing operation. If another prac- 
tice has invested in a surfacing or lens molding system 
and has a surfacing capacity beyond its needs, this situa- 
tion also could be a good source to explore. 

Space Requirements 

The location of the laboratory and its space require- 
ments will vary considerably, depending on volume 
and how fabrication is perceived as part of the opto- 
metric product. Ideally, the laboratory should occupy a 
separate room, at least 10 x 10 feet, with adequate ven- 
tilation (for chemicals). The laboratory will require sev- 



eral countertop electrical outlets, and these outlets 
should be on two or three different circuit breakers to 
prevent the blowing of fuses. Since a finishing labora- 
tory tends to be noisy, it should be located as far from 
the examination rooms as possible. 

For a busy practice with a full-time employee per- 
forming both glass and plastic lens finishing and a sec- 
ond employee performing the ordering, there should 
be at least 400 square feet of space. If lens surfacing is 
included, 1000 square feet will be needed. In comput- 
ing the cost of materials sold, the expense of this space 
(and maintaining it) must be considered. 

When planning an office that includes a laboratory, 
these location and space requirements should be dis- 
cussed with the designer. Some practitioners might 
plan the location of the laboratory adjacent to the 
frame room, with a window that allows patients to look 
into the laboratory; this emphasizes the image of a 
“complete” eye care facility. In such cases, the labora- 
tory can even be located in the front of the office and 
enclosed with a soundproof glass window so that, on 
entering the facility, patients can see that eyewear fabri- 
cation is part of the service. Other practitioners might 
want the laboratory placed out of sight in the back of 
the facility to maintain a more “professional” image. 
This function of optometric practice often polarizes 
practitioners who want optometry to be accepted as a 
primary eye care profession while continuing to meet 
the needs of patients for quality eyewear. Only a realis- 
tic assessment of the marketplace will lead to the 
appropriate decision for any one practice. 

Liability Issues 

The advantages of having an in-house laboratory are 
affected by the added legal responsibility of fabricating 
lenses that are sold directly to patients. From a liability 
standpoint, the most important consideration 1s 
impact resistance. 

Federal regulations regarding impact resistance— 

which have been incorporated into American National 
Standards Institute standard Z80.1-1999-state that all 
dress lenses shall be capable of withstanding a drop ball 
test. The standard provides, however, that plastic, lami- 
nated, and raised edge multifocal lenses can be tested in 
statistically significant samples by the manufacturer. 
Therefore, only glass lenses have to be tested individually 
for impact resistance by the fabricator of the eyewear. 

If prescription safety eyewear is provided, a differ- 

ent set of requirements must be met. The requirements 

for safety lenses—which are described in ANSI standard 

Z87.1-1998—require a drop ball test; a minimum lens 
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thickness (3 mm); and the use of a logo, which must be 
placed on the lens edge by the lens fabricator. Safety 
lenses must be placed in a safety frame (identified by 
the Z87 logo) to constitute “safety glasses.” 

All optometrists should have adequate professional 
liability insurance. Practitioners who dispense eyewear 
should have coverage for both negligence and product 
liability claims. Because assistants or opticians are 
commonly involved with the fabrication and dispens- 
ing of ophthalmic materials, the policy should cover 
claims arising out of their actions (see Chapter 11). 

Coverage also should provide for instances in which 
these employees are injured (e.g., from accidents 
occurring during the fabrication or dyeing of eyewear). 
Worker’s compensation coverage may be available, 
depending on the size of the practice. All optometrists 
who fabricate materials in the office should be sure 
that liability insurance covers these eventualities. The 
best way to check insurance coverage is to review the 
policy with an insurance agent and to have the agent 
identify the specific language that provides coverage. 

Liability claims involving the fabrication of eyewear 
are not common because optometrists are required to 
inspect eyewear to ensure that it meets legal standards 
for impact resistance. Optometrists who establish in- 
house laboratories should make certain that these obli- 
gations are met before eyewear is dispensed. 
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Chapter ¥ 4 

Organizing an Office 
Craig Hisaka, John G. Classé, and C. Thomas Crooks III 

Good order is the foundation of all good things. 

Edmund Burke Reflections on the Revolution in France 

I’ the past, it was possible for practitioners to com- 

pletely ignore the business operation of a practice 
and concentrate on serving patients, yet still earn a 
comfortable income. Today—with the soaring cost of 
operating an optometric practice, the decrease in third- 
party reimbursement rates, a competitive marketplace, 
the expanding scope of optometric care, and the influ- 
ence of managed-care organizations on health care 
services—neglect of business issues will result in an 
inefficient practice. This lack of efficiency will require 
the practitioner to work longer hours to meet expenses 
and will cause an erosion of the quality of care. 

There are two components of an optometric prac- 
tice: a professional component and a business compo- 
nent. The professional component involves the 
practitioner’s efforts at providing quality care to 
patients. The optometrist is trained to provide care; 
thus, a practitioner spends most of the day in this area. 
To provide quality care, the practitioner invests time 
and money to improve technical skills and purchases 
modern instrumentation to improve accuracy and effi- 
ciency of testing. The business component involves the 
administration of the practice. Even though the 
optometrist might not be trained in this area, it should 
be given as much time, effort, and energy as the profes- 
sional component. The skills and personality needed to 
be an effective manager and administrator are different 
from the skills required to be an effective health care 
practitioner. Maximizing the efficiency of the business 
component of a practice will result in an environment 
in which the practitioner will be able to provide the best 
quality of care for patients. If a practice is not efficient, 
organized, and properly managed, the quality of care 
eventually will be compromised. In any community, 
the most successful practitioners are those who provide 

ZT. 

a high quality of care due to the acceptance and integra- 
tion of successful business concepts into the practice. 

The purpose of this chapter is to provide basic 
guidelines for organizing a private practice. Ideally, if a 
practitioner spends 40 hours seeing patients, the practi- 
tioner should spend the same amount of time—40 
hours—in office administration. However, the reality is 
that most practice time will be allocated to patient care. 
Despite the burdens of these professional duties, there 
are some essential administrative tasks that must be 
performed. If the practice is new, there are a number of 
responsibilities that the practitioner faces in just 
preparing the practice to open for business. 

Getting Started 

When beginning a private practice, it is essential that 
the practitioner obtain a support network of advisors. 
Professional consultants can provide valuable advice, 
and good business strategies are as important to the sta- 
bility of a practice as are satisfied patients. The practi- 
tioner should establish relationships with a banker, 
attorney, accountant, and insurance agent. These rela- 

tionships are essential to the organization of a practice. 
A banker is needed because loans and business and per- 
sonal checking accounts need to be obtained at a full- 
service bank. An attorney can be consulted for advice 
and assistance related to the type of business organiza- 
tion being formed (i.e., sole proprietorship, partner- 
ship, limited liability company, professional asso- 

ciation or corporation, S corporation) and the legal 
steps required to begin the business (see Chapters 6 
through 8). An accountant is needed to provide advice 
and assistance about the withholding and paying of 
taxes. An insurance agent should be consulted to 
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obtain office contents, disability, office overhead, life, 

and premises liability insurance; malpractice coverage; 
or any other insurance coverage needed for the protec- 
tion of health, home, and personal property (see 
Chapters 9 through 12). 

One of the most valuable means of evaluating a 
potential advisor is simply asking other professionals 
about the advisor’s reputation. If other health care 
providers have found the advisor’s services to be help- 
ful and reasonable, it is a good sign. A meeting should 
be scheduled to discuss how the advisor can be helpful 
and the cost of the advisor’s assistance. At this meeting 
it is appropriate to inquire about the advisor’s years of 
experience and how the advisor keeps up-to-date with 
current trends, legislation, and client needs. 

A key task for the beginning practitioner is the for- 
mation of an office staff. To identify potential staff 
members, advertisements or other means of contacting 
qualified applicants should be used. The standard 
process of interviewing and evaluating of candidates 
should be followed (see Chapter 21). 

Another important task is to contact representatives 
of optical laboratory and frame and contact lens manu- 
facturers. A frame and contact lens inventory must be 

assembled, and accounts must be opened at the optical 
laboratories with which the practice will be doing busi- 
ness (see Chapter 22). In addition, inventories of 

supplies—such as ophthalmic drugs and solutions, sta- 
tionery, business cards, appointment reminder cards, 

recall notices, magazine subscriptions, prescription 

pads, examination forms, and record folders—should 
be ordered. Fee schedules also need to be set (see 
Chapter 34). 

The practitioner must enroll as a provider in third- 
party health care plans such as Medicare, Medicaid, 
Vision Service Plan, and medical insurance (e.g., Blue 

Cross/Blue Shield). Although Medicare and Medicaid 
are federal programs, enrollment is performed at the 
state level, through bureaucracies that administer these 
programs. If there are health maintenance organiza- 
tions or other types of managed care panels in which 
the practitioner wishes to participate, enrollment must 
be solicited (see Chapters 36 and 37). It usually requires 
several weeks for the enrollment process to be com- 
pleted, and ample time should be allocated. 

If the practitioner is not already a member of the 
state optometric association, an application should be 
obtained and submitted. 

Telephone service should be initiated (deadlines for 
inclusion in the annual directory need to be ascer- 
tained), and accounts with utility companies (electric- 

ity, gas, water) should be opened. Answering and 

paging services should be contacted, and janitorial 

services need to be obtained. 
The visibility of the practice is important in attract- 

ing patients. Signs for the office, announcements of 
the opening in the newspaper, Yellow Pages listings, 
and other means of putting the public on notice 

should be secured. 
These are but a few of the many tasks that await the 

new practitioner. A checklist should be devised so that 
omissions are kept to a minimum (Box 24-1). 

Patient Management 

Efficient patient management requires a coordinated 
effort from both practitioner and staff, combined with 
well-rehearsed patient flow, effective communication, 
scrupulous bookkeeping, and conscientious attention 
to detail. To provide orderly management, the practi- 
tioner must organize the facility, staff, and paperwork. 
Staff members must be instructed about how the sys- 
tem is to be run. Ongoing evaluation is an integral 
part of an efficient office; regular meetings between 
practitioner and staff to identify and eliminate defi- 
clencies are necessary. Coordination of effort can be 
achieved with adequate planning and experience, but 
cohesion between practitioner and staff requires a dif- 
ferent form of interaction: trust. The staff must trust 
the practitioner to establish a workable plan, and the 
practitioner must trust the staff to carry it out. The 
trust between practitioner and staff must be mutual; if 
it is not, it will be apparent to patients that such is the 
case. Patients seek a satisfying relationship with both 
practitioner and staff. This requires that they be 
treated with respect, be rendered competent service, 

and be given individual attention. When these objec- 
tives are achieved, trust is the result. Trust is the cor- 

nerstone of patient loyalty, and it is an inevitable ally 
of efficient management. 

The four cornerstones of effective patient manage- 
ment are availability, efficient patient flow, communi- 

cation, and troubleshooting. 

Availability 

Inefficient appointment schedules have long been a 
problem for optometrists. The availability of the prac- 
titioner is based on the policy decisions adopted by the 
practice: " 

* What days will the office be open? 
* What will be the office hours? 
* How much time will be allocated for each 
appointment? 
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Box 24-1 Timetable of Things to Do When Starting a Private Practice 

1 Year Before Starting a Practice 

Obtain demographic and health resource data on the chosen practice location from books, guides, and the local Chamber of 
_ Commerce. 
Visit the community to discuss the need for optometric services (optometrists, dentists, physicians, pharmacists, bankers, 

teachers, school nurses, real estate agents). 
Talk with representatives from ophthalmic laboratories about opening a practice in the community. 
Make site visits to determine the practice location. If possible, make a final decision on the practice location. 
Contact the state board of optometry about the requirements for licensure. Obtain a copy of the state optometry laws. 
Check on membership in local, state, and national professional societies. 
Determine the date that information must be submitted to be included in the white and Yellow Pages telephone directories. 

If possible, reserve an office telephone number. 

Visit banks to meet bank officers. Obtain a loan application from the loan officer and determine the information and format 
needed to submit a proposal to obtain practice financing. 

At the bank selected, open personal and business checking accounts. 

Prepare a loan proposal to obtain the necessary capital for equipment and operation of the practice. Submit the application 

within the appropriate deadline. 

9 Months Before Starting a Practice 

Check the office site and determine whether leasehold improvements will be needed. Obtain necessary estimates for the 

improvements. 

Check with the local city hall or zoning board to determine the requirements of zoning ordinances that apply to the site 

chosen. 

Determine office layout and design. 

Determine office and professional equipment that will be needed. 

Select professional advisors (accountant, attorney, banker, insurance agent, real estate agent). 

Obtain bids on the purchase of office and professional equipment. Compare leasing versus purchasing. 

6 Months Before Starting a Practice 

Obtain the services of an answering service (physician's exchange, beeper service, call forwarding). 

Meet or talk with representatives of Medicare, Medicaid, and other third-party insurance carriers. Obtain provider numbers, 

prevailing fee schedule (Medicare), insurance claim forms, and copies of procedure codes (CPD-4) and diagnostic codes 

(ICD-9). 

Obtain application for hospital privileges. 

Order office record system. 

Plan and order an accounts receivable or payable system. 

Plan and order payroll accounting system. 

Order sign for office. 
Notify frame, contact lens, and pharmaceutical representatives of the practice. 

Obtain county and city occupational licenses (from the county or city clerk or city hall). 

3 Months Before Starting a Practice 

Obtain professional liability insurance coverage. 

Obtain office insurance (office overhead coverage, office liability, business interruption, employee fidelity bond, office 

contents). Umbrella coverage provides comprehensive catastrophic coverage for liability claims that are beyond the limits 

of regular insurance. 

Determine whether worker's compensation is required by state law by consulting with the state worker's compensation board 

or industrial commission. 

Obtain health and accident insurance coverage for yourself and employees. 

Obtain disability insurance coverage. 

Obtain life insurance coverage. 

Obtain automobile insurance coverage. 

Arrange for telephone service and installation. Determine the telephone equipment and system to be purchased. 

eae eee omer”... eee 
Continued 
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Box 24-1 Timetable of Things to Do When Starting a Private Practice—continued 

3 Months Before Starting a Practice—cont’d 

Order office opening announcements. Discuss the placement of advertisements in local newspapers. 

Meet with local physicians who are potential referral sources. Send follow-up letters. 

If there is a local referral service through the optometric society, provide the information needed to be listed. 

Check on membership in local civic and religious organizations and join as appropriate. 

Arrange for movers, if necessary. 

Write preliminary job descriptions for employees. Obtain a sample office procedures manual. 

_ Begin the effort to locate employees for the office (advertising, interviewing). 

Apply for a federal employer identification number from the Internal Revenue Service (form SS-4). 

Apply for a state employer identification number through the state employment office or Department of Labor. 

Obtain the Small Business Tax Guide (publication 334) and Your Federal Income Tax Guide (publication 17) from the Internal 

Revenue Service. Obtain the appropriate tax forms from the IRS and the state employment office or Department of Labor. 

Obtain payroll withholding booklets for federal, state, and local taxes from the IRS. : 

Review tax withholding and reporting requirements with an accountant or tax attorney. 

Choose and order an appointment scheduling book or system. 
Arrange for appropriate office support services as needed (janitorial, snow removal, laundry service, lawn care). 

Order clinical supplies and set up an inventory control system. 

Order necessary business supplies (appointment cards, business cards, letterhead stationery and envelopes, patient recall 

notices, petty cash vouchers, deposit stamps for checks, prescription pads, purchase orders, preprinted telephone 

message pads). 
lf desired, meet with collections attorneys or agencies about the collection of unpaid accounts. 

Determine fee schedule. 

Select and order magazines for the reception area. Also select and order professional journals. 

Purchase office equipment and furniture and arrange for their delivery to the office. 

Arrange for laboratory services at optical laboratories. 

Notify area pharmacies that you are starting a practice. 

Select any patient information materials and have them printed or delivered. 

Obtain a postage meter and a bulk mail permit, if necessary. 

i Month Before Starting a Practice 

Start setting up the office. 

If necessary, have the utilities turned on. 

lf not previously arranged, have signage displayed. 

Hire and begin training office personnel, with emphasis on telephone techniques, appointments, collections procedures, 

office policies. 

Begin making appointments. 

Establish a petty cash fund. 

Have announcements of the office opening published in the local news media. 

Mail out announcements of the opening to local physicians, pharmacists, health groups, school nurses, and others as 

appropriate. 

Hold an “open house.” 

Begin seeing patients. 

Modified from Park DL: Optimum timetable for starting your practice. Uriah, Calif, 1990. 

* How will the practitioner’s absences be managed? 
* How will emergencies or “walk-ins” be served? UTS 
These are decisions that must be made at the outset of a Determining the days and hours available for patient 
new practice. Modifications can be incorporated into examination depends on several factors: the cost of 
the schedule as time permits. staff and office overhead, the needs of the patient pop- 



ulation being served, the quality of life the practitioner 
wishes to enjoy, and similar considerations. When 
debating the scheduling of weekend or evening office 
hours, the practitioner should consider the long-term 
ramifications. Once these times are offered, it can be 
difficult to eliminate them. In competitive areas, where 
it is common to have two working spouses, it might be 
necessary to offer expanded hours of operation. 

In many practices, the newest associates see patients 

in the evenings and on Saturdays. Since more than 
70% of U.S. family households have both the husband 
and wife working outside the home during the daytime 
hours, evening and weekend appointments are highly 
desirable in many communities. In fact, seeing patients 
in the evenings and on weekends allows new associates 
to develop their skills sooner and become partners. 
More important, patients deeply appreciate the 
extended office hours, and being open during uncon- 
ventional business hours shows that the practitioner 
cares about the patients’ needs. 

Patient Scheduling 

The allocation of time for appointments will differ 
according to service. Contact lens fits, eye health 
assessments, glaucoma follow-ups, and low vision 

examinations all require different amounts of time. 
The practitioner must determine the time to’ be allo- 
cated for each service, and the receptionist who sched- 
ules appointments must be told how to provide the 
proper amount of time for each patient. Of particular 
importance is the use of pupillary dilation, which adds 
time to the examination and changes the flow of 

patients. 
Patient scheduling is a reflection of the philosophy of 

care. In many practices, each patient is scheduled for 30 
to 45 minutes or even an hour. The visual analysis not 
only consists of the traditional optometric procedures 
but also routine pupillary dilation and examination 
using the binocular indirect ophthalmoscope; assess- 
ment with a 60, 78, or 90 D fundus lens; Goldmann 

tonometry; blood pressure measurements; automated 
perimetry; and other tests. It is common to recall patients 
every one or two years for a routine visual analysis. 

Checkup visits for contact lenses are typically sched- 
uled for 15 to 30 minutes. A patient who is interested 
in being fitted for contact lenses is scheduled for a 1- to 
1'/-hour examination. Office visits are usually 15 min- 
utes. There are two basic scheduling methods. The 
“stream” method of patient scheduling requires 

appointments to be equally spaced throughout the day 

in 1-hour or 1!/-hour intervals. The “wave” method 
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entails scheduling patients in groups—for example, two 
patients are scheduled at 8 AM; one at 8:45 AM; and 

two at 9:30 AM. If one patient is late or if the 
optometrist needs more time with a patient, the wave 
will help average the time spent with each patient. 

The use of pupillary dilation extends the amount of 
time needed for examination and disrupts the exami- 
nation sequence. During the 15 to 30 minutes needed 
to achieve adequate dilation, the patient should be 
removed from the examination room so that it can be 
used for the evaluation of another patient. A special 
room can be set aside for patients who are waiting for 
dilation. They can be taken to the dispensary, they can 
be given a visual field test, or they can be returned to 
the waiting room. Management must be coordinated 
between practitioner and staff to ensure that efficient 
use is made of this time and that unnecessary delays are 
avoided. 

It might be necessary to rehearse the movement of 
patients on a drawing of the office layout and to have 
“walk-throughs” to ensure that patient flow is properly 
controlled. Meetings between the practitioner and staff 
members also can be used to identify problems and 
arrive at solutions. 

Absence of the Practitioner 

Practitioner absence not only affects availability but 
also disrupts continuity of care. If a practitioner is not 
available because of vacation, illness, or continuing 

education, a patient in need of care must seek another 
eye care provider. Coverage by other practitioners dur- 
ing these periods must be planned, and patients calling 
for care must be appropriately notified or directed to 
substitute clinicians by the practitioner’s staff. 

Patients seeking emergency or urgent care do not 
often call for appointments. An efficient office must be 
able to offer services to “walk-in” patients who require 
timely diagnosis and treatment. To manage these 
patients, many offices leave appointment slots open 
just before lunch and in the late afternoon, to ensure 

that time is available for examination. 
When a patient calls for an appointment, the pre- 

ferred method of scheduling is to offer the patient two 
specific dates and times and to permit the patient to 
choose the one that is most convenient. If neither time is 
acceptable, a third, compromise choice can be offered. 
The patient’s name, status (new or former patient), and 

telephone number should be noted in the appointment 
log or computer entry. Because changes in scheduling 
of appointments are inevitable, log information is writ- 

ten in pencil. Erasures can be used when necessary to 
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change and refill appointment slots. Computerized 
appointment systems also should be flexible. 

The patient should be reminded of the appoint- 
ment before the scheduled time, and the receptionist 
should note in the log that this reminder has been 
given. A list of each day’s appointments should be pre- 
pared for the practitioner and posted in the examina- 
tion room or on the door to the room. A master list of 
patients can be maintained on computer, which also 
can keep track of “no shows,” recalls, and referrals. 

Patient Flow 

Patient flow for a new practice can be divided into the 
following three phases: the initial buildup of a patient 
base, which generally requires 5 to 7 years; the plateau, 
a period of 2 or 3 decades during which the practitioner 
enjoys a fairly stable patient base and income; and the 
preretirement phase, a period of declining practitioner 
involvement and patient flow, which can last 5 to 10 
years. 

For each of these phases, the demands of patient 
flow are different. At all phases, however, efficient 

movement of patients through the office is necessary 
to reduce patient waiting time, eliminate unnecessary 

delays, and keep “chair time” to a reasonable level. 
Efficiency is especially desirable when a practitioner 
has only one examination room. Of particular impor- 
tance is the scheduling of patients. This has to be care- 
fully planned but can be disrupted by the cancellation 
of appointments, appearance of unexpected “walk- 
ins,” late arrival of patients, or misallocation of time 
for examination. 

As soon as a patient enters the office, management is 
necessary. Time spent waiting to be examined should 
be kept to a reasonable minimum. This time can be 
used for the filling of forms and providing pertinent 
information. If a technician is available to assist the 
practitioner, the patient can be moved to a room for 
preliminary testing. This room can be an examination 

room or another room used for the purpose of initial 
evaluation. Then the patient can be moved to the exam- 
ination room so that the practitioner can perform the 
necessary testing. After the practitioner has finished, 
the patient usually must be taken to the dispensary and, 
after that, to the waiting room or administrative office 
where financial details can be settled. 

Patient Communication 

Nonverbal communication is of well-established impor- 
tance: dress, conduct, and physical environment all assist 

in creating an impression—favorable or unfavorable—of 
the’practitioner. Various written and verbal communica- 
tions also are influential in the formation of a favorable 
impression of practitioner and practice. The most impor- 
tant forms of communication include the following: 
* Reception of patients in the office 
* Telephone conversations with patients 
* Oral and written communications in the office 
* Mailings to the patient 
Each of these forms of communication requires a brief 
commentary (see also Chapter 26). 

Reception of Patients 

The reception room should be comfortable, clean, and 
capable of putting the patient at ease. Numerous deci- 
sions must be made to create an environment that 
achieves these goals. Is smoking permitted? Is there a 
play area for children? Is there adequate room for all 
patients? Are toilet facilities conveniently available, and 
are they handicapped accessible? Is there a wide range of 
current reading material? Similar questions also need to 
be asked with regard to the decor of the reception room 
and the conduct of the receptionist. Unless all these 
considerations are planned for (and evaluated periodi- 
cally), an undesirable impression can be conveyed. 

Telephone Conversations 

The manner in which telephone queries are handled by 
a receptionist is of great significance; patients are com- 
monly won or lost on the basis of these brief conversa- 
tions. Practitioners must ensure that receptionists 
receive proper training in this vital area of patient com- 
munication. Many sources can be consulted to obtain 
this training, including telephone companies, practice 
management consultants, and various publications. 
Some basic considerations include the following: 
* The telephone voice and personality of the 

receptionist should be an asset at all times. 
* Telephone “busy signals” should be avoided with the 

use of the proper telephone technology. 
* The receptionist should be capable of succinctly 
answering patient questions about examination fees 
and charges for materials. 

Telephones should be available in key areas of the 
office, such as the reception desk, the dispensary, . 

and the practitioner’s office. 
Receptionists should be able to triage patient 
complaints and schedule patients who require 
emergency or urgent care for same-day 
examinations. 



Receptionists are often questioned by patients about 
matters of clinical care that are outside their area of 
expertise. Receptionists should understand how to man- 
age these situations so that patients are not offended and 
erroneous information is not conveyed. 

Paper Flow 

The average office has the following three typical 
avenues of distribution and dissemination of paper: 
information given directly to patients; prescriptions 
and other records of care; and follow-up mailings such 
as bills, recall notices, and newsletters. 

Patient information includes brochures, instruc- 

tional booklets, fitting agreements for contact lenses, 
and similar documents. These items can be especially 
useful with contact lens patients, when medicines are 
prescribed, or if patient education is needed for a com- 
plex condition such as glaucoma. 

Records should be carefully controlled, especially in 
light of confidentiality requirements established by the 
federal government (see Chapter 28). Although the 
practitioner is the owner of the record, the patient gen- 
erally has a right to review the information in the 
record, and that right should be respected. Policies for 
the release of contact lens prescriptions should be 
adopted in all offices and should conform with the 
requirements of state law. When patients move or 
change practitioners and request the transfer of records, 
it is preferable to provide a summary rather than a ver- 
batim copy. The practitioner should always retain the 
original record for the period required by law. 

Follow-up mailings such as newsletters can be used 
to provide information on new services or instru- 

ments, cards thanking a source of referrals can be 
used as a practice builder, and computer-generated 
reminder notices can personalize the effort to provide 
recall. The ways in which follow-up mailings can be 
used to communicate more effectively with patients 
are limited only by the ingenuity of the practitioner. 

Management does not end after a patient leaves the 
office. It might be necessary to schedule the patient to 
return for the dispensing of ophthalmic materials, to 
recall the patient for further examination, or to refer 
the patient to another health care provider. The appro- 
priate steps must be taken to ensure that the patient 
understands when and where to go. Patient communi- 
cation is an integral part of efficient management. 

Troubleshooting 

It is inevitable that, occasionally, difficulties will arise 

in the management of patients and that troubleshoot- 
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ing will be required. These problems are often of acute 
onset, trying to both the practitioner and the staff and 
difficult to resolve. If managed improperly, the effect 
can involve not just one patient, but several. Patient 
control is more easily achieved if procedures have been 
developed for management. Also, patient satisfaction 
is more likely. 

Although there are numerous potential sources of 
conflict with patients, the most common situations 
involve fees, ophthalmic materials, and prescriptions. 
Some pointers for troubleshooting in these situations 
include the following: 

With the complexities of third-party care, mistakes do 
occur. Make sure a knowledgeable staff member (or 
the practitioner) reviews the billing before telling 
the patient no mistake was made. 

Complaints about fees should be answered honestly 
and openly; candor is never inappropriate in such a 
situation. 

Be certain that spectacles are correct before debating 
with a patient. 

Do not be reluctant to recheck refractions or other 
sources of patient dissatisfaction. 

If ophthalmic materials are incorrect, make them right. 
Try to resolve patient disputes in an amicable fashion. 

Arguments do not contribute to the benefit of the 
practice. 

Establish a written office policy for the release of con- 
tact lens prescriptions. 

To reduce conflicts over contact lens prescriptions, de- 
emphasize charges for materials such as contact 
lenses and place more emphasis on fees for services. 

Use prepaid service agreements for contact lens 

patients. 

Offer patients a spectacle prescription (if needed) after 
the examination is concluded. 

One of the keys to effective troubleshooting is to 
project confidence when dealing with the patient. 
Confidence is an attribute that is easily communicated 
to a patient, and it also is just as evident in its absence. 
To feel confident, technical expertise is required. 
Education does not end after graduation from school; 
it persists throughout the professional lifetime of the 

practitioner. Knowledge is often the difference 
between settling a problem and leaving the patient dis- 
satisfied. Optometrists should work diligently to keep 
up with technical developments and to use them for 
the benefit of those they serve. 

Another key to projecting confidence is to have an 

established method for management of the problem. 
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Such methodology is usually the result of experience or 
trial and error, but common sense often will go a long 
way in attempting to resolve patient disputes. Both 
practitioner and staff must discuss and develop ways of 
efficiently dealing with patient management problems. 
Efficiency is a learned skill that repays many times the 

time spent in its acquisition. It is of unquestionable 
assistance in developing effective patient control. 

Personnel Management 

Undisputedly, among the most challenging tasks faced 
by a practitioner are the hiring, training, supervision, 
and dismissal of personnel. These tasks are described in 
detail in Chapters 21 and 25. The organization of per- 
sonnel and the description of their duties is best 
achieved through the use of an office procedures man- 
ual. This manual should outline the standard operating 
procedures that have been agreed on for the orderly, 
day-to-day management of the practice. The specific 
duties assigned to each employee, employee compen- 
sation, procedures for personnel evaluation and dis- 
missal, and many other items are described in the 
manual. It is a necessary first step in the management 
of a practice’s greatest resource, the people who work 
in it. Exemplar manuals can be obtained from various 
sources and can be used as the “template” for a manual 
specifically written for the practice. 

Financial Management 

In an efficiently run office, procedures are established 
to manage the finances of the practice. In general, the 
practitioner must set reasonable fees, ensure that they 
are properly billed and collected, monitor practice 
expenses and adjust them as necessary, exercise control 
over inventories of ophthalmic materials and supplies, 
and guard against loss from waste and theft. 

Fees 

After fees have been initially established, the practi- 
tioner must monitor costs and expenses to determine 
when fees should be increased. The decision to change 
fees must be adequately explained to staff members so 
that they can answer patient queries properly. Because 
fees are among the most common causes of conflict 

with patients, staff members must be able to explain 
clearly what charges are for and how they can be paid. 

It is not unusual for the fee schedule to include 
“professional courtesy,” which is a means of reducing 
or eliminating the fees charged to certain individuals— 

usually other health care providers—who, in return, 
provide a similar courtesy to the optometrist. 
Immediate family members usually are included in the 

arrangement. 

Fee schedules set by third-party health care programs 
such as Medicare and Medicaid and by vision and med- 
ical service plans are invariably different from those 
charged by the practitioner on a fee-for-service basis. 
Familiarity with these programs is essential to practice 
administration today because they are the source of 
about two thirds of patients for the average optometrist. 

Taxes 

As an employer, a practitioner has the responsibility to 
determine the proper withholding of taxes for employ- 
ees. This obligates the practitioner to determine the 
appropriate amounts for federal, state, and local 
income taxes; Social Security and Medicare; and other 

deductions available to employees, such as retirement 
plans, medical savings accounts, or other benefits (see 
Chapter 40). These funds have to be properly col- 
lected, deposited, and then transferred on a timely 
basis to the appropriate federal or state agency. 

If an employee is to assist in tax bookkeeping, the 
practitioner must be certain that this individual is 
knowledgeable and diligent because the practitioner is 
responsible for inadequate deductions or delays in pay- 
ment. For this reason, it is essential that practitioners 
have a basic understanding of business taxation, so 
they can properly supervise the in-office tax process 
(see Chapter 39). Of course, self-employed optom- 
etrists also must pay taxes, which necessitates familiar- 
ity with principles of individual income taxation and 
another set of forms and deadlines (see Chapters 38 
and 40). 

Tax errors can be expensive and time-consuming to 

remedy. For private practitioners, having a readily 
available professional tax advisor is both prudent and 
necessary. 

Billing and Collections 

Office policies must be set for the awarding of credit 
and for the billing of accounts (see Chapter 35). Staff 
members responsible for the collection of payment 
must understand these policies and apply them fairly 
and uniformly. Because of the complexity of third- 
party reimbursement plans, in a busy office it will be 
necessary to have a staff member assigned to the billing 
and collection of these accounts. Changes in billing 
methods are frequent, and reimbursement problems 



can arise quickly if appropriate attention is not devoted 
to program details. 

An office policy for the collection of unpaid 
accounts must be set by the practitioner. Accounts 
receivable should be monitored monthly to ensure 
that these procedures are effective and that a dispro- 
portionate number of accounts do not go uncollected. 

Periodic Economic Evaluation 

It is essential to list monthly expenses so that they can 
be properly monitored for any significant changes. 
Typical monthly expenses involve quite a number of 
items (Box 24-2). ‘ 

Ideally, the expenses on the monthly expense sheet 
should be monitored each week. If an expense is unusu- 
ally high, it will be necessary to review the records for 
the past 12 months and compare the amounts. For 
example, if health insurance costs for employees 
increase substantially from the previous year, the per- 
son in charge of the office’s insurance plans should call 
insurance agents and try to get a more cost-effective 

Box 24-2 Typical Monthly Expenses 

° Rent 

° Health and dental insurance 

* Loans and interest for loans 

_¢ Life disability, and professional liability insurance 

* Salaries 

¢ Payroll taxes 

* Answering services 

¢ Janitorial services 

° Retirement plans 

° Utilities 

* Telephone service 

* Postage 

* Office supplies 

* Printing 

* Computer supplies 

* Legal and professional fees 

° Lease payment 

* Convention and seminar fees 

* Promotional and advertising fees 

* Donations 
* Subscriptions to magazines and professional materials 

* Dues for professional organizations 

Business and property tax 

* Automobile expenses 
Unemployment insurance 

Miscellaneous expenses 
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health plan. Observing present trends can provide valu- 
able information in planning for the future. For 
instance, by refinancing loans at lower rates, the practi- 
tioner can reduce monthly expenses. Variable expenses 
should be monitored to minimize the likelihood of 
being forced to make large increases in fees or to see 
more patients to offset an increase in expenses. 

An economic analysis should be performed periodi- 
cally to determine the progress of the practice toward 
reaching its financial goals (see Chapter 41). Fees must 
be periodically evaluated and adjusted to compensate 
for added costs and expenses. 

Inventory Control 

Because optometrists sell spectacles and contact lenses, 
inventories must be maintained for these ophthalmic 
materials. An inventory control system—utilizing a ledger 
or a computer—must be established (see Chapter 20). 

Protection Against Embezzlement 

A surprising number of optometry practices are 
plagued by employee theft. Few optometrists think 
about this possibility before it occurs and therefore do 
not have office procedures to prevent employee theft. 
Preventive policies should be effective but not offen- 
sive to employees. 

The simplest and least intrusive method of protect- 
ing against loss by embezzlement 1s to obtain appropri- 
ate insurance coverage. If economic loss is incurred, 

the policy will provide reimbursement. 

Conelusion 

When an optometry school graduate enters private 
practice, there inevitably will be a “learning curve” as 
the graduate acquires needed experience with office 
administration and patient management. The young 

practitioner might have to spend just as much time 
attending to the business tasks of a practice as the time 
spent actually seeing patients. Being involved with 
office administration might seem to be an undesirable 
task for many practitioners; however, for those who 
become owners of practices, knowledgeable adminis- 
trative techniques and prudent business strategies are 

necessary for a practice to operate smoothly and effi- 
ciently. Such practices enjoy a high level of morale—on 
the part of the practitioner as well as the staff. Just as 
important, these practices are perceived as “patient 
friendly” by patients and are inevitably popular and 

successful. 
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Chapter py 5 

Managing an Office Staff 
Peter G. Shaw-McMinn, Daisy Rampolla, Maria Robles, and Craig Hisaka 

Nothing great was ever achieved without enthusiasm. 

Ralph Waldo Emerson Circles 

Seen human resource management requires 
that attention be given to the basic functions of 

management: planning, organizing, and directing and 
controlling personnel. This chapter describes the direc- 
tion and control of office staff. Directing staff mem- 
bers begins with training. 

Training of Staff 

Training of staff is an ongoing process. Technology 
improves, economic conditions change, and commit- 

ments need to be redefined. An efficient practice con- 
tinues to evolve policies that are appropriate for the 
times and to reconfirm policies that work well. To 
remain efficient, time must be set aside for continued 

employee development. An American Optometric 
Association survey of practicing optometrists showed 
that the average amount of time devoted to training 
per month was 2.8 hours. The same survey revealed 
that the minimal amount of training these 
optometrists thought should be provided was 6.1 
hours per month. This result indicates that 
optometrists believe staff members do not receive as 
much training as is desirable. The amount of time 
needed by the employees of a particular practice, how- 
ever, will depend on the goals set for the practice and 
the abilities of both employer and employees to 

achieve those goals. 

Goals and Objectives of Training 

The American Optometric Association survey also 
showed that practitioners believed the objectives of 
training should be in the following areas: 
* 71%, communication with patients 

Oy), 

* 61%, technical skills 

* 54%, ophthalmic dispensing 
* 53%, general knowledge 
* 43%, office policies 
In a partnership or group practice, one way of identify- 
ing the areas to include in training is to survey the 
optometrists involved (and, if available, the office man- 

ager). Using a checklist can be helpful (Figure 25-1). 
If patient surveys or suggestions have been used, they 
should be checked for the areas that patients rated as 
less than excellent. These areas should be considered 
for training topics. Another source of topics can be 
gleaned from looking over the evaluations of each 
employee. Areas of weakness within the practice can be 
identified and prioritized, and objectives for training 
can be created to remedy problems. An example of 
such a training program is found in Box 25-1. 

Training Techniques 

There are several options available to the practitioner 
when choosing a way to train the staff in appropriate 
behavior. Opportune moments, performance reviews, 

lunch meetings, staff meetings, retreats, and continu- 
ing education seminars all provide opportunities for 
the training of employees. The choice of technique 
depends on the objectives and goals of the training. 

Opportune Moments 

During the course of working with an employee, posi- 
tive or negative behavior can be observed. Practitioners 

should look for positive behavior and reinforce it 
whenever possible. The reinforcement and accompany- 
ing dialogue can be used to train the correct behavior. 
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VI YOUR STAFF 

z= Staff assessment checklist 

Exercise 2.18 Although your primary responsibility is providing vision care for your patients, you are 
also an employer. Here is a checklist of staff activities. Go through it quickly,indicating 
your actual assessment of your staff members. Put an X in the third column if you’d 
like to see improvement in certain areas. 

Wish 
would 
improve 

1. | like being in charge of my office. 

2. | like my staff members to wear uniforms. 

3. | like my staff members to make all my appointments. 

4. My receptionist has a pleasant telephone voice. 

5. My receptionist is courteous. 

6. My receptionist is patient. 
=} 

7. My receptionist knows when an emergency occurs and 
knows when to interrupt me. 

. My staff members keep my files in order. 

9. My staff members keep my billings up-to-date. 

10. My staff members are well groomed and project a neat, 
clean appearance. 

te 

11. My staff members know my office policies and follow 
them. 

12. My staff members are on time for work. 

13. My staff members respect and keep patient information 
confidential. 

1 
4. My staff members get along well with patients. 

15. My staff members get along well with each other with a 
minimum of friction. 

16. My staff members get along well with me. 

17. My staff members know how to generate appointments 
for me. 

18. My staff members, on their own, know how to generate 
income in my office. 

19. My staff members are competent in all areas of my 
practice. 

Figure 25-1 Staff assessment checklist. (From American Optometric Association. Practice enhancement program II, professional 
enhancement module, managing your practice plan, precourse workbook. St. Louis, 1986, Author. Reprinted with permission.) 



Box 25-1 Design Objectives for a Sample 
huis Program 

iff will d demonstrate. patient-centered care by: 
Calling patients by name when greeting them 
smiling when alking on the phone — 
ffering choices of activities to patios es in 

eception area 

inpointing patient needs wren taking a history 

Educating patients about treatment options the 
p ctitioner may recommend 

teinforcing the practitioner's recommendations with 
_ demonstrations that focus on a particular benefit to 
the patient's welfare 

: Conducting reminder-of-appointment phone calls ¢ on 

Sunday from the employee's home for Monday 

patients 

. . Stopping by a patient's home to provide a service 

These objectives are directed toward the overall goal of 

assisting the staff members in becoming patient- 

_ centered in the offering of their services. 

For example: A practitioner notices that the recep- 
tionist has appeared indifferent to telephone callers who 
ask for the price of contact lenses. However, in response 
to one of these calls, the receptionist gives an excellent 
explanation of the choices and services the office pro- 
vides; this is followed by the scheduling of an appoint- 
ment. The practitioner should reinforce this behavior by 
telling the receptionist that his or her management of the 
caller was exceptional. The reason for approval should 
be explained. In this case, the receptionist initially 
avoided the issue of cost by describing the advantages of 
using the office, educated the patient about the com- 
plexities involved in fitting contact lenses, and explained 

the range of fees in such a way that the patient was con- 
fident enough to set an appointment. This moment 
results in making the employee feel good, reinforces 
positive behavior, and improves patient satisfaction. 

At other times it can be difficult to catch the 
employee doing the right thing. When the practitioner 
is feeling patient and the employee is in the right mood, 
a poor performance should be discussed 1n a nonthreat- 
ening way. The practitioner should do this privately and 
as soon as possible after the poor performance. 

For example: A practitioner hears the receptionist 
answer a patient’s inquiry about the price of contact 
lenses by saying, “Contacts are $400 a pair. Interested? 
Goodbye.” This moment can be used by the practi- 
tioner to review office procedures and policies about 
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answering such questions. It is hoped that in the near 
future, the receptionist will be overheard answering 
such inquiries more appropriately. 

Opportune moments can provide informal settings 
for learning. A study by the U.S. Department of Labor 
shows that 70% of workplace learning is informal. 
Chatting on the job, discussions during lunch, and 

exchanges at breaks offer good environments for stress- 
free learning. Some offices place pads and pencils in 
employee break rooms and encourage unofficial gath- 
ering of staff. 

Lunch Meetings 

Some offices have a difficult time finding a few hours 
to set aside for training. Since most people eat lunch at 
some time, lunch meetings can be held to satisfy a lim- 
ited objective. There are many distractions that can 
occur during a lunch meeting, however, and the stress 
of a lunch meeting can cause fatigue in the afternoon 
and affect employee performance or morale. For these 
reasons, it is best to choose lighthearted, less important 

activities and objectives during a lunch meeting. An 
example of an appropriate topic would be a brief pres- 
entation on what it means to be “patient centered.” 
This could be followed by a brainstorming session and 
the identification of staff behaviors that indicate serv- 
ices are patient centered (see Box 25-1). 

Staff Meetings 

Regular staff meetings can provide the time necessary 
to mold a cohesive team that is consistent in providing 
services. Enough time must be set aside for planned 
objectives. Whatever time is allocated, there must be a 

plan with objectives and outcomes in mind. The meet- 
ing should not be left open without defined goals 
because the effort to reach objectives can pay large div- 
idends in the long run. 

Examples of activities for staff meetings include the 
following: 
* Role-playing sessions 
* Question and answer sessions 

+ Surveys 
+ Pretesting procedures 

* Discussion workshops 
* Problem-solving panels 
* Demonstrations 

*rLectures 
The activities chosen can depend on the management 
style in use. Too often, when using a lecture format, it is 
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assumed that everything said will “sink in.” Although 
lectures can be effective on some occasions, there are 

times when the information will not result in any 
behavior changes. Generally, employees will learn best 
by getting involved and participating in an activity. 

There are two adages to keep in mind when training 
staff members. One is, “No one ever fell asleep while 
talking.” The other is, “The best way to learn is to 
teach.” These sayings reinforce an important point— 
the most successful sessions can be those in which the 
optometrist says the least. 

The usual staff session begins with a review of the 
previous meeting and a summary of the success of pre- 
vious changes (Box 25-2). Then a staff member is asked 

to provide a brief presentation. The member might be 
chosen because he or she understands the topic best or 
because of an ability to demonstrate it most skillfully. 
The practitioner assists or provides resources to the staff 
member so that an adequate presentation can be given. 

Before the presentation, a pretest can be given to 
staff members to determine their level of knowledge 
and to focus their thoughts. The order of questions can 
be designed to lead the group through levels of increas- 
ing awareness. Questions are designed to incite discus- 

sion and not necessarily to elicit right or wrong answers. 
The practitioner then serves as the facilitator to lead 

the group through each question. The employees save 
their pretests and are allowed to jot additional notes as 
they go along. It is stressed that the pretest is to be used 
by the individual staff member and will not be seen by 
anyone else. If done properly, the practitioner will have 
very little to say other than to focus staff involvement 
on the questions and the ultimate goal and objectives 
of the meeting. 

Awareness is of little value without action. Goal 
sheets for the meeting are prepared by the practitioner. 
Typical goals include behavioral changes and measure- 
ments (Figure 25-2). These changes are then discussed 
at the beginning of the next meeting. 

Retreats 

When great change is desired—and more time might be 
needed to discuss objectives than the time afforded in a 

staff meeting—it can be of value to close the office for a 
day and hold meetings away from the office. This type 
of intervention 1s especially effective when dealing with 
sensitive issues or defensive staff. Part of the day can be 
designed as a reward to lighten the concerns of atten- 
dees. Retreats can vary from an all-expenses-paid trip to 
a vacation spot to a day at a local meeting facility. 
A sample retreat agenda is provided in Box 25-3. An 

Box 25-2 A Typical Agenda for a Staff 
Meeting 

« |. Report of results from interventions recommended 
at last meeting (each individual staff member) 

ll. What is meant by patient-centered care (senior 

staff member) 
lil. Pretest activity 

IV. Discussion of pretest questions (practitioner, 

facilitator) 

V. Recommendations for change 

VI. Assignment of responsibilities 

Vl. Topics for next meeting 

is 

information packet, typically including articles and 
background information on the chosen topic, is distrib- 
uted to staff members a week or so before the retreat. 

One of the advantages of setting aside an entire day 
is that the progress toward the objectives can be meas- 
ured, and, if problems arise, tempers flare, or someone 

becomes upset, time can be taken to relax or refocus 
the group. A nice advantage of having free time is that 
there is the opportunity to take each employee aside 
and discuss issues privately in a nonthreatening envi- 
ronment. Staff members also can take the opportunity 
to informally discuss pertinent issues with each other. 
As a facilitator, the practitioner’s main responsibility is 
to keep everyone focused on the issues and to steer 
them toward desired outcomes. 

Training can be time consuming and sometimes 
frustrating, but the rewards can be tremendous when a 
program is properly carried out. Studies show that 
patient load can be increased by 35% for each properly 
trained optometric technician. Unfortunately, studies 
also show that nearly half of all employees hired for a 
given job turn out to have been poor choices. The aver- 
age length of employment is only 3.6 years. In corpo- 
rate practices, employee turnover is 25% to 50% a year. 

For these reasons, taking the time to develop the 
staff into a cohesive, happy team that reflects a compe- 
tent, cohesive, happy practice will be worth the time 
and effort invested. 

Dismissing Employees 

If a practitioner is making a reasonable effort to train 
and control staff members, the‘employee who is not 

able to become an efficient and enthusiastic member 
of the team will know there are problems and will 
probably resign. Everything should be documented in 
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SAMPLE GOAL SHEET 

Specific goal: 

— Specific benefits of reaching goal: 

Target date: 

Where am | today with regard to the goal? 

Obstacles to achievement: s 

Checkpoint dates: 

— Intermediate Goal #1 

— Intermediate Goal #2 

— Intermediate Goal #3 

— Intermediate Goal #4 

Plans for surmounting obstacles: 

Specific actions to take to form new habits: 

Date Goal Was Met: 

Figure 25-2 Sample goal sheet. 

Box 25-3 A Sample Retreat Agenda 

Valentine's Day Retreat 

9:00 Meet at office. Overview of day's activities. 

9:15 Pretest: "What the Experts Say About Providing 

Services to Patients.” 
9:30 Champagne breakfast at Mimi's Cafe. 

10:00 Brainstorm activity, "The First 5-10 Minutes of 

the Patient Visit." 

10:30 Brainstorm activity: “Follow-Up Your Patients.” 

11:00 Tour of Dr. Stanley's office. 

12:00 Role-playing activity: "How to Say Goodbye to 

the Patient.” 

1:00 Lunch at Knotts Berry Farm followed by free time 

at the amusement park. 

4:00 Prioritizing; setting goals and objectives. 

5:00 Agenda for next meeting. Adjournment. 

Today’s Date 

each employee’s file, including the curriculum vitae, 
résumé, or letter of application sent before employ- 
ment; the interview notes; results of training programs; 
progress with training; evaluations; reprimands; warn- 

ings; and attendance record. 
When it is necessary to dismiss an employee, these 

items should be reviewed with the individual in a non- 
confrontational manner. The good things that the 
employee has done should be pointed out, so that he 
or she can see that the evaluation is a balanced one and 
can understand the achievements and the problems 
that have been encountered during the course of 
employment. 

Most practices have a probation or trial period for 
new employees. This is usually 60 to 90 days. 
Performance should be carefully monitored during this 
period. If training is not progressing at an agreed-on 

schedule, this would be the best time to terminate 

the employment. Many optometrists are hopeless 
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optimists and assume that, despite a difficult start, 
things will get better, but often they do not. 

Some practices request 2 weeks’ notice from an 
employee when the employee wants to or has to leave 
employment. It is fair for the employer to offer the 
same notice. If an employee cannot reasonably con- 
tribute to the practice after being informed of termina- 
tion, the 2 weeks can be used as paid time for the 
employee to find other employment. This is optional 
and is not required under the Fair Labor Standards Act. 

There are causes for immediate dismissal, and these 

causes should be included in the employee handbook 
for each practice. Examples are provided in Box 25-4. 

When an employee is dismissed, that employee 
might be eligible for unemployment compensation. 
Each state has specific eligibility requirements that must 
be met by a dismissed employee to receive unemploy- 
ment compensation. If an employee does receive this 
compensation, the former employer will be required to 
pay an additional amount of money into the state com- 
pensation fund; the amount is based on the number of 
former employees drawing this compensation. 

Exit Interviews 

Every practice experiences some turnover of person- 
nel. An exit interview allows the employer to learn how 
to improve the workplace for other employees. Typical 
questions that are asked include the following: 
+ Did the job meet your expectations? 
* Why are you leaving? 
* What did you like and dislike about our office? 
+ What specific suggestions for improvement could 
you make? 

Box 25-4 Example of Causes for Dismissal 

The following can be cause for immediate dismissal. Any 

employee dismissed for cause will not be entitled to a 

minimum notice nor termination vacation pay. This list 

is not to be construed as inclusive: 

* Inefficiency or inability to perform assigned duties 

* Excessive absenteeism or tardiness 

* Poor personal hygiene 

° Dishonesty 

* Breach of confidentiality or professional ethics 

* Refusal to perform assigned duties 

° Theft 

* Embezzlement or mishandling of funds 

These questions should be used as a starting point for 
more in-depth discussions. The feedback received can 
prove to be extremely valuable. 

Controlling Staff Members 

The controlling aspect of management involves setting 
standards, measuring performance, and taking correc- 
tive actions. To successfully carry out this function 
with staff members, they must first feel that they are a 
part of the practice. 

Mission Statement 

The office manual should include a mission statement 
for the practice. Employees must feel that they are a 
part of the practice, and including them in the mission 
statement, as well as in the long-term objective of the 
practice, fulfills this need. This mission statement 
should be read by all employees (Box 25-5). 

Employee Evaluations 

Evaluations of all employees should be performed at 
least once a year. During training periods, evaluations 
can be provided weekly. These evaluations should be 
written and made a permanent part of the employee’s 
file. An example employee performance review is pro- 
vided in Figure 25-3. This format permits the evaluator 
to address the employee’s quality of performance, 
quantity of responsibilities, and knowledge of the job. 
In preparing for the evaluation, it is a good idea to keep 
notes about employee performance, using specific 
dates. The notes should include employee successes, 
problems, and any questions about employee perform- 
ance. Before the evaluation the record should be 
reviewed, and examples should be used during the dis- 

Box 25-5 Example Mission Statement 

* To provide our patients with quality eye/vision care, 

therapy, ophthalmic materials, and contact lensesina 

professional, efficient, and friendly setting. 

* To operate as a profitable, secure, and growing 

optometry practice; to provide maximum care at a 

fair cost. 

* To be dedicated to providing growth opportunities, a 

caring environment, and an improved life for all staff 

members. . 
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EMPLOYEE PERFORMANCE REVIEW 

a 

Today’s date: 

Date hired: 

Period covered: to 

Position: 

Evaluated by: (signature) 

1. QUALITY: 
a. Produces error-free work 
b. Handles assignments with thoroughness | 

2. QUANTITY: q 
a. Produces an acceptable volume of work 
b. Completes tasks promptly 

3. JOB KNOWLEDGE: 
a. Knows job duties 
b. Knows office policies and procedures 

4. DEPENDABILITY: 
a. Arrives on time 
b. Has good attendance record 
c. Completes a consistent quantity of work with 

acceptable quality 

5. ATTITUDE: 
a. Cooperates with associates 
b. Maintains pleasant demeanor 
c. Conforms to office policies and procedures 

6. INITIATIVE: 
a. Needs minimal supervision 
b. Completes more work than expected 

7. APPEARANCE: 
a. Dresses according to office standards 

8. PERSONAL FACTORS: 
a. Concentrates on work rather than personal factors 

9. OVERALL PERFORMANCE: 
a. Employee’s strong points 
b. Areas that need strengthening 

Please rate the employees in each of the areas below, using the following scale. Your evaluation should reflect on 
impartial judgment that is based on the entire period covered—not upon isolated incidents. 

Outstanding: Employee exhibits consistent, superior ability, far in excess of job requirements. 
Very good: Employee exhibits ability above that expected for the position. 
Satisfactory: Employee meets the position requirements. 
Fair: Employee exhibits ability below job requirements. Some improvement needed. 
Unsatisfactory: Employee exhibits ability far below requirements. Much improvement needed. 

Figure 25-3 Employee performance review. 

cussion. Many human resource experts recognize that 
annual performance reviews can be threatening to 
employees, and some believe ongoing performance 
discussions throughout the year are more productive. 
However, all experts agree it is necessary to provide 
regular feedback to employees. 

Setting Individual Goals 

The use of performance evaluations is the first step in 
helping employees identify individual goals that will 
carry out the practice’s mission. 

The secret to employee development is good com- 

munication. Nowhere is this more evident than during 
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a periodic review of the employee’s performance. The 
perceptions of the evaluator can be quite different than 
those of the employee. How the performance review 1s 
conducted can be critical to morale and to the future 
productivity of the employee. 

A good way to begin the first evaluation of an 
employee is to have the employee complete a self- 
evaluation survey. Figure 25-3 is one example of a for- 
mat that could be used. This self-evaluation will 
provide the evaluator with insights into the employee’s 
perceptions of performance. If these perceptions differ 
from those of the evaluator in many areas, it might be 

best to choose only a few areas on which to concen- 
trate. The evaluator should not forget, however, that 

90% of all employees rank themselves in the top 10% 

in regard to performance. 
The evaluator’s survey should be reviewed with the 

employee, including performance scores and the rea- 
sons for these scores. Pertinent comments should be 
written for future review. Together with the employee, 
the evaluator should compose goals, a plan to reach 
these goals, and the consequences that will result if the 
goals are not reached. After the review, the employee 
must sign the evaluation and the plan. This informa- 
tion should be used to increase or decrease employee 
bonuses. If the desired behavior requires little effort to 
correct, the time spent for the evaluation and goal set- 
ting can serve as a training period for the employee. 

Monitoring Implementation of Changes 

Sometimes, despite all the preparation, planning, and 
training, the behaviors sought do not occur. This situa- 
tion 1s particularly likely in an office where employees 
have been following unchanging routines for a long 
period. In this type of office, a daily worksheet can 
serve as a helpful reminder to encourage employees to 
change the routine according to recommendations. 

On the daily worksheet, the employee must note 
when the new procedure is used. Employees should be 
assured that this extra time will be required only until 
the new changes become part of their routine. The 
practitioner might wish to monitor the employees’ 

efforts to incorporate changes into the office routine 
by using personal observations. 

Directing Staff Members 

The manner chosen to communicate with employees is 
referred to as leadership style. Many business authors use 
the term management style instead because communi- 
cations will, unquestionably, affect the entire manage- 

ment process. Generally, there are two extreme types of 
management style, with most managers’ style falling 
somewhere in between. The most authoritarian style is 
the military approach, in which the manager tells 
the employee what to do and the employee follows 
the instructions without question. The opposite style is 
one in which the manager orchestrates situations so that 

the employee realizes what to do and does it because the 
employee believes it is in the best interest of the office. 
Each style has its advantages and disadvantages. 

Douglas McGregor calls these management styles 
theory X and theory Y in his book The Human Side of 
Enterprise (New York, McGraw-Hill). The two theories 
are briefly described in Box 25-6. 

Management style X means that the manager must 
control everything that goes on in the office and every 
decision that must be made by employees. The man- 
ager must constantly monitor the employees’ perform- 
ances. A specific procedures and policy manual is 
necessary to direct the staff to handle every situation 
the way the manager wants it handled. 

This management style seems easier because no 
effort is made to convince staff members to understand 
or support changes. Their duty and job are simply to 
carry out orders, not question why. On the other hand, 
this management style requires more time. The employ- 
ees must be constantly monitored or they might not 
provide services correctly because they were not told 
how to handle a particular situation. The employees 
will hesitate to act and might, in fact, be ineffective 
without the manager present. A large policy and proce- 
dures manual will be needed; large manuals are difficult 
to memorize and time consuming to create. 

Management style X can be summarized by the 
statement, “Management is getting people to do things 
your way.” Management style Y is completely different. 
Staff members participate in the decision making and 
are allowed to decide how to best handle situations. 
Office policy and procedures are decided by a group 
effort, with most input obtained from those providing 
the services. The manager offers resources and training 
to help the employees reach their goals for the office. 

Initially, this management style seems slow and 
laborious because meetings must be held, levels of 
awareness must be raised, and alternatives discussed. 

Staff members must first realize that change is neces- 
sary, research the options, and finally agree on the pol- 
icy to be implemented. Once the policy has been 
decided, implementation is usually much quicker and 
easier because staff members “own” the changes. They 
understand the need for change and can adapt the phi- 
losophy behind the change to every situation. The 



Box 25-6 Management Styles 

_ Theory X 

_ Assumptions about the average person 

Works as little as possible 

- Lacks ambition, dislikes responsibility, prefers to be 
led 

‘ Inherently self-centered; indifferent to organiza- 
tional needs 

By nature resistant to change 

Gullible, not very bright 
Assumptions about management personnel 

Responsible for organizing staff, equipment, and 

supplies in the interest of economic ends 4 

Direct staff efforts, motivate them, and control 

their behavior to fit the needs of the organization 

Must persuade, reward, punish, and control staff 

activities; otherwise staff members would be pas- 

sive or resistant to organizational needs 

Theory Y 

Assumptions about the average person 

At least potentially mature 

Trustworthy 

Able to handle responsibility 

Motivated by organizational goals 

Will use self-control and self-direction 

Assumptions about management personnel 

Responsible for organizing staff, equipment, and 

supplies in the interest of economic ends 

Believe it is their responsibility to provide opportuni- 

ties to develop abilities 

Provide guidance 

Encourage growth 

Remove obstacles 

Arrange the work environment so that employees 

can achieve their own goals while meeting the 

goals of the practice 

Modified from McGregor D The human side of enterprise. New York, 1960, 

McGraw-Hill. 

employees are able to work independently and are not 
afraid to offer novel options for consideration. The 
staff members treat the business as their own because, 

in a large sense, it is. This management style can be 
summarized by the statement, “Management is the 
ability to let other people have your way.” 

Which style is best for a given practitioner? One 
employer might prefer to choose the style that comes 
most naturally. Another employer might choose the 

style to which employees respond best. Still another 

manager might change management styles from one to 
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the other because change is generally more productive 
than rote routines. 

There are arguments that can be made in favor of 
each rationale. 

Selecting a Natural Management Style. Choosing 
a style that comes naturally requires the least amount 

of effort on the manager’s part. One means of deter- 
mining management style is illustrated in Figure 25-4. 
This exercise provides insight into individual manage- 
ment tendencies. 

Selecting a Style to Which Employees Respond. 

Through experimentation, a manager finds the manage- 
ment style that each employee seems to respond to best. 
Time and effort can be reduced by predicting the man- 
agement style that will be most effective in obtaining 
the best productivity from an employee. To make these 
predictions, it is helpful to look at the value systems of 
different groups of people. Managers should not be sur- 
prised to observe that an employee’s value system is 
very different from the manager’s own value system. 

Changing Management Styles. There might be 
times when a change in management style is needed. 
Different types of employees, different types of prac- 
tice environments, or even staleness in a practice can 
necessitate a change. When altering management 
styles, however, the changes should be readily apparent 
to all employees. Otherwise, confusion and dissatisfac- 
tion can result. 

Motivating Employees 

The information used to predict the response of 
employees to a management style also can be used to 
motivate them. There are a number of common factors 
that motivate individuals in general. By applying 
Maslow’s hierarchy (Figure 25-5) to the profession of 
optometry, optometrists can learn what will be most 
effective in motivating employees. 

Physiological Needs 

All people have bodily needs such as food, water, rest, 

exercise, shelter, and protection from the elements. 
The motivation of staff members is obviously beyond 

this basic level. 

Security and Safety 

People require protection against threats, dangers, and 
deprivation. Many people fear losing their job, benefits 
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Management Style Questionnaire 

The purpose of this exercise is to give you a general idea of your management style. 
For each statement listed check whether you mostly or completely agree with it or 
whether you mostly or completely disagree with it. 

Respond to all the statements. 

Scoring directions follow the questionnaire. 

Mostly or Mostly or 
completely | completely 

Statement disagree 

—% . Since patient contact is critical, | try to provide all 
direct patient services myself. 

2. When I’ve tried to delegate patient services to an 
assistant, I’ve found patients got poorer service. 

3. To assure the right decision is made, | make all 
the decisions myself. 

4. | expect employees I’ve hired to learn to do things 
my way. 

5. | hardly ever hear any complaints from my | 
employees. 

6. The important thing is that employees understand 
what | want of them. 

7. | assign tasks to whoever is capable of handling 
them. 

{- 

8. There are few employee problems that cannot be 
solved by better pay. 

9. Employees who insist on making all of their own 
decisions should open their own business. 

10. It’s just not possible for everyone to make a living 
doing what they enjoy. 

11. The average employee is basically self-centered 
and indifferent to the goals of my practice. 

12. | allow employees to post humorous sayings about 
how this office is run, and there are many. 

13. My best technique in dealing with an employee 
grievance is to assert my leadership in determining 
what I need to do to correct the situation. 

14. If | let my employees make their own decisions, | 
will lose control of my practice. 

Figure 25-4 Management style questionnaire. (From American Optometric Association. Practice enhancement program Il, professional 
enhancement module, managing your practice plan, precourse workbook. St. Louis, 1986, Author. Reprinted with permission.) 

Continued 
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Mostly or 
completely 

agree 

Mostly or 
completely 

Statement disagree 

15. As manager, | am responsible for everything my 
employees do. 

16. The function of the manager is to set out and 
enforce clear rules; the function of the employee is 
to follow them. 

17. Allowing employees to attend optometric confer- 
ences and workshops cuts into their working time 
and may give them ideas to look for work else- 
where or about ideas for equipment or procedures 
that | can’t afford to implement. It will only make 
them restless. ? 

18. If individuals are allowed to make their own 

decisions, they will not be for the good of the 
office, but for their own benefit. 

19. | enjoy optometry, and I’m unwilling to devote 
less than my full time to patient care. 

| 

20. I’m in optometry to make a good living by providing 
quality optometric care. If | let my employees get 
too independent, I'll lose all my cost controls and 
jeopardize the profitability of my practice. 

Scoring directions 

Now add up the number of your “Mostly or Completely Agree” answers. 

If you checked 15 to 20 “agree” answers, you run a very “tight ship.” Your style is 
highly directive, what is called a Theory X management style. 

If you checked 7 through 14, your management style includes a number of practices 
that are consistent with a more participative management style. 

If you checked 1 through 6 “agree” responses, your management style is highly 
participative, and you delegate not so many tasks as you do responsibilities in 
achieving shared goals. Your management style might be characterized as a 
Theory Y management style. 

Figure 25-4, Cont'd 

Ego satisfaction 

Security and safety = 

Figure 25-5 Maslow’s hierarchy of needs. (Reprinted from AH Maslow: Motivation and personality. New York, 1970, Harper & Row.) 
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such as medical insurance, or an adequate income after 
retirement. To provide motivation, employers should 
offer regular performance reviews, with emphasis on 
feedback that stresses the positive aspects of job secu- 
rity. Updates should be provided on the status of 
employee benefits and their economic value. Bonus or 
profit-sharing plans also can be offered, contingent on 
level of performance. Retirement plans also can be pro- 
vided. The employer should be reassuring when dis- 
cussing job security and business stability. 

Social Needs 

People have interpersonal needs, such as belonging, 
association, acceptance, and giving and receiving friend- 
ship and love. Participation in certain activities on 
behalf of the practice can reinforce these feelings and 
provide motivation. Attendance at continuing educa- 
tion courses; staff participation in the determination of 
office policies and procedures; use of staff ideas to 
improve office functions; membership in various pro- 
fessional organizations and societies; and the periodic 
use of group functions, such as office retreats and 
informal staff birthday celebrations, can all achieve 
this goal. 

Ego Satisfaction 

People need self-esteem, which comes from self- 
confidence, independence, and achievement. People 
also enjoy a sense of reputation, which confers status, 

recognition, respect, and appreciation. The satisfaction 

of these needs can greatly improve motivation. 
These needs are satisfied by promotions, assign- 

ments that provide added responsibilities, participa- 
tion in the training of new staff members, or 
evaluations or opportunities in which positive feed- 
back is supplied about performance. Patients should be 
encouraged to include staff members when offering 
thanks for services. Employees should be allowed to 
write or sign memos to other staff members; display an 
outstanding employee’s name in work areas; mention 
accomplishments in front of patients and peers; and 
market the employee to patients through the use of 
biographical sketches, comments on signs, displays of 
awards and certificates, business cards, and name tags 

with an office title. 

Recognition can be demonstrated by giving flowers, 
candy, lunches, theater tickets, or other rewards to 

employees. Saying “thank you” to employees, particu- 
larly in public, is effective. So is a letter to the 
employee, noting a job well done. 

Self- Fulfillment 

Motivation involves realizing one’s own potential, 
continued self-development, and creativity in its 
broadest sense. This final area of need is said to come 
from within. Self-fulfilling employees are motivated 
through introspection, a recognition of what 1s impor- 
tant to them. They are able to focus on satisfying their 
personal needs and require no outside motivation. A 
manager must provide the resources and the opportu- 
nity for employees to reach their fullest potential by 
using the office as a vehicle to attain self-fulfillment. 

Motivating employees must take into account their 
needs and wishes. The manager must be able to recog- 
nize “true” rewards, which differ from individual to 

individual. When providing a reward, the manager 
must ask, “Is this reward really what the employee con- 
siders special?” 

A motivation plan can accompany a training pro- 
gram. Each opportunity to improve staff performance 
also can be used to motivate employees. Retreats, staff 
meetings, lunch meetings, performance reviews, and 
opportune moments all can be used to reinforce posi- 
tive behavior and encourage more of the same. Perhaps 
the most powerful opportunity of all is the opportune 
moment when an employee is caught doing something 
the right way. This moment should be seized because 
such acknowledgment builds enthusiasm like nothing 
else. 

Managers have at their disposal many strategies 
with which to motivate employees. Effective managers 

will use as many of these strategies as they can. They 
will note which strategies work best with individual 
employees. They will use these strategies to mold the 
staff into a team that works together to reach the goals 
of the practice. Management style strategies should be 
planned and implemented with the same attention 
that would be given to the planning and conduct of a 
vision examination. Managers should never forget to 
set aside sufficient time for administrative duties and 
responsibilities. If management is properly performed, 
this time will be enjoyably spent working with an effi- 
cient and enthusiastic office staff. 
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Chapter 2 6 

Patient Communications 
Stuart M. Rothman, Harry Kaplan, and Craig Hisaka 

What we got here is a failure to communicate. 

Frank R. Pierson Cool Hand Luke 

S uccessful health care practitioners find that the way 
they communicate with patients canbe just as 

important as their clinical proficiency. Modern practi- 
tioners often spend as much time explaining proce- 
dures, tests, treatment options, and recommendations 

as actually examining the patient. This chapter reviews 

the basic tenets of effective communication, while pro- 
viding a basis for patient communication in an opto- 
metric office setting. 

A Standard Model of Care 

The classic disease model of health care can be ana- 
lyzed in the following six stages: 
* The period when the patient is at no risk 
* The period when the patient is at risk due to change 

in age or environment 
* The period after an agent strikes, during which the 
patient is in danger of acquiring the disease 

* The period when signs are present 
* The period when symptoms appear and the patient 
complains 

* The period when disability results 
In the past, health care focused on the last three stages 
of disease. Patients sought care only when they were in 
pain and extremely uncomfortable. Because a commu- 
nity’s health care practitioners were educated and 
highly trained, they were respected and often revered. 
Communication between practitioner and patient was 
comparable to that between parent and child—the prac- 
titioner told the patient what to do; the patient listened 
and complied. The practitioner's advice was never 
openly questioned by the patient, who always assumed 
a passive role. This paternal model of health care per- 
sisted for many decades. 
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Today, the dynamics of health care and of the doc- 
tor-patient relationship have changed. Contemporary 
practitioners are likely to be treating patients of equal 
education and economic level. Patients are more 
informed about health and the factors that relate to 
health. They also understand that health care needs to 
move beyond a pure disease model of care. Successful 
patient communication depends on the willingness of 
practitioner and staff to accept the patient as an equal 
and to consider the patient a participant in the treat- 
ment regimen. Practitioners also must appreciate that a 

patient who understands diagnoses and treatment 
options will be a more compliant patient, with the 
attendant long-term benefits to health that this under- 
standing brings. 

A successful practitioner knows the expectations 
brought to the doctor-patient relationship. The practi- 
tioner should enter the relationship expecting to pro- 
vide the highest level of care. When providing care, the 
practitioner expects the patient to comply with recom- 
mendations and to establish and maintain an open line 
of dialogue regarding needs, wants, and results. The 
patient’s expectations include being treated with 
respect, kindness, and compassion in a highly ethical 
and professional manner. In any relationship, there 
can be different expectations by both practitioner and 

patient with each individual encounter. The practi- 
tioner who is able to fully understand the expectations 
of the patient at each encounter will be the one who 

establishes a long-term relationship with the patient. 

The Need to Communicate Effectively 

In today’s competitive health care environment, patient 
communication is a key element in the successful 
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delivery of care. The importance of patient communt- 
cation can be attributed to the following factors: 

Patients are more aware of health care issues and are 
more knowledgeable about the treatment options 
available to them. This has been dramatically 
advanced by the media and the proliferation of 
Internet use. 

There is more competition for health care revenues, 

and this has led to increases in the advertising of 
health-related products and treatments. 

Increased specialization in health care has forced 
patients to triage themselves so that they can see the 
specialist who best meets their needs. 

Second opinions for major treatment options are 
expected by practitioners, patients, and insurance 
companies. 

The risk of liability claims has increased the need for 
informed consent, requiring patients to understand 
the risks and benefits of treatment options. 

The increasing automation of tests and procedures has 
allowed for greater use of technicians and assistants. 
In the efficient delivery of health care, the practi- 
tioner acts as an interpreter of information and has 
more time to discuss findings, diagnoses, and treat- 
ment options. 

Setting the Stage for Effective 
Communications 

For effective patient communication to occur, the prac- 
titioner must identify the message or image to be con- 
veyed to patients by the office. This message or image 
should be communicated to every patient or potential 
patient at every encounter with the practitioner or staff. 
It also should be conveyed in every other type of com- 
munication that comes out of the office. 

The most important messenger that any practi- 
tioner will have is the office staff. The staff will be the 
first personal contact that a potential patient has with 
the office. Staff members also will be the first contact 
the patient has when arriving at the office. Effective 
patient communications require that the right staff 
members be hired and that they be trained to commu- 
nicate properly. Even if an office has a staff manager, it 
is ultimately the practitioner who must select, train, 

and monitor staff members. 

Telephone Communications 

Most patients have their first personal contact with an 
office through the telephone. This first encounter must 

convey warmth, caring, competence, and efficiency. The 
staff member responsible for answering the telephone 
must direct full attention to the person calling and must 
avoid diversions that convey a negative message. Many 
practice consultants advise putting a smiling face or 
humorous saying near the telephone to remind the staff 
member to convey a positive image to the patient. It is a 
good idea to have carefully scripted responses to com- 
mon questions that might be asked in routine telephone 
conversations. This is most important in making an 
appointment for a patient. Not only is it important for 
the staff person to get the patient’s name and phone 

number, but the type of appointment needed, the type 
of insurance, and the referral source also might be 
required. Patients must be informed of the information 
that must be brought with them to the appointment. 
Some practitioners prepare audiotapes of experienced 
staff members responding to questions so that they can 
be used during training of new staff members. 
Telephone communications require that a protocol be 
observed when responding to callers. Some common 
requirements are listed in Box 26-1. As optometrists 
increasingly engage in the treatment of eye disease, it is 
essential that the person answering the phone be trained 
to properly triage callers. Staff members must be told 

Box 26-1 Telephone Etiquette 

Do’s 

* Answer the telephone with a smile. 

* Treat the patient the way you would want yourself or 

your family to be treated. 

* Talk slightly slower than normal conversation and 

enunciate clearly. 

* Offer to call a patient back rather than put the 

patient on hold for longer than one minute. 

* Stay as close as possible to the office telephone script. 

* Try to reinforce a caring, concerned attitude. 

* Remember that the office is there to serve the 

patient, not the other way around. 

Don’t 

* Be abrupt with the patient. 

* Rush the patient. 

* Continue to put the patient on hold more than once 

or keep the patient on hold for longer than 

30 seconds without checking with the patient. 
* Give professional advice. 

* Assume that the patient understands everything 

about what the office does or the services it provides. 



what constitutes an emergency or what is urgent, so that 
prompt and appropriate care is provided. 

Communication Through Marketing 

Marketing comprises the whole range of efforts that go 
into building and maintaining a professional practice. 
To be most effective, the message that is communi- 
cated must be consistent, fill a need in the community, 
and be communicated in such a way that patients and 
prospective patients understand the potential benefits 
of having this need fulfilled. Specific marketing strate- 
gies will be based on the needs of a particular commu- 
nity, but there must be consistency in the message 
conveyed to the patient. Various themes can be 
observed in the advertising used by large corporations. 
These themes range from quality of care to specific 
product promotions with emphasis on price. Once a 
marketing niche is established, it becomes difficult to 
change the image that has been created. Therefore, the 
initial message needs to be appropriate for the practice. 

Prospective patients will find out about an office 
either through word of mouth; an insurance plan list- 
ing; external marketing using Yellow Pages listings, 
newspapers, television or radio; or via a Web site on the 
Internet. Before making the decision to call an office for 
an appointment, these patients have made a decision 
that the office can provide the care they need in a set- 
ting that they are comfortable with. It is essential that 
these external marketing sources reflect the image that 
is to be conveyed to the public. They allow the office to 
present a capsulized image of itself. There also must be 
follow-through in supporting this image in the office 
and throughout the patient’s experience in the office. 

Communication in the Office 

The following factors contribute to effective commu- 
nication with patients while they are in the office: the 
appearance of the office and of practitioner and staff, 
efforts to alleviate patient apprehension, use of printed 
materials, and verbal communication. 

Office Appearance 

Patients expect to be cared for in an office that is clean, 
neat, uncluttered, and up-to-date. The reception room 
should be large enough to accommodate several 

patients without being crowded. The furniture does 

not need to be of “living room” quality but should not 

be sterile and impersonal. Refreshments, such as coffee 

and soft drinks, convey a caring attitude. Patients 
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should be offered a choice of materials to view while 
they are waiting to be seen. Brochures, pamphlets, 

books, magazines, and videotapes can be used to enter- 

tain and inform patients while they wait. 

One of the biggest complaints by patients is the 
time that must be spent waiting to be seen by practi- 
tioners. Patients are expected to arrive at or before their 
appointment times. They, in turn, expect practitioners 
to begin the examination within a reasonable period 
after the scheduled appointment time. No amount of 
plush furniture, entertainment, or refreshments will 
negate a one-hour wait. On days when the office is run- 
ning well behind schedule, a call to the patient at home 
or work should be standard procedure. 

Patient treatment rooms should convey a feeling of 
security to the patient. Equipment does not need to be 
brand new but it should be in excellent working order 
and have a modern appearance. Even though the 
patient might not know the difference between a 
phoropter that is 20 years old and one that is new, an 
examination chair that is worn will be readily apparent. 

Patient expectations usually are highest in the dis- 
pensary. If the patient has been to or seen a “super- 
optical” showroom, an inevitable comparison will be 
made. The patient might not expect to see the same 
number of frames displayed but will expect to see 
frames arranged in an attractive and tasteful manner. 
The appearance of the dispensary can be crucial in the 
patient’s decision to purchase eyewear. The image and 
feeling that the dispensary conveys to the patient will 
affect the patient’s impression of the quality and value 
of the eyewear being displayed. 

Practitioners should set aside a portion of each 
year’s budget for the purchase of new equipment or for 
the improvement of the office. Existing patients will 
notice changes that have occurred in the office and will 
talk about these changes to friends and relatives. This 
enthusiastic promotion of the practice can help pay for 

the changes many times over. 

Personal Appearance 

As competent and as caring as a practitioner might be, 
the patient will form an impression at the first 
encounter that can be quite difficult to change if it is 

negative. This first impression depends as much on the 
practitioner’s appearance as it does on what the practi- 

tioner says or does. The office staff also can convey a 
negative first impression. There are many schools of 
thought about what constitutes appropriate attire for 
practitioner and staff. Authority can be conveyed 

by more formal attire, such as a white clinic jacket or 
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uniforms, but this image can be offset by too much for- 
mality. Comfort is important, but practitioner and staff 
should be dressed in attire that patients are comfortable 
with as well. Proper attire can vary from one part of the 

country to another, and even within a relatively small 

area. What is appropriate for a large city might not be 
appropriate for a rural community just a few miles 
away. Appearance also can vary depending on the type 
of patient seen in the office (e.g., children as compared 
with adults). Practitioners must take note of all these 

factors and determine the type of image that is appro- 
priate for the practice and patient population. 

Alleviating Patient Apprehension 

Many patients come to the office of a health care 
provider with a sense of apprehension. This feeling is 
not limited to new patients—it can be held by existing 
patients as well. New patients are entrusting their health 

and well-being to an individual they only know by the 
recommendation of a friend, relative, other practi- 

tioner, or preferred provider insurance listing. Aside 
from the uncertainties these patients might have about 
this new practitioner, there are the obvious concerns 
about vision or health that caused them to seek care in 
the first place. Existing patients share this apprehen- 
sion, whether they are seeking care for a problem or for 

a routine examination with no symptoms. Very few 
people can “be themselves” under these circumstances. 
Understanding this apprehension can help practitioner 
and staff make patients feel more at ease, allowing the 
practitioner to obtain greater insight into the person 
being treated and generally permitting better treatment 
to be provided. The patient’s openness also will lead to 
greater willingness on the part of the practitioner to 
communicate treatment options and will lead to greater 
understanding of treatment options by the patient. 

Calling the patient by name and discussing the 
patient’s hobbies, family, work, and avocational inter- 

ests help the practitioner and staff relate on a more per- 
sonal level while also alleviating the patient’s 
apprehension about the office visit. The patient should 

feel that he or she is being given the undivided atten- 
tion of the doctor and the staff throughout the 
encounter. 

Use of Printed Materials 

Many offices offer printed materials that describe the 
practice (e.g., a “welcome to the office” brochure), the 
services that the office provides, new ophthalmic mate- 
rials available in the dispensary, or the treatment 
options for various ocular conditions. Representative 
brochures are found in Figure 26-1. Printed materials 

xi 
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Figure 26-1 Sample printed patient communication brochures. (Courtesy American Optometric Association, St. Louis. Reprinted with 
permission.) 



are useful because they provide information even after 
the patient has left the office. More important, they 
reinforce, in writing, the information presented ver- 
bally during the examination. These brochures can be 
designed by the practitioner and printed at a modest 
cost, or they can be purchased from various suppliers 
such as private companies, contact lens and frame com- 
panies, optical laboratories, and professional organiza- 
tions such as the American Optometric Association. 

Videotapes also can be used to disseminate informa- 
tion to patients and, in fact, are enjoying increasing 

popularity. Tapes can be used for instruction in the 
office or lent to patients for viewing at home. Subjects 
include contact lenses, vision training, and treatment 

options for various conditions. Depending on the sub- 
ject matter, they can be obtained from private compa- 
nies or professional organizations (Figure 26-2). 

Report-writing computer software allows the practi- 
tioner to custom design a report to a patient about 
symptoms, diagnoses, and recommendations. This can 
be given to the patient as the patient leaves the office 
or sent to the patient a few days after the visit. In either 
case it helps to reinforce what was discussed during the 
examination and allows the patient to synthesize 
the information in a more comfortable, less stress- 

producing environment. 
Software also is available (Figures 26-3 and 26-4) 

that can graphically explain certain symptoms and 
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treatment recommendations. It is said that a picture is 
worth a thousand words, and these three-dimensional 

moving computer-generated images extend the capa- 
bilities of a two-dimensional static picture. 

Verbal Communication 

There is no substitute for the face-to-face contact that 
practitioner and staff have with the patient in the 
office. 

The case history is one of the most important parts 
of the examination because it establishes the personal 
and clinical relationship between practitioner and 
patient. A good clinician will listen as the patient 
describes the chief complaint and, as necessary, will 
help the patient articulate the problem being 
described. The information conveyed will guide the 
clinician’s examination while ensuring that the clini- 
cian addresses the patient’s concerns. Preprinted 
patient history questionnaires allow the practitioner to 
focus on the major concerns of the patient but should 
not be used as a substitute for a face-to-face patient his- 
tory. Similarly, computer touch-screen history pro- 
grams also allow the practitioner to know in advance 
what the patient is concerned about and can more con- 
cisely direct the history. 

Describing the purpose of testing as it is performed 
will make the patient feel more informed and enable 

Figure 26-2 Sample educational resources used to educate patients. (Courtesy Optometric Extension Program, Santa Ana, Calif. 

Reprinted with permission.), Santa Ara, Calif. 
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Figure 26-3 Example of computer-generated information for patients; this sample illustrates emmetropia. 

(Courtesy Eyemaginations, Towson, Md.) 

Figure 26-4 Example of computer-generated information for patients; this sample illustrates open-angle glaucoma. 
(Courtesy Eyemaginations, Towson, Md.) 



the patient to become more of a participant in care. It 
also will educate the patient about the services that are 
being provided. For tests that are performed by ancil- 
lary staff, a scripted description of the purpose and pro- 
cedure of the test should be used. 

The case disposition must address the needs of the 
patient. A clinician’s ability is directly related to his or 
her capacity to describe how the patient’s problem 
relates to the testing performed and how the treatment 
prescribed can alleviate the problem. This means talk- 
ing to the patient in terminology the patient can 
understand. Effective communication also can involve 
using demonstration aids so that the patient can better 
visualize what is being described. Examples of some of 
these demonstration aids are provided in Figure 26-5. 
The case disposition might require the practitioner to 
present the patient with various treatment options and 
describe the pros and cons of each option, Effective 
communication means listening as well as talking. The 
patient should be guided toward the best solution so 
that the patient participates in the decision-making 
process and understands the outcome. 

There might be instances when the practitioner has 
to act like a practitioner of the past and inform the 
patient of the actions that must be taken. These situa- 
tions usually involve direct risk to patient health and 
well-being, such as sight-threatening diabetic retinopa- 
thy. Even in these instances, it is important that the 
practitioner be able to effectively communicate dangers 
and risks to the patient to ensure patient compliance. 
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The issue of informed consent also must be consid- 
ered in cases that pose a risk of injury. The patient has a 
right to know the risks, hazards, and likely outcomes of 
a recommended procedure or treatment and to be 
informed of the alternatives to that particular test or 
treatment. Informed consent also requires disclosure 
when suspicious findings or abnormalities are 
detected. 

The latter obligation is the toughest test of the 
optometrist’s communication skills. For example, a 
patient with elevated intraocular pressure must be 
informed of the potential significance of this finding 
and advised of the specialized testing that must be per- 
formed to rule out the possibility of glaucoma. The 
practitioner must convey the need for testing and the 
need for long-term follow-up even if the results are neg- 
ative, so that the patient understands and agrees to 
periodic assessment for disease. 

Communication with Patients After They Leave 

the Office 

Effective patient communication occurs not only when 
patients are in the office but also after they have left. 
Patients who encounter a problem, such as with oph- 
thalmic materials, often will not call the office to 

describe the problem; instead, they simply will not 
return for further care. They might also tell relatives and 
friends about their problem. The successful office can 
prevent such situations from occurring. Problems can be 

Figure 26-5 Models for explanation of vision problems. (Courtesy American Optometric Association, St. Louis. Reprinted 

with permission.) 
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identified by calling patients after services or materials 
are provided to ensure that they are satisfied. Many 
offices will conduct periodic patient surveys to obtain 
feedback about office policies and patient management. 

The success of an office in handling patient prob- 
lems is determined by the attitude ot the practitioner 
and staff. The office should regard patient complaints 
as an opportunity to regain trust and confidence and 
should convey a positive attitude. The office that han- 
dles these problems defensively will further antagonize 
the patient. 

Satisfaction will be determined by the patient’s per- 
ception that treatment exceeded expectations. 
Dissatisfaction occurs when patients perceive that they 
have not gotten what they expected. Satisfaction can 
be increased by elevating the patient’s perception of 
treatment or by decreasing the patient’s expectations. 
After the fact—-when patients have already been pro- 
vided with treatment—it is difficult to lower their 
expectations. Therefore, decreasing patient expecta- 
tions is not a practical alternative. The most successful 
strategy is to elevate the perception of treatment. This 
should be the goal of the office. 

Communicating with Special Patient 
Populations 

There are three populations that require special com- 
munication techniques: the elderly, persons with dis- 
abilities, and children. 

The Elderly 

The office that communicates well with elderly patients 
and makes them feel comfortable will invariably do a 
better job of serving this growing segment of the U.S. 
population. The elderly population is the group most 
likely to experience diminished visual performance, 
and it is important that they be made to understand the 
age-related visual changes that can occur. More than 
any other age group, they will be apprehensive about 
eye health because of the increased prevalence of glau- 
coma, age-related maculopathy, and cataracts among 
their friends and contemporaries. They also can be 
undertreated for systemic conditions that have ocular 

manifestations, such as diabetes and hypertension. 
Their understanding of these conditions might come 
from what they have learned from friends, relatives, or 

the media. The key to successful management of these 
patients is to set realistic expectations. Age-related 
vision changes are common. The case disposition 
should describe these changes in terms the patient will 

understand. Demonstrations, pictures, and videotapes 
will help elderly patients understand their condition 
and the visual limitations that can occur. A staff person 
should assist elderly patients when they are asked to use 
computer-assisted history or testing software. 

The practitioner should be aware of any hearing or 
mobility problems that a patient has before bringing the 
patient into the examination room. The practitioner and 
staff should be especially conscious of talking directly to 
the patient, not to a caretaker or relative accompanying 
the patient. Eye contact and clear enunciation are espe- 
cially important. Elderly patients should not be 
addressed by first name, especially by practitioners and 
staff who are younger than the patient is. 

Elderly patients do not like to feel rushed during an 
examination. They might have concerns that they will 
not share with the clinician until they feel comfortable 
doing so. The practitioner who is a skilled communica- 
tor will be able to guide the patient to the important 
areas of the case history without making the patient 
feel rushed. Unrushed communication should con- 
tinue throughout the examination to make the patient 
feel at ease and reassured. Elderly patients with visual 
problems might not give clear, consistent subjective 
responses. These responses should be verified for con- 
sistency and should be confirmed by objective findings 
when possible. Clinicians should never forget that sub- 
jective responses become less reliable if patients feel 
that they are being rushed. 

The office staff can be tremendously helpful in mak- 
ing an elderly patient feel welcome and in conveying a 
caring attitude. Offering the patient a cup of coffee or 
tea on a cold winter’s day, calling a taxi for the patient 
when the examination is concluded, referring to the 
patient by name, inquiring about the patient’s children 
and grandchildren, and reinforcing the practitioner’s 
recommendations can go a long way toward creating 
enthusiasm in elderly patients. 

Patients with Disabilities 

Many of the communications procedures used for eld- 
erly patients also are applicable to patients with disabil- 
ities. However, several additional procedures need to 
be offered. Disabled patients will want to know that 
the practitioner and staff feel comfortable dealing with 
them. The office staff needs to convey this attitudé to 
patients when the appointment is made, before the 
patient ever enters the office. The office policy regard- 
ing patients with disabilities should be determined in 
advance. Nothing destroys confidence more than a 
receptionist who puts the patient on hold while check- 



ing to see whether the practitioner will see the patient. 
Practitioners should adopt a policy that is in keeping 
with legal requirements. Federal, state, and local laws 
regulate access to health care offices and providers, and 
office policies should be consistent with these laws. 

The office staff also should be aware of how to han- 
dle the office visit by a disabled patient. Care involves 
not only direct communication to the patient but also 
indirect communication—how to seat the patient dur- 
ing pretesting or how to manage the special visual 
requirements and restrictions that influence eyewear 
selection and dispensing. 

Many patients with disabilities will come to the 
office with a friend, relative, or caretaker but are able to 

understand and make decisions and should be treated 
accordingly during testing and case disposition. The 
practitioner and staff should talk directly to the 
patient, not to the person accompanying the patient. 
Patients with disabilities should be treated like any 
other patient in terms of respect and equality. 

Children 

Many practitioners find that the pediatric population 
is their most difficult patient group. Children do not 
respond and act like adults when visiting a health care 
provider. It should not be forgotten that a child does 
not make the decision to be examined. This decision 
has been made for them, and it takes a special ability to 
get them to cooperate and participate in care. Children 
have a keen sense of knowing whether a practitioner or 
staff member feels comfortable with them. They do 
not like to be ignored or talked down to. They want to 
feel that the practitioner and staff are concerned and 
interested in them and their lives. They want to be 
comforted during testing and reassured that they are 
safe and secure with the care provided by the practi- 
tioner and office staff. 

The office environment should be inviting to chil- 
dren. A corner area of the reception room can be made 
into a children’s play area with a child-size table and 
chairs, puzzles, books, and games. All of these items 

should meet applicable safety standards for children. 
Some offices use videotapes to entertain children when 
they are waiting, though they should be offered only if 
they can be made unobtrusive to any adult patients 
who also might be waiting. 

Parents might not want to discuss their concerns 
with the child in the room, requiring that the case his- 
tory be taken with the parent before the child 1s 
brought into the room for examination. Many practi- 

tioners do not wear white clinic jackets when examin- 
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ing children, preferring a more informal appearance. 
The office should be equipped with instrumentation 
that is specifically designed for children’s visual abili- 
ties. Objective pretesting can be used to obtain initial 
information and limit fatigue. Given the limited atten- 
tion span of children, testing should be performed 
quickly, with the most important tests, as determined 
by case history, performed first. Nonthreatening aids 
like hand puppets and cartoons can be used to main- 
tain visual attention during testing. The practitioner 
might find it useful to discuss the case disposition with 
the parent before or after speaking directly to the child. 

Using positive reinforcement, behavior modification, 
and a reward system can help make the practitioner’s job 
easier during testing by making the child more coopera- 
tive. It also can leave the child with a positive impression 
of the experience. Using colorful stickers, toys, or treats 
can go a long way toward putting a smile on the face of 
the child as he or she leaves the office. 

Conclusion 

In today’s competitive health care marketplace, the 
office that communicates a caring, compassionate, and 

competent impression to patients is able to succeed 
and flourish. More than any other skill, effective com- 
munication will attract patients, create a favorable 
image of the practitioner and staff, and motivate 
patients to return for future care. With effective com- 
munication, satisfied patients will become enthusiastic 
patients. This should be the ultimate goal of any 
patient encounter. 
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Chapter Py f 

Interprofessional Relations 
Sam Quintero and Jack Bridwell 

A little sincerity is a dangerous thing, and a great deal of it is absolutely fatal. 

Oscar Wilde The Critic as Artist 
x 

nterprofessional relations aré a necessity for all 
health professions in their commitment to the well- 

being of patients. As a primary eye care profession, 
optometry has increasingly enjoyed the benefits of 
receiving referrals and consultations from other health 
care professionals, while steadily providing referrals 
and consultations to them. This interprofessional 
activity is vital to the development and maintenance of 
a healthy practice and to the establishment of a good 
working relationship with many kinds of health care 
providers. The value of interprofessional relations is 
obvious at the individual practitioner level. Referrals 
and consultations from one type of health practitioner 
to another are a daily occurrence in communities 

everywhere. 
Practitioners should attempt to identify all opto- 

metric and nonoptometric referral sources in the com- 
munity. Interprofessional referral and consultation 
techniques also should be explored because they will 
result in better patient care and management. Better- 
organized health care delivery is likely to result from 
interdisciplinary interactions and cooperation. 
Patients are likely to receive more efficient diagnosis, 
treatment, and management of health problems. It is 
likely that, in the long run, such collaborative efforts 

will benefit the consumer as well as the health profes- 
sionals. Characteristics of resourceful referral and con- 
sultation partnerships include developing professional 
relationships, marketing to target professionals, profes- 
sional communication and reporting, professional 
courtesies, and remembrances for referring and con- 
sulting sources. These characteristics are the subject of 

this chapter. 
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Developing Professional Referrals 
and Consultations 

It is a healthy practice that has the confidence of other 
professionals who refer patients or seek consultations. 
These professionals can be other optometrists, other 
eye care professionals, practitioners in other fields of 
health care, and professionals whose work is not in 
health care. To develop such a referral and consulta- 
tion base requires a willingness on the part of these 
professionals to entrust their patients to the 
optometrist. 

It is important to understand the difference 
between a referral and a consultation. This distinction 
is medicolegal in nature and important for purposes of 
liability. In a referral, the eye care professional is 
required to use “due care” in the selection of a practi- 
tioner to whom the patient is being referred. Due care 
is construed to mean the practitioner chosen is compe- 
tent to perform the necessary services that are deemed 
necessary. In this instance, the eye care professional 
will not be liable for the actions of the practitioner to 
whom the patient was referred, provided the referring 
eye care professional has no responsibility for the care 
of the patient while the patient is under the care (treat- 
ment/management) of the other practitioner. On the 
other hand, a consultation is considered to be a joint 

undertaking between two or more professionals. In a 
consultation the patient receives diagnosis or treat- 
ment by one provider that is offered in conjunction 
with the care being rendered by another provider. In 
this instance, if there is negligence by either party, then 
both parties could be held responsible or liable for any 
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harm the patient may have experienced while under 

the care of the consulting practitioner. 

Why Should a Practitioner Refer 
or Consult? 

In general, referrals are made from one health care pro- 
fessional to another if the service needed is beyond the 
scope of licensure or training of the practitioner seek- 
ing the interprofessional relationship. Legally and ethi- 
cally, referral is required when specialized testing or 
treatment is needed that cannot be provided by the 
referring practitioner. In comparison, a consultation 1s 
voluntary and is sought to use the expertise of more 
than one health care professional in the management 
or treatment of a patient’s condition. 

Certain procedures can be so time consuming that it 
is not cost-effective for a practitioner to perform them, 
necessitating that the patient be sent to a colleague or 
specialty clinic, even though the referring practitioner is 
legally allowed to provide the procedure. 

If a practitioner does not possess the specialized 
equipment or instrumentation needed to make a diag- 
nosis or provide treatment, the practitioner must refer 
the patient so that the appropriate care can be rendered. 

A practitioner’s interprofessional relations should 
exemplify confident and competent interactions. It is 
essential that the communication between practition- 
ers regarding the patient include what is known about 
the patient’s condition, the status of the condition at 

the time of referral, and what is needed in the way of 
additional care. 

Why Don’t Practitioners Refer? 

Practitioners may choose not to refer for several rea- 
sons. Many times a practitioner enjoys performing a 

particular procedure to gain further experience or 
wants to do the procedure because of the challenge the 
procedure presents. In a beginning practice that is not 
yet established, a new practitioner might be motivated 
to perform a wide range of procedures for economic 
reasons. Sometimes there is fear that failure to perform 
certain procedures can result in loss of professional 
prestige and recognition. Actually, when a patient is 
referred to a highly qualified individual, the benefit is 
usually significant and results in an even higher profes- 
sional regard for the referring practitioner. 

There is always the concern that not only the 
patient but also the patient’s family might never return 
after a referral. In fact, more often than not after a suc- 

cessful referral, the entire family becomes loyal to the 

referring practitioner. Conscientious practitioners who 
seek to provide the highest level of care will always gain 
the respect of patients and their families. 

It is important to remember the referring practi- 
tioner expects excellent professional care, good com- 
munication, and eventual return of the patient. 

How to Encourage Referral Sources 

Optometrists should consider several factors when 
attempting to develop referral sources. First, skill must 
be attained in a specific area of practice. A high level of 
skill is often achieved by limiting practice to a specific 
specialty, such as contact lenses, low vision, or binocu- 

lar vision. In such a practice, the optometrist can 
expect more referrals from primary eye care practition- 

ers. If it is not practical, because of economic consider- 
ations, to limit the practice to a specialty area, then 
patients referred for consultation should be returned to 
the referring practitioner. Under no circumstances 
should the consultant provide primary eye care for 
these patients. A report should be sent to the referring 
practitioner after testing or treatment has been com- 
pleted. This report should describe how the patient’s 
problem has been determined and, in clear, concise 
terms, the results of the treatment or disposition of 
care. 

A new practitioner should be willing to accept diffi- 
cult cases—difficult cases that are extremely time con- 
suming often will be the first ones that another 
practitioner refers. These cases might not have a cost- 
effective result, but success with difficult cases ulti- 

mately will provide referrals of patients whose 
treatment will be more cost-effective. 

To gain the respect and confidence of referral 
sources, a new optometrist must gain prestige by 
obtaining success in a chosen area of practice. An effort 
should be made to become a diplomate of the 
American Academy of Optometry in an area of expert- 

ise. The Academy provides a rather rigorous examina- 
tion, both written and practical, that must be passed to 
obtain recognition. Efforts also should be made to 
publish in professional journals. These publications 
can be presented to potential referral sources when 
appropriate. A recognized expert will be asked to lec- 
ture at continuing education programs. The greater the 
number of lectures, the greater the exposure and the 
more opportunity for receiving: referrals from other 
practitioners. 

Establishing interprofessional relationships for 
referral and consultation requires maintaining a confi- 
dent attitude and expecting positive results. 



If specializing, the practitioner should have state-of- 
the-art, highly specialized instrumentation. If such 
instrumentation is not available to the average practi- 
tioner, it provides a rational reason to refer to the “spe- 
cialist.” The specialist always must be available for 
telephone consultation with referring doctors at any 
time. Sometimes the specialist can be required to offer 
advice regarding patients not yet referred. 

To succeed with difficult cases, the optometrist 
must expect to spend as much time as required to fully 
satisfy the objective of the referral. 

Finally, it is essential to send patients back to the 
referring practitioner. If patients are not returned, fur- 

ther referrals are unlikely. ° 

Marketing to Targeted Professionals 

The many types of health care professionals located 
in the general area should be identified. Many such 
professionals are listed in Box 27-1. 

Meeting with Local Health Care Professionals 

A detailed list of all health care professionals in the area 
should be developed. A new practitioner should per- 

Box 27-1 Health Care Professionals 
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sonally visit each of these health care professionals. 
Optometrists need to meet face-to-face with other pro- 
fessionals, if at all possible, in the optometrist’s office so 
that the professionals can see the optometrist’s practice. 
A tour of the office and face-to-face discussions are 
most important and must be conducted with the indi- 
viduals who actually make the referrals. It is critical to 
demonstrate that the optometrist possesses the proper 
basic and clinical science training and equipment and is 
readily available to participate in care. During the visit, 
the practitioner should ask whether the professional 
may be used as a referral source for specific problems. It 
is important to exchange ideas about prescribing and 
treatment philosophies and to discuss how patients are 
to be managed. Practitioners should talk specifically 
about the information to be provided and management 
protocols. Discussions should include the types of 
patients to be referred, particularly if specialty services 
are provided. A week or two later the practitioner 
should mail a copy of an office brochure with a brief 
cover letter to the professional. 

From time to time, articles relating vision to sys- 
temic disease can be found in professional journals, 
medical-pharmaceutical updates, and timely news 
items. A copy of such an article can be sent to the 

_ 1. Family practice/general practitioners are truly primary care providers. 

2. Pediatricians also may be primary care providers. 

3. Dermatologists, although secondary providers, often see patients who present for primary care and who may require the 

services of an optometrist when the dermatologist has completed treatment. 
_4. Allergists can be an excellent source of referral because many allergies are eye-related and may create vision problems. 

5. Internists are similar to family practitioners because many symptoms of problems in internal medicine, such as 

headaches, are eye- and vision-related. 

6. Cardiopulmonary specialists see optometric patients who will need co-management if they are taking certain 

medications. 

7. Plastic surgeons frequently require the services of an optometrist for their patients after eye surgery, and specifically, 

blepharoplasty. Many contact lens problems need treatment after surgery. 

8. Podiatrists see and treat many elderly patients who also require continuing eye care. They work well with optometrists. 

9. Chiropractors see patients who complain of headaches that might necessitate ophthalmic management. 

10. Industrial physicians frequently see patients with injuries, such as foreign body injuries, that benefit from optometric 

care. 

11. Nurses are extremely good referral sources because patients who complain of eye strain, headache, and red eyes often 

seek their advice first. They are respected and trusted by other health care professionals. They are influenced and moti- 

vated by quality care. The positions that nurses might fill include: 

* Corporate staff nurses 

* Clinic nurses 
* Hospital nurses 
* School nurses 
* Visiting and licensed vocational nurses 

Cee eT 
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appropriate professional; included should be a brief 
note indicating that the professional might find the 
article of interest. 

Working with Ophthalmologists 

A mutual referral relationship with a local ophthalmol- 
ogist must include a one-on-one discussion of vision 
care philosophies, including protocols to be used for 
the co-management of specific vision and eye health 
conditions. To initiate referral relationships, the practi- 
tioner should research the ophthalmologists within a 
wide radius of the practice. Most important are those 
physicians who do not offer services similar to those of 
the practitioner (including those who have optom- 
etrists on staff). Surrounding colleagues should be 
asked to whom they refer. 

Each practitioner must fully understand and respect 
the other to establish a successful relationship. For a 
beginning optometrist, it is helpful to discuss specific 
referral procedures, such as when to refer, how to make 

an appointment, what to provide in a referral letter, 
and when the ophthalmologist will provide written fol- 
low-up after the consultation. When co-management 
is necessary, protocols for care should be established 
and reduced to writing. Table 27-1 provides an example 
of a co-management protocol. 

For an optometrist to establish a long-term relation- 
ship with an ophthalmologist, each practitioner must 
understand and agree on the other’s philosophy of 

Table 27-1 Sample Co-management Protocol* 

care. For the patient’s benefit, there should be no 
duplication of testing except when absolutely neces- 
sary. Information should be freely shared and care 
coordinated to eliminate duplicative or unnecessary 
follow-up. 

A similar rapport must be established with a retinal 
specialist for the management of patients with dia- 
betes, vitreous disorders, and retinal diseases. Inter- 

referral relationships with neuro-ophthalmologists, 
oculoplastic specialists, and other ophthalmologists 
will be less frequent, but the same frank discussions 
and agreements are needed to ensure strong profes- 

sional relationships. . 

Working with Co-management Centers 

Eye care referral and surgical centers have been estab- 
lished nationwide. These centers capitalize on the 
value of inter-referral relationships. For years, referral 
was primarily from optometrists to ophthalmologists. 
Referral and surgical centers have been able to bring 
ophthalmologists and optometrists together in an asso- 
ciation that produces the most efficient health care 
delivery system for eye care. Each professional prac- 
tices at the highest level of competency. The initial 
evaluation and follow-up are provided by the 
optometrist and surgery is performed by the ophthal- 
mologist. Patients referred for care often receive med- 
ical and surgical treatment that is beyond the scope of 
practice for the referring optometrist. 

CATARACT 

POST-OP VISIT PROCEDURES 

1 day surgeon 

1 week surgeon 

4 week OD 

6 week OD 

9-12 months OD 

Refraction 

Evaluate capsule 

Retinal examination 

IOP check 

Medication tapering protocol—suggested 

1 week Tobradex qid 
3 weeks 

BVA, IOP, SLE, refraction 

BVA, IOP, SLE dilated fundus examination 

EXPECTEDS 

Follow-up report 

Follow-up report 

Follow-up report 

Follow-up report 

Follow-up report 

Pred Forte tid tapered by 1 drop/day 

each week for 3 weeks as inflammation subsides 

eee 

Courtesy Dr. Randall Reichle, Eye Associates of Houston, Houston, IX. 

*Contact the co-management center immediately when patient response is outside normal limits. 
BVA, best visual acuity; /OP, intraocular pressure, SLE, slit lamp examination. 



Because information must be freely transferred 
between the referring practitioner and the co-manage- 
ment center—often on a timely basis—facsimile trans- 
mission is necessary. The use of fax machines permits 
medical information to be instantly shared by practi- 
tioners, allowing diagnostic and treatment decisions to 
be made on the basis of current data. Use of facsimile 
transmission has become state-of-the-art in eye care 
and should be considered a necessity when working 
with co-management centers. 

Obtaining Referrals from Optometrists 

Because of the expanded scope of optometric practice 
and the advanced education (such as residency train- 
ing) available in many areas of optometry, more and 

more optometrists are now specializing in limited areas 
of eye care. If an individual practitioner does not pro- 
vide specialized services, professional ethics and legal 
standards of care can demand that patients who require 
specialized services be referred to the appropriate opto- 
metric or other health care specialist. 

Optometrist-to-optometrist referrals can become 
problematic if the practitioner referred to performs the 
slightest service ordinarily performed by the referring 
doctor. It also is essential to ensure the patient is 
returned to the referring doctor and that the relation- 
ship is a reciprocating one. Therefore, the practitioner 
referred to must make an appointment for the patient 
to return to the referring doctor. 

Examples of specialized practice include pediatrics, 
low vision, diagnosis of disease, contact lenses, and 

sports vision. 

Pediatric Care. The pediatric specialist will have a 
practice that is geared toward the young patient, 

including children’s waiting room furniture, pediatric 
acuity and visual skills assessment charts, up-to-date 
electronic training equipment, and an unusually large 
selection of children’s eyewear in the dispensary. 

The pediatric optometrist offers developmental 
vision services and treatment for conditions such as 
strabismus, amblyopia, visually related learning dis- 
abilities, and vision perception problems. Today’s 
pediatric optometric specialist also might be well 
versed in the fitting of infant or newborn eyeglasses. 

Contact lenses also can be fitted when necessary due to 
prematurity, surgery, or other related conditions. 

Pediatric optometrists work closely with teachers, 
counselors, and family members to ensure that there is 

continual feedback on any progress achieved in the 

treatment of the child’s condition. 
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Low Vision. Although there are some “stand 
alone” low vision clinics, most low vision specialists 
are located in a facility that provides other vision and 
eye care services. These optometrists are located in 
facilities because it is difficult for a low vision practice 
to be financially self-sustaining. The low vision special- 
ist provides a lengthy examination and uses unique 
equipment in the evaluation of the visually impaired 
patient. This equipment usually includes specialized 
low vision acuity and visual field tests, as well as a large 
variety of sizes and powers of magnifiers, handheld 
and spectacle-mounted microscopes and telescopes, 
lights, and electronic low vision aids such as closed cir- 
cuit televisions. As the U.S. population ages, referrals 
for low vision care are sure to grow. The low vision spe- 
cialist works closely with other optometrists, ophthal- 
mologists, and state agencies that fund low vision care. 

Diagnosis of Disease. In the past, when a medical 
workup or report was needed by an optometrist, the 
patient was referred to an internist or specific medical 
specialist. In many instances, patients did not return 
after referral—physicians often sent referred patients to 
an ophthalmologist for follow-up care and rarely 
returned them to the optometrist. The optometrist 
rarely received reports about referred patients or even 
an acknowledgment of the referral. 

The eye care referral center concept was born in the 
1980s. Services offered through these referral centers 
include electrodiagnostic testing, fluorescein angiogra- 
phy, threshold visual field testing, medical care for ocu- 
lar diseases, treatment of ocular emergencies, and most 

types of eye surgery. Contact lenses, refractive care, 
spectacles, low vision aids, and visual training usually 
are excluded from the care given at these centers. 

Since the implementation of these centers, 
optometrists have been able to participate in the deci- 
sion-making process for patient care. Most of these 
centers use an optometrist for the clinic director and a 
physician for the medical director. Because patients are 
returned to the referring practitioners, these organiza- 
tions have ensured that optometrists will play a role in 
the continuing management and follow-up of patients. 
The feedback received from the referral centers also 
improves optometrists’ education regarding the latest 
in disease diagnosis and treatment. 

Optometric referral centers traditionally offer post- 
graduate continuing education courses for local and 
referring practitioners. For local optometrists, these 
centers usually provide medical care for patients dur- 

ing periods when the optometrists are out of their 
offices for sickness, vacation, or emergencies. 
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Contact Lens Specialists. Most contact lens special- 

ists limit their practices to the fitting and care of contact 
lens patients. Many work primarily with the “hard to fit” 
patient. These specialists have the expertise to fit patients 
with dry eye syndrome, astigmatism, and presbyopia. 
They have the knowledge and ability to fit unusually 
shaped and traumatized corneas. Because they are usu- 
ally on the “cutting edge” of contact lens development, 
these practitioners often participate in clinical trials of 
new contact lens materials and solutions. 

Sports Vision Specialists. Some optometrists offer 
sports vision as a subspecialty. Sports vision 

optometrists provide expertise at all levels of competi- 
tion, from professional leagues to children’s sports. 
These practitioners detect vision problems affecting 
athletic performance, prescribe special eyewear for 
sports and leisure activities, provide training to 
enhance athletic performance, prescribe protective 
eyewear to prevent eye injuries, and manage eye 
injuries suffered during athletic competition. Like the 
highly competitive athletes they serve, vision care in 
this field is state of the art and requires the use of 
highly specialized equipment and techniques. 

Professional Communications 

Optometry’s role in health care has expanded signifi- 
cantly, requiring optometrists to describe patient 
findings and recommend management to other practi- 
tioners in the health care field. Optometrists are called 
on by other health care disciplines to perform specific 
tests and procedures for patients. Optometrists might 
offer more services than at any time in the profession’s 
history, but they must rely on others in the health care 
field to work cooperatively for the benefit of patients. 
This approach is relatively new to many practitioners 
who have been in practice for 10 or more years. 
Emphasis is on personal communications among prac- 
titioners—such as letters of referral, consultation and 

summary reports, and thank you letters or summary 
reports for patient referrals. 

Letters of Referral 

When referring patients to another practitioner or 
health care facility, certain procedures and protocols 
should be followed. To ensure that the patient receives 
the care desired, the appointment for the referral 
should be made while the patient is in the office. The 
office to which the patient is referred should be 
informed of the needs of the patient so that a timely 

appointment can be scheduled and the appropriate 
tésts performed. A referral letter should be written and 
sent so that it arrives before the date of the future 
appointment (Figure 27-1). Timely arrival can require 
sending the letter by facsimile transmission if a same- 

day referral is arranged. 
A referral letter should describe any or all of the 

following: 
* Patient’s name, age, sex 

* Date of examination 
* Chief complaint and symptoms 
* History of past and current eye care 
- Pertinent health history, including medications 
being taken j 

- Significant tests performed and findings obtained 
+ Diagnosis and treatment 
* Reason for referral 
* Date of referral appointment 
Copies of any pertinent test results (e.g., visual fields) 
should be attached. 

Consultation and Summary Reports 

Consultations for Medicare-eligible patients operate 
under special rules that have been in effect since 1992. 
Many of these rules have been adopted in some format 
by major medical insurance companies. Patients might 
need consultation for one or more of the following rea- 
sons: 
* Further testing before a definitive diagnosis is made 
* Second opinions to confirm diagnosis or treatment 
> Suggestions regarding ways to approach the 
treatment of a specific condition 

When a patient is referred for a consultation, the refer- 
ring practitioner should note the reason for the consul- 
tation and request a timely telephone call or written 
summary report from the practitioner to whom the 
patient has been referred. 

Thank You for Referrals and Summary 

of Findings 

When a patient is referred to an optometrist for treat- 
ment, diagnosis, or advice, a summary letter describing 
test results or recommendations for care should be sent 
by the optometrist to the referring practitioner or facil- 
ity as soon as possible. In many instances, a telephone 
call on the day of the visit can be provided. Words of 
thanks should be part of the beginning and ending of 
the call or letter. The summary of testing and results or 
recommendations should be brief, if possible, and a 

copy should be retained for the optometrist’s file. 
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Dr. M. Dee 

1122 Friendly Street 
Friendly, TX 

Re: Mrs. |.M. Patient 

Dear Dr. Dee: 

| am referring Mrs. I.M. Patient, a 41-year-old white female seen in our office on April 5th, 
to you for treatment of diabetic retinopathy. 

Mrs. Patient has been treated for diabetes for the past 11 years. She frequently fails to take 
her oral medication, however, and seldom checks her blood glucose level. She reports not 
having seen her family physician for 18 months. 

Examination findings are as follows: 

Best visual acuity OD 20/30°8 
OS 20/20-2 

Pupils OD 4 mm R/D3/C3 No APD 
OS 4 mm R/D3/C3 

Versions Unrestricted 

External assessment Unremarkable 

Intraocular pressures OD 17 mmHg 
OS 16 mmHg 

Fundus examination Numerous dot and blot hemorrhages extending over four 
retinal fields in each eye. Hard exudates in and surrounding 

Amsler Grid 

lady. 

Figure 27-1 Sample referral letter to an ophthalmologist. 

A letter should communicate the necessary infor- 
mation in an easy-to-read format. The practitioner 

should read and check each letter for spelling and accu- 
racy of information before signing it. A sample letter is 
provided in Figure 27-2. 

Professional Courtesies and Exchange 

of Services 

There are many ways of handling professional cour- 

tesy. Each practitioner should be guided by local and 

customary practices among health care practitioners in 

the community. 

Positive OD 

Impression: Preproliferative diabetic retinopathy, with clinically significant macular edema. 

Mrs. Patient is being referred to you for fluorescein angiography and possible laser 
treatment. Please let me know if | can be of any further assistance in the care of this pleasant 

the macula in each eye, with retinal thickening. There is a 
hemorrhage in the macula of the right eye. Fundus 
photography was performed for documentation. 

Sincerely, 

Dr. Primary Care 

A common policy is to exchange services only and 
to exclude costs related to laboratory charges. Under 
such a policy, an optometrist and the optometrist’s fam- 
ily can receive medical and dental care services without 
cost but must pay for the actual cost of materials such as 
gold fillings, bridgework, major medical tests, and med- 

ical appliances. Physicians, dentists, and other health 
care professionals (and their families) who are examined 
by the optometrist would enjoy the same courtesy, pay- 
ing only for ophthalmic materials and not for services. 

Just as frequently, many professionals exchange all 

the costs of care and treatment that are not reim- 
bursable by third-party insurance carriers. 
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Dr. John C. Wright 
1234 Aqueous Way 
See Port, VA 35434 

Re: Patient Tom Jones 

Dear Dr. Wright: 

Thank you for referring Mr. Jones for low vision care. When he was seen on Jan. 4th he 
related his entire visual and physical case history. Your letter explaining his diabetic retinopathy 
was most helpful. His chief complaint was his recent inability to read fine print. 

His vision was evaluated using a complete series of magnifiers and microscopic low visual 
aids. His best vision result was achieved while using a 4x aspheric hand-held magnifier. He 
was pleased with his vision (J-1) while using this aid. 

Our technician provided complete instructions regarding the use of this aid, and it was dis- 
pensed to him today. Mr. Jones was advised to return to your office for your continued care. 
| appreciate the opportunity to participate with you in his care. 

Figure 27-2 Sample thank you letter for a referral. 

Successful optometrists will have the opportunity 
to examine most of the community’s health care 
providers, as well as many nurses and ancillary medical 
personnel. It is always a rewarding policy to provide 
10% to 20% professional courtesy to as many of the 
ancillary personnel as possible because they appreciate 
the gesture and they frequently make referrals. 

When professional courtesy is offered, the same 
level of care should be offered as would be provided to 
a fee-for-service patient. 

Developing and Cultivating Professional 

Relationships Through Common Interests 

Generally, people who work or play together develop a 

common bond of trust and respect. Referrals are 
inevitable when a personal relationship occurs. 

Communities usually offer many opportunities for 
professionals who share common interests to meet. 
Professionals possess leadership skills and usually share 
common interests in education, local government, and 

community service organizations. They share a civic 
responsibility to promote growth and excellence in the 
community. The opportunity to serve in charitable and 
service organizations is particularly meaningful. 
Although the primary goal of participation should be 
“service above self,” as the Rotary Club’s motto states, 

participation will nurture friendship as well as a profes- 
sional association with others who share a civic- 

Sincerely yours, 

Dr. Low Vision 

minded attitude. Most professionals will pursue 
sports, social, or self-improvement activities. Among 
professionals who share similar interests, friendship is 
common. Such individuals are often mutually support- 
ing and provide referrals to one another. Friendship 
becomes the basis for the sharing of care among 
patients. 

Remembrances for Referring Practitioners on 

Special Occasions 

The traditional Christmas or Thanksgiving gift to spe- 
cial referral sources can range from the inexpensive to 
the elaborate, depending on the extent of the relation- 
ship. The most important consideration is a “thank 
you” for the trust and confidence reposed in the 
optometrist. A thoughtful letter of appreciation can be 
as meaningful as, or, in some cases, even more meaning- 

ful than, the gift. Whatever is given, it is best to be origi- 
nal—the novel gift can be very effective and is more 
easily remembered. It also is essential to keep track of 
each year’s gift to avoid duplication year after year. 

A unique way to thank special referral sources can 
be used any time of the year—theater tickets or tickets 
to popular sporting events. Invitations for dinner or 
cultural events are always appreciated. Social occasions 
in which spouses or family members participate can 
further bond the relationship and cultivate strong pro- 
fessional ties. 



Non—Health Care Professionals 

In general, by developing a superb reputation for 
expertise and by developing the credentials of a true 
specialist, optometrists can become important referral 
sources for non-health care professionals. Accountants, 
attorneys, architects, and engineers understand the 
effort that is required to obtain an advanced degree. 
They can become excellent patients if they understand 
and appreciate the quality of optometric education 
and service. In turn, they should be afforded the 
respect and consideration that is merited by the years 
of education and training necessary in their fields of 
expertise. 
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Chapter 2 lo) 

hecordkeeping Basics 

He listens well who takes notes. 

Dante Alighieri The Divine Comedy 

Reo is a necessary obligation in the 
practice of optometry. The primary reason for 

maintaining records is to facilitate management of a 
patient’s case and to provide a current, comprehensive 
account of the care and treatment undertaken by the 

practitioner. It also is necessary to substantiate reim- 
bursement under third-party vision and medical reim- 
bursement plans, especially Medicare. Appropriate 
documentation is a necessary aspect of risk manage- 

ment and for the defense of malpractice claims (see 
Chapter 11). All optometrists should carefully organ- 
ize, maintain, and preserve their patient records and 

should be aware of the legal ramifications of record- 
keeping. 

Paper or Electronic Recordkeeping? 

A basic question facing any practitioner is how to main- 
tain records: on paper, electronically, or a combination 
of the two methods? The answer often depends on the 
size and degree of computerization of the practice. 
Practitioners may not have the time and resources nec- 
essary to compile solely electronic records or convert 
paper records to electronic versions that can be called 
up, analyzed, and shared through computer programs 

(see Chapter 20). For this reason, the great majority of 
practices have paper records, although some patient 
information is recorded and transferred electronically 
(such as information for reimbursement under third- 
party programs). Regardless of the manner in which 
patient information is maintained, there are important 
management issues that every practitioner must 

address, including ownership and control of records, 
their form and content, the release of information, use 

of records as evidence, and retention of records. 

DI 

John G. Classé 

Ownership and Control 

The ownership of patient records in a solo practice 
vests with the individual practitioner who maintains 
them. Consequently, an associate who is employed by 
an optometrist has no claim to ownership of the 
records of patients seen by him or her in the practice, 
such records being the property of the employer. The 
ownership of patient records in a partnership or lim- 
ited liability company will depend on the provisions of 
the partnership or limited liability company agree- 
ment. Ordinarily, these agreements will specify some 
form of co-ownership between the partners. A corpora- 
tion will customarily own the records of the patients 
seen by employee practitioners. If an optometrist is the 
employee of a hospital, customarily all records are the 
property of the hospital and the practitioner has no 
right to clam them. Optometrists who have sold their 
practices or retired or whose patients have resorted to 
successor doctors are ethically obligated to transfer 
patient records or copies of them to the current 
optometrist when the patient so requests. The same is 
true for the estates of deceased optometrists. 

The owner of patient records has the right of physi- 
cal possession and control. As a general rule, such 
owners should not permit removal of the record from 
their control, except by court order. Therefore, neither 

the patient nor the patient’s authorized representative 
(i.e., attorney) has a right to possession of the record, 
but the practitioner’s right of physical control does 
not mean that the patient and variously interested 
third parties have no legal right of access to the record 
and the information it contains. Through numerous 
laws and court decisions patients have been given the 

right to view and copy their records or to appoint 
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authorized representatives to examine them (dis- 

cussed infra). 

Form and Content of Records 

The form, organization, and content of an 
optometrist’s patient records are best determined by 
professional standards and not by specific legal 
requirements. Professional standards of practice for 
optometrists require that entries in the patient record 
contain a certain minimum of information, which is 

intended to provide proper substantiation of the care 
rendered to the patient. In maintaining records it is 
essential to document when and why the patient was 
seen, what was diagnosed, and what was done in terms 

of treatment. The problem-oriented record is an excel- 
lent way to organize this information. 

The problem-oriented record system is solution- 
oriented and enables the practitioner to manage 
patients in a logical and efficient manner by helping to 
define problems, plan for their resolution, and prop- 
erly monitor their progress. When used appropriately, 
the problem-oriented record system also provides the 
documentation that is essential for medicolegal pur- 
poses while necessitating minimal time for recording 
and interpretation. 

There are four steps to the problem-oriented system 
of recordkeeping: formulating an adequate data base, 
compiling a problem list, formulating a plan to solve 
the identified problems, and using progress notes for 
follow-up. 

Data Base 

The data base begins with the collection of informa- 
tion sufficient to allow the practitioner to perform an 
adequate examination. The amount of information 
necessary to constitute an adequate data base will vary 
from patient to patient and from case to case but 
should include the chief complaint and all information 
essential to the proper evaluation of this complaint 
(patient profile, history, and examination findings). 

The patient profile should include data such as age, 
race, sex, marital status, occupation, avocation, and 

special needs. 
The history should include the chief complaint, his- 

tory of present illness, ocular history, past medical his- 
tory (including review of systems), family health 
history, and affect (alertness). Examination findings 
should include all pertinent tests and observations nec- 
essary to satisfy the standard of care (Figure 28-1). 

Various forms may be used to record this informa- 
tion, and there are many sources from which personal- 
ized forms may be obtained to inscribe patient data 

efficiently and thoroughly. 

Problem List 

The use of a problem list enables the practitioner to 
review past and current problems at a glance, thereby 
assuring thoroughness and continuity of care. The list 
is based on positive examination findings and is an 
ongoing account of the problems that require manage- 
ment. The list is added to as old problems are resolved 
or as new problems develop and forms the basis for the 
diagnostic or therapeutic efforts undertaken by the 
practitioner (see Figure 28-1). 

Plans 

A plan must be developed for each problem, whether 
the problem is to be managed by the practitioner, co- 
managed in consultation with another health care 
provider, or referred to another practitioner for special- 
ized care. The plan may consist of further diagnostic 
testing, the use of a specific treatment, or educational 

efforts directed at the patient. In formulating plans for 
specific problems, the practitioner should consider 
each of these components and note them in the patient 
record (see Figure 28-1). 

The importance of patient education should not be 
overlooked. In some cases the practitioner will have a 
clinical and legal obligation to communicate with the 
patient concerning examination findings, to inform 
the patient of meaningful symptoms, or to warn of the 
risks associated with the use of certain ophthalmic 
products. Better understanding may be achieved in 
many cases through the use of printed forms, which 
also can serve to remind the patient of the importance 
of timely care. 

Progress Notes 

A practitioner may use progress notes to monitor any 
efforts to solve a particular problem, and when used 
the notes should be numbered and titled to corre- 
spond to the complete problem list for the patient 
(Figure 28-2). Progress notes‘ also can be used for 
the evaluation of a specific chief complaint or 
for episodic care. In both instances the progress 
notes should follow a specific format, which requires 

Text continued on p. 276 
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Figure 28-1 Sample examination form illustrating documentation of data base, problem list, and plan. (Courtesy UAB school of 

Optometry, Birmingham, Ala. Reprinted with permission.) Continued 
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PROGRESS NOTE 
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a four-step evaluation, often referred to by the 

mnemonic SOAP: 
* Subjective complaint or updated case history 

* Objective findings or observations 
* Assessment of findings or progress of case 
* Plan for the problems listed in the assessment 
The SOAP format is widely used by the medical profes- 
sion and readily accepted in legal proceedings. 

Documentation for Medicare Patients 

Special obligations exist for Medicare patients. 
Medical insurance plans such as Medicare have formal- 
ized the manner in which medical diagnoses and pro- 
cedures must be documented and reported. Medical 
diagnoses may be found in the federal government’s 
International Classification of Diseases (ICD) handbook, 
which is used by the Health Care Financing 
Administration (HCFA, renamed Centers for 

Medicare and Medicaid) for the Medicare program. 
Five-digit codes are used to represent the medical diag- 
noses listed in the handbook; these codes are reported 
by providers for purposes of reimbursement. For exam- 
ple, the code 365.01 means “glaucoma suspect.” 

Procedural codes are listed in Current Procedural 
Terminology (CPT), which is published by the American 
Medical Association. CPT has been adopted for use in 
the Medicare program. These five-digit codes represent 
the services provided to patients and are reported for 
purposes of reimbursement. For example, the code 
92083 corresponds to “threshold visual fields.” 

For a provider to appropriately code and bill a 
Medicare patient, the diagnosis (ICD) code must relate 
to the procedure (CPT) code. For example, the case of 

a patient who presents for treatment of a corneal abra- 
sion and whose examination is given a procedural code 
for a comprehensive examination would be miscoded 
if the examination in fact consisted of a history, 
acuities, and slit lamp evaluation. 

The key consideration is the reason for the patient’s 
visit; reimbursement “depends on the purpose of the 
examination rather than on the ultimate diagnosis of 
the patient’s condition.” For example, a presbyopic 
patient who presents for examination with a complaint 
that the bifocal does not seem to be strong enough but 
is found to also have open-angle glaucoma does not 
have a medical diagnosis for purposes of reimburse- 
ment because the medical finding does not correspond 
to the complaint. Even though open-angle glaucoma is 
listed as a diagnosis, it cannot be used for reimburse- 
ment of this examination. Subsequent examinations 

will qualify for medical insurance reimbursement, 

however, because the patient will be returning for treat- 
ment of a medical condition. 

Diagnostic codes are fairly straightforward, since all 
that is required is that they be looked up in the CPT 
handbook. Procedural codes are more complex 
because there are two types of procedural codes cur- 
rently in use—92000 codes and 99000 codes (see 
Chapter 37). These codes are monitored for accuracy 
through audits, and providers are expected to under- 
stand and adhere to them when submitting claims for 
reimbursement. If the level of reimbursement exceeds 
the actual level of service, the provider can be held 
responsible for the excess amounts paid and be 
required to forfeit not only the overbilled amounts but 
also penalties, based on the amounts overpaid. 

Release of Patient Information 

One of the most important issues in the management 
of patient records is the release of information. There 
are significant differences in the obligation faced by 
practitioners, based on whether the information is 
being released to the patient or to a third party. 

Release of Information to Patients 

The right of patients to inspect and copy information 
in medical records has been established by both 
statutes and court decisions. Federal and state freedom- 
of-information acts require the release of copies of 
patient records on demand by the patient. State 
optometry practice acts provide for disciplinary 
actions to be instituted against practitioners based on 
allegations of unprofessional conduct if they refuse to 
comply with requests for information or copies of 
records. Optometry board rules or regulations also 
have been enacted that require optometrists to release 
patient information when presented with a valid 
request. Again, failure to comply subjects the 
optometrist to the possibility of disciplinary action. 

In addition to these provisions, courts have been 
active in defining the rights of patients to medical infor- 
mation. Although decisions have recognized that health 
care practitioners have a right to withhold information 
from patients, the circumstances under which this right 
may be exercised are generally limited to life-threatening 
conditions and psychological dysfunction. In these 
cases the courts have weighed the patient’s right to 
obtain the information and the practitioner’s right 
to keep what is believed to be harmful revelations from 
the patient. Situations under which an optometrist 
could invoke such a defense would be extraordinary. 



Thus patients are generally entitled to obtain their 
health care information from optometrists. 

The release of prescription information to patients 
is subject to special federal and state laws. 

Spectacle Prescriptions. All practitioners are 
required to comply with the prescription requirements 
of the Federal Trade Commission’s (FTC) “Eyeglasses 
Rule,” which is applicable in every jurisdiction. The 
basic provisions of the rule are as follows: 
* The doctor must offer a copy of the spectacle 
prescription to the patient at the conclusion of the 
examination. 

If the doctor determines that there is no reason to 
prescribe spectacles, no prescription needs to be 
tendered to the patient. 
If the patient is wearing spectacles, and no change in 
the prescription is required, the prescription still 
must be offered to the patient even though there will 
be no change in the spectacles. 
The prescription must contain information 
sufficient for spectacles to be obtained, and it must 
be signed by the doctor; if state laws or board 
regulations require specific information to be 
provided, the doctor must include the additional 
information in the prescription. 
A doctor can charge a fee for writing a prescription if 
all patients are charged a fee for this service (and not 
just patients who choose to obtain their spectacles 
elsewhere). 
An expiration date can be placed on the prescription 
as long as it is reasonable (the expiration date may be 

regulated by statute or board rule in the 
jurisdiction—1 year is a commonly accepted 
period). 
A fee can be charged for verifying spectacles 
obtained from another ophthalmic provider. 

* No disclaimers can be placed on the prescription. 
Violations of the rule are punishable by a fine of up to 
$10,000 per offense. 

Contact Lens Prescriptions. The FTC “Eyeglasses 
Rule” does not apply to contact lens prescriptions. The 
obligation to provide contact lens information to 
patients is determined by state laws or board rules or 
regulations. The majority of jurisdictions require the 
release of contact lens information, but usually only if 

an examination for contact lenses has been performed 

and the patient has worn the lenses for a specified 

period to ensure that acuity, physiological response, 

and comfort are adequate. In some jurisdictions spe- 

cific information must be included in a contact lens 
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prescription. Because of these differences, individual 
state laws or board rules or regulations must be con- 
sulted to determine whether prescriptions must be 
released to patients and to ascertain the information 
that must be provided. 

Whenever contact lens prescriptions are provided, 
it is in the best interests of both patient and practi- 
tioner to include as much information as possible and 
in all cases to include at least the minimum amount of 
information specified by state law (see Chapter 31). 

Release of Information to Third Parties 

The release of information to third parties has been the 
subject of considerable regulation by the government, 
particularly since the development of electronic 
records and reimbursement systems based on the trans- 
mission of information through computers. In general, 
it has long been held that patient information should 
not be provided to a third party without the patient’s 
consent and that this consent is best documented 
through a signed release. (Similarly, when an optom- 
etrist requests patient information from a doctor or 
institution, the optometrist should be certain to have a 
signed, current release from the patient directing the 
doctor or institution to send the record or summary to 
the optometrist.) In addition, whenever patient infor- 
mation is to be divulged to a third party, only as much 
information as is necessary to comply with the request 
should be provided. The full patient record must be 
released only on rare occasions (such as when there is a 
statutory obligation to do so or the practitioner has 
received a legal order to do so due to litigation). In 
most instances, a letter containing a summary is suffi- 

cient, and the practitioner should transmit only the 
information actually requested, retaining a copy of the 
summary for inclusion in the original record. 

Because of third-party insurance programs and elec- 
tronic transmission of information, concerns have 

arisen about the confidentiality of patient information 
and how it can best be safeguarded. These concerns 
have led to the passage of a landmark federal law, 
known as the Health Insurance Portability and 

Accountability Act (HIPAA). 

Confidentiality and the Health Insurance 

Portability and Accountability Act 

HIPAA was passed in 1996 to make health insurance 
“portable” so workers would not lose their insurance 
when they changed jobs. The law also included pro- 
visions intended to increase the use of electronic 
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transactions and established privacy protection for 
health care information. If legislation providing regula- 
tions for HIPAA was not passed within 3 years, how- 
ever, it was left to the U.S. Department of Health and 
Human Services (DHHS) to do so. Congress failed to 
pass the legislation. Accordingly, DHHS has promul- 
gated three types of regulations: setting standards for 
electronic transactions; setting certain security stan- 
dards; and setting standards designed to ensure the pri- 
vacy of health care information. Practitioners were 
expected to comply with the last standard—the “pri- 
vacy rules”—by 2003. 

The HIPAA “privacy rules” are extensive, but con- 
tain the following three basic requirements: 
* HIPAA creates restrictions on the use or disclosure 
of “individually identifiable health care 
information” 
Rights are established with respect to a person’s own 
“individually identifiable health care information” 
Health care providers are required to take certain 
administrative actions that are intended to protect 
the privacy of “individually identifiable health care 
information” 

Optometrists are deemed “health care providers” 
under HIPAA. Any information created or received by 
an optometrist from a patient that identifies the 
patient is defined as “individually identifiable health 
care information” and thus subject to HIPAA. 

The first HIPAA requirement involves restrictions 
on the use of health care information: optometrists 
“cannot use or disclose protected health information, 
except as permitted or required by the rules.” There are 
10 disclosure exceptions, the most important being the 
following: 
* With the patient’s consent (HIPAA requires that 

the consent be in writing and describes what must 
be in it) 

* Without consent for treatment, payment, or certain 
health care operations (e.g., emergencies, if there are 
barriers to communication) 

* With a specific authorization (if disclosure is sought 
for reasons other than treatment, payment, or 
general health care operations) 

* With a written contract for “business associates” 
(such as nonemployee claims processing, quality 
assurance, billing) 

When using or providing protected health care infor- 
mation, reasonable efforts must be made to limit 

information to the minimum necessary to accomplish 
the use or disclosure. 

The second HIPAA requirement establishes the fol- 
lowing privacy rights: 

- Every practitioner must have a “privacy notice” for 
patients, the contents of which are established by 

HIPAA 
- Patients are given the right to inspect and obtain 
copies of their medical and billing records 

* Patients have the right to ask the practitioner to 
amend records 

+ Patients can request an account of all disclosures of 
personal health information by a provider within the 
preceding 6 years (except those for treatment, 
payment, or health care operations) 

The third HIPAA requirement establishes several 
administrative requirements to ensure compliance 
with the privacy rules, including the following: 
- A “privacy officer” must be appointed by the 

provider 
Employees must undergo training so they 
understand HIPAA 
Safeguards must be put in place to ensure that the 
privacy of personal health information is protected 
A complaint process for patients must be established 
Sanctions must be imposed on employees who do 
not comply with HIPAA provisions 
Patients cannot be required to waive HIPAA rights 
as a condition for treatment nor can they be 
punished for exercising these rights 
Policies and procedures must be documented in 
writing 

Sample agreements have been published by the 
American Optometric Association to serve as exem- 
plars for HIPAA documentation, including zotice of 
privacy practices, which describes how patient informa- 
tion may be used and disclosed and how patients can 
get access to it (Figure 28-3), and patient authorization, 

which allows for the release of identifying health infor- 
mation (Figure 28-4). Practitioners must have similar 

agreements and use them appropriately to avoid 
HIPAA violations. 

HIPAA represents the first effort to impose national 
standards for the protection of health information. 
DHSS enforces the HIPAA requirements, and penal- 
ties range from a $100 fine per violation to fines as 
much as $250,000 and up to 10 years in prison for 
malicious use of records. 

Records as Evidence in Litigation 

The patient records of optometrists are generally open 
to legal scrutiny in virtually all jurisdictions, a fact that 
adds extra importance to a practitioner’s recordkeeping 
burden. Whenever optometric patients are parties to 
litigation, the likelihood is great that the optometrist’s 

Text continued on p. 283 
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Effective date of notice: 

NOTICE OF PRIVACY PRACTICES 

,O.D. 
[mailing address] 
[phone number] 
[fax number] 

[E Mail] 
[office contact person] 

a 
 ... 

THIS NOTICE DESCRIBES HOW MEDICAL INFORMATION ABOUT YOU 
MAY BE USED AND DISCLOSED AND HOW YOU CAN GET ACCESS TO 

THIS INFORMATION. PLEASE REVIEW IT CAREFULLY. 

SS SS 

We respect our legal obligation to keep health information that identifies you private. We are obligated by law 
to give you notice of our privacy practices. This Notice describes how we protect your health information and what 
rights you have regarding it. 

TREATMENT, PAYMENT, AND HEALTH CARE OPERATIONS 
The most common reason why we usé or disclose your health information is for treatment, payment or health 

care operations. Examples of how we use or disclose information for treatment purposes are: setting up an 
appointment for you; testing or examining your eyes; prescribing glasses, contact lenses, or eye medications and 
faxing them to be filled; showing you low vision aids; referring you to another doctor or clinic for eye care or low 
vision aids or services; or getting copies of your health information from another professional that you may have 

seen before us. Examples of how we use or disclose your health information for payment purposes are: asking you 
about your health or vision care plans, or other sources of payment; preparing and sending bills or claims; and 
collecting unpaid amounts (either ourselves or through a collection agency or attorney). “Health care operations” 
mean those administrative and managerial functions that we have to do in order to run our office. Examples of how 
we use or disclose your health information for health care operations are: financial or billing audits; internal quality 
assurance; personnel decisions; participation in managed care plans; defense of legal matters; business planning; and 
outside storage of our records. 

We routinely use your health information inside our office for these purposes without any special permission. 
If we need to disclose your health information outside of our office for these reasons, [we will] [we usually will not] 

ask you for special written permission. 

[We will ask for special written permission in the following situations: J 

USES AND DISCLOSURES FOR OTHER REASONS WITHOUT PERMISSION 
In some limited situations, the law allows or requires us to use or disclose your health information without your 

permission. Not all of these situations will apply to us; some may never come up at our office at all. Such uses or 

disclosures are: 

© when a state or federal law mandates that certain health information be reported for a specific purpose; 

e for public health purposes, such as contagious disease reporting, investigation or surveillance; and notices 
to and from the federal Food and Drug Administration regarding drugs or medical devices; 

e disclosures to governmental authorities about victims of suspected abuse, neglect or domestic violence; 

e uses and disclosures for health oversight activities, such as for the licensing of doctors; for audits by 

Medicare or Medicaid; or for investigation of possible violations of health care laws; 

e disclosures for judicial and administrative proceedings, such as in response to subpoenas or orders of courts 

or administrative agencies; 

e disclosures for law enforcement purposes, such as to provide information about someone who is or is 

suspected to be a victim of a crime; to provide information about a crime at our office; or to report a crime 

that happened somewhere else; 

Figure 28-3 Sample notice of privacy practices, required by HIPAA, describing how patient information may be used and disclosed 

and how patients can get access to it. (Courtesy American Optometric Association, St. Louis. Reprinted with permission.) 

Continued 



280 Business Aspects of Optometry 

e disclosure to a medical examiner to identify a dead person or to determine the cause of death; or to funeral 
directors to aid in burial; or to organizations that handle organ or tissue donations; 

e uses or disclosures for health related research; 

e uses and disclosures to prevent a serious threat to health or safety; 

e uses or disclosures for specialized government functions, such as for the protection of the president or high 
ranking government officials; for lawful national intelligence activities; for military purposes; or for the 

evaluation and health of members of the foreign service; 

e disclosures of de-identified information; 

e disclosures relating to worker’s compensation programs; 

e disclosures of a “limited data set” for research, public health, or health care operations; 

e incidental disclosures that are an unavoidable by-product of permitted uses or disclosures; 

e disclosures to “business associates” who perform health care operations for us and who commit to respect 

the privacy of your health information; 

e [specify other uses and disclosures affected by state law]. 

Unless you object, we will also share relevant information about your care with your family or friends who are 

helping you with your eye care. 

APPOINTMENT REMINDERS 
We may call or write to remind you of scheduled appointments, or that it is time to make a routine 

appointment. We may also call or write to notify you of other treatments or services available at our office that 

might help you. 

OTHER USES AND DISCLOSURES 
We will not make any other uses or disclosures of your health information unless you sign a written 

“authorization form.” The content of an “authorization form” is determined by federal law. Sometimes, we may 
initiate the authorization process if the use or disclosure is our idea. Sometimes, you may initiate the process if it’s 

your idea for us to send your information to someone else. Typically, in this situation you will give us a properly 
completed authorization form, or you can use one of ours. 

If we initiate the process and ask you to sign an authorization form, you do not have to sign it. If you do not 
sign the authorization, we cannot make the use or disclosure. If you do sign one, you may revoke it at any time 
unless we have already acted in reliance upon it. Revocations must be in writing. Send them to the office contact 
person named at the beginning of this Notice. 

YOUR RIGHTS REGARDING YOUR HEALTH INFORMATION 
The law gives you many rights regarding your health information. You can: 

e ask us to restrict our uses and disclosures for purposes of treatment (except emergency treatment), payment 
or health care operations. We do not have to agree to do this, but if we agree, we must honor the 
restrictions that you want. To ask for a restriction, send a written request to the office contact person at the 
address, fax or E Mail shown at the beginning of this Notice. 

e ask us to communicate with you in a confidential way, such as by phoning you at work rather than at home, 

by mailing health information to a different address, or by using E mail to your personal E Mail address. 
We will accommodate these requests if they are reasonable, and if you pay us for any extra cost. If you 
want to ask for confidential communications, send a written request to the office contact person at the 
address, fax or E mail shown at the beginning of this Notice. 

e ask to see or to get photocopies of your health information. By law, there are a few limited situations in 
which we can refuse to permit access or copying. For the most part, however, you will be able to review 

or have a copy of your health information within 30 days of asking us (or sixty days if the information is 

stored off-site). You may have to pay for photocopies in advance. If we deny your request, we will send 
you a written explanation, and instructions about how to get an impartial review of our denial if one is 

legally available. By law, we can have one 30 day extension of the time for us to give you access or 

Figure 28-3, Cont'd 
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photocopies if we send you a written notice of the extension. If you want to review or get photocopies of 
your health information, send a written request to the office contact person at the address, fax or E mail 
shown at the beginning of this Notice. 

¢ ask us to amend your health information if you think that it is incorrect or incomplete. If we agree, we will 
amend the information within 60 days from when you ask us. We will send the corrected information to 
persons who we know got the wrong information, and others that you specify. If we do not agree, you can 
write a statement of your position, and we will include it with your health information along with any 
rebuttal statement that we may write. Once your statement of position and/or our rebuttal is included in 
your health information, we will send it along whenever we make a permitted disclosure of your health 
information. By law, we can have one 30 day extension of time to consider a request for amendment if we 
notify you in writing of the extension. If you want to ask us to amend your health information, send a 
written request, including your reasons for the amendment, to the office contact person at the address, fax 
or E mail shown at the beginning of this Notice. 

e get a list of the disclosures that we have made of your health information within the past six years (or a 
shorter period if you want). By law, the list will not include: disclosures for purposes of treatment, 
payment or health care operations; disclosures with your authorization; incidental disclosures; disclosures 
required by law; and some other limited disclosures. You are entitled to one such list per year without 
charge. If you want more frequent lists, you will have to pay for them in advance. We will usually respond 
to your request within 60 days of receiving it, but by law we can have one 30 day extension of time if we 
notify you of the extension in writing. If you want a list, send a written request to the office contact person 

at the address, fax or E mail shown at the beginning of this Notice. 

e get additional paper copies of this Notice of Privacy Practices upon request. It does not matter whether you 
got one electronically or in paper form already. If you want additional paper copies, send a written request 
to the office contact person at the address, fax or E mail shown at the beginning of this Notice. 

OUR NOTICE OF PRIVACY PRACTICES 
By law, we must abide by the terms of this Notice of Privacy Practices until we choose to change it. We 

reserve the right to change this notice at any time as allowed by law. If we change this Notice, the new privacy 
practices will apply to your health information that we already have as well as to such information that we may 
generate in the future. If we change our Notice of Privacy Practices, we will post the new notice in our office, have 

copies available in our office, and post it on our Web site. 

COMPLAINTS 
If you think that we have not properly respected the privacy of your health information, you are free to 

complain to us or the U.S. Department of Health and Human Services, Office for Civil Rights. We will not retaliate 
against you if you make a complaint. If you want to complain to us, send a written complaint to the office contact 

person at the address, fax or E mail shown at the beginning of this Notice. If you prefer, you can discuss your 

complaint in person or by phone. 

FOR MORE INFORMATION 
If you want more information about our privacy practices, call or visit the office contact person at the address or 

phone number shown at the beginning of this Notice. 

mera nn nn nn nnn nn nn nn nnn nnn nnn nnn nnn nnn fe AT NOL Conan nnn nnn nn nnn nn nn nnn nnn nnn 

ACKNOWLEDGEMENT OF RECEIPT 

I acknowledge that I received a copy of [name of O.D.’s] Notice of Privacy Practices. 

Patient name 

Signature Date 

Figure 28-3, Cont'd 
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OD: 
[address] 

[phone number] 
[fax number] 

[E Mail] 
[office contact person] 

AUTHORIZATION FOR RELEASE OF IDENTIFYING HEALTH INFORMATION 

Patient name 

Patient number 

Patient address 

Patient phone number 

I authorize the professional office of my optometrist named above to release health information identifying me 

[including if applicable, information about HIV infection or AIDS, information about substance abuse treatment, 

and information about mental health services] under the following terms and conditions: 

1. Detailed description of the information to be released: 

2. To whom may the information be released (name(s) or class(es) of recipients): 

3. The purpose(s) for the release (if the authorization is initiated by the individual, it is permissible to state 
“at the request of the individual” as the purpose, if desired by the individual): 

4. Expiration date or event relating to the individual or purpose for the release: 

It is completely your decision whether or not to sign this authorization form. We cannot refuse to treat you if 

you choose not to sign this authorization. 

If you sign this authorization, you can revoke it later. The only exception to your right to revoke is if we have 
already acted in reliance upon the authorization. If you want to revoke your authorization, send us a written or 
electronic note telling us that your authorization is revoked. Send this note to the office contact person listed at the 
top of this form. 

When your health information is disclosed as provided in this authorization, the recipient often has no legal 
duty to protect its confidentiality. In many cases, the recipient may re-disclose the information as he/she wishes. 
Sometimes, state or federal law changes this possibility. 

[For marketing authorizations, include, as applicable: We will receive direct or indirect remuneration from a 
third party for disclosing your identifiable health information in accordance with this authorization. ], 

I HAVE READ AND UNDERSTAND THIS FORM. I AM SIGNING IT VOLUNTARILY. I AUTHORIZE 
THE DISCLOSURE OF MY HEALTH INFORMATION AS DESCRIBED IN THIS FORM. 

Dated Patient signature 

If you are signing as a personal representative of the patient, describe your relationship to the patient and the 
source of your authority to sign this form: 

Relationship to Patient Print Name 

Source of Authority 
Tae iS 

Figure 28-4 Sample authorization to release identifying health information, required for compliance with HIPAA. (Courtesy 

American Optometric Association, St. Louis. Reprinted with permission.) 



records, if needed for the purposes of litigation, will be 
obtainable. 

Attorneys will seek by means of pretrial discovery to 
obtain information from the records of patients who 
are parties to litigation or from documents that they 
believe will aid the preparation and trial of the lawsuit. 
Depositions and orders to produce will be the usual 
means of obtaining this information. If the attorney 
seeks to have such information entered into evidence 
at court, the attorney will serve the optometrist with a 
subpoena duces tecum, which orders the optometrist to 
appear with the record in a court or other duly consti- 
tuted tribunal that has jurisdiction over the pending lit- 
igation. In most instances the optometrist will not be’a 
party to the lawsuit, merely the person in possession of 

records that may or may not be relevant to the case. 
Therefore, the fight over what is pertinent or admissi- 
ble will be between the opposing attorneys, and the 
optometrist will rely on the rulings of the court as to 
whether to provide the information. If the optometrist 
is a party to the case, then the dispute is of more imme- 
diate interest, and the optometrist should obey the 
instructions of the optometrist’s attorney in handling 
and discussing patient records. It should be mentioned 
that there also is no privilege of confidentiality under 
federal law, and so the Internal Revenue Service can 

obtain access to optometric records for tax purposes. 
Of course, the most worrisome type of litigation is a 

malpractice case in which the optometrist is the defen- 
dant. More likely than not, in such a lawsuit the patient 
record will either be the cornerstone of the 
optometrist’s defense or the optometrist’s Achilles’ 
heel. Well-documented records may be of critical 
importance in proving that no negligence occurred or 
in refuting the patient’s allegations of improper diag- 
nosis or treatment. Even though proper completion of 
all records on each patient is obviously time consum- 
ing and probably an active nuisance, an optometrist 
who is sued by a patient (usually a considerable time 
after treatment has been terminated) will be in a much 
more favorable position if the optometrist’s records 
indicate clearly that proper treatment was given. On 
the other hand, records that disclose negligent treat- 
ment will materially benefit a patient’s case. Records 
that have been altered for any reason, even the most 

innocent, should always include notations of the date 
and reason for the change. If a negligence suit is filed 
subsequent to alteration of a record, and that alteration 
is apparent, it will undoubtedly be construed as a dis- 
honest attempt to avoid liability. 

Because patient records are entered into evidence 
with great frequency, extraneous comments should be 
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assiduously avoided. In particular, comments that den- 
igrate the patient or members of the patient’s family 
should be omitted since they convey the impression 
that the doctor is not interested in the patient’s welfare. 

Retention of Records 

An important consideration in the maintenance of 
records is how long they must be retained. Although 
optometrists do not collect the kind of information 
that is likely to be used in litigation, there is always a 
chance that an optometrist could be an important wit- 
ness or party to a legal claim filed long after the patient 
has been dismissed. Ideally, no patient records should 
be thrown away, and there are ways to preserve records 
(especially if electronic copies are kept) without incur- 
ring great expense or requiring copious amounts of 
space. But, if records are to be eventually discarded, the 

optometrist should be sure that they have been 
retained for the period of time required to satisfy the 
following: 
* State laws or optometry board rules or regulations 
* HIPAA requirements 

* The statute of limitations for tort or contract actions 
* The statute of limitations for actions brought by 
Medicare or other third-party insurance programs 

These periods vary from jurisdiction to jurisdiction 

and range from 1 to 15 years. A prudent practitioner 
should consult with legal counsel before discarding 
patient records to ensure that pertinent time periods 
have been satisfied. If records are stored, they should 
be kept in a facility where they will not be damaged or 
destroyed. 

Conclusion 

A beginning practitioner must make some important 

decisions about records and documentation in con- 
junction with the computer hardware and software 
selected for the office. Office protocols for the release 
of information must be established and must conform 
to the demands of HIPAA and pertinent state laws or 
board rules or regulations. In addition, appropriate 
measures must be taken to store and maintain records 
during the period necessary to comply with legal 
requirements. 
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It ain’t over til it’s over. 

Yogi Berra Comment on 1973 baseball pennant race 

af he scope of care in optometry has changed signifi- 
cantly during the past few decades. With this 

change in scope of practice and approach to services, 

there has been a concomitant change in the purpose 
and design of recall systems. In the past, the underlying 
motivation of a recall system was perceived as a strat- 
egy to “build a practice.” The notion of “goodwill” was 
associated with recall systems because of the ability of 
these systems to sustain a practice. There have been 
several traditional reasons proffered for the use of such 
systems. A recall system provides an opportunity for 
the practitioner to get better acquainted with patients 
through regular interaction. Patients who enjoy a 
friendly relationship with a practitioner will (it is 
hoped) be more inclined to adhere to recommenda- 
tions made by that practitioner. In recall sessions, the 
optometrist can regularly offer recommendations for 
preventing eye problems and detect problems 
unknown to the patients. Recall encourages patients to 
return for examinations—an important consideration 
because, frequently, patients will not take the initiative 
to return, even when they are satisfied with the care 
and treatment received. 

Today, recall systems also are vital because they 
provide the practitioner with a mechanism to iden- 
tify and monitor patients who are at risk for or suffer 
from pathological conditions. Recall serves as a way 
for the optometrist to keep patients informed of ocu- 
lar health status and to properly evaluate and treat 
(when necessary) existing eye conditions. In fact, the 
concept of recall has been incorporated into the stan- 
dard of care. Because of modern technology and 
instrumentation, the expanded scope of optometry, 
and the responsibilities of a primary care provider, 
the purpose of recall essentially has been redefined. 
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An inadequate recall system, which results in 
untimely examination of patients, can result in per- 
manent harm and injury and lead to litigation. 
Therefore, a successful recall system must be a fea- 
ture of any practitioner’s office. In this chapter, vari- 
ous types of recall systems are described, beginning 
with the most fundamental consideration—imple- 
mentation of a system that is compatible with the 
practitioner’s philosophy of care. 

Philosophy of Care 

The philosophy of the practice often dictates the 
approach to and the organization of the recall system. 
The aggressiveness of the system chosen must be 
acceptable to the practitioner or practice and should 
not reflect adversely on the professionalism of either. 

Methods of Recall 

After examination, the practitioner must determine 
when the patient needs to return for further care. 
Depending on the patient’s status, the appointment 
could be the next day, week, month, or year. The 
patient must be given a reminder of the appointment 
date. The patient needs to be given sufficient notice in 
advance of the appointment so that it can be changed 
if necessary, but it should not be so far in advance that 
the patient will forget. The time frame also needs to be 
such that, if the patient cancels the appointment, there 
is adequate time to schedule another patient in the 
vacated time slot. 

There are three basic methods of providing recall to 
patients: mail, telephone, or a combination of both. 

(Mail and telephone systems actually tend to use both 
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methods, but for the purposes of this discussion mail 
and telephone systems are classified as being primarily 
one of these methods.) 

Mail Recall System. The mailing system is tradi- 
tional and is used by most optometrists and dentists 
(Figure 29-1). It is probably the easiest system for an 
office to adopt. Since this approach is nonaggressive, 
the perception by patients should be favorable. In such 
a system a card is mailed notifying the patient that it is 
time for an examination to be scheduled or reminding 
the patient that a follow-up appointment has been 
scheduled. The patient is asked to call the office to 
make or confirm the appointment. 

Because this recall system is passive, the patient 
response is lower than that with the other two meth- 
ods. Also, the costs of printing and mailing makes this 
system expensive, and it can be time consuming for the 

staff. The system can be made more personal by using 
attractive cards or envelopes with picture stamps 
instead of metered postage, personalized messages gen- 
erated by computer, and addresses written by hand 
instead of printed labels. 

Telephone Recall System. The telephone recall 
system allows personal contact with patients. Because 
it is personalized, it creates a positive perception. 
However, patients who cannot say “no” when called 

may fail to appear at the scheduled time, and therefore 
the “no-show” rate still can be substantial. This 
method allows a practitioner to obtain information 
about why patients have not returned and, if applica- 
ble, the reasons why they sought care elsewhere. This 
valuable information can assist the practitioner in 
improving the practice. 

In implementing a telephone recall system, a staff 
member is assigned specifically to call patients. If the 
calls are to remind patients of scheduled appoint- 
ments, patients to be seen in the morning are called the 
afternoon before the appointment and patients to be 
seen in the afternoon are called the morning of the 
appointment. If the purpose of the call is to schedule 
patients for new appointments, calls usually are made 
in the late afternoon or early evening. If a patient can- 
not be reached by telephone, a letter or postcard is 
sent—letters make a better impression and other infor- 
mation can be provided in the letter. If the patient does 
not respond to the first recall attempt, a 2-year recall 
process is started. Approximately 1'/2 years after the 
last examination, the patient is telephoned and a letter 
or postcard is sent stating “second reminder.” 
Approximately 2 years after the examination, another 
recall letter is mailed and a follow-up telephone call is 
made. After approximately 28 months, a fourth recall 
attempt is made via telephone, postcard, or letter. 
Then, at about 34 months the last telephone call is 

Day 

Time 

U5 OPTOMETRY Primary Care Vision Service 

A friendly reminder....... 
at your last visit, we reserved 
this time for your next visit 

Date 

Please call us at 934-3089 to 
confirm that this date and time is convenient! _ 

Figure 29-1 Sample postcard for mail recall. (Courtesy School of Optometry, University of Alabama at Birmingham. Reproduced with 
permission.) 



made, and correspondence stating “final reminder” is 
sent. If the patient does not respond, the patient’s 
record should be placed in the nonactive file. 

Combination Mail and Telephone Systems. As is 
evident from the preceding discussion, most recall sys- 
tems use a combination of mail and telephone to con- 
tact patients. Usually mail is the means attempted for 
first contact with the patient, and the telephone is used 
to confirm that the card or letter was received and that 
the appointment will be kept or scheduled. 

For annual or 2-year recall appointments, a card is 
sent reminding the patient that it is time to call to 
schedule an appointment. If the patient does not 
respond within a certain period (usually 1 month), the 
patient is contacted by telephone to ensure that the 
card was received and to determine whether an 
appointment can be scheduled. If an appointment is 
made, the patient is contacted by telephone the after- 
noon or morning before the appointment as a 
reminder. Combination mail and telephone systems 
usually provide a higher percentage of appointments 
made and kept than do systems that are strictly by mail 

or telephone. 

Use of a Preappointment System 

With this recall system, an appointment is always 
scheduled before the patient has left the office, even for 
examinations 1 to 2 years in the future. A specific date 
and time are selected and entered into the appointment 
book or computer. 2 to 4 weeks before the scheduled 
date, the patient is called and reminded of the appoint- 
ment, which can be rescheduled if necessary. If 
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preferred, a card can be sent to the patient approxi- 
mately 1 month before the scheduled appointment. It 
contains the date and time of the appointment and asks 
the patient to call the office to confirm that the patient 
will be able to come as scheduled. If the patient does 
not respond to the card by 1 to 2 weeks before the 
appointment, a telephone call must be made to con- 
firm the appointment or to schedule a new date and 
time. 

The advantages of preappointing are that the 
appointment book stays full, avoiding seasonal slow 
periods, and it is less costly than other methods of 
recall since it does not necessarily involve printing and 
mailing expenses. The disadvantages of this method 
are that it requires careful coordination of effort to 
ensure that preappointed patients are properly con- 
firmed or rescheduled and that patients can misinter- 
pret the purpose of preappointing if the system is not 
properly explained. Patients may perceive this method 
as aggressive and more attuned to filling appointment 
slots than providing needed care. If done appropri- 
ately, however, the “no-show” rate is the lowest for all 

the recall systems. 

Setting a Reasonable Recall Schedule 

Recommended guidelines for the examination of chil- 
dren and adults, drawn from the consensus of opinion 
in the profession, have been established by the 
American Optometric Association. These clinical 
practice guidelines generally require different recall 
periods for asymptomatic individuals who are not at 
risk than for individuals who are at risk for ocular dis- 
ease (Table 29-1). 

Table 29-1 AOA Clinical Practice Guidelines for Examination of Children and Adults 

EXAMINATION INTERVAL 

PATIENT AGE ASYMPTOMATIC/RISK-FREE AT RISK 

Children 

Birth-24 months By 6 months of age or as recommended By 6 months 

2-5 years At 3 years of age At 3 years of age or as recommended 

6-17 years Before first grade and every 2 years thereafter Annually or as recommended 

Adults 

18-40 years Every 2-3 years Every 1-2 years or as recommended 

41-60 years Every 2 years Every 1-2 years or as recommended 

61 years and older Annually Annually or as recommended 

eee
 se EEE 

From American Optometric Association: Clinical practice guidelines for comprehensive adult eye and vision examination and for pediatric eye 

and vision examination. St. Louis, 1995-96, Author. 
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Use of Computers to Facilitate Recall 

Using a computer can be as useful, if not imperative, 
for recall systems as it is for other areas of office man- 
agement. Every practice should have some type of 
computer system. Since specific information pertain- 
ing to patients can be easily identified by using a data 
base, it is simple for staff members to produce a list of 
patients due for recall. Also, staff members can meas- 
ure the effectiveness of the patient recall system by 
using the computer to create information that can be 
easily read and interpreted (see Chapter 20). 

One of the advantages of computer recall is that 
mailings can be personalized. Specific messages can be 
addressed to individual patients, creating a personal 
touch that assists in the effort to get patients to 
respond. Computerized recall also works well with 
preappointment systems, but such a system does 
require operation by a knowledgeable staff member. 

When Patients Ignore Recall Attempts 

Patients have a variety of reasons for not responding to 
recall notices. Common reasons for patients’ failure to 
make recall appointments include shortage of financial 
resources, satisfaction with vision, perception that the 
optometrist’s fees are not competitive, or dissatisfac- 
tion with the optometrist’s practice. 

The most effective way to determine why a patient 
has not returned for an appointment is by calling the 
patient. A telephone call under such circumstances 
requires the office staff to be tactful. When making 
such a call, the staff member first inquires about the 
patient’s well-being in general and then explains that a 
review of the person’s file indicates that the patient 
has not been in the office for a significant period and 
that this has caused some concern. Next, the staff 

member suggests that the patient come in for an exam- 
ination. If the patient’s response is not positive, the 
staff member attempts to learn whether the patient 
would like another reminder at a later time. If the 
patient does not want further communication, the call 
is ended. 

When a patient decides to remain inactive, an exit 
survey should be sent. A letter stating that the 
optometrist is looking for ways to improve the deliv- 
ery of health care and asking that the patient com- 
plete the survey anonymously should accompany 
the survey. The survey—concisely written and con- 
taining a limited number of multiple choice or true- 
false questions—should elicit responses about the 
optometrist’s fees, location and physical facility, 

convenience and availability of appointments, pro- 
fessional demeanor, staff, parking and public trans- 
portation, services, and selection of eyewear and 
contact lenses. A self-addressed, stamped envelope 
should be enclosed with the survey for the patient’s 

convenience. 
If a patient is being recalled to provide follow-up for 

an eye problem and the patient fails to keep the 
appointment, the practitioner should have a staff 
member call the patient to determine why the appoint- 
ment was not kept and to schedule the patient for a 
new date and time. If a patient with a problem fails 
to appear despite repeated efforts to schedule the 
patient for follow-up, the practitioner should send the 
patient a letter (by certified mail with return receipt 
requested if documentation of receipt is necessary). 
The letter should advise the patient of the necessity for 
further examination, describe the possible complica- 
tions that might result if an examination is not per- 
formed, and urge the patient to call to schedule an 
appointment. A copy of the letter should be retained 
in the patient’s file. 

Conclusion 

Patients tend to make appointments when they recog- 
nize a vision problem or have some uncertainty about 
their vision or eyes. Many patients would not return 
for regularly scheduled examinations without receiving 
a recall notice. Therefore, a recall system is important, 

but its effectiveness depends on the practitioner’s and 
staff’s understanding of the system and on the ability 
of the office to adhere to its procedures. To be success- 
fully implemented, a recall system must not only be 
appropriately structured but also provide a true benefit 
to patients. This value to the patient is the most impor- 
tant element of any recall system. 
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Chapter i) 0) 

Ophthalmic Dispensing 

The engine which drives enterprise is not thrift, but profit. 

John Maynard Keynes A Treatise on Money 

D uring the past several decades, optometry stu- 
dents have not held optical dispensing in high 

regard. Increasingly, there are more appealing and 
more challenging areas of specialization within the 
scope of optometry. It must be remembered, however, 
that even during these times of primary care, the 
majority of patients who seek the services of an 
optometrist do so for the purpose of refractive correc- 
tion with eyeglasses. Patients do not understand the 
lack of interest in the mechanics of eyeglasses—any 
reduced status that dispensing might hold is in the 
minds of practitioners. To patients, eyeglasses are an 
important, sometimes vital, aid to vision. 

It has long been understood that no matter how 
expert a practitioner’s clinical services might be, the 
finished pair of glasses that are on the patient’s face will 
be the long-lasting proof of excellent optometric care. 
Eyeglasses, if they are of high quality, can serve to build 
an excellent reputation and can become a major refer- 
ral stimulus for the optometrist. Conversely, glasses 
that perform poorly and cause problems can be the 
source of many negative comments by the patient. 

If these factors are not enough to encourage the stu- 
dent of practice management to excel in optical dis- 
pensing, it should be realized that in most practices the 
sale of optical materials contributes more to the typical 
practice’s gross income than all areas combined—about 
55 cents on the dollar. A practice that does not provide 
dispensing services usually can double its gross income 
if dispensing is added. 

Assuming that optical dispensing and laboratory 
services are delegated to technicians and assistants, it is 
almost always financially attractive to provide dispens- 
ing. Patients generally prefer the full-service concept of 
eye care, as evidenced by the fact that most independ- 

Tag 

Diane Robbins-Luce and Greg Luce 

ent practitioners have a very low percentage of patients 
who have their spectacle prescriptions filled by another 
dispenser. A major benefit of receiving both clinical 
services and optical materials from one office is that 
the patient only needs to turn to that office in the 
event of problems. 

The actual duties of the selection and dispensing of 
eyewear are generally delegated to an optometric tech- 
nician, frame stylist, or optician. This approach is a sen- 
sible one, allowing the optometrist to function at the 
highest level of skill and to concentrate on the diagno- 
sis and management of eye conditions, while serving as 

a supervisor with regard to optical dispensing. Many 
educational programs exist today for the training of 
technicians to completely manage and operate an opti- 
cal dispensary, but the majority of individuals who 
perform this function are trained on the job. 

Image of the Dispensary 

Various styles of optometric practice include dispen- 
saries that convey different images. The form of the 
dispensary can range from the traditional, specialized 
service available only to the patients of the private 
practice to the highly retail and commercialized opti- 
cal superstore. Patients will differentiate between a 
retail and professional image largely on their initial 
impression when entering the office. If the frame show- 
room area is the first room entered from the outside, 

the image is largely retail. This design is often found in 
optometrists’ offices in which the optical dispensary 
serves as the reception room or there is no reception 
room. If the outside entrance opens into a traditional 
reception area, the impression 1s one of professional 
eye care. 
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A good approach to the separation of the retail and 
professional aspects of a practice is to have two sepa- 
rate entrances—one of them leading to an optical dis- 
pensary and the other one leading to the practitioner’s 
office waiting room (Figure 30-1). This concept does 
provide some advantages in that it retains the profes- 
sional image of a health care practitioner while still 
attracting patients who would like to purchase eye- 
glasses separately. This arrangement could incorporate 
the use of a separate business name for the optical dis- 
pensary. The name selected could be used in exterior 
signage and would allow the practitioner to feel more 
comfortable with the advertising of optical services in 
the local media. Care should be given to such external 
marketing, however, to ensure that the public is being 
sent the desired message concerning which aspect of 
care is emphasized as primary and which is deemed to 
be secondary. 

There are obvious advantages and disadvantages to 
having a separate optical dispensary. In one regard, it 
should not be allowed to be so separate that there is no 
connection, visible to the public, between the 

optometrist and the dispensary. When that connection 
is broken, so is the loyalty that retains patients and 
causes them to purchase optical materials from the 
practice. It can be desirable to have the dispensary still 
function under the organization of the practice—this 

foe 

will allow for one set of accounting records to be main- 
tained and also allow the patient to simply write one 
check for clinical services and eyeglasses. 

Having a separate optical dispensary also requires a 
larger staff. It is important for each entrance to have a 
receptionist or technician always available to greet 
patients when they enter. This is not only good etiquette 
and a custom that is expected by patients in a service-ori- 
ented business but also is necessary in the optical dis- 
pensary to prevent the problem of shoplifting. 

As defined for the purposes of this discussion, opti- 
cal dispensing includes the following functions: 
* Lens design (and selection of options) 
- Frame selection and measurements 
* Ordering and verifying of eyeglasses 
* Dispensing and adjusting of eyeglasses 
* Maintaining and repairing of eyeglasses 
The appearance of the optical dispensary is extremely 
important to the successful operation of the business 
(Figure 30-2). When a patient enters the optical dispen- 
sary, that individual becomes a consumer. Consumers 
make many subconscious judgments that affect their 
purchasing habits. The decor and appearance will 
influence the consumer’s decision to purchase a prod- 
uct and even how much the consumer will pay. The 
optometrist’s dispensary has a distinct advantage over 
other optical dispensaries because the optometrist 

Figure 30-1 Separate optical entrance. (Courtesy Gailmard Eye Center, Munster, Ind.) 



already has provided professional and clinical services 
to the patient and has gained the patient’s trust. It is 
not sufficient to rely solely on this professional rela- 
tionship, however, because the optical dispensary 
should appeal to the patient on its own. The optical 
dispensary must be continuously updated and periodi- 
cally redecorated with additions such as wallpaper, car- 
peting, new paint, and new furniture. Patients will 
judge the entire operation of a practice by what they 
understand, and they understand retail merchandise 
displays. Even though it is a considerable expense, the 
optical dispensary must be kept modern and tasteful. 

See Chapter 18 for further discussion of the design 
of the optical dispensary. : 

Frame Display Options 

It is important to display the inventory of frames in a 
way that highlights them in an impressive manner. 
There are many options available through professional 
optical design companies; these companies will fabri- 
cate custom frame bars or sell ready-made ones. Frames 
often are displayed in categories or sections such as 
men’s, women’s, and children’s groupings. Additional 
areas can be added, such as sports eyewear and non- 
prescription sunglasses (Figure 30-3). A decision 
should be made as to whether patients are allowed to 
browse and try frames on or whether they will be seated 
and frames will be shown one at a time by a technician. 

Figure 30-2 Optical dispensary. (Courtesy Drs. Bob Baldwin, Bobby Christensen, and Russell Laverty, Oklahoma City, Okla.) 
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A good merchandising idea is to display more 
upscale and expensive frames in a different environ- 
ment. It has been observed that displaying a few very 
expensive frames will help sales of medium- to high- 
priced frames because it desensitizes the consumer 
who might have “sticker shock.” Antique furniture can 
provide an interesting backdrop for a more spread out 
merchandising effect of individual frames on pedestals. 
Manufacturers and frame suppliers will provide excel- 
lent ideas for merchandising and showcasing their 
products. A display kit that promotes one style of a 
frame in several colors is appealing in any location in 
the dispensary. Observing the window displays and 
accessory displays in fine department stores is an excel- 
lent way to learn professional display techniques. 

Frames can be displayed on glass shelves that allow 
them to sit singly and with temples open. This frame 
display method tends to make a smaller inventory look 
larger because it is spread out. The use of frame bars 
generally places a larger frame inventory into a smaller 
space. 

Dispensing tables should be readily available as a 
workplace for frames, clinical records, and accessories 

(Figure 30-4). These dispensing tables also can serve as 
a counter so that optical measurements can be taken 
accurately and prescription eyeglass orders can be writ- 
ten. These tables also can be the area where fees are 
explained and presented to the patient. The dispensing 
tables, which are used for frame selection, also can 
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Figure 30-3 Optical dispensary. (Courtesy Dr. David Hansen, Des Moines, lowa.) 

double as tables to be used for delivering finished eye- 
glasses and providing eyewear adjustments. It should 
be remembered, however, that the use of these tables 

might be in great demand, and this can make it incon- 
venient for patients who wish to select a frame if all 
tables are being used for deliveries and adjustments. 

One alternative, if space permits, is to have sepa- 
rate dispensing counters, booths, or small private 

ee ee ee ae 
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rooms to deliver and adjust eyewear (Figure 30-5). 

This specialized delivery and dispensing section also 
emphasizes the service aspect of dispensing glasses. 
The basic dispensing tools and frame warmer can be 
positioned in a nearby location, preferably with a sink 
also available. This design allows the patients to see 
some of the basic adjustments being performed on 
their eyeglasses and saves the technicians the many 

Figure 30-4 Optical boutique area. (Courtesy Gailmard Eye Center, Munster, Ind.) 
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Figure 30-5 Eyeglass adjustment booths. (Courtesy Gailmard Eye Center, Munster, Ind.) 

steps that must be made to walk back and forth from a 
separate laboratory. 

Lighting is a very important consideration in a dis- 
pensary. As experts in visual science, optometrists 
should display excellent lighting techniques. It is gen- 
erally noted that skin tones are much more attractive to 
a person under incandescent or natural lights. The use 
of track lights or other spotlights can add a pleasing 
appearance to patients trying on frames and viewing 
themselves in mirrors. General overall lighting with 
fluorescent lights is practical in commercial buildings. 
Indirect fluorescent lighting, where the light is 
bounced off ceilings or other surfaces, tends to make 
the light more pleasing. The use of daylight through 
skylights and windows adds a third type of lighting and 
can contribute to an attractive blend of all three. One 
additional consideration in lighting is the use of back- 
illuminated frame bars. This is an individual decision 
because, although the frame bars are quite eye appeal- 
ing when frames are lit from behind, the actual color of 
a frame is much harder to see when displayed on these 
frame bars. The frame often must be removed from the 
frame bar and viewed in a separate light for the color to 
actually be appreciated. 

Frame Inventory Management 

Ordering and buying frames are described in Chapter 22. 
The first consideration is the number of frames that 
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should be on display and carried in inventory. This 
frame number will vary widely, from a range of approx- 
imately 500 frames in a small office to more than 3000 
frames in a typical super-optical environment. The size 
of the practice, the budget available, and the marketing 
strategy of the practitioner will dictate the number of 
frames to carry. The practitioner will need to consider 
the number of men, women, and young patients so 
that the appropriate percentage of frames will be car- 
ried for each category. 

It is possible to display all frames, but some offices 
keep an additional stock so frames can be replaced. 
Keeping frame boards completely filled with mini- 
mum empty spaces makes them more attractive and 
appealing and also makes it easier to spot potential 
theft problems. An assistant can check the frame dis- 
plays every morning and be certain that all empty 
spots are filled with frames, even if sunglasses or 

safety frames must be used. It can be an advantage to 
the large practice to try to use frames from the frame 
board as much as possible rather than ordering 
frames to be supplied by the laboratory. This practice 
has the major benefit of reducing back order prob- 
lems, which often can occur without the knowledge 
of the optical staff and delay an order unexpectedly. 
Additionally, using frames directly off the frame 

board creates a constant turnover of inventory, 
which means frames will always be new and not 

shopworn. 
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Obviously, the optometrist (or staff members) peri- 
odically must meet with frame manufacture sales rep- 
resentatives to buy new frames and replace those that 
have been sold. This meeting should be arranged by 
appointment and given due time and consideration 
since it represents the products that will be shown and 
dispensed. Frame representatives can provide a valu- 
able service by conducting an inventory of their prod- 
ucts and keeping records of what was sold since the last 
purchase. There generally will be more frame vendors 
who wish to do business with the optometrist than the 
optometrist can reasonably manage. It is generally nec- 
essary to restrict the number of vendors to those who 
provide the best products, service, discounts, and 

return policies. 
It can be a good strategy to provide as much busi- 

ness as possible to a limited number of vendors so that 
the practice becomes an important account to these 
companies. This important account relationship can 
result in better buying programs and discounts from 
the vendor. 

The optometrist or staff member who buys frames 
must stick to a budget and not buy under pressure. 
The professional sales person is very skilled at selling, 
and the optometrist must be able to say “no.” It also is 
advisable to try to buy for the entire market of 
patients and avoid simply purchasing what the buyer 
personally likes. A wide range of frame prices should 
be available, and a good mix of frame sizes (large and 
small), materials (metal and plastic), and styles (con- 

servative and high fashion) should be obtained. 
Attention must be given to older stock that has not 
sold; these frames should be returned within the com- 

pany’s return policy. Sales representatives sometimes 
are not anxious to facilitate returns, so the frame man- 

ager must be attentive to this task. Another considera- 
tion when buying frames is the use of buying groups, 
which can help obtain better discounts for an inde- 
pendent practitioner when the number of purchases 
is small. 

Many computer software programs are available for 
eye care practices, and these programs can provide 
valuable assistance in inventory management. 
Computer programs are useful for frames but also can 
be applicable for uncut ophthalmic lenses and contact 
lenses. Various printed reports can be generated, and 
this information can make frame buying more intelli- 
gent and scientific. Of course, to obtain excellent data 
from the computer, considerable effort is required to 
input the necessary information when new frames are 
added and when display frames are sold. Each frame 
must have an inventory number or bar code placed on 

it that is typed in or entered by electronic wand during 
each transaction (Box 30-1). 

Lens Design 

Lens design is an aspect of dispensing that is all too 
often forced into a secondary role even though it is 
really more important than the selection of the frame. 
Patients understand the process of frame selection very 
well because they try on the frames and look at them 
and touch them. The lens is not well understood, how- 

ever, because of the complexities of different types of 
prescriptions, the placement of optical centers, the use 
of oversize blanks, the need for antireflection or ultra- 

violet coatings, and the various styles of multifocals 
that can be chosen. It is a good practice to begin the 
dispensing visit with a discussion of the lenses, before 
frames are considered, perhaps at an in-office “lens 
design center.” This special area is devoted to samples 
and demonstration lenses in the form of uncut lens 
blanks and mockup eyeglasses. Box 30-2 provides some 
ideas on the kind of information that can be provided. 

The process of designing lenses and selecting 
options simply begins by educating the patient. It is 
the dispenser’s duty to inform each patient of the 
newest available technologies for ophthalmic lenses. 
Patients have a right to know what new products are 

available, and the dispenser should avoid prejudging 
what the patient will or will not want or can afford. The 
key to patient education is the use of demonstration 
items and literature. Nothing can explain different 
types of bifocals better then having actual eyeglasses 
made up with different types of bifocals. These items 
also are perfect when attempting to answer questions 
such as, “How thick will the edges be in a certain size 

Box 30-1 Advantages of Computerized 
Frame Inventory Management 

* Current inventory always available in wholesale or 

retail dollar amounts and in number of units. 

Inventory reports by frame type, manufacturer, 

supplier, or model. 

Inventory aging reports: listings of frames, quantity, 

and date acquired. 

Reports of frames that are on order or at the 

laboratory. ‘ 

History of sales per month by manufacturer or model. 

Reports are of assistance when buying and reordering 

frames, for accounting needs, and theft control. 

° 

e 



Box 30-2 Lens Design Center 
Demonstration Items 

° Grey a brows plastic tints from # a to #5 for 
fashion and sunglass 

© Other tint colors including rose #1 and #2 and 
 gray/green sunglass 
_ * Gradient tint samples _ 
_* Photochromatic enee and BBS ae ee 

samples — : 

_ * Glass lens coatings for color and mirror 
- High-index plastic vs. CR-39 in same prescription 

(e.g. -6.00 D) 

2 Polycarbonate and aspheric lenses 

- Mockup Spectacles 

_ * Right lens rolled and polished, left lens pooh) in wire 
frame 
* Right lens A/R coat, left lens normal 
* Progressive lenses with plano at mestonce and +1.50 

adds 

* Right lens executive bifocal, left lens FT-35 

__* Various bifocal and trifocal styles 

__ * Various high-pius and minus powers in different eye 

size frames 

frame?” or “How does this look with an antireflection 
coating?” or “How does a lens look when the edges are 
rolled and polished?” The manufacturer for a nominal 
fee can provide samples of eyeglasses or lens blanks. 

Lifestyle Dispensing 

The educational approach leads to the concept of 
lifestyle dispensing. This term refers to finding out 
more about a patient’s needs in daily activities and pro- 
viding additional pairs of eyeglasses or special lens 
options to help the patient with those needs. 
Obviously, this procedure requires more in-depth ques- 
tioning with regard to patients’ occupational and voca- 
tional interests. Examples of needs that can be satisfied 
with lifestyle dispensing include golfing, fishing, special 
safety glasses for the work environment, or special read- 
ing glasses for computer use. Some practices use a 
printed questionnaire to find out about lifestyle needs, 
whereas others simply use a friendly verbal interview. 
A side benefit to good lens design is increased opti- 

cal sales in the form of second pairs, sunglasses, and 

lens add-on options, but the primary outcome is eye- 

wear that provides optimal visual performance for the 
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patient in his or her daily life. The practitioner’s philos- 
ophy will determine how much salesmanship should 
be used during dispensing. One must be careful not to 
take this technique too far so that it becomes a high- 
pressure sales tactic that can adversely affect the doc- 
tor-patient relationship. 

Technicians who serve as frame selection assistants 
or frame stylists should be trained to assist patients 
with proper frame sizes and shapes. Frame stylists must 

be trained to note the lens prescription first so that this 
information can be considered when determining the 
type of frame to use. Additionally, training in color, 
style, and the selection of proper shapes for facial fea- 
tures is appropriate. The use of video cameras has 
become useful in helping patients view themselves 
while wearing potential new eyeglass frames. This tech- 
nique has some obvious benefits since some patients 
cannot see well when trying on sample frames that do 
not contain a lens prescription. Seeing oneself on 
video also permits angles of view that a mirror does not 
achieve. The use of a video camera can be somewhat 
time consuming but, in a high-service practice, does 
differentiate the practice from the competition. 

Frame and Lens Pricing 

The most popular method for setting fees for oph- 
thalmic materials is to use a markup system. The 
amount of markup can vary from two to three times 
the wholesale cost. Informal surveys should be per- 
formed to determine the markup rate for various opti- 
cal materials in a given area. The marketing philosophy 
and positioning of the practice will dictate if this prac- 
tice should be on the high, middle, or low end of the 

price scale. Prices can be marked on small adhesive 
stickers that serve to show the patient the cost as the 
patient tries on the frames. A popular idea is to use a 
clear label and apply it to the demonstration lens that 
comes with the frame. Lens prices generally are listed 
on a printed fee schedule that can be kept near the dis- 
pensing tables. This list can show different prices for 
the different types of lenses—spheres, sphero-cylinders, 
single vision lenses, bifocals, and progressive addition 
lenses. Also, various lens options can be listed as add- 
on prices. A quality, wholesale laboratory’s finished 
lens price list can be used as a guide for determining 
the patient cost for these options. 

An alternative method for the pricing of frames and 
lenses has been the use of dispensing and prescription 
fees. These fees represent the profit that would be made 
on the service aspect of dispensing. When using these 
methods, optical materials generally are priced at 
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wholesale cost, with a slight add-on margin to allow for 
operational costs. Dispensing fees and a low materials 
fee are often used by third-party companies in an effort 
to control costs. It has been noted that patients might 
not accept dispensing fees as easily as they accept a 
markup on ophthalmic materials. 

As part of good dispensing service, the dispenser 
should be trained to review and explain all fees that are 
charged for optical materials and, if necessary, the 
other professional and clinical fees charged to the 
patient at the current visit. 

Nonprescription Sunglasses 

One area of dispensing that seems to be of growing 
interest is the provision of nonprescription sunglasses. 
Optometrists routinely educate patients about the 
importance of protection against ultraviolet radiation 
and the value of quality optics. This would naturally 
support the dispensing of nonprescription sunwear. 
Even though the majority of nonprescription sun- 
wear purchases takes place in department and drug 
stores, there is a market for higher-quality sunglasses 
sold through eye care professionals. A requirement for 
success in sales of nonprescription sunglasses is a sig- 
nificant investment in inventory (Figure 30-6). The 
consumer wants selection and variety. Historically, 
optometrists have not been pleased with sales of non- 
prescription sunglasses, but this lack of success can be 
due to the practice of carrying a small inventory of sun- 

glasses by ophthalmic frame companies that are not 
known by the public. Name brands have great appeal 
to the public. Promotion to the public might be neces- 
sary in the form of media advertising. A natural market 
for sunglasses is the contact lens population, who 
would have an interest in nonprescription sunwear. 

Advertising 

The advertising of dispensing services must be per- 
formed carefully so as not to adversely affect the image 
of a professional :practice. The practitioner’s “philoso- 
phy of practice” should be used to establish the goals of 
external marketing before any advertising campaign is 
started. The practitioner must consider the position of 
the practice first and then adopt a promotional cam- 
paign that will meet the goals of the practice image. 
Advertising is a major investment for a practice and 
speaks loudly to the public about its image. It is best to 
use advertising agencies for assistance, but this assistance 
does require a significant budget. Frame manufacturers 
can provide professional camera-ready advertisements 
and even cooperative funding for advertising when it is 
performed within their guidelines. 

Eyewear Delivery 

The delivery of finished prescription eyeglasses 
involves the services of adjustment and fitting. Office 
policies for the notification of patients and for the dis- 

Figure 30-6 Sunwear display showcase. (Courtesy Gailmard Eye Center, Munster, Ind.) 



pensing of eyewear should be adopted. Some practices 
offer dispensing of eyeglasses by appointment only, 
but this method can result in delays and inconven- 
ience for the patient. If the practice has adequate staff 
members who can dispense eyeglasses, appointments 
will not be necessary for this rather brief service. 
Patients who simply walk in to pick up eyeglasses gen- 
erally will understand a short wait of 5 or fewer min- 
utes. Excellent eyeglass dispensing involves the 
following: 
* Adjustment of the frame to the patient’s face and 
head to ensure proper fit and comfort 

* Instructions to the patient on the use and care of the 
new eyeglasses 

* A review of the lens options that were ordered 
The technician dispensing the eyeglasses should ask 
the patient whether the type of eyewear being provided 
has been used before. If it is new to the patient, instruc- 
tions on adaptation symptoms as well as how to use the 
eyewear properly can be appropriate. A reading card 
should be handy, to allow the patient to test nearpoint 
vision and to learn to use different parts of multifocal 
lenses. An additional technique that should be 
included in dispensing is the routine review of special 
options that were incorporated into the eyeglasses. 
Patients forget the purpose of extra options such as 
antireflection coatings, photogrey tints, scratch-resist- 
ant coatings, and similar items, and the dispenser 

should use this opportunity for one last review of the 
options ordered and their purpose. This review also 
can spark referrals when the patient wears the new 
glasses and finds the options helpful. Patients should 
be instructed to return at any time if frame adjustments 
are needed. 

A progressive practice must be aware of the impor- 
tance of the time taken to fabricate eyeglasses. It is no 
longer common for 2 weeks to be required to fabricate 
a pair of glasses, and yet some special lens designs and 
special frame orders can necessitate a waiting period as 
long or longer. The important consideration when 
encountering such orders is to keep the patient 
informed. It is very important to call the patient if any 
delay is encountered in the fabrication of new eye- 
glasses, rather than waiting for the patient to call and 

ask why the eyeglasses are not ready. 

Eyeglass Warranties 

A more consumer-oriented approach has developed in 

dispensing, as various marketing strategies have been 

adopted by optical chain stores and private practices. 

Eyeglass warranties have become popular and gener- 
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ally extend for 1 year from the date of dispensing. 
Sometimes an additional charge is required for such a 
warranty, and sometimes the warranty is provided to 
all patients at no additional cost. Typically, the eyeglass 
warranty will provide for the repair or replacement of 
any broken part of the frame or lenses with a “no-fault” 
guarantee so that no matter how the glasses are broken, 

a repair or replacement is made. 
Sometimes these warranties can have a “one-time 

only” stipulation, whereas other warranties can be 
unlimited throughout the year. The eyeglass warranty 
does remove any potential disagreement about 
whether the eyeglasses performed adequately, were 
defective, or were abused by the patient. A separate 
warranty usually accompanies scratch-resistant plastic 
lenses and typically provides for replacement at no 
charge if the lenses scratch within 1 year. These war- 
ranties are easy for a practitioner to provide, since both 
frames and scratch-resistant lenses usually are under 
warranty by the manufacturer. 

Managing the Unhappy Patient 

There will always be a small percentage of patients who 
are unhappy with their vision or have difficulty with 
adaptation to new eyeglasses. Additionally, problems 
will occur in which lenses fall out and screws and tem- 
ples come loose. An office policy should be established 
for the management of unhappy patients. The best pol- 
icy is the age-old “the customer is always right” 
approach. Policies should be developed to easily and 
fairly handle a refund in the event a patient requests 
one—although solving the problem is a better resolu- 
tion. All efforts should be made to rectify any problems 
the patient has as quickly as possible. Generally, job 
remakes and corrections should be made at no charge to 
the patient if they occur within a reasonable amount of 
time. Assistants should allow patients to have access to 
the prescribing practitioner, usually with a free appoint- 
ment, if complaints of a visual nature are received. 

Additional optical policies can include the use of a 
payment plan. It is common to accept major credit 

cards, and this provides an easy way for practices to 
avoid offering credit to patients. It is common for the 
office to require a 50% deposit when eyeglasses are 
ordered, with the balance due at dispensing. Whatever 
policy is selected, it is vital that patients be informed in 
advance of what is expected of them. This philosophy 
can prevent awkward situations, such as instances in 
which patients arrive to pick up glasses but are not 
ready to pay. It is difficult to turn patients away or to 

take back glasses that have just been fitted. 
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Chapter J 1 

Building a Contact Lens 
Practice 

Richard D. Hazlett, C. Denise Howard, and Janice M. Jurkus 

If you build it, he will come. 

William P. Kinsella Shoeless Joe 

Cé ontact lens—related patient care is an integral aspect 
of the modern practice of optometry. For many 

optometrists, the time spent on and income derived 
from contact lens services represent a significant compo- 
nent of practice activity and practice income. 
Illustrating the importance of contact lens services, eco- 
nomic surveys performed by the American Optometric 
Association have repeatedly found that virtually all prac- 
ticing optometrists provide contact lens care. 

Although practitioners have traditionally considered 
contact lens care to be a specialty area, thanks to current 
contact lens technology, contact lenses can be regarded 
as an option for the majority of patients needing vision 

correction. Since individuals fitted with contact lenses 
often experience superior vision, tend to be loyal to the 
practice where they were fitted, and offer significant 
economic benefits for the practice, it behooves 
optometrists to develop this aspect of practice. 

A significant number of contact lens patients are 
obtained through referral. Methods used to encourage 
referrals from other health care providers are described 
in Chapter 27. However, practitioners also can build a 
contact lens practice through marketing efforts 
directed at existing patients and at the public at large. 
This chapter describes various means for creating such 
a contact lens practice. 

Obtaining New Contact Lens Patients 
from Referrals 

A referral base can be created by a practitioner who 

communicates effectively with patients, emphasizes 
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personal attention, and attends to the unique aspects 
of presenting visual problems. Additionally, any spe- 
cial techniques or unusual lenses used in fitting the 
patient, if pointed out, often result in an inspired 
patient who will tell others about the practitioner’s 
expertise as a contact lens clinician. 

Contact lens patients especially like to feel that a 
practitioner is at the cutting edge of care and that the 
newest developments are being used. If a practitioner 
can obtain the newest instrumentation for the diagno- 
sis and management of contact lens patients—and 
makes the patient aware that advanced instrumenta- 
tion is being used—this, too, will encourage the patient 
to inform acquaintances of the advanced state of the 
practitioner’s practice. This information also can result 
in new referrals. 

Contact lens patients are more likely to refer other 
patients when they are enthusiastic contact lens wear- 
ers. How does a practitioner create enthusiasm? Enthu- 
siasm is generated by reinforcing the patient’s perception 
that he or she is receiving special care from the best 
practitioner. There are several ways to create this favor- 
able impression. 

Problem Solving 

Patients will be enthusiastic if a practitioner has the 
reputation of being a problem solver. If a patient has 
troublesome contact lens problems that are solved, the 
practitioner benefits not only from an appreciative 
patient but also is likely to receive additional referrals 
because of this demonstration of clinical expertise. 
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This is especially true if the patient’s problems have 
been overlooked or unresolved by other practitioners. 

Supportive Staff 

A well-trained supportive staff that shows individual con- 
cern for patient needs and enthusiasm for patient success 
will promote patient loyalty and referrals. Therefore, it 
behooves practitioners to make a significant investment 
in staff training, with an emphasis on showing staff how 
to become sensitive to individual patient needs. 

In- Office Contact Lens Development from 

Former Patients 

Many primary care patients are excellent candidates for 
contact lens wear. One way to encourage these individu- 

als to consider contact lenses is by creating a newsletter 
(Figure 31-1). The newsletter should include the most 
up-to-date information about contact lenses and about 
how the office is implementing new developments. 
Printed contact lens promotional material should be 
available in the office and visible to patients waiting to 
be seen for primary eye care. This material can be 
printed—in the form of either reprints of articles or 
brochures supplied by lens manufacturers—or it can be 
in the form of verbal encouragement by the staff. It is 
essential in a contact lens practice that a significant 
number of staff members and practitioners wear contact 
lenses and believe in the product. There is nothing more 
credible than an enthusiastic staff member who is wear- 
ing contact lenses. Staff members should discuss their 
contact lens experiences in the most positive manner. 

In-office referrals are often gained through enthusi- 
astic patient interaction. Primary care patients should 
be able to meet lens wearers in the office and to hear 
firsthand about the advantages and benefits of lens 
wear. In addition, audiovisual aids should be available 

in the reception area. Answers to commonly asked 
contact lens questions can be conveniently provided 
by either a videotape or a laser disc. The video cassette 
recorder or laser disc player should be operated unob- 
trusively by a staff member. 

Marketing 

Several different marketing approaches can be taken to 
build a contact lens practice. The approach chosen 
should be appropriate for the practice and the type of 
contact lens patient the practitioner wishes to attract. 
As with all other aspects of marketing, a carefully 
thought out plan is a necessary first step. 

MAKING 
CONTACT 

PAUL FARKAS, O.D. 
T. W. KASSALOW, O.D. 

BARRY FARKAS, O.D., P.C. 

F.A.A.O. - DIPLOMATES - CONTACT LENS SECTION 

& ASSOCIATES 

30 E. 60th Street 

New York, N.Y. 10022 

(212) 355-5145 

1025 Northern Bivd. 

Roslyn, New York 11576 

(516) 365-4500 

Figure 31-1 Sample newsletter (cover page) for a 

practitioner providing contact lens care. (Courtesy Dr. Paul Farkas, 

Boca Raton, Fla.) 

Developing a Marketing Plan 

When developing a marketing plan, practitioners 
must first define goals and objectives. To set goals, 
the current situation must be analyzed. A well- 
crafted positioning statement will help the practitioner 



focus on desired objectives. This statement should 
elucidate the characteristics the practitioner wishes 
the practice to portray, such as quality of care, con- 
venience, fashion, price, specialized services, or new 

technology. It will have an important bearing on all 
aspects of marketing, especially for a new practice, 
where it can influence the practice name, location, 
office decor, products supplied, and even the type of 
employees hired. 

For a new practitioner with no marketing experi- 
ence, a local advertising agency can help with these 
important facets of the marketing plan. If professional 
advice is to be solicited, it is recommended that the 

practitioner interview several agencies and select the 
one that best matches the practice’s goals and re- 
sources. If this approach is not affordable, another pos- 
sibility is to contact the head of the marketing 
department of a local college or university to deter- 
mine whether there are any talented students who may 
be able to help with this aspect of the practice market- 
ing effort. 

Research 

When considering how to attract potential contact 
lens patients, practitioners can obtain valuable mar- 
keting information from contact lens companies, 
which are familiar with the demographics and buying 
habits of the type of patients being sought. Once the 
type of patient the practice wishes to attract has been 
identified and the message to be conveyed to these 
patients has been established, the practitioner can 
consider different methods of attracting these 
patients and select those that best fit the practice’s 
needs and budget. 

Media Planning 

There are many variables that will help determine the 
media to be used to build a contact lens practice. In 
large markets, it may be too costly to use radio, televi- 
sion, and newspapers, but there are creative ways to get 

public relations exposure to these media. 

Public Relations 

An ideal way to develop public relations is to 

become one of the local experts the news media will 

rely on when there are interesting developments in 

the contact lens field. A way to start is to contact 

local news departments with new information about 

advances in contact lens practice. This may result in 
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an interview or an appearance on the local news. The 
best approach is to prepare a news release about the 
innovation and include personal experience or infor- 
mation about the research. If the information is well 
prepared and well documented, it is likely to be 
well received and the practitioner most often will be 
credited. 

When a practitioner opens an office, changes loca- 
tions, speaks at a conference, receives an award, adds a 

new employee, or promotes staff members, a press 
release can be issued. Over time, these small efforts add 

up to exposure in the market. Also, talk show radio 
hosts are always looking for guests and are usually 
receptive to the idea of interviewing an expert on 
health-related topics. 

A form of free marketing that has proved to be quite 
successful in developing a contact lens practice is 
authorship of articles appearing in well-known maga- 
zines or newspapers that are widely read by the prac- 
tice’s patient base (Figure 31-2). The best choices are 
fashion magazines or a reputable newspaper. In addi- 
tion to personal practitioner interviews, an article pub- 
lished in a local newspaper about new contact lens 
developments can create interest in the practice. In 

fact, such an article will often be saved by a potential 
patient and will stimulate a future visit to the 
optometrist’s office. With limited time and resources, 
this approach is favored as perhaps the most effec- 
tive way of bringing new contact lens patients into a 
practice. 

Employing a public relations professional also can 
be an effective means of marketing to the public, but a 

sophisticated public relations firm usually recom- 
mends a budget that is greater than the average individ- 
ual practitioner can afford. Optometrists do benefit 
from professional public relations efforts that are paid 
for by contact lens companies or interested optometric 
organizations. However, use of a public relations firm 
puts the practitioner’s best image forward in the media, 
and this benefit can be helpful. 

Radio 

If a marketing budget will allow for radio advertising, it 
can be an effective way to reach potential contact lens 
patients. Repeated exposure is the key to results. There 
are two basic ways to buy radio time. One is to pur- 
chase a series of radio spots that are repeated within a 
given time period, and the other is to buy sponsorship 
of a news show or traffic reporting spot for a specific 
time. Radio advertising can fail to be cost-effective if it 
does not reach the appropriate audience, which is why 
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Reprint from 

The New York Times Magazine 

Getting 

the 

Right 

Contacts 

by Alexandra Penney 

BY APPOINTMENT PRACTICE LIMITED 
TO CONTACT LENSES 

OFFICFS OF: 

PAUL FARKAS, O.D. 
T. W. KASSALOW, O.D. 

BARRY FARKAS, O.D., P.C. 

F.A.A.O. - DIPLOMATES - CONTACT LENS SECTION 

& ASSOCIATES 

30 EAST 60TH STREET 
NEW YORK, N.Y. 10022 

(212) 355-5145 

1025 NORTHERN BLVD. 
ROSLYN, NEW YORK 11576 

(516) 365-4500 

Figure 31-2 Example article published in the local media. 

(Courtesy Dr. Paul Farkas, Boca Raton, Fla.) 

the time that radio spots are run is so important to the 
success of the effort. 

Television 

Television is a good medium for attracting contact lens 
patients, but unless a practice has multiple locations, it 
is unlikely that television advertising will be cost- 
effective, especially in large market areas. In smaller 

markets, television can sometimes be used with consis- 

tency by buying less expensive air times such as late 
night or early morning programming. 

Print Media 

In large markets, newspaper advertising can be very 
expensive, but there are ways to reduce cost. Most of a 

practice’s patients either work or live within a five-mile 

radius. Often, newspaper advertisements that will be 

distributed only in an area close to the practice location 
can be purchased. These limited distribution sections of 
newspapers are often called the “neighborhood sec- 
tion,” and ads purchased in these sections can be cost- 
effective, even for single location practices. It also may 
be cost-effective to buy ads in smaller papers, such as a 
newspaper produced for a particular suburb or college 
campus. There are specialty publications in larger mar- 
kets that are entertainment oriented and that may 
appeal to the same demographic mix as many contact 

lens practices. These advertisements may be cost- 
effective for some individual offices. Another option is 
to advertise in the events programs of local high schools 
or the program of the symphony or opera, depending 

on the type of contact lens patient desired. 
Yellow Pages advertising has become an almost 

essential part of any contact lens marketing plan. The 
majority of patients use the Yellow Pages to make tele- 
phone contact with optometrists to find office loca- 
tions (Figure 31-3). It is recommended that an 
advertising professional be used in the design of 
Yellow Pages ads. An ad size should be selected that 
will get attention but not be larger than judged neces- 
sary to achieve the desired results. 

Direct Mail 

Direct mail should be part of any marketing plan, 
including patient reminders for checkups and recalls. 
Post card mailings can be very reasonable in price and 
quite effective. Announcements should be mailed to 
surrounding residential areas when a new office is 
opened or a move is made. A direct mail house or an 
advertising agency can help with this effort. As a prac- 
tice grows, a newsletter can be a valuable resource for 
attracting contact lens patients. Newsletters may be 
purchased from a number of sources or produced in- 
house. In either event, the newsletter should be easy to 
read and informative. It should highlight any new con- 
tact lens services or products being offered and provide 
educational information regarding successful contact 
lens wear as well as interesting facts about vision. 
Newsletters mailed to established patients, as well as to 
homes near to the office, have proved to be a cost- 
effective way of vitalizing a contact lens practice.., 

‘ 

Internet Marketing 

Many practitioners have created their own Web sites 
on the Internet as a part of their contact lens marketing 
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Figure 31-3 Sample Yellow Pages advertisement. (Courtesy Dr. Neil B. Gailmard, Munster, Ind.) 

plan. This approach has limited value in attracting new 
patients to the practice, but it can be an effective tool 
for communicating with an established patient base. A 
growing number of contact lens practitioners have 
found it beneficial to offer a Web site that allows 
patients to order replacement contact lenses directly. 

Marketing Results 

It is sometimes difficult to judge marketing results 
because patients often do not volunteer information 
about how they found a practitioner. In fact, a large 
group practice that conducted an aggressive marketing 
campaign for new patients found that, when they asked 
new patients how they became aware of the office, 92% 
said they were referred by a friend. When asked whether 
they had heard of the office from any source other than 
from the friend that referred them, the answer from 

patients was almost universally yes. It should be remem- 
bered that all marketing efforts make an impression, and 
thus marketing must be consistent with the practice’s 
goals so that it delivers the message and image desired. 
The overall growth of the contact lens practice should be 
the measure of the office’s contact lens marketing success. 

Contact Lens Assistants 

Many aspects of contact lens care can be performed 
cost-effectively by a well-trained assistant. Consequen- 

tly, many duties in contact lens practice are delegated to 
assistants, including ordering and verification of contact 
lenses, training of patients in techniques for insertion 
and removal of lenses, and education of patients in the 
use of proper lens care regimens. However, assistants 
must be properly trained, and their scope of responsibil- 
ities must be clearly defined. 

Training Assistants 

There are various ways for an assistant to obtain train- 

ing. The best means is through formal course work. 
There are formal training courses for optometric tech- 

nicians offered at community colleges and at selected 
colleges of optometry. Although these individuals 
learn basic skills in a teaching institution, most require 
on-the-job training to ensure that they conform to the 

standards of a specific practice. The majority of contact 
lens assistants are trained in an optometric office. It is 
easiest to train a contact lens assistant who is presently 
a contact lens wearer. These individuals are more sensi- 
tive to the problems and needs of a potential contact 
lens patient and have personal experience as a wearer 
to guide them. 

Many times, because of relocation or other circum- 
stance, an individual with an extensive contact lens 

background can be hired by a practice. Although these 
individuals understand the basics of contact lens 
care, it is generally necessary to give them additional 
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on-the-job training to conform to the standards of prac- 
tice. In fact, all contact lens technicians should be 

required to attend ophthalmic assistants’ courses offered 
at state and regional educational meetings. Attendance 
at continuing education courses not only adds new 
knowledge but also helps keep the assistant motivated 
and enthusiastic. 

Contact lens assistants should know their personal 
limits and should understand the degree of autonomy 
allowed to assistants under state law. Any questions of 
a professional nature concerning the limits of responsi- 
bility should be brought to the supervising optometrist 
for resolution. In many states, trained ophthalmic dis- 
pensers can practice contact lens fitting under the 
direct supervision of an optometrist. In addition, these 
individuals can act as supervisors to contact lens assis- 
tants with less training. 

It is possible, by having well-structured office proce- 
dures, to allow employees who are contact lens 
assistants to make independent decisions. These inde- 
pendent decisions can be outlined in their scope of 
work and are described in the office handbook (see 

Chapter 21). 

Scope of Work 

To have a well-run contact lens practice, contact lens 
assistants should have clearly defined responsibilities 
that are described in writing. The scope of these 
responsibilities will vary from practice to practice, but 
basic skills that are generally required include the 
following: 

Telephone skills are essential. A contact lens assistant 
should be able to answer many procedural contact 
lens questions by telephone. On occasions when 
patients do not return for follow-up care, these 
assistants should be trained to call patients and 
encourage them to return. The contact lens assis- 

tant should be made aware of the philosophy of the 
office regarding fees and should be able to intelli- 
gently discuss and answer any questions that a 

potential contact lens patient might have about 
fees. 

The assistant should understand why a contact lens 

patient must return for a follow-up appointment 
and what procedures will be performed during that 
visit. The contact lens assistant should be trained to 
understand rigid gas-permeable and hydrogel lenses 
and also should understand the use of solutions, eye 
makeup and eye makeup remover, and face creams 
by contact lens wearers. 

In most states the contact lens assistant can legally use 

an automatic refractor, objective or subjective re- 
fracting system, keratometer, or lensometer. This use 

« of assistants changes the role of the optometrist from 
a data collector to a data analyzer and decision 
maker, decreasing the contact lens practitioner’s 
costs while maintaining professional quality. 

The assistant should understand that questions beyond 
the scope of his or her expertise must be brought to the 
attention of the supervising optometrist. By using 
assistants to their optimum capacity, optometrists can 
work at their highest level of professional capability in 
the most cost-effective manner. 

Contact Lens Inventory 

For practitioners who fit contact lenses, there is an 
inevitable need for trial lens sets and a contact lens 
inventory. A balance must be achieved between the 
size of the inventory and its cost-effectiveness. 

The larger the inventory, the greater the number of 
options the practitioner can offer to patients. On the 
other hand, the larger the inventory, the greater the 
expense of maintaining it. The advantage of maintain- 
ing a large inventory—in addition to permitting the 
patient and the practitioner the maximum choice of 
product-—is the ability to dispense lenses to the patient 
on the same day the lenses are fitted or needed. 
Because U.S. citizens live in a society that treasures 
immediate results, the sooner the patient can receive 
the lenses, the happier the patient will be. Moreover, 
there is a great advantage to be realized in terms of 
quality control. The larger the inventory, the greater 
the opportunity to replace a lens on the same day. 

The disadvantage of a large inventory is that lenses 
not in use have already been paid for and can consti- 
tute a significant expense. The advent of disposable 
and planned replacement lenses has placed new 
demands on inventory. This issue should be managed 
with the “just-in-time” approach, which allows the 
manufacturer to maintain a large inventory and uses 
overnight mail and messenger service to replace 
depleted inventory. Another disadvantage of a large 
inventory is the problem of obsolescence. It is essential 
that any arrangements made with a manufacturer 
include the return of unopened vials for full credit. The 
final disadvantage of a large. inventory is a lack of 
inventory control. With proper computerization, how- 
ever, an effort at inventory control can be made. 

Practitioners need fitting sets of lenses made by 
various manufacturers, including different polymers, 



which allow the broadest range of parameters in hydro- 
gel products. In addition, the contact lens practitioner 
should select a favorite daily wear, extended wear, and 
disposable lens, which should be well inventoried. The 
practitioner should not inventory lenses that are dis- 
pensed under different brand names but have the same 
parameters and polymer. 

The inventory should have one favorite daily wear, 
rigid gas-permeable lens that is inventoried on a con- 
signment basis. The rest of the available rigid gas- 
permeable lenses should be small fitting sets. It is 
unnecessary to inventory every type of lens because 
required lenses can be received by overnight mail with 
the “just-in-time” replacement philosophy. 1 

It is inadvisable to try to inventory toric and bifocal 
lenses since the number of parameters that are avail- 
able makes stocking these materials extremely expen- 
sive. Patients wearing custom-designed toric lenses, 
which might take several weeks to produce, should be 
advised of this fact. In many instances, patients will 
then decide to keep an unopened backup pair in the 
event of an emergency. 

Every effort should be made to negotiate with con- 
tact lens laboratories to persuade them to consign lenses 
at minimum cost rather than to require outright pur- 
chases. The type of arrangement that can be made with a 
specific laboratory depends on the practitioner’s-negoti- 
ating skills and the volume of contact lens patients. 

There is no exact formula for maintaining a contact 
lens inventory to maximize practitioner efficiency and 

patient convenience while minimizing inventory 
expense. 

Reorder Methods for Contact Lenses 

There are many reordering systems, but the two basic 
methods are replacement ordering and computerized 
systems. An inventory sheet with minimum numbers 
of lenses will determine when inventory is low, based 
on a weekly count. More lenses of the most frequently 
used powers (i.e., -2.00 to -4.00 D) should be main- 
tained in inventory. Using bar codes, a computerized 
inventory system permits the practitioner to keep cur- 

rent on lenses that need to be reordered. 
In most areas, contact lens sales representatives will 

visit an office, count the number of inventory lenses 

that have been dispensed, and reorder them for the 

office. In this way, each time a lens is dispensed, 

another lens of the same parameters is placed back into 

inventory. 
Replacements also can be made by having the prac- 

titioner or staff order a replacement lens each time a 
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lens is dispensed. The lens is ordered from the labora- 
tory as a “stock lens.” 

Bar coding and automatic ordering by computer 
also can be used. Computer systems are now being 

updated to allow for bar coding that will result in auto- 
matic reordering. 

Contact Lens Fee Structure 

The contact lens fee structure can be broken down into 
fees for services and fees for materials. The fee for serv- 
ices is determined by the value of the practitioner’s 
time—this includes the practitioner’s charge for serv- 
ices, in addition to the base chair cost (see Chapter 41). 
Consideration also should be given to the fees charged 
for contact lens services in the community. Materials 
charges are based on the cost of lenses. A fee is added 
to the cost of the lenses to compensate for mailing and 
handling expenses, which can be as much as two times 
the cost. The amount to be added will be influenced by 
the cost to patients of obtaining similar materials in the 
community. 

Replacement lenses usually are provided at a prede- 
termined cost based on the fee policies of the office. A 
frequent replacement lens program establishes the cost 
of office visits and lens replacement as a fixed dollar 
amount per year and guarantees the patient a certain 
number of lenses per year. A disposable lens program is 
like a frequent replacement system—the patient pays a 
fixed amount per year and receives a certain number of 
lenses and certain enumerated services. A structured 
program encourages patients to use the lenses dis- 
pensed each year and reduces the tendency of patients 
to hoard or stockpile supplies of lenses. 

Refund Policy 

Each office should establish a fair adjustment policy 
for patients who cannot be successfully fitted with 
lenses. The value of such a policy cannot be overem- 
phasized because it allows an escape clause for both the 
practitioner and the patient if the fitting does not 

succeed. 
The contact lens patient who cannot be successfully 

fitted can be a management problem for the practice. 

The practitioner can spend an enormous amount of 
time, effort, and money constantly replacing lenses in 

the hopes that the fit will succeed. It is often preferable 
to inform the patient that the fitting was not successful 

and offer a refund. 
Refunds can be made by returning part of the fee for 

materials, but a more desirable approach is a refund 
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composed of other types of ophthalmic materials (such 
as sunwear). When a refund is given, the patient should 
be asked to sign a written release indicating that a 
refund was received and that the practice is no longer 
obligated to continue contact lens services. 

Contact Lens Fitting and Service 
Agreements 

Documentation of contact lens fitting and follow-up is 
essential, and written agreements are a necessary part 
of contact lens practice. Both fitting agreements and 
service agreements should be used. 

Fitting and Informed Consent Agreements 

A written contact lens fitting agreement is a valuable 
component of contact lens practice management. The 
agreement should address issues of patient compliance 
with wearing schedules, contact lens care and han- 
dling, and needed follow-up care. 

The agreement also should specify the exact fees 
that are being charged for the contact lens care, includ- 
ing the cost of the original lens supply and replacement 
lenses. It also should specify the cost of needed follow- 
up care and should include a discussion of a refund 
policy if the patient proves to be unsuccessful as a con- 
tact lens wearer. 

For extended-wear contact lens patients, the agree- 

ment must contain language that informs the patients of 
the risks of overnight wear and of the alternative modali- 
ties that are available (see Chapter 11). A properly 
worded agreement, signed by the patient and the doctor 
(or doctor’s representative)—a copy of which is given to 
the patient, with the original retained in the record—will 
provide written evidence that the patient was properly 
informed if there should be any legal dispute. 

Service Agreements 

The use of prepaid agreements for contact lens follow- 
up care is thought, by many practitioners, to be an 

extremely valuable management tool. These agree- 

ments allow patients to pay in advance for follow-up 
visits and to receive solutions and contact lenses at a 
reduced fee (Figure 31-4). The benefits generally 
include a fixed number of visits per year, while the fees 

include the cost of the service contract and the charges 
for lens replacements. In general, the presentation of 
the service contract should be made at the completion 
of the initial contact lens fitting procedure. It should 
be offered by the practitioner as part of the treatment 

plan and further described by the assistants before ask- 

ing the patient to sign a contact lens fitting agreement. 

Contact Lens Prescriptions 

The Federal Trade Commission requires practitioners 
to provide patients with a prescription at the comple- 
tion of an examination conducted for the purpose of 
prescribing spectacles (see Chapter 28). However, there 
is no federal requirement to provide a copy of a 
contact lens prescription; the release of contact lens 
prescriptions is controlled by state law. These require- 
ments vary from state to state: some states leave it to 

the discretion of the practitioner to determine whether 
a patient is to be given a contact lens prescription, but 
the majority of states require prescriptions to be 
released, usually under certain circumstances and at 
specific times in the contact lens fitting process. In 
most states the obligation to release the prescription is 
not incurred until the patient has been successfully fit- 
ted with lenses, as demonstrated by postfitting follow- 
up visits. Individual state laws must be consulted to 
determine exact legal obligations. 

When a contact lens prescription is provided, it 
should include all pertinent parameters of the lens, the 
specific lens material, whether lens wear is daily or 
overnight, and a reasonable expiration date. 

Contact Lens Solutions 

Most contact lens offices provide complimentary 
solutions for lens cleaning and disinfection at the 
time contact lenses are dispensed. After the patient 
uses the initial supply, many practitioners prefer 
to sell a 3- to 6-month supply of solutions to the 
patient, thus ensuring that the patient will continue 
to use the recommended solutions. At the very least, 
to encourage compliance, the solutions and their 
usage should be spelled out in a written contact lens 
fitting agreement. 

Contact Lens Follow-up Care 

Follow-up care is an inherent aspect of contact lens 
practice. After the final lens design has been deter- 
mined, it is appropriate to see the patient for a 1-week 
and then a 1-month follow-up visit to ensure that the 
patient is enjoying optimum vision, comfort, and 

physiologic response. Three-month checkups are rec- 
ommended for patients using lenses overnight. Six- 
month checkups are recommended for individuals 
who are daily wear contact lens patients. 
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By Appointment 
Practice Limited 

To Contact Lenses 

PAUL FARKAS, O.D. 
T.W. KASSALOW, O.D. 

BARRY FARKAS, O.D., P.C. 
F.A.A.O. - DIPLOMATES - CONTACT LENS SECTION 

30 East 60th Street 
New York, NY 10022 
(212) 355-5145 

CONTACT LENS SERVICE CONTRACT 

This is to certify that 

AND ASSOCIATES 
1025 Northern Blvd. 
Roslyn, NY 11576 

(516) 365-4500 

has contracted, for a fee of $150.00, 
to receive the following services through: July 22, 2002. 

1. Two (2) office visits to maintain optimum performance of your present contact lenses. 

2. Unlimited replacement of contact lenses (of like material) at the following rate: 

Daily Wear Hydrogel Lenses replaced at $70.00 per lens. 

3. An office visit within 30 days of dispensing of a lens replacement will be included at no 
charge while the Service Contract is in effect. 

4. Special visual evaluations outside of normal contact lens follow-up care are not included 
in this contract. The customary fee for these services will be reduced by 10%. 

Sincerely, 

Barry Farkas, O.D. 

Dated: 

Figure 31-4 Sample prepaid service agreement. (Courtesy Dr. Paul Farkas, Boca Raton, Fla.) 

It has been shown that the most effective way of 
ensuring that patients return for appropriate follow-up 
care after a fitting is to schedule the follow-up before 
the patient has left the office (preappointments). This 
approach to scheduling will be most effective when the 
doctor not only specifies the date but also emphasizes 
the importance of the follow-up visit to the patient. 
Office staff members who schedule the follow-up 
appointments also should reiterate the reason for the 
next visit in terms that will emphasize the benefit to 

the patient. 
To further secure success of the preappointment 

scheduling approach, the patient should be called by 

telephone 3 to 7 days before the appointment to 
confirm the date and time of the scheduled visit. 
Additionally, if the appointment is scheduled more than 
3 months ahead, a written confirmation should be 

mailed 1 month before the scheduled appointment. 
The recall approach that is most efficient for a partic- 

ular practice is the approach that should be used; how- 
ever, a consistently used follow-up evaluation system is 
essential for the patient’s continued success with con- 
tact lenses and the maintenance of good ocular health. 

If patients fail to keep scheduled follow-up appoint- 
ments, an effort should be made to reschedule them. It 

has been shown that the most effective means of 
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rescheduling patients is by telephone. This approach 
offers an opportunity to discuss the value of the next 
appointment with the patient personally and to 
resolve any issues that may have prevented the 
patient from returning to the office. If telephone 
recall attempts are unsuccessful, a written notice 
should be sent to the patient describing the impor- 
tance of the recommended follow-up care and giving 
the patient an opportunity to make an appointment 
(Figure 31-5). 

If after a reasonable time (6 months to a year), the 

patient has failed to keep recommended follow-up 
appointments, further efforts should be made to deter- 
mine the reason for the patient’s noncompliance. It 
may be determined that the patient simply chooses not 
to return, or that the patient has discontinued contact 
lens wear, or has sought care from another practitioner. 

By Appointment 

In any event, at this point the patient should be 
informed in writing of recommendations for further 
eye care and that the patient is being placed on the 

practice’s inactive list. 

Conclusion 

This chapter summarizes how to develop a contact lens 
practice from within an existing patient base as well as 
how to efficiently administer a contact lens practice for 
optimum benefit to patients. The methods described 
are used in successful contact lens practices through- 
out the United States. Although not every approach is 
universally suitable, most of these suggestions should 
be helpful to any practitioner, whether the practitioner 
fits contact lenses on a full-time basis or as necessary as 
part of a primary care practice. 

ss 

Practice Limited 

To Contact Lenses 
PAUL FARKAS, O.D. 

T.W. KASSALOW, O.D. 
BARRY FARKAS, O.D., P.C. 

F.A.A.O. - DIPLOMATES - CONTACT LENS SECTION 

AND ASSOCIATES 
30 East 60th Street 

New York, New York 10022 

(212) 355-5145 
FAX: (212) 308-3262 

Dear: 

1025 Northern Blvd. 
Roslyn, New York 11576 

(516) 365-4500 
FAX: (516) 365-6580 

Your record indicates that we have not had the opportunity of checking your vision and 
general ocular condition for quite some time. 

Unlike eyeglasses, where only the visual acuity is the determining factor, contact lens 
wearers require semiannual checkups to determine whether any corneal changes have 
taken place. Occasionally adjustments, polishing, or cleaning techniques are necessary 
to insure continued lens comfort. Changes can occur even after several years of 
successful contact lens wear, which can lead to discomfort and lower wearing time. In 
addition, new products are occasionally introduced which can improve your overall 
contact lens comfort and visual performance. 

Our prime concern is that you continue to achieve optimum performance from your 
contact lenses. 

Sincerely, 

Barry Farkas, O.D., F.A.A.O. 

Figure 31-5 Sample reminder of a missed appointment. (Courtesy Dr. Paul Farkas, Boca Raton, Fla.) 
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You can tell the ideals of a nation by its advertisements. 

Norman Douglas South Wind 

| heat a nation, the ideals of an optometric practice 
can probably be determined by its advertisements. 

However, advertising should not be confused with 
marketing. Comparing the definition of these two 
terms illustrates their differences. As applied to optom- 
etry, marketing can be defined as “the total of activities 
by which the provision of services and transfer of mate- 
rials from optometrist to patient are effected.” In com- 
parison, advertising would be defined as “the art or 
practice of calling public attention to one’s product, 
service, needs, or related matters—especially by paid 
announcements in newspapers and magazines or over 
radio, television, or other media.” 

As these definitions indicate, an advertisement is a 

message—printed in a newspaper or magazine, broad- 
cast on radio or television, sent to individuals through 
the mail, or disseminated in some other fashion—that 

attempts to convince readers or listeners to favor a par- 
ticular optometrist or buy a particular product. Surveys 
of optometrists have revealed that 27% of patients 
choose their optometrist or ophthalmologist on the 
recommendation of relatives or friends and, for an 

established practice, more than 65% of patient flow is 
derived from previous patients. In many practices, 
therefore, advertising could be used only to compete 
for the remaining 10% of patients. This might explain 
why many practitioners have concluded that advertise- 
ments, in the long run, do not really increase earnings. 
Recent studies have shown that television, radio, and 

newspaper advertising produce only 5.6% of new 
patients and Yellow Pages advertising, 4.6%. 

It is because of marketing, not advertising, that the 
majority of patients continue to return to optometrists 
year after year for care. The goal of marketing is to 
acquire, satisfy, and retain patients. It is clear that 
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Chapter a 2 

Marketing 
Lawrence S. Thal and Craig Hisaka 

optometrists who understand the needs of their 
patients and seek to satisfy them tend to be more suc- 
cessful than optometrists who do not. Even though 
marketing has evolved into a potentially complex and 
diverse field, which includes a wide variety of special 
functions—such as advertising, public relations, market 
research, and so forth—the basic needs of most patients 
usually are not complex. Their needs are best satisfied 
by listening, providing education, and being able to 
convey a caring attitude. It is unfortunate that patients 
usually are not qualified to determine how much a 
practitioner knows. It is easy, however, for a patient to 
gain a sense of how much a practitioner cares. 

External Marketing 

The most commonly used external marketing tech- 
nique is advertising. 

Advertising 

The aim of advertising is to influence consumer choice. 
A magazine, television program, or any other advertis- 
ing medium is judged by an advertiser according to 
“exposure opportunity”"—the number of people who 
might see the advertisement—and “message opportu- 
nity”—the way an advertisement communicates via a 

particular medium. 
In considering “exposure,” advertisers speak of 

“reach,” which signifies the number of people who 
see or hear the advertisement at least once, and of 

“frequency,” which is the average number of times 
each person is “reached.” An advertisement’s total 
impact is indicated by its number of “gross impres- 
sions”—reach times frequency. A further aspect of 
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exposure is cost, which usually is stated as “cost per 
thousand gross impressions” (CPM). Another aspect 
is “target reach,” which is the number of people 
within a specific audience who have seen the adver- 
tisement. Often, advertisers want to reach only one 

segment of an audience—for example, women, 
teenagers, presbyopic individuals, or new residents of 
a particular community. Exposure, reach, and fre- 
quency are factors that influence the selection of 
advertising media, including television, radio, news- 

papers, magazines, or direct mail. 
Television provides high exposure and low CPM. It 

is not efficient for specific targets. Because it supplies 
sound, pictures, and movement, it offers the most com- 

plete message opportunity. Unlike printed media, how- 
ever, its messages are ephemeral, disappearing after 
being broadcast. Television receives approximately 21% 
of total advertising expenditures in the United States. 

Television is the most striking communications 
medium in the world today, and radio 1s listened to as 
never before. Exposure through broadcast media 
reaches an extensive audience. Television and radio sta- 
tions often allot time for public service programming, 
including interviews and listener call-in shows. These 
formats are excellent opportunities for participation as 
an eye care expert. 

Radio is good for targeting various geographic, age, 
or interest groups. Its CPM is very low. Like television, 
its messages are conveyed only when being broadcast. 
Because radio offers nothing but sound, it is the most 
limited medium. Radio receives approximately 7% of 
the total advertising expenditures in the United States. 

Broadcast promotion is expensive and requires con- 

siderable expertise in writing, production, and media 
selection. To be effective, broadcast promotions must 
air for a sustained length of time. Intermittent announ- 
cements are costly and often ineffective. With the 
exception of practitioners who have practices in 
extremely competitive environments, most optom- 

etrists find the paid use of broadcast media to be 
expensive and unnecessary. 

Newspapers have much lower exposure than televi- 

sion or radio but reach a higher percentage of the areas 
they cover. They are excellent for geographic targeting. 
Newspapers receive the highest proportion of total 
advertising expenditures (approximately 30%). Many 
optometrists have instituted media relations programs, 
which consist of sending short news releases to local 
newspapers on a regular, year-round basis. The news 
release usually offers helpful eye care advice or pro- 
vides information on optometric public service activi- 
ties. By sending out releases on a regular basis, 

optometrists establish visibility and credibility among 

editors, increasing the probability that they will be 

written about in newspapers or consulted on eye- 

related articles. 

Optometrists have received positive media exposure 
by supplying eye care columns for local newspapers. The 
American Optometric Association (AOA) offers a series 
of columns with accompanying artwork for this purpose. 

Paid announcements in large newspapers and maga- 
zines usually are not necessary for most optometric prac- 
tices. When used, announcements must be published for 
a substantial period to attract attention, gain acceptance, 
and foster recall. Many optometrists find that other, 
more targetable communications are more effective. 

Magazines provide less exposure than does television, 
radio, or newspapers but are highly selective with respect 
to audience interests. Magazines reproduce more attrac- 
tively than newspapers, but newspapers are printed more 
frequently. Magazines receive approximately 9% of total 
advertising expenditures in the United States. 

Direct mail is not inexpensive, but it is the most 

selective of all media. The advertiser typically uses 
mailing lists containing only the names of people 
within the selected audience. Listings are chosen for 
particular features, such as age, geography, sex, income, 
or other characteristics. Direct mail can offer lengthy 
messages, but it has the disadvantage of being easily 
discarded by the recipient before being examined. 
Direct mail receives approximately 14% of total adver- 
tising expenditures in the United States. 
A variety of printed materials can be used effectively 

to keep the optometrist’s name visible to current 
patients and to raise his or her profile in the commu- 
nity. Some proven strategies include the use of 
brochures and pamphlets, literature published by the 
AOA, letters and mailings, news releases, practice 
newsletters, personal letters, and telephone listings. 

Brochures and Pamphlets 

Distributing educational brochures is an excellent way 
to increase patient and community awareness of pro- 
fessional services, to build an identity with civic and 
community organizations, and to educate and inform 
individual consumers. Sending brochures not only gets 
eye care information into patients’ homes but at the 

same time reminds them that the practitioner is a, con- 
cerned professional. Patients might pass the brochure 
on to neighbors or friends—all potential patients. 

Regardless of where or when literature is distrib- 
uted, it is important for it to contain the practitioner’s 
identity. Literature should be tastefully printed with 



the optometrist’s name, office address, and telephone 
number, making it easy for a recipient to obtain more 
information or make an appointment. 

American Optometric Association Literature 

An excellent source of educational literature is the 
AOA. Member optometrists can obtain professionally 
written and designed materials covering nearly every 
aspect of eye care. 

Letters and Mailings 

Another effective technique for keeping a continuous 
flow of information to patients is to create special mail- 
ings. Birthdays, holidays, and other special occasions 
offer opportunities for optometrists to personalize 
their relationship with patients. 

News Releases 

Many optometrists have found that sending news 
releases to local newspapers is an effective public relations 
strategy. A news release might focus on a new staff mem- 
ber or associate, a new service, a screening that the opto- 
metrist is sponsoring, or a human interest story about the 
optometrist or one of the optometrist’s patients. 

Practice Newsletter 

Newsletters are versatile, economical, and _ well- 

received marketing tools. They help the optometrist 
keep in touch with patients between office visits and 
provide information about the office staff, patients, 

new products and services, and advances in eye care. 

Personal Letters 

Personal letters or announcements, sent to patients 
and referral sources, are good vehicles for announcing 
a new location, additional services, a new partner or 
associate, or a change in office hours. Direct mail adds 
importance to an announcement that otherwise might 
be hidden in a newsletter. 

In general, printed media—newspapers, magazines, 
or direct mail—offer a significant advantage: they can 

be saved for future reference. 

Telephone Listings 

Another form of printed media is the telephone book. 

The Yellow Pages is the one form of advertising that all 
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optometrists use. There are two types of Yellow Pages 
listings—trademark listings and display advertising. The 
trademark listing is a 1-inch by 1-column advertisement 
that can include a name line, a certain number of words, 

and the logo of a society, with a listing of local members 
beneath it. A display advertisement can be up to half a 
page in size and can refer readers to the trademark list- 
ing. Whether or not an optometrist chooses to use a dis- 
play advertisement, a trademark listing for the local 
optometric society is often considered a necessity. 

Even though advertising is a very effective method 
for reaching a large audience quickly, it is an extremely 
expensive option for most health care professionals. By 
effectively using less aggressive and less costly commu- 
nication techniques, many optometrists find that a tele- 
phone directory listing is the only form of paid 
promotion they need to market their practice. If a prac- 
titioner decides to use some form of advertising, how- 
ever, it will be necessary to devise a marketing plan. 

Components of a Marketing Plan 

Components of a marketing plan consist of a mission 
statement, goals, and strategies. A sample marketing 
plan is illustrated in Box 32-1. 

Mission Statement 

The mission statement describes the basic purpose of 
the practice and what the optometrist seeks to accom- 
plish through it. The marketing goals break down the 
mission statement into the five or six major tasks that 

the practitioner must accomplish to achieve or come 
close to achieving the mission. Once the practitioner 
has set these goals, the ways in which they will be met 
can be established. These methods constitute the prac- 
titioner’s marketing strategies which, once set, lead to a 

tactical plan to implement each strategy. 

Marketing Goals 

Before a practitioner decides on marketing goals, the 
current marketing situation must be analyzed. For 
example, the practitioner might want to work with 
young children and increase the number of patients 
seen so that more than 50% of the practice is devoted 
to pediatric care. If the school population is decreasing, 
however, and if there are several other optometrists in 
the community who specialize in pediatric care, this 
goal might not be realistic. Therefore, goals must 
reflect reality. That reality includes the opportunities 

and problems that affect the practice. 
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Box 32-1 Sample Marketing Plan for an Optometric Practice 

Mission statement 

: To provide high- quality, coh eae: pany eye care with special emphasis on services for children ane to educate 

oe and the community about the importance of ongoing, routine eye care. 

Goal 1 

Attract 50 patients (younger than 12 years old) during the next 6 months by improving communications with a of 

school-aged children. 
_ Strategy: Write articles for practice newsletter on eye conditions that affect children. Emphasize the practice's special 

expertise in diagnosing and treating these problems. 
- Strategy: Write a news release for the local newspaper discussing children’s eye problems and treatments. _ 
- Strategy: Volunteer to speak at a meeting of a parent-teacher organization or other community group whose members are 

parents of school-aged children. 
“* 

Strategy: Organize a children's eye screening at a local shopping center or participate in community-wide health screening 

or "Save Your Vision Week" event. 

Goal #2: 
In the next 12 months, make children's frames account for 20% of dispensary business. 

_ Strategy: Increase by 20% the number of children’s frames in the dispensary. 

. Strategy: Create a children’s corner in the dispensary with special decor and display area. 
Strategy: Write an article for practice newsletter on children’s frames (e.g., special features, how to select children’s frames). 

_ Create an attractive “fact sheet" using this same information and display it prominently in the office or use as a handout to 

parents of school-aged children. 

Modified from Allergan, Inc: Pathways in optometry. Irvine, Calif, 1994, Allergan. 

Suppose, for example, that a department store chain 
is going to offer eye care at a shopping mall near a 
practitioner’s office. The optometrist might see this as 
a real threat—patients could be lost to the store. In 

response, the practitioner might set a goal to minimize 
the risk that the store represents to the practice. On the 
other hand, the optometrist might see department 
store eye care as an opportunity. It could be a chance 
for the practitioner to highlight and contrast the serv- 
ices being offered by his or her practice compared with 
those offered by the store. By having this store nearby, 
the practitioner can capitalize on the differences. 
Either way, the practitioner has identified the effect 
that this external factor has on the practice and can 
plan a response to it. 

Marketing Strategies 

Strategies are the way that a practitioner meets the 

goals that have been set. Strategies are based on target 
markets and the marketing mix. 

Before selecting a strategy, two things must be 
decided about the current market. First, is the practi- 
tioner going to provide services to all segments of the 
market, or will the practitioner concentrate marketing 

efforts on one particular target segment? Second, 
should the practitioner choose to target one or more 
market segments, and which would they be? The major 
benefit of target marketing is that it allows the practi- 

tioner to concentrate marketing efforts and resources. 

Another factor that affects the selection of strategies 

is the marketing mix. There are four basic considera- 
tions. An optometrist’s “service” is eye care, “place” is 
the setting in which that care is delivered, “price” is the 
fee charged for services, and “promotion” refers to the 
way the practitioner communicates with current and 
potential patients. The practitioner analyzes each of 
the four areas and looks for ways to enhance them 
when formulating marketing strategies. 

Only after a practitioner has analyzed the market 
and formulated goals is he or she ready to begin mar- 
keting activities. Participating in marketing activities 

without a clear set of goals is a scatter-shot approach, 
one that can keep the practitioner busy without pro- 
ducing significant results. 

Advertising Effectiveness 

A 1991 study of the amount spent on advertising by 

3432 California optometrists in solo practice found 



several characteristics to be statistically significant. 
Practices that spent the most on advertising had the 
following results: 
* More patients seen per week 

* More total time spent fitting contact lenses 
* Less time spent with individual patients receiving 

contact lenses 
* Higher gross income 
* More technicians employed 
* Lower fees 
* Less time spent per patient examination 
* Less time spent on health portions of examinations 
* Patients on a more frequent recall schedule 
Practices that spent the least on advertising had the fol- 
lowing results: 

* More time spent per patient examination 
* Higher net-to-gross income ratio 
* Larger patient backlog 
Because many studies of advertising effectiveness have 
been performed, with highly variable results reported, it 
is left to each practitioner to determine how to use 
advertising within a specific community. Since an adver- 
tisement conveys the ideals of a practice, a practitioner 
must be very careful not to damage an otherwise good 
public impression. Advertising actually can be destruc- 
tive if it is aimed at a target audience but is considered 
inappropriate by that audience. Most Americans have 
seen advertising that they find to be offensive. Although 
it can be assumed that an advertisement in poor taste 
will alienate consumers from the product, the advertiser 
who uses it has apparently been convinced that this 
method of advertising is, in fact, effective. 

An example of advertising with a poor effect is “price 
advertising.” Lower prices are thought to be synony- 
mous with lower quality. As some ophthalmic chains 
have found, the power of advertising—when based 
strictly on cost—does not well serve the advertiser in the 
long run. Although price advertising is known to be 
effective in building a short-term response, it also can 
destroy the consumer’s perception of the advertiser’s 
professional abilities, hindering the advertiser’s capacity 
to develop a loyal customer base for the long term. As a 
result, the traditional means of attracting patients to 
chains—advertising low prices, convenience, and variety 
of products—has not met with long-term success. 

Some of the commercial chains have, in fact, cho- 

sen to abandon the discount market—a small and low- 
profit segment of the industry—in favor of advertising 

campaigns aimed toward the value market, which is 

made up of patients who desire quality care. This mar- 

ket belongs largely to private optometrists, who in 

2000 provided 39.8% of all eye examinations and 
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accounted for 35.6% of the total ophthalmic market. 
In 2000 optometrists performed 57.4% of all examina- 
tions, and ophthalmologists performed 42.6%. 

State laws and board rules can include specific regu- 
lations about advertising. They should be consulted 
before an advertising program is initiated as part of a 
marketing effort. 

Legal and Ethical Aspects 
of Advertising 

Optometry boards have a long history of opposition to 
advertising. Despite the advent of precedent-setting 
decisions by the U.S. Supreme Court recognizing the 
right of professionals to advertise, boards may con- 
tinue to initiate actions to prevent unfair or deceptive 
advertising of ophthalmic goods or services. 

The ban on advertising by professionals began in 
the 1930s. In the 1950s the U.S. Supreme Court stated 
that it could “see no constitutional reason why a state 
may not treat all who deal with the human eye as mem- 
bers of a profession who should use no merchandising 
methods for obtaining customers.” In the majority of 
states, the high court’s opinion resulted in laws or 
board rulings that prohibited or restricted advertising 
by optometrists. 

Deceptive tactics that led to these restrictive state 
statutes and regulations included “bait and switch” 
advertising. Cut-rate prices would be advertised by the 
business, but the low-priced items would be either 
“unavailable” or “unsuitable” for the potential pur- 
chaser, who would end up buying an expensive item 
instead. Another reprehensible tactic was “capping and 
steering,” in which advertising was used to lure people 
seeking ophthalmic materials to an unscrupulous prac- 
titioner. After the practitioner had “capped” the indi- 
vidual by determining the spectacle prescription, the 
individual was “steered” to the business for the sale of 
expensive eyewear. Underlying these and other despi- 
cable practices was the power of advertising, which, 
although undeniably abused, achieved its single pur- 
pose—to attract business. Advertising is not profitable 
unless a volume business is sought, and it is this funda- 
mental purpose of advertising that is at odds with the 
concept of professionalism and quality of care. 

Since the 1970s the Supreme Court has recognized 
that certain commercial advertising by professionals 
should be afforded constitutional protection. How- 
ever, states are still allowed to set reasonable restric- 

tions to ensure that consumers receive truthful and 
nondeceptive advertising (Box 32-2). Exact provisions 
vary from state to state, and state laws and board 
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Box 32-2 Examples of State Restrictions on Advertising 

* Optometrists must be able to substantiate all claims made in advertisements and any claims must be accurate. It is unlawful 

to disseminate any form of public communication containing a false, fraudulent, misleading, or deceptive statement. 

Guarantees, if stated, must be adhered to and spelled out. 

be used since these are potentially misleading. 

is prohibited. 

It is illegal to employ or use solicitors (cappers or steerers). 

specifically disclosed. 
e 

Reference to price in an advertisement should be exact. Terms such as "from $19.99," “as little as,” or “as low as" should not 

Advertising professional superiority or advertising that an optometrist performs professional services in a superior manner 

It is illegal to advertise professional services as being free or without cost. 

If costs of services are mentioned, they should be clearly identifiable. All variables and other material factors should be 

The price advertised for products should include charges for any related professional services, including dispensing 

and fitting services, unless the advertisement specifically and clearly indicates otherwise. 

Source: Authors’ review of state optometry laws, 2001. 

regulations must be consulted to determine the spe- 
cific restrictions in any particular jurisdiction. 

Community Outreach 

A community outreach program involves offering eye 
care and education. Among the most common and 
proven methods for community outreach are pattici- 
pation in eye care events and health fairs and the use of 
public speaking. 

Eye Care Events 

A well-organized special event can focus much atten- 
tion on eye care in a short period, and it offers many 
opportunities to inform consumers about optometry. 

There also are several national eye care events that 

provide optometrists with an ideal opportunity to build 
public exposure while offering a much-needed public 
service. The AOA-sponsored “Save Your Vision Week” is 

announced by presidential proclamation each year and 
takes place during the first full week of March. A major 
focal point of this event is “Give One Day,” which pro- 
motes volunteer services for working individuals who 
are in need of eye care but not covered by insurance. 

The AOA offers several tools to help practitioners 
participate in such events. Planning guides for national 
events, such as “Save Your Vision Week” and “Older 

Americans Month,” are included periodically in the 
AOA News. 

Especially effective are screenings for vision prob- 
lems, cataracts, and glaucoma. Screenings attract posi- 
tive attention from the media, as well as from potential 

patients. Target populations, such as high school ath- 
letes, children, or older adults, are excellent choices for 

screening programs. Good locations for vision screen- 
ings include schools, senior centers, banks, and shop- 

ping malls. Even though such screenings are wonderful 
opportunities to gain name recognition in a commu- 
nity, they should not be used as a source of patients. 
“Self-referral” may not be ethical in such an environ- 
ment and may conflict with state law. 

Different opportunities for exposure also arise at 
other times of the year. For example, an optometrist 
can volunteer to screen local high school football and 
basketball players. In many states, high school athletes 
must be given a physical examination before the start 
of the season. The optometrist might be able to work 
with local physicians and other health care providers in 
providing this service. 

Health Fairs 

Health fairs present excellent marketing opportunities 
for optometrists. Most health fairs are sponsored by at 
least one health-oriented group, such as a hospital or 
health organization. National Health Fair Week, which 

takes place in the spring, is supported by thousands of 
national, regional, and local groups that represent all 
levels of government; media; business and industry; 
and health, academic, and civic organizations. 

Speaking Engagements 

As a doctor of optometry, a practitioner is considered 
an expert in eye care in the community. As part of a 



public relations program, optometrists should endeavor 
to speak to as many groups as possible. To obtain 
speaking opportunities, practitioners can volunteer 
to be part of the speaker’s bureau of a state or local 
optometric association. 

Speaking engagements offer the advantage of a 
meeting with a large audience. The practitioner can 
promote optometry in an informal yet educational 
way that can result in new patients, while raising the 
level of consciousness about the need for eye care in 
the community. To help optometrists become effec- 
tive speakers, the AOA has developed the Optometric 
Speaker’s Guidebook (St. Louis, American Optometric 
Association 1978), which contains helpful statistics 
and guidelines for speech preparation. 

In addition to public education, an aim of commu- 
nity outreach is to positively influence the way practi- 
tioners and the services provided by practitioners are 
perceived. This means enhancing the image of 
optometrists as providers of quality eye care. 

Internal Marketing 

Internal marketing involves the dissemination of infor- 
mation to an existing patient population to educate 
them about services, ophthalmic materials, new devel- 

opments, and related matters that will motivate 
patients to return for further care. 

Patient Perceptions 

Patients can perceive changes. The most common 
and obvious change is when the practitioner 
decreases the time spent with patients. When this 
“quality time” begins to diminish, patients often 
remark, “When the doctor started the practice, he 
spent time with me. The doctor cared for his 
patients, but now the doctor is just too busy.” The 
underlying message is that the practitioner is too 
busy to care anymore and, perhaps, is “chasing the 
dollar.” Today, it is very common to hear patients 
openly complain about “greed among doctors” and 
how they miss their “old” doctor, “old” optometrist, 
or “old” dentist. They feel that these practitioners 
cared more about their patients, always had time, 
and showed compassion for them. What a sad 
commentary about our generation of health care 
providers—technically more skillful, but lacking in 
care and compassion for their patients. 

The key to successful internal marketing is to adopt 

a philosophy that is committed to furthering the best 

interests of patients, to treating patients in the same 
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manner as we would all wish to be treated, and to 

maintaining that philosophy. 
Public opinion surveys regarding doctor-patient 

relationships come to the same conclusion again and 
again. Patients are most infuriated when practitioners 
convey an impression that they don’t care. Such an 
attitude is indicated when patients comment that a 
practitioner does the following: 
> “Doesn’t care about the patient’s feelings or personal 
comfort” 
“Is impressed with his or her own importance” 
“Is cold, distant, and patronizing” 
“Acts as though he or she knows everything” 
“Ts a terrible listener” 
“Causes undue waiting, with no respect for the 
patient’s time” 

“Is abrupt, rude, and rushed” 

“Turns patients over to a technician” 

“Has bad personal habits and mannerisms” 
“Gave the impression that I was just another patient 
and didn’t remember my name” 
“Had an overcrowded waiting room” 
“Used too many technical terms” 
“Has inconvenient hours, parking, and location” 

“Speaks too fast or too slow, has pauses that go 
unnoticed, repeatedly clears the throat, speaks in a 
monotone; has a high-pitched voice, uses sloppy 
speech patterns; drops consonants, and slurs 
pronunciation” 
“Makes it seem like an assembly line—interest in 
money, not in patients” 

“Is disrespectful to patients and staff” 
“Didn’t listen or give me enough time” 
“Belittled me and treated me like a child” 

How to Obtain Patient Referrals 

It has been said that a satisfied patient is one who gets 
what was bargained for—competent and skilled sery- 
ices—and that an enthusiastic patient is one who gets 
more than was expected—something “extra.” When- 
ever a patient receives more in return than was given, 

that patient not only feels that something is owed in 
return but also feels motivated to reward the practi- 
tioner. An enthusiastic patient does this by providing 
the best form of “advertising’—recommending the 
practitioner to family and friends—which results in 

patient referrals. 
Extras can make a big difference in the way people 

feel and respond. Common examples of this difference 
include the courteous waiter who supplies water, cof- 

fee, and other service without being asked and the 
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hotel staff member who performs all the extras that 
make a stay or vacation a pleasant experience. Many 
success stories in business have been built on this con- 
cept of providing more than was expected. To provide 
extras, a practitioner should be creative. Being creative 
does not require genius. It means thinking of those lit- 
tle things that make a difference. For top-quality 
hotels, it means leaving a newspaper each morning out- 
side the guest’s door and allowing easy access to coffee 
service. For practitioners, it can include keeping a good 
supply of current magazines in the reception area, 
allowing patients to take home a magazine if they want 
to finish it, putting coins in the reception room with a 
sign reading, “For the parking meter,” having the recep- 
tionist call patients to let them know that appoint- 
ments are running late, and similar courtesies intended 
to provide that something extra. 

A patient fully expects a professional examination. 
Even if a practitioner has the best technical skills, how- 
ever, a patient is not competent to judge them. It also is 
difficult to impress a patient with professional skills 
because the patient is inevitably more aware of the 
results than the techniques. If all that is provided is a 
professional examination, the patient will not com- 
plain, but the patient will probably not become an 
active source of referrals. Taking that extra step makes 
for an enthusiastic patient. Because of this often subtle 
distinction, the line can be very thin that separates a 
successful practice from a mediocre practice. 

To increase patient referrals, a practitioner must 
learn to reinforce services by adding psychological 
value. For example, if appreciation is shown to a 
patient for having made a referral, it will increase the 
likelihood that the patient will recommend the practi- 
tioner again. The more unique, personal, and individ- 
ual a practitioner can make each “thank you,” the more 
the patient will feel appreciated. One reason a “thank 
you” provides powerful reinforcement is that gratitude 
itself is an “extra,” a bonus. Also, if a patient is a fre- 

quent source of referrals, something extra is truly 
required—such as flowers, a plant, or some other small 
gift that shows appreciation for the patient’s support. It 
is important to send “thank you” notes to professional 
colleagues who provide referrals. In such cases, the 
practitioner should endeavor to turn the referred 
patient into an “enthusiastic” patient—the referring 
professional’s reputation also is at stake. 

Another way to increase referrals is by hiring 
friendly, outgoing assistants. This can help build refer- 
rals in two ways. First, the assistant is usually the first 
one to provide a greeting when the patient enters the 
office and the last one to say goodbye. Having a cheer- 

ful assistant can leave a good, lasting impression on 
patients. The cheerful assistant also helps others in the 
office become more cheerful and friendly. The second 
way the assistant helps is outside the office. When the 
assistant talks about the practice to family, neighbors, 
and friends, a positive message is conveyed about the 
practitioner and optometry. 

Internal marketing involves sharing information 
with patients. Various means can be used to provide 
this information. The most common have already 
been identified—brochures, newsletters, personal let- 

ters, and the like. However, more personalized means 

of marketing involve the sharing of information and 
time with patients,-often while the patient is in the 
office. Examples include the following: 
Showing consideration for a patient’s time 
Providing a sympathetic and caring demeanor in 
direct ratio to the concerns and fears of each patient 
Being available to come to the telephone 
Giving what is free to give (pharmaceutical samples 
will be much more appreciated by patients than by 
family members or personal friends) 
Giving what is not free to give (e.g., a magazine that 
the patient did not get to finish reading) 
Charting a patient’s personal interests and family 
situation 
Being effusive in acknowledging gifts from patients 
Having a duplicate set of patient education materials 
in each examination room and in the patient 
consultation room 
Keeping a suggestion box in the office for both 
patient and staff use 
Being on time 

Learning all that can be learned about the patient 
Impressing the patient with a cohesive team 
Taking the time to teach the patient habits for better 
health, even if not eye related 
Having a good physical appearance and dressing 
professionally 
Offering something more in the waiting room than 
old magazines (do not overlook a professional 
journal that is less technical) 

Avoiding patient surprises by explaining what is 
going to be done before it is attempted 
Communicating clearly and honestly 
Treating patients as equals 

Having the receptionist convey an attitude of 
appreciation (a patient needs to hear a sincere “thank 
you” after paying the bill) 

* Touching patients (practitioners should make it a 
point to greet patients with a handshake or pat at the 
first and last encounter in the office) 



Having a good bedside manner will result in a direct 
positive financial impact on the practice. Patients will 
be retained longer, and a higher rate of patient referrals 
will be generated. 

Other suggestions for that something extra to 
increase patient enthusiasm include the following: 

Before performing any procedure, explain in advance 
what is going to be done, why it is going to be done, 
and what the patient can expect to happen. Always 
explain the benefits of a procedure to the patient. 

Provide an extra service. If it is late and if it is appropri- 
ate, ask where the patient is parked and offer to pro- 
vide an escort. If there is an emergency in which the 
patient needs new glasses and lives near the office 
but cannot come in, offer to deliver the glasses to 
the patient. 

The finishing touch of any eye examination or office 
visit is a “thank you!” 

Today, most patients want information from their 
optometrists. They desire to take an active role and par- 
ticipate in their own well-being. They want a sense of 
control, which includes the use of options and alterna- 
tives. Many polls and surveys indicate that consumers 
feel that the “best doctors are those who explain in a 
manner that the consumer understands.” It also is true 
that most patients who are dissatisfied will not return 
to complain. 

In contemporary health care, decreases in reim- 
bursement rates, decreases in “market share” due to 

competition, rising costs of operating a practice, costs 

of expensive technological instrumentation, economic 
recession, and other economic factors have forced 

many practitioners to decrease the time spent with 
patients. This can “dehumanize” the practice. In such 
practices, the practitioner allocates time to solve the 
patients’ optometric, medical, or dental problems, but 

the time to “bond” with patients is significantly 
reduced or eliminated. The result is that the patient 
perceives the practitioner to have a “quantity” practice 
rather than a “quality” practice. 

The major difference between a quality practice and 
a quantity practice is that in a quality practice, the 
range of services is emphasized to a limited number of 
patients, whereas in a quantity practice the emphasis is 
on patient volume, with limited services and proce- 
dures being provided. In a quality practice, growth 

results in an upward curve that accelerates at an 

increasingly faster rate until the demands on the practi- 

tioner reach a point of diminishing returns, resulting in 
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a slowing and eventual flattening of growth. As the 
quality of services begins to deteriorate, there inevitably 
will be a decline in the number of referrals, and patients 
will begin to seek services from other practitioners. The 
reason will be the “dehumanization” of the practice, 

brought on by the demands of quantity and the result- 
ant decreased time and attention for each patient. 

Conclusion 

Marketing is a useful tool to help build and maintain a 
patient base. Through the use of external and internal 
marketing techniques, the practitioner can communi- 
cate with patients, prospective and established, while 
conveying a positive image of the practice and the pro- 
fession. The use of marketing plans is an accepted part 
of professional practice, and practitioners should make 
use of external and internal marketing techniques as 
appropriate for their setting and circumstances. It 
should never be forgotten, however, that the most suc- 

cessful practices are built on the basis of service and 
that such practices provide something extra that sets 
them apart from their competitors. There are no mar- 
keting techniques that can satisfy patients and moti- 
vate them to return for future care if this highly 
personal element, inherent in the doctor-patient rela- 
tionship, is not provided. 
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Chapter J J 

Financial Planning 

Ihave been poor and I have been rich. Rich is better. 

Sophie Tucker Commenting on aging 

Pseone financial planning should be considered a 
priority for all optometrists. A well thought out 

financial program can improve the choice of practice 
options after graduation, make it easier to repay stu- 
dent loans, ease the achievement of financial goals, 

and facilitate future decision making. Financial plan- 
ning should not be a response to events, such as pay- 
ing bills, reconciling a monthly bank statement, or 
filling out an annual tax return; these are examples of 
the results of previous financial dealings and are reac- 
tive in nature. Instead, financial planning should be 
proactive and anticipate future events; thus it is an 
ongoing, iterative process of identifying personal 
short-term, intermediate, and long-term goals and of 
creating a plan to accomplish them. Specific elements 
of personal plans can vary greatly. However, there are 
several key areas of planning that are essential to all 
optometrists’ financial needs. 

Budgeting. Planning begins with an analysis of the 
income derived from employment and of the cost 
of living, both current and anticipated. Key aspects 
of these costs include the purchase of a home and 
the accumulation of a cash reserve. 

Tax planning. Because income can be significantly 
affected by taxes, knowledge of basic tax law, coun- 
sel from tax advisors, and appropriate use of tax ben- 
efits, write-offs, and strategies are essential. 

Insurance. Adequate insurance protection involves life, 
disability, professional liability, and personal cover- 
age that is sufficient to meet occupational and fam- 
ily needs, without the payment of premiums that are 
inappropriate, inadequate, or unduly costly. 

Investments. The selection of investments requires a 
determination of the level of risk the investor is will- 
ing to undertake and a decision as to how much to 
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allocate to income-producing investments versus 
those with long-term potential growth. 

Retirement income. Although retirement seems far away 
to beginning practitioners, it is a major aspect of 
personal financial planning. An anticipated retire- 
ment lifestyle can be adversely affected by inade- 
quate retirement income, which can be eroded by 
inflation and increases in the cost of living. 

Estate planning. The transfer of an estate to heirs can 
involve both lifetime giving (through gifts) and the 
use of wills to bequeath property at death. An 
understanding of gift and estate taxation is necessary 
to conserve assets for heirs and reduce estate taxes 
paid to government. 

Special circumstances. Certain events may require spe- 

cial planning; these events may be short term (e.g., 
maternity leave) or long term (e.g., funding for a 
child’s college education), one time (e.g., purchase 
of a second home) or ongoing (e.g., improving and 
enlarging a practice). An emerging area is long-term 
care of elderly parents, which can be financially 
devastating if proper planning does not take place. 

During a professional career, optometrists make num- 

erous financial decisions, many of which may not be 
viewed as being a part of financial planning, but which 
exert a significant effect on financial well-being. By 
developing an objective and comprehensive financial 
plan, however, the effects of these actions may be bet- 

ter anticipated and the goal of financial independence 

more readily attained. 

Developing a Personal Financial Plan 

There are five steps that a beginning practitioner 
should take to develop a financial plan. First, the 
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practitioner’s short-term, intermediate, and long-term 

goals and objectives need to be determined. Goals set 
the direction for the financial plan, whereas objectives 

define the desired endpoint. Goals can be open- 
ended, but objectives should be clearly focused. To 
create financial objectives, a practitioner should be 
SMART: 

Specific—the goals and objectives should fully describe 
the desired results and should be put in writing. 

Measurable—financial objectives should be quantifi- 
able so that progress can be measured at periodic 
assessments. 

Achievable—the resources at hand should be quanti- 
fied and compared with the resources required 
to achieve financial objectives, to ensure they are 
adequate. 

Results oriented—financial objectives must be consid- 

ered outcomes, not just activities. 

Time bound—a defined time frame or milestone 
should be set for all financial objectives and moni- 

tored periodically to determine whether they should 
be revised. 

Second, financial counselors should be selected. Tax 

attorneys, financial planners, and accountants can pro- 
vide needed direction and advice. Attention should be 
paid to the advisor’s approach to risk and how compat- 
ible it is with the practitioner’s own: how aggressive or 
conservative is the advisor toward taxes and investing, 

and how comfortable is the practitioner with this 
approach? 

Third, current personal, professional, and financial 

status must be assessed by the practitioner. This evalua- 
tion will involve both assets (things of value that can be 
used as collateral or for credit) and liabilities (short- or 
long-term debt that may impede investment). Cash 
flow also must be considered: can it be enhanced or 
augmented, or can it be abruptly ended? Are there con- 
straints on income that will prevent access to the 
resources needed to achieve financial objectives? 

Insurance coverage must be analyzed to ensure that it 
is necessary, covers the appropriate eventualities, and is 
affordable. If there are investments, they too should be 
reviewed. 

Fourth, financial goals and objectives need to be 
prioritized and a plan of action formulated to achieve 
them. This plan may require revision of the personal or 
family budget, the allocation of more funds to savings, 
the purchase of additional insurance, the liquidation of 
assets, the refinancing of debt, or an increase in the 

diversification of assets. 

Fifth, progress should be reviewed on a periodic 
basis or whenever there is significant change in rev- 
enue, earning ability, or debt level. Periodical evalua- 
tions should be performed at least quarterly, and each 
year a comprehensive assessment should be under- 
taken to determine whether performance has been sat- 

isfactory or whether modifications are required. 
As previously stated, key areas in the personal plan- 

ning process that involve all practitioners and must be 
understood in the development of a personal financial 
plan are budgeting, tax planning, insurance, invest- 
ments, retirement income, and estate planning. 

. 

Calculating Net Worth 

After needs have been prioritized, the planning process 
begins with the calculation of net worth. A net worth 
statement is a “snapshot” of a graduate’s financial sta- 
tus; net worth is determined by subtracting liabilities 
from assets. To calculate net worth, all assets are listed 

on the statement, at their fair market value. Assets 

include possessions that can be sold or otherwise con- 
verted into cash, such as savings and checking account 
balances, stocks, bonds, certificates of deposit (CDs), 

shares in mutual funds, the cash value of life insurance 

policies, home equity, individual retirement accounts, 

and investment-grade collectibles such as antiques, 
jewelry, fine art, or rare coins. From the sum of these 
assets, liabilities are deducted. Common liabilities 

include the mortgage on a home or other property; the 
balances due on car, educational, home improvement, 

or other personal loans; credit owed to stores or mer- 
chants; and amounts owed on credit cards. Net worth 

is often low for practitioners who have recently gradu- 
ated from school and have accumulated significant 
debt. Any large, high-interest debt should be given pri- 
ority to be paid off or reduced. To preserve essential 

assets, adequate life and disability insurance and a will 
should be obtained. 

Developing a Budget 

Personal financial planning demands that a budget be 
developed to limit spending and increase personal sav- 
ings. Monthly cash flow needs to be monitored, and 
purchases and expenditures should be documented to 
see how money is spent. After a few months, an accu- 
rate picture will emerge of how much money is required 
for living expenses and where savings can be realized. 

An income ledger should be maintained to keep 
track of salary, investment and rental income, interest 
earned, and any other money received. The sum of all 



income for the year thus can be determined. Fixed and 
discretionary expenses can be similarly monitored. 
Fixed expenses include mortgage or rent payments, 
property taxes, utilities, homeowner’s expenses, auto- 
mobile and life insurance, groceries, clothing and dry- 
cleaning costs, public transportation, gas and 
maintenance costs for motor vehicles, phone bills, 

household help, tax liabilities, credit card and bank 
payments, and similar living expenses. Discretionary 
expenses include meals at restaurants, movies, video 

rentals, baby-sitters, cellular telephones, rental cars, 

jewelry, vacations, sporting goods, tapes or compact 
discs, health club memberships, toys for children, and 
charitable contributions. 

Monthly subtotals should be calculated for each 
expense category, then these figures should be used to 
determine an annual total. These expenses should be 
subtracted from the total income. If little remains, or if 

more has been spent than was taken in (with credit 
cards making up the difference), serious belt-tightening 
is in order. Even though fixed expenses are sometimes 
difficult to reduce without making sacrifices in living 
conditions, it is often easy to reduce expenses in the 
discretionary category. As a rule of thumb, discre- 
tionary expenditures should account for no more than 
6% to 8% of net monthly income. Each month, pro- 
jected expenses should be compared with actual 
expenses, and progress should be carefully evaluated 
on a quarterly and annual basis. 

Once a school loan or a car note has been paid, the 
cash formerly paid for these expenses should be 
directed toward savings and investments rather than 
toward increasing the standard of living. The same 
approach should be followed with any windfalls or 
other money received. An emergency fund should be 
maintained, equal to at least 3 months of net income. 
These emergency funds should not be placed in a low- 
interest savings account but rather into liquid mone- 
tary instruments, such as a money-market account that 
permits 24-hour access to funds without penalty. In 
addition, all individuals should ensure that they are 
obtaining the maximum allowable tax deductions on 
federal and state tax returns. 

A portion of monthly savings should be placed into 

specific investments. Personal financial goals and the 

amount of risk that one is willing to assume will deter- 

mine the type of investment strategy to be used. When 

the time frame for a financial objective has been deter- 

mined, the annual rate of return that is required to 

meet that objective can be estimated. Typically, stocks 

and Treasury bonds are used to finance long-term 

goals, whereas CDs are better suited for immediate 
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needs. The “Rule of 72” is a time-tested way to deter- 
mine the period needed to double an investment for a 
given annual rate of return. To calculate the time 
needed, the rate of return is divided into 72. For exam- 

ple, if $1000 is invested at 12% interest, it will take 6 

years to double the investment to $2000 (72 +12 = 6). 
Insurance is a necessary expense to provide for fam- 

ilies in the event of death or disability. Although life 
insurance usually is the first coverage purchased, statis- 
tically there is a greater probability of disabling injury 
or illness than of premature death. A disability policy 
usually provides 50% to 65% of income if the policy- 
holder can no longer work. Individual disability poli- 
cies tend to be expensive—as a rule, a young person has 
to spend 1% to 2% of salary on such a policy, an older 
person 3% to 4%—but group policies through national 
or state professional organizations can cost signifi- 
cantly less. 

Investment Options 

There are numerous investment choices for a young 

practitioner to choose from, ranging from conservative 

to aggressive. Many different names are given to these 
choices, including principal guaranteed; principal 
secure; growth, balanced, and income funds; interna- 

tional and emerging market funds; real estate; annu- 
ities; and stocks, bonds, and mutual funds. The risk of 

investment also is subject to terminology, such as 
“principal guaranteed,” “principal secure,” and “growth, 
balance, and income funds.” 

Principal Guaranteed 

The term “principal guaranteed” generally means that 
100% of the money invested is guaranteed to be 
returned at a future date. The guarantee may not apply 
to any fees that are deducted from the initial invest- 
ment. The term is often confused with investments for 
which the interest rate is guaranteed but the principal is 
not. For this reason it is essential to determine whether 
the guarantee refers to principal or interest or both (the 
safest investment). 

Principal Secure 

“Principal secure” means that a large percentage of 
the investment is placed in cash, short-term money 
market securities, and government-backed securities. 
The investment return usually is equivalent to or 
slightly more than short-term interest rates. This 
investment choice is good for short-term returns or for 
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security-conscious investors, but may not include a 
guarantee of the principal or interest. 

Growth, Balanced, and Income Funds 

These three types of investment funds are best suited 
for investors who are seeking higher returns over a 
medium to long term, 5 to 7 years at a minimum. With 
these funds the investor must be prepared to accept 
moderate market fluctuations during the short term 
because it is possible to experience negative returns 
during a 12-month period. However, the likelihood 
that there will be two or more consecutive years of neg- 
ative returns is low. Thus these funds are not a good 
choice for short-term investors who are risk averse to 
market fluctuations. The main difference between the 
investments chosen is that “growth” funds usually are 
more aggressive than “balanced” or “income” funds. 

Stocks, Bonds, and Mutual Funds 

The main types of investments purchased today are 
stocks, bonds, and mutual funds. A stock is a share, or 

piece of ownership, of a company. When a publicly 
traded company wants to raise capital, it can either bor- 
row money (from a bank on a short-term basis or from 
issuing bonds on a long-term basis) or issue stock. 
When a share of a corporation’s common or preferred 
stock is sold, the buyer becomes one of the owners of 
that company. Publicly traded businesses sell stock to 
anyone who wants to buy it. Companies that are pub- 
licly traded are listed on stock exchanges, which are the 
places where stocks are bought and sold. To buy stock 
in a company, the services of a stockbroker are needed. 
The owners of stock in a company may receive divi- 
dends, which are profits that have been divided among 
the stockholders. Dividends may be paid in the form of 
money or as additional shares of stock. 

Bonds are a more conservative type of investment 

than stocks. A bond is an interest-bearing security with a 
maturity date—or, more simply, it’s a loan. Buying a bond 
is like lending money to a company instead of buying 
ownership in the company. When a bond is purchased, 
the seller promises to pay the purchaser back, with inter- 
est, after a stated period. There are several key elements 
that must be analyzed when evaluating the value and 
soundness of a bond, including the issuer (e.g., company, 
government), credit quality (e.g., Standard & Poor AAA 
rating), the interest rate (which varies in value for compa- 
nies and governments), and the maturity date (which can 
vary from a few years to decades). 

Local, state, and federal governments sell bonds, 

and government bonds generally are the safest choice. 
Corporate bonds often pay higher interest rates than 
do government bonds, but they can be riskier because 
the companies that issue them may not be able to make 
payment when the bond is due. Bonds usually pay 
higher interest rates than short-term investments such 
as stocks, but patience is required because the maturity 
date typically is many years in the future. 

Another choice is to put money into a mutual fund. 
These funds can be low or high risk. Because they 
involve a variety of investments, mutual funds do not 
depend on the success of any one company. A mutual 
fund that invests in bonds and blue-chip stocks (valu- 
able stocks that are unlikely to lose their value) is a safe, 
stable type of investment. A mutual fund that invests 
in small companies or technology is much riskier. A 
mutual fund’s price per share, also called the zet asset 
value, is calculated at the end of each trading day by 
dividing the total market value of-all the securities 
owned by the fund by the number of outstanding 

shares. 
Mutual funds offer a purchaser the ability to change 

money from one fund to another within the same 
“family” at a nominal fee. Also, mutual funds are very 
liquid (easily convertible) because the investment can 
be increased or withdrawn at any time. The volatility of 
a mutual fund is indicated by its standard deviation: 
the higher the standard deviation, the greater the range 
of returns and the more volatile the fund. Unlike past 
performance figures for stocks, which are rarely an indi- 
cator of future results, standard deviation is a reliable 

indicator of future volatility. Some examples of fund 

volatility are provided in Box 33-1. For example, 
growth funds which had an annual return of 14% for 
the past 5 years had a standard deviation of 12%. This 
means that for the next 2 out of 3 years, the range of 
returns expected from a growth fund is 26% to 2% 
(14%, its average annual return, plus or minus 12%). 
Money market funds are the most stable category by a 
wide margin, whereas precious metals are clearly the 
most volatile. “No-load” funds do not require the pay- 
ment of commissions, and knowing which companies 
a mutual fund invests in can help an investor decide 
whether to choose that fund. 

Annuities 

An annuity is an investment purchased from an insur- 
ance company. Although annuities are offered only by 
the insurance industry, they have little in common 
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with insurance coverage. Annuities are marketed and 
sold through brokerage firms, insurance agencies, 
banks, and savings and loan institutions. When an 
annuity is purchased, certain assurances are given by 
the insurance company. These promises depend on the 
company issuing the contract (the investment) and the 
type of annuity chosen. There are two main types of 
annuities, fixed-rate and variable. Fixed-rate annuities 

are similar to bank CDs. The investor (annuitant) 
makes a one-time investment (called a “single pre- 
mium”) and receives a guaranteed rate of return for the 
duration of the contract, which can be anywhere from 
5 years to the life of the annuitant. Generally, the longer 
the period of time, the greater the rate of interest. 
Variable annuities are similar to mutual funds: the con- 
tract owner selects from one or more different invest- 
ment portfolios, called “subaccounts.” Usually a wide 
range of choices are offered, from ultraconservative 
(e.g., a money market account) to quite aggressive (e.g., 
Pacific Basin stocks). As with a mutual fund, the alloca- 

tion of the investment can be changed at any time, and 
additional money can be added to the investment 
(called a “flexible premium”). A beneficiary also 1s nec- 
essary, in the event the contract owner does not live to 
receive the proceeds of the annuity. 

International and Emerging Market Funds 

Investment may involve the purchase of shares of stock 

in emerging companies. International market funds 

typically include shares of stock in companies from 

most economic regions. Investments may be divided 

between companies in North America, Europe, Japan, 

and Southeast Asia. The proportion allocated to 

each region will depend on the manager’s views of how 

that region will fare in the future and also on the level 

of opportunity the manager envisions for companies 
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in that region. With international share investments, 
there is an added risk of currency fluctuation, and this 
risk must be carefully considered before making invest- 
ments in this sector. 

Real Estate and Real Estate Investment Trusts 

Investments in real estate usually are listed properties 
and property trusts involved in residential, office, and 
industrial property markets. These real estate invest- 
ment trusts own the properties, lease them to a variety 
of tenants, and pass the income (less costs) back to the 
investor. These investments are long term, with a mini- 
mum 3- to 5-year time frame. 

Basic Investment Terminology 

The real rate of return of an investment generally is 
described as being the gross yield (income plus growth), 
minus the rate of inflation. The real rate of return 
ignores taxes, whereas the “after-tax rate of return” 
ignores inflation. Yield is the income paid out as interest 
or dividends, divided by the current price of the invest- 
ment. This figure usually is expressed as a percentage. 
Thus a 1-year CD annually paying 5% in interest has a 
yield of 5%. If interest is paid frequently during the 
year, however, and added to the original investment so 

that interest is earned on interest, there is an effective or 
compound yield. Money markets often report an effec- 
tive yield. 

Yield gets more complicated for stocks and bonds 
because, unlike a CD, stock prices change during the 
year. A stock selling at $100 and annually paying out $5 
in dividends per share has a yield of 5%. If the stock 
price rises to $130, but the dividend remains $5, the 
yield drops to 3.84%. Ifa bond is held to maturity (when 
the bond principal is to be repaid to the bondholder), 
the yield is the same as its interest rate (assuming that 
interest payments are reinvested at the same rate of 
return). If the bond is sold before maturity, for a smaller 
or larger price than was paid for it, the yield will change. 

Capital gains (or losses) measure in percentage terms 

how much an asset gains (or loses) in value over time. It 
also is referred to as price appreciation (or depreciation) 
and sometimes confusingly as annual return. A stock 
bought at $50 that rises in value to $60 a year later has 
appreciated 20%. Capital gains (or losses) also is a term 

that is applied to the tax consequences of the sale or 
other disposition of assets (like stock) that have been 

held for more than a year. Preferential tax treatment is 
given to the sale of these assets (see Chapter 38). 
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Total return generally is considered to be the best way 
to evaluate before-tax returns of similar or even dissim1- 
lar investments, since it compares apples with apples. 
However, inflation eats away at the purchasing power of 
total return. For example, if the total return for a year 1s 
10% and inflation is 3%, then the real return actually 
received is 7%. Total return can be defined as yield plus 
or minus capital gains and losses. If a stock bought for 
$100 a share paid out $5 in dividends per share and 
gained $30 in value during the year, the total return 1s 
35%. A $1000 bond that pays out $80 in interest but 
loses $5 in value during the year has a total return of 
7.5%. The calculation can be more complicated than 
this because dividends and other income may be rein- 
vested during the year. (Mutual funds that report the 
total return of the fund include reinvested dividends 
and capital gains and losses the fund may have realized 
during the year.) To compute an accurate total return, 
all buy and sell prices, dividends, and any other income 
from the investment must be factored into calculations. 

Average return is a measure of total return over time. 
If an investor purchases a $50 stock that has a total 
return of 10% the first year and 20% the second, its 

average annual rate of return is 15%. The average annual 
compound return is a measure of how investment return 

grows faster over time due to compounding. For exam- 
ple, a $50 stock earning a 20% return for 2 years run- 
ning actually has a compounded return of 44%, not 
40% ($10 in gain the first year, and $12 the second 
year, for $22 in total gain, divided by the original $50 
investment). Thus, its average annual compound 
return is 22%. On the other hand, the average annual 
compound return can be lower than the average return 
if, over the designated period (say 5 years), during 
the early years little gain or even a loss was experienced 
and during the later years performance was much bet- 
ter. An investment that loses 5% the first year, but 
gains 8% the second year and 40% the third year, has 
an average annual return of 9% but a compound return 
of 6.96%. This situation is more likely to occur with 
investments that experience a wide range of returns. 

Dollar cost averaging is a popular technique that 
involves investing the same amount of money each 
month into the purchase of mutual fund shares. If the 
market is down this technique permits the investor to 
purchase more shares for the same amount. For exam- 
ple, if one share of stock is purchased the first month 
for $100, and another share for $100 the second 

month, and then both shares are sold in the third 

month for $150 each, the average cost of the shares was 
$100 and the profit was 2 x $50 = $100. But if one 
share of stock is purchased the first month for $100, 

and in the second month the share drops to $50, the 
investor can buy two shares for $100. If in the third 
month the stock goes up to $150, the investor has three 
shares at an average value of $66.66 per share, and if 
the stock is sold, the profit is 3 x ($150 - $66.66) = 
$250. Dollar cost averaging is an investment technique 
that cushions an investor’s long-term strategy from 
dramatic fluctuations in the market and value of stock. 

Asset Allocation and Investments 

Asset allocation, is the process of allocating funds 
between stocks, bonds, and cash equivalents so that 

investment returns can be maximized for a given set of 
income sources, anticipated (and unanticipated) ex- 
penses, and retirement goals. Numerous books have 
been written on investments and asset allocation, but 

one does not need to be an investment expert to make 
sound decisions. When an investor is just starting out, 

it is necessary to understand the basics: the trade-off 
between risk, reward, and the time frame involved 

(how long funds are to be invested). The usual invest- 
ments used at this stage are stocks, bonds, and cash or 

cash equivalents (such as CDs). As a general rule, 
stocks have historically outperformed bonds and cash 
equivalents over longer holding periods (10, 15, and 20 
years). However, as with anything in life, additional 
risk accompanies efforts to obtain a higher reward. The 
stock market can be very volatile—especiaily if the time 
horizon involved is less than 7 or 8 years. After stocks, 
bonds generally outperform cash and cash equivalents 

over longer periods. However, the bond market also 
can be very volatile as interest rates rise and fall. 

Although an investor generally will receive the funds 
invested when the bond matures, this may not be true 
if the bond has to be sold before maturity. If it is 
expected that funds will be needed within a year or 
two, an investor may want to stick with cash and cash 
equivalents. Although some investment return may be 
lost, the investor will not have to worry about losing 
any of the funds that have been invested. 

Developing an Investment Strategy 

Starting out, it is essential to establish some short- and 
long-term goals. Initially, an investment strategy will be 
relatively simple. For example, until a sufficient amount 
of money has been placed intg an emergency fund to 
cover 3 to 6 months of expenses, most excess income 
will be placed in investments that are liquid and risk- 
free. Because these funds need to be available for unex- 
pected expenses, cash and cash equivalents are 



preferred. Examples of cash and cash equivalents are 
Savings accounts, money market accounts, CDs, and 
U.S. Treasury bills. 

At the other end of the spectrum is the investment 
strategy that an investor should develop for the funds 
in a retirement account. At the start of a career, an 

investor doesn’t intend to use any of these funds for at 
least 10 to 20 years. Because of this long time frame, 
the investor can accept some risk because, at least his- 
torically, this risk should provide a greater reward over 
the long term. Thus an investor’s retirement accounts 
should be more heavily weighted toward stocks and 
bonds as opposed to cash and cash equivalents. 

Once an emergency fund has been created and max- 
imum amounts are being contributed to any employer- 
provided retirement accounts, additional excess 
income should be deposited into an investment 
account (an investment reservoir). This is the point at 

which an investor must consider asset allocation: what 
portion of excess income should be invested in cash 
and cash equivalents? What portion in stocks? What 
portion in bonds or mutual funds? 

An investor’s asset allocation will depend on that 
investor’s particular facts and circumstances (e.g., age, 
goals). Typically, asset allocation should be more heay- 
ily weighted toward cash and cash equivalents and 
bonds in the beginning—especially if there are multiple 
short-term goals. As an investor accumulates more sav- 
ings, a higher percentage can be invested in stocks. 

If an investor establishes a long-term goal to retire at 
age 65 and to maintain the same standard of living in 
retirement as while working, the amount of income 
needed to satisfy this goal can be quantified. If ordi- 
nary living expenses are currently $40,000, the investor 
will have to make an assumption as to whether this 
amount, adjusted for inflation, will be sufficient for 

retirement. Certain expenses are bound to be reduced 
(e.g., work clothing, home mortgage) but others may 

be increased (e.g., travel, medical expenses). Financial 
planners frequently assume that a retiree will need 80% 
to 100% of current ordinary living expenses adjusted 
for inflation at retirement. For example, if an investor 
requires $40,000 in today’s dollars at retirement in 20 

years, and the assumed inflation rate is 4%, the 

investor will need approximately $88,000 to cover 

ordinary living expenses. This process allows retire- 

ment goals to be quantified: the investor needs 

resources (retirement income, savings) sufficient to 

provide $88,000 (adjusted for inflation) during each of 

the investor’s retirement years. 

This process also allows the investor to determine 

whether there will be a “retirement gap.” A retirement 
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gap is the projected annual shortfall that an investor 
would have at retirement because projected savings 
and income are insufficient. To make this calculation, 

all retirement income sources must be converted to 
an annual income stream. For example, if the projected 
annual income stream in retirement was $85,000 and 

the annual retirement expenses were $88,000, there 
would be a retirement gap of $3000. The investor 
would need to take one or more of the following 
actions: 

* Re-evaluate retirement needs to consider which, if 

any, projected costs can be reduced. 
* Modify current cash flow to build additional savings 

in retirement plans. 
* Adjust the investment mix to try to increase the 

return of assets available for retirement. 
* Delay the projected retirement date. 
If a retirement gap is not projected, the investor will 
need to evaluate whether there is a sufficient cushion 
to add short- or long-term goals or to “leave well 
enough alone” and continue with the same assump- 
tions until projections can be updated. Generally, the 
farther from retirement an investor is, the more the 

investor should consider any excess income projected 
in retirement as a cushion. Projections should be 
updated, or at least verified, periodically to make sure 
that there have been no material changes in retirement 
assumptions. 

Retirement Accounts 

One of the benefits of self-employment is the opportu- 
nity to create a retirement account that addresses long- 
term personal financial needs. There are numerous 
choices, and a practitioner needs to consider the differ- 
ences between plans and determine which is most 
compatible with the financial goals that have been set. 
Over time, just as goals may change, plans may change 
as well, necessitating revision in the retirement plan or 
the addition of other plans. For a young practitioner, 
however, financial planning for retirement begins with 
the fate of Social Security. 

Social Security 

Social Security is a government-administered retire- 
ment, disability, family, and survivors benefits plan. 
Because of changes in the Social Security law made in 
1983, the full retirement age for persons born in 1960 
or later will increase to age 67 (although reduced bene- 
fits still will be available at age 62). There is skepticism 
about the long-term viability of Social Security unless 
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the program undergoes substantial modification 
because in 30 years there will be twice as many older 
Americans drawing benefits. In fact, many financial 
planners do not consider Social Security in their 
sources of retirement income for young individuals 
who are just entering the workforce. A conservative 

approach to planning, therefore, would be to develop a 
retirement plan and projected budget without includ- 
ing Social Security. If Social Security remains econom- 
ically viable over the years, there will be an 
opportunity to change goals, investment strategy, or 
retirement income projections. Social Security pay- 
ments are never available in a lump sum, and, as a gen- 
eral rule, the maximum annual amount payable is 
much smaller than the amount provided under an 
employer-provided pension plan. 

Traditional Individual Retirement Accounts 

Traditional individual retirement accounts (IRAs) can 
be used advantageously by young practitioners who 
understand the value of long-term investment for 
retirement. There are various types of IRAs, with 
slightly different rules and limits for contributions. 
The oldest is the traditional IRA, which can be used by 
both self-employed and employed individuals. The 
annual contribution that can be made to a traditional 
IRA is limited in amount but will gradually increase 
over a period of years (Table 33-1). This contribution is 
tax deductible if the individual also does not con- 
tribute to an employer-maintained retirement plan 
(such as an individual practitioner who is self- 
employed). For individuals who also participate in an 
employer-maintained retirement plan, the deductibil- 
ity of contributions is based on income, with different 
levels of income used for individuals who are single or 

Table 33-1 Annual Contribution Limits for 

Traditional and Roth IRAs, 

2002-2006 

YEAR AGE CONTRIBUTION LIMIT 

2002-2004 Under 50 $3000 

50 and older $3500 

2005 Under 50 $4000 

50 and older $4500 

2006 Under 50 $4000 

50 and older $5000 

Source: Taxpayer Relief Acts of 1997 and 2000. 

who are married filing a joint tax return (Table 33-2). 
Contributions also can be made for a nonworking 
spouse if the income requirements are met. 
Over time an IRA account increases in value 

because the annual contributions are invested and pro- 
vide a return. This growth in the IRA is tax deferred, 
with taxes paid by the contributor only when with- 
drawals are made at retirement. There is no mandatory 
withdrawal age, but withdrawals without penalty can- 
not be made until age 59/2 (with some exceptions, 
including death, disability, eligible higher education 
expenses, unreimbursed medical expenses, and the 
purchase or construction of a first home). An individ- 
ual must begin withdrawing funds from an IRA by age 
70'/2 to avoid penalties. 

Traditional IRAs demonstrate the value of establish- 
ing a retirement plan while young (Table 33-3). If a 
practitioner were to begin placing $2000 a year into an 
IRA at age 25 and kept doing so for 35 years, assuming 
there was an 8% annual return, the fund would be 

worth $315,000 at age 60. If $2000 was put into the 
IRA starting at age 35, at age 60 the account would be 
worth only $146,000. In fact, if an IRA was begun at 
age 25, contributions could have been stopped entirely 
at age 35, and there would be far more in the IRA 
($198,000) than if contributions were started at 35 and 
continued to 60. Because of the benefit of compound 
interest, beginning the account early allows contribu- 
tions of 40% less to still yield 35% more money. 

Roth Individual Retirement Accounts 

Roth IRAs differ from traditional IRAs in that there is 
no age restriction for contributions, and contributions 
to a Roth IRA cannot be deducted from income. 
However, the Roth account grows tax free, and—unlike 

a traditional [RA—withdrawals from a Roth IRA at 
retirement are not taxed. The annual contribution lim- 
its for a Roth IRA are the same as for a traditional IRA 
(see Table 33-1). 

There is an income ceiling to be eligible to con- 
tribute to a Roth IRA, which is based on marital status 

and income (Table 33-4). Contributions can be made 
for a nonworking spouse as long as the income 
requirements are met. Both self-employed and em- 
ployed practitioners may easily reach this ceiling, how- 
ever, which is a limitation for this type of IRA. These 
income limits are periodically adjusted upwards to 
compensate for economic changes. The age require- 
ments for withdrawals without penalty are the same as 
those for a traditional IRA, and early withdrawals with- 
out penalty are permitted for death, disability, or a 
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Table 33-2 Traditional IRA Tax Deductions, 2003 

ADJUSTED GROSS INCOME DEDUCTION 

Single with no other retirement plan No limit Full 
Married with no other retirement plan and spouse No limit Full 

_ has no other retirement plan 
__ Single with another retirement plan $0-$40,000 Full 
_ — : . $40,000-$50,000 Partial 

: Over $50,000 None 
Married with another retirement plan $0-$60,000 Full 

$60,000-$70,000 Partial 
. : Over $70,000 None 
Married with no other retirement plan but spouse $0-$150,000 Full 

has a retirement plan * $150,000-$160,000 Partial 
Over $160,000 None 

Source: Taxpayer Relief Acts of 1997 and 2000. 
These limits are adjusted periodically. 

qualified special purpose (e.g., to buy or build a first 
home). 

Simplified Employee Pension IRA 

A Simplified employee pension (SEP) IRA is a tax- 
deferred retirement plan that can be established for 
self-employed individuals and for employees who are 
eligible to participate. The employer can contribute up 
to 20% of total income, subject to an earnings ceiling 
(Table 33-5). Because of the higher contribution limits, 
the amount that can be placed annually into an SEP 
IRA far exceeds that of a traditional or Roth IRA. For 
employees, contributions are made by the employer, 
up to 20% of the employee’s total compensation, again 
subject to an earnings ceiling. With the exception of 
the higher contribution limits, SEP IRAs are subject to 
the same rules as for a regular IRA. 

Table 33-3 Contributions to an IRA: 

Projected Growth" 

AT 5% AT 10% AT 15% 
PERIOD GROWTH GROWTH GROWTH 

After 5 years $11,603 $13,431 $15,507 

After 10 years $26,410 $35,899 $46,698 
After 15years $45,308 $69,899 $109,434 

After 20 years $69,428 $126,005 $235,620 
— After25 years $100,213 $216,363 $489,423 

Oo ee 

*Contributions are $2000 per year, made each year. 

In a SEP IRA, as with other types of IRA, both con- 

tributions and investment earnings grow tax-deferred 
until withdrawal (age limits are the same as those for 
traditional IRAs), at which time they are taxed as ordi- 
nary income. Early withdrawals without penalty are 
permitted for death, disability, and qualified special 
purpose. 

Savings Incentive Match Plan for Employees IRA 

The savings incentive match plan for employees (SIM- 
PLE) IRA is a tax-deferred retirement plan provided by 
self-employed individuals or other small businesses 
(fewer than 100 employees) that do not maintain or 

contribute to any other retirement plan. Contributions 
are made not only by employees but also by the 
employer, who may choose to make matching contri- 
butions or nonelective contributions (Table 33-6). 

Table 33-4 Roth IRA Income Limits, 2003 

STATUS ADJUSTED GROSS INCOME CONTRIBUTION 

Single $0-$95,000 Full 
$95,000-$ 110,000 Partial 
Over $110,000 None 

Married $0-$150,000 Full 

$150,000-$160,000 Partial 
Over $160,000 None 

Source: Taxpayer Relief Act of 1997. 
These limits are adjusted periodically. 
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Table 33-5 Simplified Employee Pension 
(SEP) IRA Annual 

Contribution Limits, 2003° 

_ ANNUAL | MAXIMUM MAXIMUM — 

: PERCENTAGE INCOME CONTRIBUTION 

Up to 20% of income $200,000 + ~—- $40,000 

Source: Tax Relief Act, 2000. 
*Percentage contribution limits are set by the employer but must be the same for 

both employer and employees. For example, the annual contribution for a 10% 
SEP IRA for an employer earning $100,000 would be $10,000, and for an 

employee earning $20,000 would be $2000. 

As with other types of IRA, both contributions and 

investment earnings grow without taxation until they 
are withdrawn (which is ordinarily at retirement), at 

which time they are taxed as ordinary income. There 
are maximum annual employee contribution limits, 
and there are percentage limits for the employer’s con- 
tribution. The employer’s contributions can be made 
even if the employee does not contribute to the plan. 
With the exception of the higher contribution limits, 
SIMPLE IRAs are subject to the same rules as those for 

a traditional IRA. 

Keogh Plans 

A Keogh plan is a flexible tax-deferred plan designed to 
help self-employed individuals and eligible employees 
establish a retirement savings program. There are two 
different types of Keogh plans, called defined contribu- 
tion and defined benefit plans (Table 33-7). Defined con- 
tribution plans involve profit sharing and money 
purchase plans. Under Keogh regulations, the money 
purchase contributions are mandatory, and the same 
percentage contribution must be made for both 
employer and employees each year (whether there are 
profits or not). The amount to be contributed is a per- 
centage of annual income, established by the employer. 
Profit sharing contributions are much more flexible, 
being set by the employer from year to year, and based 
on profits. Thus annual contributions may fluctuate 
significantly. It also is permissible for contributions to 
be made to both money purchase and profit sharing 
plans in the same year. Defined benefit plans are set up to 
pay a fixed income during retirement, and contribu- 
tions are based on an actuarial determination of the 
amounts that must be contributed annually to fund the 
plan. Defined benefit plans allow larger annual contri- 

butions than do defined contribution plans and are 
largely based on salary and years of service. 

Table 33-6 Savings Incentive Match Plan 
for Employees (SIMPLE) 
IRA Annual Contributions, 

‘ 2002-2005* 

EMPLOYEE CONTRIBUTIONS : 

vER = AGE CONTRIBUTION LIMIT 
2002 Under 50 $7000 

50 and older $7500 _—- 
2003 Under 50 $8000 © 

50 and older $9000 

2004 Under 50 ~ $9000 
50 and older $10,500 

2005 Under 50 $10,000 

50 and older $12,000 

EMPLOYER CONTRIBUTIONS 

YEAR AGE CONTRIBUTION LIMIT 

2002-2005 None Matching contributions may be _ 
made, from 1% to 3% of ~ 

income, or nonelective | 
contributions of 2% may be 

made, up to $3200. 

Source: Taxpayer Relief Acts of 1997 and 2000. 
“Contributions are made by both employee and employer; for example, assuming 

in 2002 an employee under 50 years of age earning $20,000 contributed $7000 
to the SIMPLE IRA, if the employer made a matching contribution of 3% the 
amount would be $600 ($20,000 x 3%), or if the employer chose to make a non- 

elective contribution the amount would be $400 ($20,000 x 2%), so that the 
total contributed to the employee's SIMPLE IRA for 2002 would be $7600 or 
$7400. 

The most attractive feature of Keogh plans is the 
high maximum contribution they allow. Contributions 
and the investment earnings grow tax-deferred until 
withdrawal (assumed to be at retirement), at which time 
they are taxed as ordinary income. All contributions are 

made pre-tax, reducing taxable income or salary. Even if 
individuals participate in a Keogh plan, they still may 
invest in traditional IRAs. 

Currently, Keogh plans are for self-employed indi- 
viduals or partnerships, but eligible employees also 
must be included in the plan. The right of employees 
to their contributions is based on the plan’s vesting 
period. Employers may require employees to work for a 
minimum number of years (5 or 7) before they are eli- 

gible to receive 100% of the benefits in the plan. 
Employees who leave before being fully vested forfeit a 
percentage of the income their contributions have 
earned, but they keep the contributions that they have 
made to the plan. 



Source: Tax payer Relief Act of 2000. 

Pension Plans 

A pension plan is a retirement plan, usually offered by 
large employers, that pays a set amount each year dur- 
ing retirement. As with Keogh plans, there are both 
defined contribution and defined benefit plans (see 
Table 33-7). Defined benefit plans provide.a specific 
retirement benefit to employees, calculated using a for- 
mula that typically includes final salary, years of serv- 
ice, and a fixed percentage rate. An actuary is needed to 
calculate the annual contributions that are needed to 
fund the benefit. Defined contribution plans establish the 
amount to be contributed to the pension plan as a per- 
centage of income, rather than by the amount to be 
received at retirement (as in a defined benefit plan). 
Contributions to both types of plans are subject to cer- 
tain limits, but the annual contributions to a defined 

benefit plan can be significantly more than those to a 
defined contribution plan. 

Most pension plans are insured by the Pension 
Benefit Guaranty Corporation, a federal agency that 
protects employer-sponsored defined benefit plans. 
Eligibility for a pension plan requires fulfillment of the 
vesting period (either 5 or 7 years). However, not 
all workers or all jobs may be eligible to participate in 
the plan. Most pension plan benefits are paid out in 
the form of an annuity, which is a fixed monthly pay- 
ment for a period of years or for the rest of the individ- 
ual’s life. Pension plan benefits can be distributed as a 
lump sum or paid over the life of the retiree or the joint 
lives of the retiree and the retiree’s beneficiary. In most 
cases, a 10% early withdrawal penalty is applied for 
withdrawals before age 59!/2, unless the plan allows 

early withdrawal for hardship. 

401(k) Plans 

A 401(k) plan is a personal pension plan offered by an 

employer. The employee decides the amount to be 

deducted (called “salary reduction”), which reduces 

_ Table 33-7 Limits for Defined Contribution and Defined Benefit Plans, 2003 
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MAXIMUM ANNUAL CONTRIBUTION LIMITS 

20% of income up to a $200,000 ceiling, for a maximum 
of $40,000 

The smaller of $160,000 or the average compensation for 

the three highest consecutive calendar years 

income before federal taxes are imposed; an employer 
may offer a “matching amount.” Both contributions 
are subject to certain income limits (Table 33-8). The 
employee chooses how to invest contributions, 
depending on the choices offered by the plan. At retire- 
ment, the employee receives the contributions made, 

plus the earnings of these contributions, minus income 
taxes. One benefit of a 401(k) over a traditional or Roth 

IRA is the employee’s ability to contribute a much 
higher amount annually to the retirement account. 

A “pension plan,” when broadly defined, includes 
company 401(k) plans; however, a pension plan is dif- 
ferent from a 401(k) plan in the following ways: 

Benefits. If a defined benefit plan is used, pension plan 
benefits at retirement are known in advance. In a 
401(k) plan, benefits are dependent on individual 
contribution levels and portfolio performance and 
thus are not determined until retirement. 

Transferability. A company pension plan cannot be 

transferred if an employee’s employment ends. 

Table 33-8 401(k) Plan Contribution 
Limits, 2002-2006 

YEAR AGE CONTRIBUTION LIMIT 

2002 Under 50 $11,000 

50 and older $12,000 

2003 Under 50 $12,000 

50 and older $13,000 

2004 Under 50 $13,000 

50 and older $15,000 

2005 Under 50 $14,000 

50 and older $17,000 

2006 Under 50 $15,000 

50 and older $20,000 

es, 

Source: Taxpayer Relief Act of 1997. 
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A 401(k) account can be rolled over into another 

401(k) plan or an IRA. 
Investment allocation decisions. A plan administrator 

makes the decisions for the future “pensioners” in a 
company pension plan, whereas in a 401(k) plan 
each participant manages his or her individual port- 
folio. 

Funding. Funding is provided by employers only in a 
pension plan and is optional for employers in 
a 401(k) plan. 

To a limited extent, 401(k) plans fall under the provi- 
sions of the Employee Retirement Income Security Act 
(ERISA), and individuals responsible for the adminis- 
tration of 401(k) plans are considered “fiduciaries,” 

which means they must comply with requirements 
described in ERISA related to the selection of invest- 
ments, monitoring of performance, reasonableness of 
expenses, and various other matters. 

Although contribution limits are less for a 401(k) 
plan compared with those of defined contribution or 
defined benefit pension plans, 401(k) plans offer the 
following: 

Matching funds. Many employers offer to match a per- 

centage or set dollar amount of the money that is 
put into a 401(k). 

Instant savings. Employees are forced to save for retire- 
ment because 401(k) contributions are automati- 

cally deducted. 

Built-in dollar-cost averaging. Because contributions usu- 

ally are a percentage of salary, the same amount is 
deducted from every paycheck. This is, in effect, dol- 
lar-cost averaging, a staple of successful investing. 

Tax-deferred contributions and earnings. Before being 
taxed, money is contributed and allowed to grow 
along with earnings; at retirement, taxes are paid on 
withdrawals, when the individual usually is in a 
lower tax bracket. 

Reduced taxes. Federal, state, and local taxes are taken 

out of salary only after 401(k) contributions have 
been deducted, so taxes are lower. 

403(b) Plans 

These plans were established by the federal govern- 
ment to encourage employees of certain tax-exempt 
organizations to establish retirement savings. These 
plans allow the employees of hospitals, educational 
institutions, and other nonprofit organizations to save 
and invest for retirement. Depending on the program, 
employees authorize pretax payroll deductions to be 

invested in a tax-sheltered annuity contract or in a cus- 
todial account made up of mutual funds offered by the 
organization. Both the contributions and the invest- 
ment earnings grow tax-deferred until withdrawal (typ1- 
cally at retirement), at which time they are taxed as 

ordinary income. 
Employees choose whether to participate. If the 

employer is involved in setting up the plan and select- 
ing the financial services vendor or vendors, the plan 
must offer a number of different investment options, 
which means that employees can select their invest- 
ments, based on individual time horizons, degree of 
risk aversion, and financial risk tolerance. 403(b) 
investments also-are portable. When an employee 
changes jobs, the 403(b) plan can be “rolled over” into 
an account in another organization’s 403(b) plan or 
into an IRA. 403(b) plans are popular among the 
employees of certain 501(c)(3) nonprofit institutions, 

including hospitals and health care organizations, 
charitable foundations, religious organizations, scien- 

tific and research organizations, and educational inst- 
tutions. 

403(b) plans are often called “401(k) plans for non- 
profit institutions.” Although this is generally true, 
some differences are apparent: 

Employer involvement. In a 403(b) plan, employer 
involvement is not mandatory (beyond deduction 
of contributions). However, it is mandatory in a 
401(k) plan for setting up, administering, and per- 
forming discrimination testing on the plan. 

Subject to ERISA regulations. Unlike a 401(k) plan, a 
403(b) plan is only subject to ERISA regulations 
if there is employer involvement in setting up the 
program. 

Vesting schedule. In most cases, vesting is automatic for a 
403(b) plan, whereas in most 401(k) plans vesting 
occurs over a 3- to 5-year period. 

Type of account. A 403(b) plan is a custodial account, 
whereas a 401(k) plan is a trust. 

Withdrawals from 403(b) plans are often referred 

to as distributions. Assets in a 403(b) account can 

be withdrawn without penalty after age 59!/2, and 
withdrawals must begin by 70'/2 (unless the individ- 
ual is still working). Distributions must be taken 
annually. 

Conclusion 

Financial goals often are not achieved without the 
guidance of a well-conceived financial plan and con- 



sistent, regular contributions to savings and invest- 

ments. Effort must be expended to determine and 
monitor changes in net worth, redefine financial goals 
as necessary, and develop a savings and investment 
program. An early commitment to financial planning 
is essential. The power of compound interest, com- 
bined with an early start to contributions, will make a 
significant difference in the ultimate results to be 
enjoyed at retirement. 
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Money makes the world go around. 

Fred Ebb Cabaret 

B efore the publication of Charles Percival’s enlight- 
ening work, Medical Ethics, in 1803, physicians rou- 

tinely charged for services based on the ability of 
patients to pay rather than on a fixed fee schedule. His 
ideas on the ethics of payment for services exerted a 
profound influence on medicine in America, in time 
representing the prevailing point of view, that each 
patient should be charged the same amount for the 
same service. 

Optometry has followed a similar evolutionary 
process in the setting of fees. Practitioners working in 
commercial environments at the start of the 20th 
Century were subjected to “free examination” promo- 
tions by the businesses employing them, and it was 
common practice to “charge for glasses” in a lump sum 
rather than to separate fees into amounts for services 
and for materials. Gradually, the use of fee schedules 
and the separation of fees for services from materials by 
professional optometrists exerted an effect on the pro- 
fession, causing the value of services to be given greater 
emphasis. Even so, a survey of practitioner attitudes 

conducted by the American Optometric Association : 
in 1966 found that optometrists: 
* Lacked confidence in fee schedules 
* Could not effectively answer questions asked by 

patients about fees 
* Believed fees were inconsistent from one group of 

services to another 
* Considered fees to have no rational relationship to 
the cost of services and materials 

* Believed these inconsistencies were widespread 

throughout the profession 

At this time, another influence on fee setting began to 

be experienced by the profession: third-party reim- 

bursement, principally by the government. Through 
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Medicare and Medicaid, fees were established for serv- 

ices rendered to the elderly and to indigent children 
and adults. For other individuals, private insurance 
plans offering reimbursement for examinations and, to 
a lesser degree, for ophthalmic materials, established 
the fees that could be charged. The effect of these pro- 
grams was to change the traditional mode of payment 
(from patient to practitioner), inserting a third party 
into the process, and to take the ability to set fees out 
of the hands of practitioners. 

Medicare, in particular, has wielded considerable 

influence on fee schedules. After the Medicare “parity” 
amendment was enacted by the U.S. Congress in 1986, 
optometrists examining Medicare-eligible patients 
were able to receive reimbursement for services within 
the scope of licensure that led to the diagnosis or treat- 
ment of disease. Reimbursement levels were established 
by determining a fee “profile” for the optometrist’s 
area of practice. The fees charged by all the practition- 
ers in the area were used to establish this profile, and 
reimbursement levels were set at 70% of the mean fee. 
Optometrists who charged more than the 70% level 
were limited to this amount, but optometrists who 
charged less than the 70% level received the lesser 
amount. However, fees charged to Medicare patients 

for services could not be more than the fees charged to 
patients younger than 65 years old for these same serv- 
ices. As a result, fees for services received a consider- 

able amount of revision, for patients of all ages. 
Charges for ophthalmic materials have been less 

subjected to regulation because few insurance plans 
provide complete reimbursement for spectacles or 
contact lenses, offering instead a partial payment or 
credit toward purchase. The difference is paid by 
the patient. Under Medicare, the only ophthalmic 
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materials for which reimbursement is provided are the 
initial spectacles or contact lenses used for the correc- 
tion of aphakia or pseudophakia. The setting of charges 
for ophthalmic materials has been an ongoing problem 
for optometry, one that is confounded by the ethical 
obligation to separate charges for services from those 
for materials. 

Ethically, a professional has the responsibility to 
inform patients of the charges for care and how they 
were determined. Abuses such as “free” examinations 
hid the practitioner’s fee for services in the charge for 
spectacles, and “bait and switch” tactics lured patients to 
practitioners for the purpose of selling eyewear at high 
markup rather than the inexpensive eyewear advertised. 
Even worse, “rebates” paid to a prescribing practitioner 

for ophthalmic materials sold by a dispenser kept from 
the patient the practitioner’s financial incentive to 
“steer” the patient to the dispenser. These and other 
unsavory practices led to a demand for reform within 
optometry and to the passage of rules of practice that 
emphasized the obligation to set uniform fees, separate 
charges for materials from fees for services, and avoid 
economic discrimination in patient care. 

Within this historical context, contemporary practi- 
tioners still struggle to determine the amount to charge 
for services, the proper pricing of ophthalmic materi- 
als, the fair apportionment of charges between services 
and materials, and the ethical presentation of fees to 
patients. The most fundamental of these problems, 
particularly for a beginning practitioner, is determining 
a fee schedule. 

Determining a Fee Schedule 

The determination of a fee schedule must be divided 
into two parts: setting fees for services and establishing 
charges for ophthalmic materials. Because optom- 
etrists not only provide vision services but also dis- 
pense a product, two different methods of setting the 
fee schedule must be used. As recounted, in the past 
the services of the optometrist were frequently under- 
valued, often amounting to less than the chair cost 
(1.e., the cost per patient of keeping the office open 
and operating), while the price of the materials was 
increased twofold to fourfold for purposes of sale, so 
that a reasonable profit could be realized. In addition, 
the fee for both examination and spectacles was pre- 
sented as one charge, usually being described as “the 
cost of the glasses.” Much of the effort to promote pro- 
fessionalism during the past 2 decades has been 
directed toward the elimination of the “single charge” 
concept. This effort has been aided by the Federal 

Trade Commission’s “Eyeglasses Rules,” which granted 

to patients an unfettered right to the spectacle prescrip- 

tion, allowing them to take the prescription from an 
optometrist charging a low fee for services to a less 
expensive dispenser to be filled. Aid also was received 
from Medicare “parity” legislation because its fee “pro- 
files” for services caused optometrists charging lower 

fees than those described on the profile to recognize 
that their services were undervalued. The result of this 
reconsideration was an increase in the relative value of 
professional services and a devaluation of the charge 
for ophthalmic materials. As a result, the emphasis 
today is on fees for services. 

Fees for Services 

Although fees for services have become the key consid- 
eration in optometric reimbursement, the ability of 
optometrists to establish a reasonable return for their 
professional skill has been significantly influenced by 
the steady emergence of vision care as an insurance 
benefit. Because of the success of managed care pro- 
grams such as health maintenance organizations and 
preferred provider organizations and the dictates of 
companies providing vision care benefits to workers, 
fees for services increasingly have been determined not 
by practitioners but by these entities. If many workers 
enrolled in an insurance program are the patients of an 
optometrist or would likely become the patients of 
an optometrist, the reimbursement offered by the 
insurer must be accepted by the optometrist or these 
patients will be lost. The fee paid by the insurer is often 
well below the optometrist’s usual and customary fee, 
but it is accepted by the optometrist in return for the 
prospect of serving a sizeable population of patients. 
The optometrist’s autonomy over fee setting is lost in 
such an arrangement, but the ramifications extend 
beyond fees to include ethical concerns, such as the 
time to be allocated for examination. Since the 
optometrist receives less compensation for each exami- 
nation, there is a natural tendency to attempt to 
increase the number of examinations within the same 
unit of time. Such a development may result in less- 
thorough examinations, to the potential detriment of 
patients. This effect is certainly not what patients had 
in mind when the insurance program was initiated. 

The determination of fees to be charged for services 
are complicated, therefore, by the erosion of the tradi- 

tional payment philosophy of health care, in which the 
practitioner set the fee to be paid and the payment was 
received directly from the patient. The intrusion of 
third parties—government and the insurance industry— 



has created a complication, in which the fee to be 
received by the practitioner is most often set and paid 
by the third party. As a result, true “fee for service” has 
rapidly diminished as the most common payment 
mechanism for optometric health care services. 

Given these developments, when optometrists do 
establish fees to be charged for professional services, 
several factors must be considered: the optometrist’s 
“chair cost”; the fees for like services charged by other 
practitioners in the community; the fees paid by third 
parties (most notably in the Medicare program) for like 
services; and the optometrist’s determination of the 

value of individual experience, skill, and knowledge. 

Determining “Chair Cost.” If an optometrist deter- 
mines the overhead costs for patient examinations and 
divides this amount by the time spent by the practi- 
tioner performing these examinations, the cost of serv- 
ices can be calculated (see Chapter 41). The “chair cost” 
is the expense incurred by the optometrist to perform 
examinations, usually expressed as an hourly amount. If 
the hourly fee derived from patient fees is less than this 
figure, the optometrist is operating at a loss. An 
optometrist must know the “chair cost” because it exerts 
an obvious effect on the fee to be charged for services. 
The examination fee must be at least this amount, or the 

optometrist will not be able to operate an economically 
viable practice. The “chair cost,” therefore, represents a 

minimum fee for services, below which the optometrist 
cannot operate the practice (or at least continue to oper- 
ate the practice at its current level). 

Comparison With Other Practitioners. Within the 
group of optometrists in any community there is a 
range of fee schedules, from which a minimum, a max- 

imum, and a mean charge may be derived. A new prac- 
titioner entering a community to start a practice 

should be familiar with this range of fees and should 
consider it when attempting to establish the fee sched- 
ule for the new practice. In general, it is preferable to be 
neither the lowest nor the highest in such a situation. 

For an established practitioner seeking to alter fees, this 

information also is valuable and should be considered 

during the decision-making process, along with the 

other factors previously enumerated. It also can be use- 

ful to determine the fee schedules for ophthalmolo- 

gists in the community, particularly if optometrists 

work with them. This information allows the fee sched- 

ule finally chosen to fit within the economic bound- 

aries of the community’s ophthalmic marketplace, and 

for the practitioner to understand where within that 

marketplace the fees may rank. 
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Fees Paid by Third Parties. A practitioner cannot 

determine fees for services without being cognizant of 
the fee schedules established by third parties such as 
government and insurance companies. Because of the 
growing use of optometric services by Medicare-eligible 
patients, the influence of government reimbursement 
schedules is obvious. Practitioners cannot charge more 
for the same service to patients who are not Medicare- 
eligible than to patients who are Medicare-eligible, so 
the reimbursement allowed to Medicare providers must 
be considered when establishing a fee schedule or 
changing fees. One particularly important influence is 
the determination of level of skill involved in the serv- 
ice. Because of the requirements of Medicare, the fee to 
be charged must reflect the skill exercised during the 
examination. As a result, fee schedules are organized to 
reflect these differences, not only for Medicare patients 
but for patients of all ages (Table 34-1). The definition 
of these different levels of service is described else- 
where, as are the payment schemes used by third-party 
providers (see Chapters 36 and 37). 

Individual Experience, Skill, and Knowledge. 

Every practitioner should consider individual capacity 
when pondering the fees to be charged for services. 
Generally speaking, as a practitioner grows in experi- 
ence and skill, fees are adjusted to reflect the additive 

effect of the knowledge acquired in these years of prac- 
tice. This individual factor should be tempered, how- 
ever, by the economic realities of the ophthalmic 
marketplace, the prevailing fees in the community, and 
the other considerations previously described. 

An optometrist must evaluate all these factors when 
deciding on a fee schedule for services or the alteration 
of an existing fee schedule. A different set of influences 
is exerted on the decision making necessary to deter- 
mine the charges for ophthalmic materials. 

Pricing of Ophthalmic Materials 

Historically, ophthalmic materials have not only been 
supplied by optometrists but also have been provided by 
opticians, optical companies, and other retail establish- 

ments. Because of this wealth of competition, it is wise 
for optometrists to be familiar with the pricing strategies 
used in the marketing of goods and services. Marketing is 
the process of studying the wants and needs of a target 
population and satisfying those needs with quality goods 
and services at competitive prices (see Chapter 32). Once 
a specific need has been identified, the marketing process 
involves the following four factors: 
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Table 34-1 Office and Other Outpatient Services for Medicare* 

MEDICAL 

SUB- DECISION 

CATEGORY HISTORY EXAM MAKING 

New Patient 

All three components required 

99201 Problem Problem Straight 

focused focused forward 

99202 Expanded Expanded Straight 
problem problem forward 

focused focused 

99203 Detailed Detailed Low 

complexity 

99204 Compre- Compre- Moderate 

hensive hensive complexity 

99205 Compre- Compre- High 

hensive hensive complexity 

Established Patient 

99211 Requires physician's supervision only 

2 of 3 components required 

99212 Problem Problem Straight 

focused focused forward 

99713 Expanded Expanded Low 

problem problem complexity 

focused focused 

99214 Detailed Detailed Moderate 

complexity 

99215 Compre Compre High 

hensive hensive complexity 

COUNSELING 

Contributory 

Contributory 

Contributory 

Contributory 

Contributory 

Contributory 

Contributory 

Contributory 

Contributory 

NATURE OF 
PRESENTING 
PROBLEM TIME 

COORDINATION 

OF CARE 

Self-limited 10 min 

or minor 

Low to 

moderate 

severity 

Moderate 

severity 

Moderate 

to high 

severity 

Moderate 

to high 

severity 

Contributory 

Contributory 20 min 

Contributory 30 min 

Contributory 45 min 

Contributory 60 min 

Minimal 5 min 

Self limited 10 min 

or minor 

Low to 

moderate 

severity 

Moderate 

to high 

severity 

Moderate 

to high 

severity 

Contributory 

Contributory 15 min 

25 min Contributory 

Contributory 40 min 

Source: Procedure codes and definitions are copyrighted by the American Medical Association. 

Shaded areas = required. 

°Counseling/coordination of care must be documented in record. Please refer to CPT definitions/quidelines. 

Time is only pertinent in determining the level of service when it constitutes more than 50% of the face-to-face physician encounter. 

* Design a product that satisfies the need 
* Place the product where people will purchase it 
* Promote the product 
* Set a price for the product 
These four factors are interdependent in terms of 
both real and perceived value to the consumer of the 
product. For the practitioner of optometry, the 
“need” that has been identified is quality vision and 
eye health care, including ophthalmic materials. To 
satisfy the need for ophthalmic materials, 
optometrists offer a quality “product”: the determi- 
nation of the prescription and the fitting and dis- 
pensing of eyewear from a single source. The 

optometrist’s dispensary serves as the place where 
the eyewear can be purchased. To ensure that patients 
are aware of the availability of these services and 
materials, marketing is used, both to existing patients 
and the public. The pricing of the ophthalmic mate- 
rials is based on the following three fundamental 
business strategies: 

Neutral pricing. The price is based on the product’s 
value to the average consumer, so that the price 
equals the worth of the product. 

Skim pricing. The price is set to obtain the highest par- 
ticipation from the segment of the market that is 



insensitive to price, so that the price is more than 
the product’s value to the average consumer. 

Penetration pricing. The price is set at a low level to 
obtain and hold a large share of the price-sensitive 
segment of the market, so that the price is less than 
the product’s value to the average consumer. 

In the ophthalmic marketplace all three strategies are 
used. In the discussion of fees for services, a neutral 

strategy was presented, with consideration given to the 
cost of delivering services, the external influence of 
third-party payers, and the perception of value that is 
based on individual skill and knowledge. A skimming 
strategy may be found in the pricing of new surgical 
techniques such as LASIK. Services for refractive care 
have long been subjected to penetration pricing, to the 
extent that even “free” examinations have been offered 
to capture and hold market share. 

Because of the great variety of competitors and strate- 
gies within eye care, it cannot be said that there is one 
best way to price ophthalmic materials. Each practitioner 
has to assess the patient population, the location, and the 
competition in the marketplace. Even so, it should be 
emphasized that the pricing of ophthalmic materials is 
not to be determined by the low prices inherent in pene- 
tration strategies. The dispensing of ophthalmic materi- 
als in a professional office is quite different from the 
retail sale of eyewear in an optical shop. Patients appreci- 
ate the unified quality service that can be obtained in a 
professional office and expect a consistent value—not the 
lowest value—for the materials purchased. 

When establishing a neutral strategy the optom- 
etrist must assess the cost of purchasing and main- 
taining an inventory of frames; the expense involved in 
the use of staff members for the selection, dispensing, 

and repair of eyewear; and the proportionate cost of 
operating an in-office dispensary. To offset these 
expenses, the practitioner should consider the contri- 
bution to profit that can be made by the sale of frames 
and lenses. Using this approach, a practitioner can 
determine a “cost per unit” for eyewear, much in the 

same manner that “chair cost” can be calculated for 

professional services. The amount so calculated 

becomes the minimum mark-up to be added to the 

cost of the ophthalmic materials. This amount is often 

referred to as a “materials service fee”; under some 

insurance plans this amount must be used for the pric- 

ing of ophthalmic materials. Because the costs of main- 

taining an inventory of frames (and providing related 

services) increases with more expensive materials, the 

mark-up for ophthalmic materials is usually two to two 

and a half times the cost of the materials. Ophthalmic 
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lenses usually are priced in the same manner. If dis- 
counted materials costs are required by some vision 
care plans, this factor must be built into the minimum 
materials service fee charged by the practice. 

The price of ophthalmic materials must be organ- 
ized and presented in a coherent way to patients. 
Spectacle frames, ophthalmic lenses, and contact 

lenses must be categorized in some practical manner, 
and charges must be set for each category. For lenses, 
the results are typically described on a fee schedule, 
which lists the various categories and charges to be 
applied. Spectacle frames are priced on an individual 
basis, and the price is often attached to the frame with a 
small sticker or other means of identifying differences. 

Contact lenses have become a very competitive part 
of the ophthalmic materials market. There has been a 
gradual decrease in the mark-up for lenses and an 
accompanying increase in the professional fees 
charged for fitting and follow-up. Disposable lenses 
usually are priced at one and a half to two times their 
cost, whereas other lenses are usually priced at two 
times their cost. Prepaid service agreements and 
planned lens replacement programs have been used to 
support the cost of providing services and materials to 
contact lens wearers. These approaches also join 
together the pricing of services and materials, for the 
convenience of the patient. 

In response to consumer demands for faster deliv- 
ery of spectacles by ophthalmic providers, many 
optometrists have obtained in-office equipment to 
edge and dye lenses or apply lens coatings. The pur- 
chase price of this equipment, the cost of its operation 
and maintenance, the value of the time expended by 

employees to operate it, and other factors must be con- 
sidered by the optometrist in setting the charge to 
patients for edging, tinting, and coating services. The 
prevailing charges for these services in the community 
also must be considered. These ancillary services can 
be an important source of income and can add to 
patient satisfaction by reducing the amount of time 
needed to provide eyewear after examination. 

Fees for services and materials also may be influ- 
enced by the method of payment chosen by the patient. 

Methods of Payment 

Payment may be immediate or deferred. The usual 
methods of immediate payment are cash, check, or 
credit card. If cash is paid, the optometrist receives full 
value for the amount charged. If a check is used, the 
same result usually is obtained, but a small percentage of 
patients will have insufficient funds in their checking 
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account. The optometrist will be required to spend time 
and, occasionally, money in an effort to collect the 
amount owed. The result is less than full value for the 
amount charged. Credit cards allow payment to be 
received, but at a discount. The credit card companies 
customarily receive 2% to 6% of the amount charged on 
the card for insuring payment, and thus the optometrist 
will not receive full value for the services rendered. 

If payment is deferred, it is because the payment is 
to be made by a third party or credit has been extended 
to the patient. In both situations, the optometrist will 
not receive full value for the amount billed. Third- 
party claims for reimbursement are subject to approval 
by the third party before payment; not infrequently 
reimbursement is delayed or payment is disallowed. If 
the claim is denied, the optometrist may turn to the 
patient for payment, but the collection of the amount 
due is achieved in less than 100% of cases. The same is 
obviously true in situations in which credit is extended 
to patients. Even though billing and collections efforts 
may be used, some payments inevitably will not be 
received. Again, the end result is less than complete 
payment for the amount charged. 

Optometrists must consider carefully the method 
of payment to be permitted (particularly the credit pol- 
icy to be used), attend scrupulously to the billing 
requirements of third parties providing vision and eye 
care benefits, and organize workable procedures for 
the collection of accounts receivable. The setting of 
fees and their method of payment are intimately 
related problems that cannot be separated from one 
another. 

One other essential consideration is the accounting 
system used to document the charges made and pay- 
ments received for services and materials. 

Accounting System 

The ideal accounting system would be simple, accu- 
rate, and require little time to use. Computers seem to 

fulfill these requirements, for they can be used to bill 
patients and track accounts with great efficiency and 
accuracy. Software programs can be purchased that 

permit individual payment schedules to be set for 
patients, calculate interest on unpaid accounts, and 
provide preprinted receipts to be mailed to the practice 
with payment. Tracking of accounts payable also can 

be efficiently performed by the computer, as can the 
financial productivity of the office. This versatility 

gives the computer an edge over other methods of 
financial recordkeeping. 

Personal computers are used by the majority of 
optometrists in private practice. Software programs 
have been designed for use in optometric offices and 
offer many features that provide time-saving steps in 
the scheduling of appointments, recording of patient 
information, tracking of orders for ophthalmic materi- 
als, entering and analysis of financial records, comple- 
tion and submission of insurance claims, and prepar- 
ing of communications with patients. 

Scheduling of Appointments 

Computers allow appointments to be easily scheduled 
or rescheduled, with a set of related information (such 
as telephone numbers) that allow for patients to be 
contacted by mail or telephone to verify appointment 
dates and times. Appointment entries usually can be 
linked to computerized billing for services and materi- 
als and to the recall system. 

Recording of Patient Data 

Some software systems permit “paperless” records to 
be maintained, and to provide security for entries 
some systems prevent changes to be made to the record 
after the passage of a certain period (to prevent alter- 
ation or destruction of data). The computer will print 
the information on a specialized form or a personal- 
ized letter or transfer it electronically to another com- 
puter. Computers also can be linked to instruments 
such as automatic refractors and lensometers to record 
patient data automatically. 

Ophthalmic Materials 

Computer programs can send orders for lenses and 
frames to optical laboratories, track the status of orders, 

keep track of frame and lens inventories, track frame 

and lens usage, use bar code scanning, and perform 
helpful analyses of ophthalmic materials costs and 
usage. 

Financial Records 

Software programs can be used to perform a variety of 
financial management functions, including the com- 
pletion of daysheets, statements for patients, deposit 
slips for payments, bills and accounts receivables, and 
even to prepare the checks for employees, maintain 
payroll accounts, and issue annual W-2 forms for 
employees. 



Insurance Claims 

There are programs that enable forms to be completed 
and printed for various health insurance plans, includ- 
ing the HCFA 1500 form (used for most medical insur- 
ance plans and Medicare) and the form for Vision 
Service Plan. 

Communications With Patients 

Cards and letters can be printed through computerized 
programs that generate recall notices, service agree- 
ments for contact lens patients, referral letters, thank 

you letters, and vision analyses. The use of computer 
programs allows these communications to be personal- 
ized, making them more effective with patients. 

It is this versatility that makes computer programs 
favored over other means of data management. 
Regardless of the system used, the opportunity always 
exists for manipulation of the system by a dishonest 
employee and for loss of funds through embezzlement 
to result. No system is foolproof, and it is appropriate 
for practitioners to take steps intended to improve 
their familiarity with the system while at the same time 
hopefully discouraging dishonesty on the part of an 
employee. 

Inspection and Evaluation of 

Financial Records 

There are several steps that a practitioner should take to 
reduce the likelihood of loss from embezzlement. One 
is to obtain insurance protection. Although employees 
who handle substantial amounts of money may be 
bonded (a process whereby a company guarantees 
reimbursement to the employer for loss in return for 
the payment of a fee to the company), the experience 
that employees must go through to obtain the bond 
usually makes it a less desirable alternative to insurance 
coverage. A rider can be purchased by the optometrist, 
as part of professional liability insurance protection, 
usually at a nominal fee. 

Employees should be hired only after references 

have been verified and questioned. Employees who 

manage money should be informed that their work will 

be periodically checked. If possible, more than one 

employee should be assigned to bookkeeping tasks. 

Vigilance on the part of the practitioner can be an 

important deterrent to this unfortunate but too often 

encountered downside of practice. 
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Conclusion 

Although the setting of fees for services and of charges 
for materials is a personal act that must be performed 
by the individual practitioner, considerable influence 
is exerted on the practitioner by outside factors. The 
fees charged by competitors; the economic status of 
the community; and the practitioner’s skill, experi- 
ence, and knowledge are among the factors exerting 
that influence. However, the greatest influence on pro- 
fessional fees is the trend toward increasing use of 
third-party reimbursement plans. 

The reimbursement “parity” achieved by optom- 
etrists under Medicare was a great legislative achieve- 
ment for the profession. However, it significantly 
changed the economic relationship between optom- 
etrists and their patients and even the manner in which 
optometrists regard the issue of charging for services. 
Added to the influence of Medicare is the growing use 
of vision care plans and the use of optometrists as 
providers under eye health plans, which have substi- 
tuted insurance reimbursement for the traditional 
method of payment. Despite these changes, the earn- 
ings of optometrists continue to rise and patient loads 
continue to increase, offering a suggestion that the pro- 
fession is adapting well to these changes in health care 
reimbursement mechanisms. 

Acknowledgement 

The authors of this chapter in the first edition of Business 
Aspects of Optometry were John G. Classé and Donald H. 
Lakin. 

Bibliography 

American Medical Association: Physicians current procedural 

terminology, ed 4 (CPT-4). Chicago, 2001, Author. 
American Optometric Association: Handbook for assistants. 

St. Louis, 1989, Author. 

American Optometric Association: Manual on completion of 

insurance claim forms, ed 4. St. Louis, 1994, Author. 

American Optometric Association: Managed care resource 

guide. St. Louis, 1997, Author. 

American Optometric Association: Codes for optometry. St. 

Louis, 2003, Author. 

Barresi BJ, Brooks RE: Full-scope optometry meets managed 

care. Optom Economics 4(6):10-3, 1994. 

Beebe K, Hoffer D: Give insurers the slip. Optom 
Management 27(3):43-6, 1992. 

Cleinman A: How to guard your margin. Optom Management 

28(5):17-20, 1993. 



346 Business Aspects of Optometry 

Coleman DL: Watch for these booby traps in managed care 

contracts. Optom Economics 4(7):14-7, 1994. 

Elmstrom G: Advanced management strategies for optometrists. 

Chicago, 1982, Professional Press. 

Everett S: Don’t undercharge for medical services. Rev 
Optom 128(12):25, 1991. 

Gailnard NB: Cracking the codes: how to use CPT-4 codes 
to get prompt payment. Rev Optom 132(3):33, 1995. 

Hayes J: The fearless way to raise fees. Optom Management 
26(6):14-20, 1991. 

Hayes J: How to guarantee a higher net. Optom Management 
28(1):16, 1993. 

Irving F: Are your fees in line? Optom Management 28(10): 
22-5, 1993. 

Lahr J: A no-nonsense guide to third-party plans. Optom 
Management 26(10):29-32, 1991. 

Lee J: Set your fees for a fair profit. Optom Management 
28(9):26-9, 1993. 

Lookabaugh R: Double your patient-pleasing power. Optom 
Management 27(3):16-20, 1992. 

Maino DM: Personal finance programs tell you where it all 
went. Rev Optom 130(11):25-7, 1993. 

Muellerleile J: Fix your prices without price fixing. Optom 
Economics 4(3):19-22, 1994. 

Shuldiner R: Total recall. Optom Management 26(9):14-22, 
WENN. 

Tlachac CA: Fees for difficult fits. Optom Economics 4(6):24-7, 
1994. 

www.optometric.com. Online version of Optometric 
Management magazine, which offers surveys and other 
information on fees. 

www.revoptom.com. Online version of p magazine, which 
offers surveys and other information on fees. 



Chapter a a 

Credit and Collections 

Ah, take the Cash and let the Credit go. 

Edward FitzGerald The Rubaiyat of Omar Khayyam 

Ex for practitioners on the cash system, it is 

inevitable that billing of patients will be 
required, and for the majority of practitioners the 
collection of accounts receivable is a constant prob- 
lem, one directly related to the necessity of billing 
for fees. The time, manpower, and money expended 
on billing and collection efforts can be considerable, 
particularly in practices that do not have a well- 
organized and coordinated system for these efforts. 
If billing and collections practices are inadequate, a 
financial loss will be incurred, one that could have 

been prevented if proper planning and procedures 
had been instituted. For these reasons, it is important 
for practitioners to consider the related issues of 
billing and collections, which may be divided into 
three topics: payment for services, methods of 
billing, and methods of collection. All of these issues 
should be considered and decided on by the practi- 
tioner before beginning a billing and collections 
program. 

This discussion concerns only the billing and col- 
lection of fees for service; it does not describe the reme- 

diation of disputes with third-party providers such as 
insurance companies and government agencies. For 
the collection of debts from third parties, practitioners 

must consult the guidelines established by these parties 
for the remediation of disputes. 

Payment for Services 

There are five basic methods of payment (Box 35-1). 

Practitioners may be required to use many of these 

methods or relatively few, depending on the services 

offered and preferences of the practitioner. 
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Advance Payment 

This method requires that payment be made before 
services are rendered or materials are obtained. The 
most common examples are prepaid service agree- 
ments for contact lens patients, in which the fee is paid 
at the start of the covered period of services, and pay- 
ments for contact lenses that are required in full before 
the lenses will be ordered. 

Step Payments 

This method permits the patient to make serial pay- 
ments as services or materials are received. An example 
would be a planned replacement program for contact 
lenses, in which periodic replacement of lenses is a fea- 
ture of the program. 

Deposit and Balance 

This traditional method of payment for optometrists 
requires the patient to pay a percentage of the amount 
due after services have been rendered and to pay the bal- 
ance when ophthalmic materials are recetved. An exam- 
ple situation would be to require payment of 50% of the 
cost of services and spectacles after the examination and 
the remaining 50% at the dispensing of the spectacles. 

Credit and Billing 

If no payment is required, credit is extended to the 
patient and billing is used to obtain payment of the 
amount credited. For example, the patient is billed for 

the cost of the examination and ophthalmic materials, 
with no payment required until the bill is received. 
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Box 35-1 Methods of Payment for Services 

1. Advance payment 

2. Step payments 

3. Deposit and payment of balance 
4. Credit and billing 
5. Installment payments 

Installment Payments 

This method requires payment in stated amounts or 
over a fixed period. An example would be to allow pay- 
ment in three fixed installments, paid during a 
3-month period. 

Of all these methods, only the first and second do 
not result in the extension of credit to the patient. The 
third, deposit and balance, has been relied on by 
optometrists because the deposit can be used to cover 
the cost of ophthalmic materials, thereby preventing 
financial loss to the optometrist if the patient should 
fail to pay the balance. The last two methods are true 
credit transactions because they do not obligate the 
patient to make payment until after services and mate- 
rials have been received. Billing of the patient is neces- 
sary to collect the amount due. If credit and billing are 
used, it has been determined that approximately 70% 
of patients will pay upon receipt of the first statement; 
approximately 25% will require extra billings or special 
arrangements; and the remaining 5% cannot or will 
not pay. In a well-run practice, the percentage of 
unpaid accounts should not exceed 3% to 5% of the 
patients billed. 

The billing of patients requires that a statement be 
prepared and mailed. Ifa computerized system is used, 
the amount due can be posted in the patient’s file, for 
transfer to a statement at the time of billing. With com- 

puterized systems, it is relatively easy for accounts 
receivable to be monitored. 

The unpaid accounts control sheet lists the patient 
accounts that are 30, 60, 90, and 120 days in arrears. It 

not only permits the practitioner to keep track of the 
accounts that remain unpaid and the period that they 
have been due, but also allows in-office collection 

efforts to be documented. These efforts must be organ- 
ized by the practitioner in a manner that is in keeping 
with the practitioner’s philosophy toward collections. 

If billing is to be used, collections will become nec- 
essary. If bills remain unpaid beyond a reasonable 

period, the practitioner must decide whether an effort 
will be made to collect the amount due, and if such an 

effort is instituted, whether the practitioner will collect 
the account or allow a third party to serve as the collec- 
tion agent. This decision is an important one and must 
be given due consideration by the practitioner because 
it will dictate the manner in which the office 1s organ- 
ized to initiate collections efforts. It also will have ram- 
ifications outside the office because the method 
chosen by the practitioner for the collection of unpaid 
accounts can adversely affect the practitioner’s reputa- 
tion if it is poorly done. It is advisable to discuss 
methods of collection with other practitioners before 
instituting a policy and to seek legal counsel as well so 
that ill-advised policies or efforts will not be incorpo- 
rated into the procedures of the practice. 

Legal Considerations 

Several legal issues are of importance when credit is 
extended to patients: first, the decision to deny credit 
to an individual is regulated by federal law; second, the 
Truth-in-Lending Act can be imposed on certain credit 
practices; and third, the collection of unpaid fees by 
collections agencies and attorneys is subject to both 
federal and state regulation, which has ramifications 
for the optometrist employing the agency or attorney. 

Equal Credit Opportunity 

If an optometrist extends credit to patients, it must be 
awarded on a nondiscriminatory basis. Credit cannot 
be refused because of a patient’s race, color, religion, 

national origin, sex, marital status, age, or because the 

patient receives public assistance. If an optometrist 
refuses credit to a patient, the proper basis for the 
denial should be documented. Violation of this fed- 
eral law is punishable by both civil and criminal 
penalties. 

Truth-in-Lending 

Practitioners who permit credit and subsequently bill 
patients for amounts due should be careful to struc- 
ture the billing program so as to avoid the volumi- 
nous disclosure and reporting requirements of 
Truth-inLending. This federal law, which is applica- 
ble in all jurisdictions, requires creditors to provide 
certain information when extending credit to indi- 
viduals, even when the creditor is a health care pro- 
fessional such as an optometrist. To fall under the 
obligations of Truth-in-Lending, an optometrist 



must merely apply a finance charge to unpaid 
accounts or structure payment from patients in more 
than four installments (not including a down pay- 
ment). To avoid the complications of Truth-in- 
Lending, therefore, an optometrist should not use 

finance charges and should allow patients either to 
make payments in four or fewer installments or allow 
payments to be made by the patient on an unstruc- 
tured basis (i.e., not on a fixed schedule). Penalties 
for violation of this act are both civil and criminal in 
nature. 

Fair Debt Collections 
, 

Federal law regulates the collections practices of collec- 
tions agencies and attorneys. In-office collections efforts 
by an optometrist to collect unpaid fees are not subject 
to federal requirements. All states have enacted statutes 
that regulate the harassment of debtors, however, and 

the collections efforts of optometrists would be subject 
to those laws. 

Because of legal regulations, the awarding of credit 
and the collection of unpaid fees should be carefully 
organized and scrupulously managed. The first step in 
structuring a practice to meet these demands is to pre- 
pare a written contract for services. 

Contract for Services 

To prevent misunderstanding between practitioner 
and patient and to provide a legal basis for the reso- 
lution of disputes with patients regarding the pay- 
ment of fees for services and materials, a printed 
contract should be used. This form should contain 
three parts: a section requesting certain patient infor- 
mation; a section devoted to the practitioner’s pay- 
ment policy; and a statement concerning collections 

efforts (Figure 35-1). 

Patient Information 

The patient’s name, birth date, address, place of work, 

and other basic information should be requested, as 
should vital information concerning the patient’s 

spouse. 

Payment Policy 

The method of payment chosen by the practitioner 

(e.g., deposit and balance) should be described, as 

should the manner in which payment may be tendered 

by the patient (e.g., cash, check, credit card). 
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Collections Policy 

If the practitioner has decided to collect unpaid 
accounts, information should be provided to the 
patient concerning the method of collection. It also is 
essential to put the patient on notice that, if an attor- 
ney’s services are required or if it is necessary to resort 
to small claims court, the patient will be required to 
pay the attorney’s fees and the costs of court in addi- 
tion to paying the amount due or ordered by the court. 
Only if this language is included in the agreement can 
the practitioner collect the full amount due and have 
legal and court costs borne by the patient. 

This contract is signed by the patient and retained 
in the patient’s record of care. If legal action becomes 
necessary, this contract may be used as evidence of the 
agreement between the parties. The patient contract 
should be updated at each annual examination to 
ensure that the patient information is current and to 

provide documentation of the agreement. 
If a patient does not pay as agreed and collections 

become necessary, the usual resort of practitioners is 
an in-office collections effort that involves the use of 
letters. Telephone collections efforts should not be 
attempted because of the vulnerability of such efforts 
to charges that they constitute harassment under state 
laws regulating debt collections. A three-letter se- 
quence is the preferable means of encouraging pay- 
ment, with the first letter serving as a reminder that 
payment has not been received (Figure 35-2); the 
second letter requesting that contact be made with 
the office to arrange payment (Figure 35-3); and the 
third letter asserting that alternative action is immi- 
nent unless payment or an explanation is forthcom- 
ing (Figure 35-4). These letters generally are sent after 
the bill has been unpaid for 30, 60, and 90 days, 

respectively. 
If payment is not received despite these in-office 

efforts, the practitioner must decide whether to pursue 
the matter further or to dismiss the claim as a bad debt. 
If the practitioner is on the cash system of accounting, 
the bad debt cannot be claimed as a tax deduction; if 

the practitioner is on the accrual system, it can be writ- 
ten off because it already has been claimed as income. 
If the practitioner decides to pursue the collections 
effort, there are two alternatives available: collect it in 

small claims court or turn it over to an attorney or col- 

lections agency for further disposition. 

Methods of Collection 

If an optometrist is in a community that has a small 
claims court and is willing to invest the time and effort 
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= 
111 Main Street 

Anytown, US 12345 

PATIENT INFORMATION 

PATIENT’S NAME 

Optometry Eye Group 

BIRADAT Esa sem, 

HOME ADDRESS CITY STATE ZIP. 

IF PATIENT IS A CHILD, SHOW PARENT’S NAME 

HOME 
PHONE 

Provide the following information for the RESPONSIBLE party: 

NAME OF PERSON RESPONSIBLE FOR THIS ACCOUNT. 

ADDRESS CITY STATE 

SOC SEC # / / EMPLOYED BY BUSINESS PHONE 

SPOUSE’S NAME 

IN CASE OF EMERGENCY, NOTIFY 

EMPLOYED BY_ 
BUSINESS 
PHONE 

PHONE 

STATEMENT OF FINANCIAL POLICY 

As a service to you, this office offers several means of payment for the services and materials that you may require: 

e It is customary to pay the examination fee at the time of the examination. 
¢ 50% of the cost of spectacles and contact lenses must be paid when ordered, and the balance when 
dispensed. 

¢ Payment for follow-up examinations is required at each visit. 

To ensure that we understand how you wish your account to be handled, please check the payment plan that you 
prefer and sign in the place indicated. If you have any questions, please ask the receptionist before you make your 
choice. 

LL] CASH (] PERSONAL CHECK 

DATE SIGNATURE OF RESPONSIBLE PARTY 

Figure 35-1 Sample contract for services. 

involved to file, process, and collect a legal claim, then 

small claims court is a viable option. If the optometrist 
wishes to turn the matter over to a third party, either an 
attorney or a collections agency should be consulted. 
The choice is left to the practitioner, based on individ- 
ual preferences and attitudes. Each option has its own 
strengths and weaknesses. 

CREDIT CARD (select one) 

The doctor, at the doctor’s discretion, may place an UNPAID account with an attorney for collection. In the event the 
account is referred to an attorney for collection of unpaid charges, the patient or person responsible for the account 
agrees to pay an attorney’s fee, court costs, and any other reasonable costs of collection. 

__ American Express 
__ Discover 

__ Mastercard 
__ Visa 

Small Claims Court 

These courts, which settle disputes involving relatively 
small claims, do not require an attorney, use relatively 
informal rules, and are not expensive. The procedures 
of these courts vary somewhat from community to 
community, but the general requirements are as fol- 



Mr. Unpaid Account 
123 Central Avenue 
Anytown, US 12345 

Dear Mr. Account: s 

account with this office. 

appropriate adjustment. 

AM/ab 
Enclosure 

Figure 35-2 Sample “first letter” for in-office collections. 

lows. To file a claim, the optometrist must file a com- 
plaint, allege a legal cause of action (i.e., breach of con- 
tract), and pay a filing fee. The address of the defendant 
must be known so that the complaint can be served. (If 
the optometrist’s contract specifies that the patient is 
responsible for the costs of collection, an attorney may 
be hired to file the claim and collect the debt, with the 

attorney’s fees charged to the patient.) A date and time 
will be set for the trial, which is held before a judge. At 
the trial, strict rules of evidence are not followed, but 

the optometrist will need documentation of the exami- 
nation, services rendered, and reasonable fees charged. 

Once this evidence is presented, the defendant may 
offer a defense. After the presentation of evidence is 
completed, the judge issues a ruling; if it favors the 
optometrist, the defendant will be ordered to pay a 
judgment and court costs. If the defendant pays the 
judgment, the matter is concluded. 

Although the defendant has the right to appeal the 
judgment to a trial court, the amount of money in 
question virtually always precludes this alternative. If 
the defendant does not pay the judgment within a 

We have not heard from you with regard to our recent statement concerning your 

If the enclosed account is in error, please contact us so that we may make the 

If it is correct, we would enjoy hearing from you soon. 
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Optometry Eye Group 

111 Main Street 

Anytown, US 12345 

Sincerely, 

Accounts Manager 

reasonable period, the optometrist can obtain an 
order from the court, allowing the judgment to be sat- 
isfied by the seizure and sale of the defendant’s assets, 
the taking of money from the defendant’s bank 
account, or periodic payment from the defendant’s 
salary. 

Occasionally, a defendant will not answer the com- 
plaint or appear in court. At the time set for trial the 
optometrist can ask the judge to award a default 
judgment. After the passage of a certain period, the 
judgment will be deemed final, and the optometrist 
will be able to seek the remedies previously described 
for the satisfaction of the judgment. 

Collections Attorney 

An attorney hired to manage the collection of 
unpaid accounts should be instructed by the 
optometrist in the methods to be used. For example, 
an optometrist may not want the attorney to file suit 
or may not be willing to have the patient’s assets sold 
to satisfy a judgment awarded in small claims court. 
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Optometry Eye Group 

111 Main Street 
Anytown, US 12345 

Mr. Unpaid Account 
123 Central Avenue 
Anytown, US 12345 

Dear Mr. Account: 

We are disappointed in the fact that we have not received a response to the letter 
and statement mailed to you last month. 

However, we are aware that unexpected developments can make it difficult to 
meet financial obligations from time to time. 

Please consider how you wish to take care of the enclosed statement of account, 
and contact this office within the next few days so that we may discuss this matter with 
you. 

AM/ab 
Enclosure 

Figure 35-3 Sample “second letter" for in-office collections. 

The practitioner should establish the bounds of the 
attorney’s efforts. If an attorney is to be used, how- 
ever, it is advisable to require patients to sign a writ- 
ten contract and to include the clause requiring 
payment of attorneys fees and courts costs if legal 
action must be instituted against the patient to col- 
lect the amount owed (see Figure 35-1). The reason 
for this language is that a collections attorney will 
charge the optometrist 33% to 50% of the amount 
collected for professional services. If the clause is 
used, the optometrist may collect the full amount 
owed, and the patient pays for the attorney and other 
legal costs of collection. 

Collections Agency 

Before a collections agency is hired to collect overdue 
fees, the optometrist should evaluate the reputation of 
the agency and assess the collections efforts that it uses. 
Collections agencies are subject to federal and state 

Sincerely, 

Accounts Manager 

laws that regulate debt collections practices, and 
aggressive or dubious collections practices could result 
in undesirable ramifications for the optometrist, rang- 
ing from injury to the optometrist’s reputation to legal 
action involving the optometrist. The optometrist 
should be comfortable with the collection agency’s 
practices because they will represent the optometrist in 
the community. 

A second consideration is payment of the collec- 
tions agency. The preferred method of payment is 
based on the debts actually collected; the usual fee is 
33% to 50% of the amount collected for the 
optometrist. The less desirable method is one in 
which the optometrist is charged for collections 
efforts, whether successful or not. This situation can 

become very expensive, with little return, and 
should be avoided. The optometrist should have a 
clear understanding of how the agency will charge 
for its services before entering into a contract for 
collections. 
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4 
Optometry Eye Group 

111 Main Street 
Anytown, US 12345 

Date 

Mr. Unpaid Account 
123 Central Avenue 
Anytown, US 12345 

Dear Mr. Account: 

In our previous efforts to contact you concerning your overdue account, we have 
evidently failed to make it clear that this is a matter requiring your immediate attention. 

Much to our regret, unless we hear from you about the enclosed statement, we 
will be compelled to take an alternative course of action. 

Please contact this office immediately so that we may resolve this matter. 

Sincerely, 

Accounts Manager 

AM/ab 

Enclosure 

|e aE et a a a a a le il ic | 

Figure 35-4 Sample “third letter” for in-office collections. 

Conclusion Bibliography 

If an optometrist chooses to provide credit to patients, Class¢ JG: Legal aspects of optometry. Boston, 1989, 
Butterworth. billing and collections are an integral part of the 

process and must be planned for by the optometrist. 
The optometrist must determine the following: 

Consumer Credit Protection Act, 15 USC §1601 et seq. 
Elmstrom G: Advanced management strategies for optometrists. 

Chicago, 1982, Professional Press. 

glnco: oh payment plan to use Equal Credit Opportunity Act, 15 USC §1691 et seq. 
* How to keep track of the accounts receivable Pal re dit Repottmenice IIIS Slo ireeced: 

* How to Picpete and use a written contract for Fair Debt Collection Practices Act, 15 USC §1692 et seq. 

patient services Truth-in-Lending Act 102(a), 12 CFR §226. 
* The philosophy of the office with respect to Regulation Z, Truth-in-Lending, 12 CFR §226. 

collections www.optometric.com. Online version of Optometric 
* In-office billing procedures (including “past due” Management magazine, which offers information on 

credit and collections methods. 

www.revoptom.com. Online version of Review of Optometry 

magazine, which offers information on credit and 

collections methods. 

letters) 
- How past due accounts will be collected 
In making these decisions, the optometrist should con- 
sult with other practitioners, practice management 
advisors, and legal counsel to ensure that efforts are 
legal, tasteful, and within the bounds of professional 

conduct. 
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Chapter J 6 

Managed Care and Third-Party 
Rewmbursement 

Roger D. Kamen, Mark R. Wright, and Ronald S. Rounds 
r 

Oh, I get by with a little help from my friends. 

John Lennon and Paul McCartney With a Little Help from My Friends 

| ee the past 50 years, the financing of health 
care in the United States has changed drastically. 

Before the mid-20th Century, patients paid their 
health care providers directly “out of pocket.” There 
was little, if any, involvement of employers or govern- 
ment in the paying of fees. Providers set fees, and 
patients paid them. . 

In the mid-20th Century, because of the impetus 
of unions, employers began to offer health insurance 
to employees as a low-cost alternative to salary 
increases. Insurance companies, which had handled 
traditional life and property insurance, began offer- 
ing health coverage. Health insurance programs were 
modeled after the casualty insurance these compa- 
nies were accustomed to handling. This type of 
insurance was an indemnity plan, used to protect 
against catastrophic loss. Health insurance assumed 
this same indemnity format, at a very low cost to 
employers. 

The federal government in 1965 became a major 
player in financing health care with the introduction of 
Medicare and Medicaid (see Chapter 37). Health insur- 
ance became more comprehensive as employers and 
the federal government added additional benefits for 
their employees. Over time the low-cost health benefit 
became a high-cost item. This high cost became bur- 
densome for businesses competing in a global market 
and a federal government struggling with sizable 

deficits. 
In an attempt to counter the spiraling cost of health 

care, during the late 20‘ century, the United States 
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turned to managed care. This chapter explores third- 
party reimbursement in this context. Managed care has 
become widespread throughout the country and is still 
growing rapidly. It is imperative that optometrists 
understand managed care to function and flourish in 
the U.S. health care environment. 

Health Care Plans 

Third-party reimbursement occurs when someone 
other than the patient pays directly for the health care 
provided. (Patients pay indirectly in the form of premi- 
ums, taxes, and benefits.) Managed care is a health care 

system that controls the use, cost, and quality of care. It 
includes both the delivery and financing of health care. 

There are various types of health care plans, 
including traditional indemnity insurance, health 
maintenance organizations (HMOs), preferred 

provider organizations (PPOs), and service plans. In 

the past, particularly during the period of spiraling 
increases in health care costs (in the 1970s and contin- 

uing into the early 1990s), traditional indemnity 

insurance was the primary health care plan. Most 
indemnity plans were fee-for-service plans. For every 
service provided, a fee was paid. In this system, 
providers are actually rewarded financially for per- 
forming more and more procedures for patients. 
There are no controls on cost or use. As long as the 
patient has a medical problem, the services are cov- 
ered. One can see how this system promotes 
increased health care costs. 
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In this environment, managed care blossomed. 
HMOs and PPOs are the major types of managed care 
systems. 

Health Maintenance Organizations 

HMOs incorporate the delivery and financing of 
health care. Traditionally, HMOs offered a prepaid sys- 
tem to deliver care to an enrolled group at a predeter- 
mined rate; this is known as the per member per month 
(PMPM) rate. It covers all services provided to the 
member (patient). Currently there are five types of 

HMOs: 

Staff. The HMO owns the facility, and the providers 
are employees. 

Group. The HMO contracts with one medical group 
for member services. 

Network. The HMO contracts with more than one 
medical group to provide services at various loca- 
tions. 

Independent practice association (IPA). The HMO con- 
tracts with a provider association, a network of 
providers who work in their own personal offices. 

Point of service (POS). A hybrid HMO that allows mem- 

bers the option of going outside the HMO for a par- 
ticular needed service, but at higher personal cost. 
The POS HMO has overcome the main complaint 
of HMO members-the inability to go outside the 
HMO for care when the member believes it is in his 
or her best interest. 

Preferred Provider Organizations 

The second type of managed care organization is a 
PPO. A PPO is a network of select providers (panel) 

operating under utilization management and negoti- 
ated fee schedules. Patients might use nonpanel 
providers, but at a higher personal cost. Another differ- 
ence with a PPO is the money trail. The provider bills 
the PPO, the PPO bills the employer, the employer 
pays the PPO, and then the PPO pays the provider, 
according to the contractual fee schedule. PPO pro- 
grams generally are more costly to employers than 
HMO plans. 

A type of PPO is the specialty PPO, which consists of 
one specialty or type of provider. Many vision plans 
are examples of specialty PPOs. 

Service plans can be part of a managed care organiza- 
tion. Service plans pay providers set fees for covered 
services but might or might not involve utilization 
management and quality control. A provision of the 

plan is that the provider must accept the fee schedule 
as payment in full (i.e., no balance billing). 

As managed care has evolved, the distinction among 
the various systems has become blurred. Traditional 
indemnity insurance has added utilization manage- 
ment and is more appropriately labeled managed 
indemnity. PPOs and HMOs have taken on common 
features, some of which include permitting patients 
access to outside providers (at higher personal cost), 
utilization management, and the passing of financial 
risk to the provider. The provider needs to look closely 
at the plan organization and not just at the label or 
classification of the health plan to determine its actual 

status. i 
Currently, health plans are turning to an integrated 

system of health care delivery. This system involves the 
integration of many types of providers or a hospital/ 
provider network. Integration allows for greater cost 
reduction, better efficiency, and more convenience 

for patients. Examples of integration include the 
following: 
* Independent practice association 
* Group practice without walls 
* Group practice 
* Physician hospital organization 
Optometrists can be included in these networks, join- 
ing with ophthalmologists and other physicians to 
offer the convenience of “one-stop” health care. 

Compensation Methods 

Health care plans reimburse for patient care through 
different methods. It is essential for the provider to 
understand how the plan reimburses for services. 
Examples of compensation methods include fee for 
service, discounted fee for service, fee allowance sched- 

ule, relative value scale, and capitation. 

Fee for Service 

Under fee for service, providers are compensated for 
services rendered. Compensation is determined by a 
“usual and customary” fee. Usual and customary com- 
pensation is based on the provider’s fee record as it 
equates to that of different providers in the region. The 
“usual fee” is the standard fee that is charged by the 
provider for a given procedure to private paying 
patients. Usual fees are determined by the provider and 
are on record with the health care plan as the provider’s 
fee profile. 

“Customary fees” for each particular procedure are 
set by the health care plan. The health care plan deter- 
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mines the customary fee as a percentile of the usual 
fees charged by providers in the same general area (e.g., 
90th percentile). 

Under fee-for-service programs, providers are paid the 
actual amount of their usual fees, if those fees fall 
within the range of customary fees. If the provider 
charges more than the customary fee, the provider will 
be paid only the customary fee (in essence, writing off 
the difference). On the other hand, if the provider 
charges less than the customary fee, the provider will 
be paid the usual fee. Under discounted fee for service, 
providers receive their usual and customary fee, minus 
a certain discount (e.g., 25%). Another common varia- 
tion is for the third party to pay a percentage of the 
Medicare allowable fee (e.g., 70% of Medicare allow- 

able). It is important to recognize that the Medicare 
allowable fee is a discounted program, so a plan offer- 
ing a percentage of Medicare as a fee senate is a dis- 
counted discount plan. 

Fee Allowance Schedule (Fee Schedule) 

Under a fee allowance schedule, providers are compen- 
sated based on a schedule of fees for each procedure. 
The fee schedule is not correlated to the provider’s 
usual and customary fees. 

Relative Value Scale 

Under a relative value scale, the health care program 
assigns a numeric score to each procedure plan 
(described by a current procedural terminology [CPT] 
code) that indicates the “value” of the procedure. For 
example, the intermediate eye examination, new 

patient (92002) can be assigned a relative value of 1.1, 
whereas a comprehensive eye examination, new 
patient (92004) can be assigned a relative value of 1.7. 
Reimbursed amounts are determined by multiplying 
the relative value of the procedure by a predetermined 
negotiated number (the multiplier). If the multiplier 
were $30, then the reimbursement for the just men- 

tioned relative values would be $33 for 92002 and $51 
for 92004. Medicare uses a form of this method, called 

a resource-based relative value scale (see Chapter 37). 

Capitation 

Capitation is a prepayment program that pays the 

provider a fixed amount for each member (patient) per 

month. The amount paid covers all provided health 

care services for the member regardless of the number 

of visits or the associated cost of the services. If the 

patient is healthy and requires little service, then the 
provider is in a positive financial status. On the other 
hand, if the patient is sickly and requires many services, 
the provider might be in a negative financial status. It is 
assumed that the overall mix of members will result in 
a positive income status for the provider. With the cap- 
itation method, the provider assumes financial risk. 

Optometrists participate in health care plans that 
might use any of the aforementioned compensation 
methods. In fact optometrists deal with patients who 
can have two kinds of insurance—vision and medical. 

Medical or Vision Insurance 

A confusing issue for many patients, and for some 
optometrists, is the case of a patient with separate 
vision and medical plans. 

Vision Insurance 

Coverage usually provides for basic periodic vision 
examinations, ophthalmic lenses, eyeglass frames, and 

contact lenses. Often the cycle of covered services is 
different than the cycle for covered materials (e.g., 
vision examination once per year, spectacles every two 
years). Vision claim forms can request information 

about the vision examination procedures performed, 
refractive diagnosis, visual acuities, lens prescription 
details, and frame data. 

Medical Insurance 

Coverage is limited to medical services and supplies. 

Regardless of the final diagnosis, a medical sign or 
symptom is needed as the initial reason for the exami- 
nation for reimbursement to be allowed. Medical 
necessity is needed to bill major medical plans for sery- 
ices and supplies rendered. A medical diagnosis has to 

be included on the claim form to substantiate medical 
necessity. Examples of medical diagnoses include 
headaches, hypertensive retinopathy, blepharitis, glau- 
coma, and conjunctivitis. 

The optometrist must first decide which plan 
(vision or medical) to bill for services rendered. This 

decision is based on the reason for the office visit. If 
the reason for the office visit is refractive, the vision 

plan, not the medical plan, should be billed. However, 

if there is a medical reason for the office visit, the med- 

ical plan should be billed. 
Vision plans lack uniformity and standardization in 

claim forms and submitting requirements. Most plans 
have their own unique claim forms with unique codes 
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(if any) for procedures. This diversity makes it very dif- 
ficult for the optometrist to process vision claims 
efficiently and makes office computer systems less 

effective in the billing process. 
Medical insurance has become more standardized, 

and there is uniformity of claim forms, with most 
major medical plans using the HCFA 1500 form. 
Additionally, over time various systems have been 
developed to improve the efficiency of handling third- 
party claims. These improvements include diagnostic 
and procedural codes. 

Diagnostic Codes. To indicate diagnoses and dis- 
eases for third-party reimbursement, the Jwternational 
Classification of Diseases (9th edition) Clinical Modification 
(ICD-9-CM) System (Washington, DC, 2001, U.S. 
Department of Health and Human Services) must be 
used. The ICD system is required by the U.S. Public 
Health Services and the Center for Medicare and 
Medicaid (formerly the Health Care Financing 
Administration renamed in 2001) and most medical 

third-party programs. Codes are published in two vol- 
umes; one provides a tabular list, and the other pro- 

vides an alphabetical list. 
For each patient, the code should be used that is 

appropriate for the diagnosis, whether it is visual or 
medical in nature. 

The number of digits for each code varies from 3 to 5. 
The more digits used, the more specific the diagnosis. 
Three-digit codes are the basic subdivision of the dis- 
ease classification. Four-digit codes are a subdivision of 
the primary three-digit codes. Five-digit codes are the 
most precise and specific of the subdivisions. 
Examples of three-, four- and five-digit vision and med- 
ical codes are provided in Box 36-1. Under current cod- 
ing rules a practitioner must code to the highest level 
of specificity possible or the claim will be rejected. 

ICD codes and titles are all listed in bold type. 
“Includes” are notes that additionally clarify or give 

Box 36-1 Examples of Medical Diagnoses 

CODE DESCRIPTION 

367 Disorders of refraction and accommodation 

367.2 Astigmatism 

367.22 Irregular astigmatism 

370 Keratitis 

370.2 Superficial keratitis without conjunctivitis 

370.22 Macular keratitis 

samples of the contents of the category. “Excludes,” 
which are printed in italics, list items that are not 
included in this code and must be coded elsewhere. An 
example of “includes” and “excludes” can be found in 
Box 36-2. 

Codes should be as specific as possible, and the five- 
digit category should be used whenever obtainable. If 
there are no further subdivisions, four- and three-digit 
codes can be used. “Includes” and “excludes” need to 
be monitored and evaluated as they relate to billing 
procedures. A diagnosis code should not be used if the 
diagnosis is uncertain or supported only by intuition 
or suspicion. In this case, signs or symptoms should be 
used to describe the condition. The practitioner should 
only code to the level of certainty. 

Procedural Codes. The American Medical Asso- 
ciation has published a book containing medical and 
visual diagnostic procedures and treatment service 
codes. The book is titled Current Procedural Terminology 
(4th edition) (CPT-4) (Chicago, 2001). These codes are 

used to report to third parties the services provided to 
patients regarding the examination, treatment, and 
patient management plans. The CPT-4 has been 
adapted by HCFA for use in Medicare programs and 
by most other third-party programs. Examples of CPT- 
4 codes are provided in Box 36-3. 

Format of the Terminology. CPT procedure termi- 
nology has been developed as a stand-alone descrip- 
tion of medical procedures. Stand-alone descriptions 
are self-contained and ready to use. 

Some of the procedures in CPT are not printed in 
their entirety. They refer to the common portion of the 
procedure listed in the preceding entry. For example, 
in Box 36-4 it can be seen that code 92226 is not 
printed in its entirety and refers back to code 92225, 
which is termed an “add-on” description. Add-on 
entries are used to conserve space. 

Box 36-2 Sample “Includes” and 
“Excludes” for Diagnostic 
Coding 

— 

372.04 Pseudomembrarious conjunctivitis 
Includes Membranous conjunctivitis _ 
Excludes Diphtheritic conjunctivitis (032.281) 

eee 



Chapter 36: Managed Care and Third-Party Reimbursement 359 

Box 36-3 Examples of Medical Procedures 
Codes 

PROCEDURES . 

_ Office or outpatient visit for the evaluation 

and management of a new patient that 
requires three key components: a problem- 

__ focused history, a problem-focused exami- 
nation, and straightforward medical 
decision making. 

oT Visual field examination, unilateral or 

bilateral, with interpretation and report; 

limited examination (e.g., tangent screen, 
arc perimeter on single stimulus level 

automated test) 
* 

Modifiers. A modifier provides the ability to report 
that a procedure or service has been altered by some 
specific circumstance but has not changed in its defini- 
tion or code. When there is something unusual about a 
procedure, the appropriate modifier should be used to 
report the change. Modifiers are found in Appendix A 
of the CPT. Examples of modifiers can be found in 
Table 36-1. 

The modifier is listed on the claim form next to the 
procedure code. Space is allowed to explain further 
unusual circumstances. An example of a procedure 
code with modifier also is included in Table 36-1. 

Modifiers are required on some claims such as post- 
operative cataract co-management or punctal plug 
insertion. As a general rule of thumb, if possible, mod- 
ifiers should be avoided unless they are required. 

Evaluation and Management Service Codes. 

Evaluation and management (E/M) service codes are 
used to report the length and type of care provided to 
the patient. E/M codes are broken down into major 
categories that describe the location where the service 

Box 36-4 Example “Add On” Procedural 
Code 

CODE —_~ PROCEDURE 

92225  Ophthalmoscopy, extended with retinal 

. ] ‘drawing (e.g., for retinal detachment, 

melanoma), with interpretation and 

_ report; initial 

: 92226 ~ Subsequent 

Table 36-1 Examples of Procedural 
Modifiers 

CODE MODIFIER PROCEDURE 

- -50 Bilateral procedure 

- -51 Multiple procedure 

— ~52 Reduced services 

92283 -51 Color vision examination, 

extended (e.g., anomaloscope 
or equivalent [including 

Farnsworth-Munsell 100 Hue 

test and Edridge-Green color 

perception lantern test}) 

was provided (e.g., practitioner’s office, hospital, nurs- 
ing facility, emergency room). These categories are fur- 
ther broken down into subcategories (e.g., new or 
established patient for the office setting). 

It is important to stress that these codes cannot be 
determined before the patient’s visit nor can they 
be assigned by the office staff. Only after providing the 
care to the patient can the practitioner determine the 
proper level for the service rendered. The purpose of 
this coding system is to accurately reflect (and identify 
for reimbursement) the nature of the services the prac- 
titioner has provided the patient. Higher levels of serv- 
ice yield greater reimbursements. 

Most of the care provided by optometrists is in 
the office setting. Codes available for the office set- 
ting are divided into two subgroups: new patient or 

established patient. An established patient is one 
who has been seen in the practice in the preceding 3 
years for any examination reason by any doctor of 
the same specialty type. There are five levels of codes 

(Box 36-5). 
The selection of the proper level is based on seven 

components: history, examination, medical decision 

making, counseling, coordination of care, nature of 

Box 36-5 Sample E/M Codes 

New patient Established patient 

99201 99211 

99202 99212 

99203 99213 

99204 99214 

99205 99215 

Fe 
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presenting problem, and time. Of the seven compo- 
nents, three are particularly important: history, exami- 
nation, and medical decision making. These three key 
components normally determine the proper level of 
service provided. The CPT-4 specifically describes 
these three key components and divides each into four 
types (Box 36-6). The CPT manual discusses the spe- 
cific description and documentation requirements for 
each type of history, examination, and medical deci- 

sion making. 
Table 36-2 illustrates the key component require- 

ments for each level of service. For a new patient, all 
three key components must meet or exceed the 
requirements for a particular level of E/M code. For an 
established patient (one seen in the practice within the 
past 3 years), two of the three key components must 
meet or exceed the requirements for a particular level 
of service. For example, the proper E/M level is 99213 
if it is determined that, for an established patient, the 

key components are as follows: 
* History—problem focused 
+ Examination—expanded problem focused 
* Medical decision making—low complexity 
These codes only cover the evaluation and management 
of the patient and do not include independent diagnos- 
tic and treatment procedures, if clinically indicated (e.g., 
visual fields—99081). Both the E/M code and the inde- 

pendent procedure code should be reported on the 
claim form, along with the proper diagnosis. 

General Ophthalmologic Service Codes. In addi- 
tion to the E/M codes, the following four codes cover 
general ophthalmologic services: 

Table 36-2 Sample Examination Codes 

Box 36-6 Types of History, Examination, 
and Medical Decision Making 

History 

Problem focused 

Expanded problem focused 

Detailed 

Comprehensive 

Examination 

Problem focused 

Expanded problem focused 

Detailed 

Comprehensive 

Medical decision making 

Straightforward 

Low complexity 

Moderate complexity 

High complexity 

* 92002—Intermediate medical examination, new 

patient 

* 92012—Intermediate medical examination, 

established patient 
* 92004—Comprehensive medical examination, new 
patient 

* 92014—Comprehensive medical examination, 
established patient 

Intermediate and comprehensive ophthalmologic serv- 
ices constitute integrated services, which do not permit 
medical diagnostic evaluations to be separated from the 
examuning techniques used. Itemization of service com- 

CODE HISTORY 

New Patients (three components required) 

EXAMINATION DECISION MAKING 

99201 Problem focused Problem focused Straightforward 

99202 Expanded problem focused Expanded problem focused Straightforward 

99203 Detailed Detailed Low complexity 

99204 Comprehensive Comprehensive Moderate complexity 
99205 Comprehensive Comprehensive High complexity 

Established Patients (two components required)* 

99211 Physical supervision only - 

99212 Problem focused 

99213 Expanded problem focused 

99214 Detailed 

99215 Comprehensive 

Problem focused 

Expanded problem focused 

Detailed 

Comprehensive 

Straightforward 

Low complexity 

Moderate complexity 

High complexity 

eee 

“Iwo of the three components must meet or exceed the requirements for a particular level of service. 
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ponents such as slit lamp examination, keratometry, 
ophthalmoscopy, retinoscopy, tonometry, and oculo- 
motor evaluation are not applicable. If a complete eye 
examination was performed as described by these 
codes, the appropriate code could be used. The office 
examination E/M codes can be used as necessary to 
provide reimbursement for other levels of care. 

It is important to understand that documentation 
drives coding. No matter what tests were performed, if 
they were not documented in the patient record, from 
an auditor’s perspective they were never done. If addi- 
tional testing is required, the patient record needs to 
reflect the medical necessity. A sentence in the record, 

such as “the field loss discovered during screening 
fields created the medical necessity for a threshold 
visual field,” satisfies the auditor’s search for docu- 

mented medical necessity. 
Another area that is subject to poor documentation 

is medical decision making. The patient record should 
reflect the medical decision making, using terminology 
described in the CPT code definitions. 

Because the CPT codes are frequently modified, the 
American Medical Association annually publishes an 
updated book containing the newest procedure codes. 
Each update contains hundreds of changes, and it is 
important to use the most current edition. Improper 
coding will cause delays in reimbursement and can 
result in the claim being paid at a lower level. 

The American Optometric Association publishes 
Codes for Optometry (St. Louis, 2003). This manual con- 
sists of the following four parts: 
* Procedural codes (CPT-4) 
* Diagnostic codes ([CD-9-CM) 
* Codes for materials (Health care Common 
Procedure Coding System (HCPCS)) 

* Pharmaceutical codes (American Hospital Formukry 

Service (AHFS)) 
This manual reprints the appropriate information for 
the optometrist and displays it in an easy-to-use format. 
The manual is updated annually by the association. 

Cost Sharing 

One aspect of third-party reimbursement is cost con- 
trol through cost sharing. To achieve this goal, third- 
party health plans use two important concepts: 

deductibles and copayments. 

Deductible 

A deductible is a specified sum that the beneficiary must 

pay toward the cost of care before the benefits of the 

health plan go into effect. Deductible amounts can 
range from $0 to $2000, with $100 to $300 common. 
Deductibles might be required for each individual cov- 
ered by the plan or for the family. If a patient has not 
paid the deductible, the provider should collect the 
deductible from the patient at the end of the examina- 
tion. This is a complicated process because many 
patients do not know whether they have paid their 
deductible. The provider’s office often will have to call 
the plan to obtain this information. 

Copayment 

A copayment is the patient’s share of cost for covered 
materials and services. It usually is set as a fixed dollar 
amount per visit. Another term, co-imsurance, is used to 
describe a sharing of cost when the amount is a 
percentage of the covered materials and services. 
Common major medical insurance plans are termed 
80/20 plans. After the patient has met the deductible, 
the plan pays 80% of covered services and the patient is 
responsible for the remaining 20%. An example of an 
80/20 payment can be found in Box 36-7. 

Other cost-sharing measures include maximums 
and exclusions. 

Maximums 

Health care plans can stipulate a maximum amount 
paid for a given year or for a lifetime. For example, 
Medicare pays a set maximum for an eyeglass frame 
once in a lifetime (one for each eye) for a patient with a 
diagnosis of pseudophakia. 

Exclusions 

Health plans can exclude payment for certain services 
and materials. Examples of exclusions include the 
following: 
* Preexisting conditions 
* Cosmetic contact lenses 
* Orthoptics 

Box 36-7 Example Copayment 

Procedure: Gonioscopy (90020) 

Total charge = $35.00 

Insurance coverage (80%) = $28.00 

Patient portion (20%) = $7.00 



362 Business Aspects of Optometry 

Individual plan provisions will have to be consulted to 
determine the requirements for a particular patient. 

Claim Form 

The most widely used claim form is the HCFA-1500 
(Figure 36-1), which is used in billing for medical 
conditions. Like most claim forms, it has two pri- 
mary information sections. Patient and subscriber 
information is found on the top half of the form in 
sections 1 through 13. Physician information 1s 
recorded on the bottom half of the form in sections 
14 through 33. 

Sections 1 through 13 can be completed by insur- 
ance staff after the information has been reported by 
the patient on the registration form. It is important to 
have the patient sign line 13, regarding release of 
information. Information about the patient’s diagno- 
sis and treatment is confidential and can be released 
only with the patient’s permission. The patient’s sig- 
nature on line 12 gives the practitioner authorization 
to disclose details regarding medical or vision care to 
the insurance company. 

Item 13 provides an assignment of benefits and 
should be signed by the patient if the practitioner 
prefers to collect benefits from the insurance com- 
pany directly. The patient’s signature authorizes the 
insurance company to pay allowable benefits directly 
to the practitioner. If the patient does not sign box 
13, the insurance payment will go directly to the 
patient. 

If benefits are assigned to the practitioner, financial 
settlements of the patient’s share (deductibles, co- 
payments) of the costs usually are made at the end of 
the visit. If benefits are not assigned to the practitioner, 
financial arrangements are made for the total fee to be 
paid directly by the patient. When benefits are not 
assigned, it is as if the patient had no insurance. Then 
the patient pays the practitioner directly for the materi- 
als and services. 

Signature on File 

It is important to have patients review and sign state- 
ments authorizing release of information and pay- 
ment of benefits on a patient registration form. The 
registration form should have wording similar to the 
wording in boxes 12 and 13 of the HCFA-1500 form. 
If the patient is not available to sign an insurance 
claim form, it is permissible to type “signature on file,” 
since that authorization is provided on the registra- 
tion form. 

Physician Information 

Items 14 through 33 are to be completed by office per- 
sonnel. Most of the boxes are self-explanatory, and 
additional instructions can be found in the provider 
manuals for each health plan. Line 21 requires a diag- 
nosis listed by JCD code—carried out to two decimal 
points if possible. The first diagnosis listed should be 
chiefly responsible for the patient’s visit that day. This 
should be followed by additional codes describing any 
current coexisting conditions. 

Box 24D requires a (CPT) procedure or (HCPCS) 
material code. Box 24E should list the diagnosis (refer- 
enced by line number) that corresponds to the billing 
procedure or matenals. 

Item 24B requires a code for place of service. “Place 
of service” refers to the practitioner’s office, hospital, 

nursing home, and so forth. Type of service (item 24C) 
refers to medical care, surgery, consultation, or other 
service. A sample form with completed information 
can be found in Figure 36-1. 

Third parties are moving toward electronic claims 
submission. It is helpful if the office practice manage- 
ment software can arrange the patient data and com- 
municate directly with the third party for claims 
submission. 

Processing Procedures for Claims 

Because of the current environment of managed care, 
practitioners first need to determine whether care can 
be provided to the patient. Many health care delivery 
systems use a closed network or panel of providers 
(e.g., HMOs and PPOs). If the practitioner is not a 
member of the panel, the practitioner may not pro- 
vide the care. Even if the provider is a member of the 
panel, there still can be utilization requirements and 
controls, including a primary care physician as a gate- 
keeper who authorizes all care. The provider needs to 
understand the structure and organization of the 
health plan. 

If the practitioner determines that care can be pro- 
vided, several issues still must be addressed, including 

eligibility, patient information, processing steps, and 
computerization of claims. 

Eligibility 

The provider needs to determine whether a patient is 
entitled to benefits under the health plan or the vision 
plan. A patient can be eligible for a vision examination 
only once every year. If it has been 11 months since the 
last vision examination, the plan might not pay for the 
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visit. Other plans may pay for the visit but only if a 
preauthorization request is filed before the examina- 
tion occurs. 

It is important to verify that spouses and chil- 
dren are covered under the plan. If questions arise 
regarding eligibility, it is best to call the plan to 
determine who is eligible for services and materials. 
Most plans have authorization cards that provide a 
telephone number to verify coverage. It is prudent 
to verify coverage before substantial fees are 

charged because payment can be lost if there is a 

misunderstanding. 

Patient Information 

Information is needed to provide details about plan 
beneficiaries and the plan that supplies reimburse- 
ment. It is best to obtain patient information on a reg- 
istration form (Figure 36-2). This information must be 
correct and complete because a claim will be rejected 

PATIENT REGISTRATION FORM 

PLEASE COMPLETE THE FOLLOWING INFORMATION SO THAT YOUR VISION RECORD WILL BE 
COMPLETE. ALL INFORMATION IS NECESSARY. 

NAME 
FIRST 

ADDRESS 

MIDDLE LAST 

NUMBER AND STREET 
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CITY fale 

BIRTHDATE 

DRIVER’S LICENSE NUMBER 

SEX ( )MALE (_)FEMALE 

REFERRED BY 

OCCUPATION 

NAME OF EMPLOYER 

WORK ADDRESS 

ARE YOU COVERED BY MEDICARE? (_ ) YES 

ARE YOU COVERED BY MEDI-CAID? (_ ) YES 

( )NO 

( )NO 

ARE YOU ENROLLED IN AN HMO SUCH AS KAISER, FHP, CIGNA OR OTHERS? 
( ) YES 

VISION INSURANCE COMPANY 
( )NO 

MEDICAL INSURANCE COMPANY 

NOTIFY IN CASE OF EMERGENCY 

RELATIONSHIP 

request payment of my insurance benefits to Dr. 

| consent to optometric evaluation and treatment by Dr. 

TELEPHONE NUMBER 

(signature) 

| authorize the release of any medical information necessary to process my insurance claims. | also 

(signature) 

Figure 36-2 Sample patient registration form. 
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without proper facts. If information is incorrect, the 
claim will be returned for correction. Payment will be 
delayed, and extra work will be created. 

Processing Steps 

As patients schedule appointments, the receptionist 
should request that all insurance forms, identification 
cards, and benefits information be brought to the 
appointment. With so many different carriers and pol- 
icy provisions, it is helpful to have trained staff review 
and explain coverage to patients. 

When the patient arrives, the registration form 
should be completed and the patient’s identification 
card should be reviewed to confirm coverage. It is wise 
to photocopy the identification card for the patient’s 
record and for future reference. 

The patient should be informed of the benefits, 
deductibles, and co-insurance. At the end of-the visit, 

the patient’s share of the services and material fees 
should be collected. 

Claims should be mailed or electronically trans- 
ferred to the plan at a suitable time. Unprocessed 
claims represent money owed to the practice. 
All claims should be complete and legible. A copy of 
the claim should be kept in a “claims pending” file for 
review until payment is received. 

If claims have not been paid within 4 weeks, it is 
advisable to call the carrier to determine whether a 
problem exists. Most states now have laws that set time 
limits on third parties to either deny or pay claims. 
Practitioners should know what the law is for the state 
in which they practice. If a claim is returned because of 
an error, corrections should be made and the claim 

resubmitted in a timely manner. Many carriers can 

deny claims if they are not submitted within a specified 
period. That time may be as short as 30 days for some 
carriers. 

Computerization of Claims 

Many of the computer software packages for office 
management include the ability to complete claim 
forms such as the HCFA-1500. The computer tem- 
plates match the claim form, and the information can 
automatically be transferred. It is important to enter 
the correct diagnosis, procedures, fees, patient insur- 

ance information, and any additional information 

required. 
“Electronic claims submission” refers to the ability 

to send claims to the insurance company through tele- 

phone lines. The office’s computer links with the car- 

rier’s computer through a modem, and information is 
downloaded to the carrier. Sending claims by modem 
speeds up processing time by eliminating the need to 
mail them. It also reduces errors since the data do not 
have to be re-entered by the carrier into the computer. 
Payment is often faster because of the time saved in 
processing claims. It is anticipated that, in the future, 
electronic transfer might be required by some third- 
party payers, such as Medicare. 

Conclusion 

Health care financing is in a state of flux. The pace of 
change is exponential, with no sign of slowing down. 
All practitioners need to understand the basics of man- 
aged care and third-party reimbursement. Managed 
care is spreading throughout the country, and no 
region or area will escape. The knowledgeable practi- 
tioner will likely flourish in this environment, whereas 
the uninformed practitioner will likely struggle and 
perhaps not survive. 
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Chapter 5 i 

Medicare and Medicaid 

You can be young without money 

but you can’t be old without tt. 

Tennessee Williams Caton a Hot Tin Roof Z 

he government executes and finances numerous 
third-party insurance plans that involve optomet- 

ric participation. These plans include programs such as 
Medicare; Medicaid; Civilian Health and Medical 

Program of the Uniformed Services (CHAMPUS); the 
Veterans Administration; the Department of Defense; 

the Public Health Service; health departments; Voca- 

tional Rehabilitation; the Developmental Disabilities 
Program; and Maternal, Child Health, and Crippled 
Children’s Services. This chapter focuses’ on the 
two most commonly used programs—Medicare and 
Medicaid. 

Although this chapter describes government as a 
third-party financier, it is important to understand that 
much overlap exists between government (or public sec- 
tor) and private sector (nongovernment) programs. For 
example, health maintenance organizations (HMOs) 

are private sector programs with significant government 
involvement, especially with regard to grants. Medicare 
and Medicaid are government programs managed, in 

many states, by private insurance companies. 

Medicare 

The Medicare program was authorized by the U.S. 
Congress in 1965 as Title XVIII of the Social Security 
Act. Medicare originally provided hospital and med- 
ical insurance benefits to persons age 65 and older. 
Throughout the years, the Medicare program has 
expanded to include care for people younger than 65 
who are blind, or disabled, or who suffer from chronic 

renal disease. 
Medicare benefits include basic hospital insurance 

(Part A) and medical insurance for physicians’ services 
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(Part B). Part A is financed by universal compulsory 
contributions. Part B is obtainable on an elective 
basis. It is half-financed by the government and half 
financed by premium payments from the enrollees. 

Eligibility 

The Social Security Administration determines who is 
eligible for Medicare. To be eligible for Part B, the per- 
son must be one of the following: 
* 65 years old or older 
* Younger than age 65, with permanent kidney 
inadequacy 

* Younger than age 65 and permanently disabled 
The Social Security Administration issues a card to all 
patients entitled to Medicare benefits. To determine 
whether a patient is eligible for medical benefits (Part 
B), it is necessary to review the patient’s Medicare card. 

The card identifies the Medicare recipient and contains 
the following details: 
* Name 

* Medicare health insurance claim number 
+ Enrollee’s signature 

* Date of entitlement 
* Kind of benefits for which the beneficiary is entitled 
under the Medicare policy (Part A, Part B, or both) 

It is critical to check the Medicare card at least once a 
year. Medicare numbers and suffixes can change 
according to the beneficiary’s record of entitlement. 
Changes are particularly significant in the case of 
marriage or remarriage. 

On claim forms, the name and health insurance 

claim numbers (HICNs) should be entered exactly 

as shown on the Medicare card. All claim forms are 
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transmitted to one of nine host sites, where records 

regarding Medicare eligibility and deductible status 
are kept. Any mistake in entering the name and 
HICN on the Medicare Request for Payment form 
(HCFA-1500) will cause the claim to be rejected 

because it will not agree with the Social Security 
register. 

Claim Submission 

Medicare requires the use of the HCFA-1500 claim 
form (Figure 37-1) for the submission of paper claims. 
The claim form is available in a single sheet, a two-part 
snapout, and a two-part computer pin-feed continuous 
form. Optometrists are responsible for purchasing 
their own claim forms, which can be obtained through 
the U.S. Government Printing Office or through com- 
mercial outlets. Commercial forms must contain the 
information required by the Centers for Medicare and 
Medicaid (formerly known as the Health Care Fi- 
nancing Administration [HCFA]) on both the front 

and back of the form. The current version (12/90) has 
been in use since 1992. Claim forms must be printed in 
“drop-out red.” (See Chapter 36 for information on 
completing the form.) 

Diagnostic Codes. All Medicare providers must 
use the Healthcare Common Procedure Coding 
System (HCPCS) Levels I, I], and III procedures codes 
for claim submission. 

Level I codes are the procedures contained in the 
Current Procedural Terminology, 4th edition (CPT-4), 

which is revised periodically (Chicago, 2001, American 
Medical Association) (see Chapter 36 for a description 
of these codes). 

Level II codes are national alphanumeric codes 
that supplement the CPT-4 codes. These five-digit 
codes include services such as audiology, physical 
therapy, and vision care and supplies such as drugs 
and durable medical equipment (including frames, 
lenses, contact lenses, and prosthetic devices). The 
codes start with a letter (A through V) and are fol- 
lowed by four numbers. 

Level III codes are local codes assigned by the local 
carrier for Medicare. These codes cover procedures not 
included in the first two levels. The codes begin with a 
letter (W through Z) followed by four numbers. 

Time Limits for Filing Medicare Claims. Claims 
must be filed by the end of the calendar year after the 
year in which services are provided. Services provided 
during the last 3 months of the calendar year are con- 

sidered, for billing purposes, to be provided in the next 

calendar year. 

Covered Services 

Eye examinations by an optometrist (or physician) for 
the purpose of determining or changing the prescrip- 
tion for eyeglasses or contact lenses are not covered 
under Medicare. Eye examinations are covered in the 

following situations: 

When performed in conjunction with the fitting and 
prescribing of postsurgical lenses when the lens of 
the eye has been removed (aphakia or pseudo- 
phakia). (Refractive services are excluded from cov- 

erage, even with the diagnosis of aphakia or 

pseudophakia.) 
When performed for a medical condition, diagnosis, 

sign, or symptom. 

Therefore, eyeglasses or contact lenses that are required 
to replace a lens removed as a result of intraocular sur- 
gery or to replace congenitally missing lenses are cov- 
ered benefits. Corneal bandage contact lenses are a 
covered benefit when used as a moist bandage to aid 
comeal healing, relieve pain, reduce erosion, and 
improve vision. 

Independent procedures are covered benefits when 
billed with an appropriate diagnosis but require a med- 
ical sign or symptom as the initial reason for the exam- 
ination. A sampling of independent procedures includes 
gonioscopy, extended ophthalmoscopy, external pho- 
tography, retinal photography, color vision testing, 

contrast sensitivity testing, ultrasonography, and elec- 
trodiagnostic testing. 

Claim Payment 

Every Medicare carrier is charged with processing 
claims in accordance with Medicare regulations. No 
payment may be made for any items or services that are 
not reasonable or necessary for the diagnosis or treat- 
ment of an illness or injury. 

During each calendar year a $100 deductible must 
be satisfied before payment can be made. Bills for serv- 
ices are applied toward the deductible on the basis of 
incurred medical expenses. The deductible is applied 
to the approved charge. Noncovered services do not 
count toward the deductible. ° 

Expenses are allocated to the deductible in the order 
in which the bills are received by Medicare. Enrollees 

must satisfy the deductible—regardless of when during 
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PLEASE 
DO NOT 
STAPLE 
IN THIS 
AREA 

fa ‘PICA 

1. MEDICARE MEDICAID CHAMPUS CHAMPVA 

x] (Medicare #) a (Medicaid #) ia (Sponsor's SSN) 7 (VA File #) Tl 

2. PATIENT'S NAME (Last Name, First Name, Middle Initial) 

Vision Joseph A 

5. PATIENT'S ADDRESS (No., Street) 

GROUP 
HEALTH PLAN __ BLK LUNG 
(SSNor!D) [| (SSN) 

3. PATIENT'S BIRTH DATE 

PO tw 
6. PATIENT RELATIONSHIP TO INSURED 

FECA OTHER 

ei (ID) 

HEALTH INSURANCE CLAIM FORM 
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PICA [1] 

Ya. INSURED'S |.D. NUMBER (FOR PROGRAM IN ITEM 1) 
12345678A 

4. INSURED'S NAME (Last Name, First Name, Middle Initial) 

7. INSURED'S ADDRESS (No., Street) 

STATE 

MI 
Other 

CITY STATE 

2020 Refraction Lane 

ZIP CODE 

CITY 

TELEPHONE 
49000 ( ) 

Anytown 

(Include Area Code) 

9. OTHER INSURED'S NAME (Last Name, First Name, Middle Initial) 

Self im] Spouse[_ | Child[} Other 
ie 

5 

Full-Time Part-Time 

8. PATIENT STATUS 

Student Student [ey 

Single[_] Married {J 

Employed 

10. IS PATIENT'S CONDITION RELATED TO: 

a. OTHER INSURED'S POLICY OR GROUP NUMBER a. EMPLOYMENT? (CURRENT OR PREVIOUS) 

im YES ix] NO 

b. AUTO ACCIDENT? PLACE (State) 

[_]yes [X]No ens 

c. OTHER ACCIDENT? 

Pr jno a YES 

b, OTHER INSURED’S DATE OF BIRTH 
MM , DD, YY 

\ | M 

c. EMPLOYER'S NAME OR SCHOOL NAME 

ZIP CODE TELEPHONE (INCLUDE AREA CODE) 

(ave?) 
11. INSURED'S POLICY GROUP OR FECA NUMBER 

None 

a. INSURED'S DATE OF BIRTH SEX 
MM , DD ; YY 

M F apo LJ 
b, EMPLOYER'S NAME OR SCHOOL NAME 

c. INSURANCE PLAN NAME OR PROGRAM NAME 

d, INSURANCE PLAN NAME OR PROGRAM NAME | 10d. RESERVED FOR LOCAL USE d. IS THERE ANOTHER HEALTH BENEFIT PLAN? 

[] YES L NO if yes, return to and complete item 9 a-d. 

PATIENT AND INSURED INFORMATION ————————> |~<— CARRIER —> 

READ BACK OF FORM BEFORE COMPLETING & SIGNING THIS FORM. 
12. PATIENT'S OR AUTHORIZED PERSON'S SIGNATURE | authorize the release of any medical or other information necessary 

lo process this claim. | also request payment of government benelits either to myself or to the party who accepts assignment 
below. 

vate 9/1/96 
15. IF PATIENT HAS HAD SAME OR SIMILAR ILLNESS. 

GIVE FIRST DATE MM DD i YY 

SIGNED 

14, DATE OF CURRENT: 
MM : DD | YY 

1 

Signature on File 

ILLNESS (First symptom) OR 
INJURY (Accident) OR 

4 PREGNANCY(LMP) 

13. INSURED'S OR AUTHORIZED PERSON'S SIGNATURE | authorize 
payment of medical benefits to the undersigned physician or supplier tor 
services described below. 

sineo_ Signature on File 
UPATION 
im oY 
i) 

16. DATES PATIENT UNABLE TO WORK IN CURRENT OCC! 
MM | YY MM : ODI 

FROM TO 1 

17. NAME OF REFERRING PHYSICIAN OR OTHER SOURCE 17a. 1.0. NUMBER OF REFERRING PHYSICIAN 

| \ 

= re 4 1 

18. HOSPITALIZATION DATES RELATED TO CURRENT SERVICES 
MM, MM , DD, YY 

i] i FROM \ TO ' 

19. RESERVED FOR LOCAL USE 

21. DIAGNOSIS OR NATURE OF ILLNESS OR INJURY. (RELATE ITEMS 1,2,3 OR 4 TOITEM 24E BY LINE) pit 

OO oe ees 

Bs |e 
24. A 

Er QATE(S) OF SERVICE, 

jeje) svar OD 

43S EEL 

E ia Sa ee 
PROCEDURES, SERVICES, OR SUPPLIES DIAGNOSIS 

(Explain Unusual Circumstances) CODE 
CPT/HCPCS MODIFIER = 

8 
Type 
of 

8 Service 
of 

MM MM 

9; 1:96 UE 

20. OUTSIDE LAB? 

[_]yves [_]no 

22, MEDICAID RESUBMISSION 
CODE 

$ CHARGES 

Linder we 
ORIGINAL REF. NO. 

23. PRIOR AUTHORIZATION NUMBER 

FE K 

RESERVED FOR 
LOCAL USE 

013 

OR |Family EMG 
SCHARGES ——|units| Pian 

i 
— 

eee 

Soe 

= 

26. PATIENT'S ACCOUNT NO. 27. ACCEPT ASSIGNMENT? 
Ky govt. claims, see back) 

531 yes [_] No 

25. FEDERAL TAX |.0. NUMBER SSN EIN 

123-45-6789 me: 
28, TOTAL C! 30, BALANCE DUE 

= 2 

HARGE 29, AMOUNT PAID 
100 | ¢ Sie 

32, NAME AND ADDRESS OF FACILITY WHERE SERVICES WERE 31. SIGNATURE OF PHYSICIAN OR SUPPLIER 
RENDERED (If other than home or office) INCLUDING DEGREES OR CREDENTIALS 

(I certify that the statements on the reverse 
apply to this bill and are made a sp thereot.) 

0 ‘Dec | 
DATE | 7 

(APPROVED BY AMA COUNCIL ON MEDICAL SERVICE 8/88) PLEASE PRINT OR TYPE 

Figure 37-1 Sample HCFA-1500 form used for billing a Medicare claim. 

33. PHYSICIAN'S, SUPPLIER'S BILLING NAME, ADDRESS, ZIP CODE 

& PHONE # 616-555-2020 
O'Dee John OD 

2020 Vision Street 

paynsight MI 4900D.ap4 OE 123-45-6789 <—_—__——————_ PHYSICIAN OR SUPPLIER INFORMATION 

FORM HCFA-1500 (12-90) 
FORM OWCP-1500 FORM RRB-1500 
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the calendar year they became eligible—before they can 

receive any medical benefits. 
After the Part B deductible has been satisfied, Medi- 

care reimburses 80% of the approved charge incurred 
during the calendar year. The remaining 20% is the 

responsibility of the patient, as co-insurance. 
For services rendered on or after Jan. 1, 1992, 

Medicare payments are based on physician payment 

reform. The payment methodology reform contains 
the following three major elements: 

National fee schedule. For dates of service on or after Jan. 
1, 1992, reimbursement for physician services 1s 
based on a fee schedule. The fee schedule is based on 
a resource-based, relative value scale adjusted by 

geographic cost differences. 
Medicare volume performance standard (MVPS). MVPS 1s 

a mechanism for limiting growth in Medicare Part B 

expenditures. 
Beneficiary protection. Under physician payment reform, 

the new limiting charge caps the amount that non- 
participating physicians may bill Medicare patients 
above the fee schedule. 

The fee schedule is a relative value scale (described in 
Chapter 36) that is resource-based. A relative value 
unit is assigned to each procedure and is based on the 
relative amount of provider work (time and inten- 
sity), overhead expenses, and malpractice expense for 
the procedure. This unit value (adjusted for geo- 

graphic location) is then multiplied by a conversion 
factor (multiplier) to obtain the reimbursement 

amount. 

Medicare Assignment Agreement 

Under Medicare law, the physician who accepts assign- 
ment is one who accepts the carrier’s allowable 
(approved) charge as the full charge. Medicare will 
reimburse 80% of this allowable amount if the 
deductible has been met. The beneficiary is responsible 
to the physician for the remaining 20%. The benefici- 
ary also is responsible for any portion of the unmet 
deductible and the full charge for services not covered 
by Medicare. 

For services covered under the assignment agree- 
ment, the physician cannot bill the patient the differ- 
ence between the allowable amount and the actual 
charge. Medicare law also requires that for an assigned 

claim, the physician must make an effort to collect 

from the beneficiary any deductible amount as well as 
the co-insurance. Repeated, willful violations of the 

assignment agreement can result in fines of $2000, up 

to 6 months of imprisonment, or both. 
Medicare rules require that the patient be informed 

in writing of any noncovered fees before the service or 
material is provided. If this is not documented in the 
record with the patient’s signature, then the provider 
cannot bill the patient. 

Participating or Nonparticipating Provider 

Providers are either participating (“par”) or non- 
participating (“nonpar”). The par provider must accept 
assignment for all covered services on all claims. The 
nonpar provider can accept assignment on a claim-by- 
claim basis. There are incentives given to providers to 
become par providers. Examples of these incentives 
include the following: 
* Reimbursement that is 5% more than for nonpar 
providers 

- A listing in the directory of providers 

+ Exemption from limiting charges 
+ Direct payments (reimbursement) from Medicare 
* “One stop” billing for Medigap coverage 
Even if the nonpar provider accepts assignment, reim- 
bursement will be based on a 5% lower fee schedule. If 
a nonpar provider does not accept assignment, the 
charge for the procedure is subject to a limiting charge. 
This charge is the maximum amount the nonpar 
provider is allowed to bill the patient. Currently this 
amount is 115% of the nonpar fee schedule amount. 

The Medicare carrier issues an Explanation of 
Medicare Benefits (EOMB) as the final step in the 
processing of a Medicare claim. The EOMB is sent to 
the beneficiary. A copy is not provided to the physi- 
cian if assignment was not accepted. When assignment 
is accepted, the original EOMB is sent to the physi- 
cian, and the beneficiary also receives a copy. If bene- 
fits cannot be paid for a claim or if all the benefits are 
applied to the deductible, the EOMB still will be 
issued, advising the beneficiary and the physician of 
the disposition of the claim. 

The EOMB gives detailed information on the 
action taken on the claim. It shows the name of the 
physician, dates of service, amount billed, amount 

approved, and total payable amount. It also provides 
the beneficiary with the current deductible status. 

For assigned claims, Medicare uses the Remittance 
Notice for settlement of assigned Medicare claims. The 
check sent to the provider often includes payment for 
several patients. This helps reduce paperwork. Claims are 
processed on a weekly basis. If there is no reimbursable 
amount due on the summary statement, the statement is 



still issued, and it provides detailed information on every 
claim listed. Each claim line shows the date of service, 
type and place of service, procedure code, amount billed, 
and amount approved for payment. 

Medigap and Crossover Claims 

Medigap is a private, supplemental insurance that is 
used to fill the “gaps” in Medicare benefits—in particu- 
lar the 20% co-insurance. Only par providers can take 
advantage of the single claim submission to Medicare 
and the Medigap company. With single-claim submis- 
sion, neither the provider nor the beneficiary needs to 
file a secondary claim. After the Medicare carrier fin- 
ishes processing the Medicare benefit, a payment 
record is sent to the Medigap carrier for the payment of 
supplemental insurance benefits. 

Crossover claims involve an automated process in 
which Medicare sends an electronic EOMB to the sup- 
plemental insurance carrier. This service applies to 
both par and nonpar providers. The crossover carriers 
have a contract (fee per claim) to receive this informa- 

tion for their insurees. Medicare and Medicaid cross- 
over claims are an example of this process. 

A Medicare and Medicaid crossover claim is a claim 
for services covered under two separate programs. 
Crossover claims must contain covered Medicare serv- 
ices provided to a Medicare patient who is also eligible 
under the state Medicaid program. Benefits are paid by 
both programs on the basis of a single claim. The claim 
is first submitted to the Medicare carrier and then 
transferred, or crossed over, to the Medicaid program. 

Medicare determines the approved charge for the 
service, which is established if an annual deductible has 

been met, and Medicare pays 80% of the approved 
charge. Medicaid considers payment of any unmet 
deductible and the remaining 20% of the approved 
charge. 

Medicare and Medicaid crossover claims must clearly 

identify that the patient is covered by Medicaid in order 
for the claim to be crossed over. Many claims do not 
cross over because the provider does not indicate that 
the patient is covered under the Medicaid program. The 
patient should be identified on the HCFA-1500 form as 
covered by Medicaid, and a copy of the Medicaid identi- 

fication card, proof of eligibility label, or eligibility num- 

ber should be included (Figure 37-2). 
For claims to cross over, the provider must accept 

assignment and the assignment must be checked on 

the claim form. The claim must include positive identi- 

fication of the patient’s Medicaid eligibility. The claim 

must have paid at least one covered item or must have 
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applied at least one covered item on the claim to the 
patient’s deductible. 

Medicare and Medicaid crossover claims should be 
submitted to the Medicare carrier on the customary 
HCFA-1500 claim form. Separate billing to the 
Medicare carrier and to the Medicaid carrier is required 
when services included on the crossover claim do not 
automatically transfer for payment. For example, dual 
billing requirements for eyewear might be required. 

Services that are denied or not covered under 
Medicare but that are Medicaid benefits will not auto- 
matically cross over. These services can be billed to the 
Medicaid program. For example, eyeglasses for a patient 
who has not had cataract surgery is a noncovered serv- 
ice under Medicare. If the patient is eligible for 
Medicaid, the eyeglasses should be billed to the 
Medicaid program. If the provider did not know that 
the patient was eligible for Medicaid at the time of 
Medicare billing, the billing will not cross over. 
Another important example is the fee for refraction. 
Medicare does not cover a refraction; however, Medi- 

caid does. If the refraction is submitted on the Medicare 
claim, when it is denied it will cross over and Medicaid 

will retmburse the fee. This also is true for any spectacle 
dispensing fees. The Medicare EOMB should be 
attached to a Medicaid form to bill for deductible and 
co-insurance amounts that did not cross over. 

Services and supplies not covered by Medicare, but 
payable by Medicaid, should be billed separately to the 
Medicaid program, indicating they are not Medicare- 
covered services. These services can be billed directly 
to the Medicaid program. 

Medicare and Managed Care 

Managed care has expanded into the Medicare pro- 
gram because the federal government hopes to control 
the high cost of health care for Medicare patients. The 
Tax Equity and Fiscal Responsibility Act of 1982, 
implemented in 1985, provided the means for man- 
aged care to become involved with Medicare. Since 
then, other laws have strengthened the ties between 
managed care organizations and Medicare. 

In the past there were three basic types of managed 
care contracts with the government for Medicare: risk 
contracts, cost contracts, and Medicare demonstration 

programs. 

Risk Contracts 

Federally qualified HMOs and competition medical 
plans contract with Medicare on a prepaid basis to 
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APPROVED OMB-0938-0008 

> | <—————— PATIENT AND INSURED INFORMATION , ———————> |<— CARRIER —>- 

DO NOT 
STAPLE EAN SAR ee 

IN THIS EE SD 

ihe a er 
|PICA HEALTH INSURANCE CLAIM FORM pica TT] 

1. MEDICARE MEDICAID CHAMPUS CHAMPVA GROUP FECA OTHER] 1a. INSURED'S 1.0. NUMBER (FOR PROGRAM IN ITEM 1) 

HEALTH PLAN BLK LUNG 
hy | (Medicare #) (Medicaid #) ies] (Sponsor's SSN) lem (VA File #) Cl (SSN or ID) (SSN) ] 0) 12345678A 
X 
2, PATIENT'S NAME (Last Name, First Name, Middle Initial) 3. PENT SCID ATE Sex 4. INSURED'S NAME (Last Name, First Name, Middle Initial) 

: . 2 ! 

Vision Joseph A Ol, 2 ah TR 
5. PATIENT'S ADDRESS (No., Street) 6. PATIENT RELATIONSHIP TO INSURED 7. INSURED'S ADDRESS (No., Street) 

2020 Refraction Lane Self Spouse | Child Other 

lCiby. STATE | 8. PATIENT STATUS CITY STATE a} 
2 
e| Anytown MI Single Married other [| 

ZIP CODE TELEPHONE (Include Area Code) ZIP CODE TELEPHONE (INCLUDE AREA CODE) 

ca Employed Full-Time Part-Time 49000 (616 ) 555-1212 fee | ei (abe) 
9. OTHER INSURED'S NAME (Last Name, First Name, Middle Initial) 10. IS PATIENT'S CONDITION RELATED TO: 11. INSURED'S POLICY GROUP OR FECA NUMBER 

None 
a. OTHER INSURED'S POLICY OR GROUP NUMBER a. EMPLOYMENT? (CURRENT OR PREVIOUS) a. Ss PE ae ually SEX 

. ° 1 
Medicaid 45678910 yes IX ]No MC] E fia 

b. OTHER INSURED'S DATE OF BIRTH SEX b. AUTO ACCIDENT? PLACE (State) |b. EMPLOYER'S NAME OR SCHOOL NAME 1 

MM , DD , YY 
; ‘ | m[_] ual [_Jyes KK JNO hie eS 

c. EMPLOYER'S NAME OR SCHOOL NAME c. OTHER ACCIDENT? c. INSURANCE PLAN NAME OR PROGRAM NAME 

YES x] NO 
= 

d. INSURANCE PLAN NAME OR PROGRAM NAME 10d. RESERVED FOR LOCAL USE d, IS THERE ANOTHER HEALTH BENEFIT PLAN? 

MCD (e] YES | NO if yes, return to and complete item 9 a-d. 

READ BACK OF FORM BEFORE COMPLETING & SIGNING THIS FORM. 13. INSURED’S OR AUTHORIZED PERSON'S SIGNATURE | authorize 
12. PATIENT'S OR AUTHORIZED PERSON'S SIGNATURE | authorize the release of any medical or other information necessary payment of medical benefits to the undersigned physician or supplier for 

to process this claim. | also request payment of government benefits either to myself or to the party who accepts assignment services described below 
below. 

sicneD__ Signature of File pate__ 9/1/96 sienep__Signature on File 
14, DATE OF CURRENT: ILLNESS (First symptom) OR 15. IF PATIENT HAS HAD SAME OR SIMILAR ILLNESS. | 16. DATES PATIENT UNABLE TO WORK IN CURRENT OCCUPATION 

MM : DO! YY INJURY (Accident) OR GIVE FIRST DATE MM : DD | YY MM DD YY MM ; DO YY 
! ote PREGNANCY(LMP) if f FROM TO ! 

17. NAME OF REFERRING PHYSICIAN OR OTHER SOURCE 17a, |.0. NUMBER OF REFERRING PHYSICIAN 18. HOSPITALIZATION DATES RELATED TO CURRENT SERVICES 
MM DD YY. MM , DD YY 

FROM \ TO I 

19. RESERVED FOR LOCAL USE 20. OUTSIDE LAB? $ CHARGES 

]ves [ ]no | 
21. DIAGNOSIS OR NATURE OF ILLNESS OR INJURY. (RELATE ITEMS 1,2,3 OR 4 TO ITEM 24E BY LINE) 22. MEDICAID RESUBMISSION 

CODE ORIGINAL REF. NO. 

373 02 ’ 
TS eee —— 

= 23. PRIOR AUTHORIZATION NUMBER 

3 Pale ene 4. eo 
24. A 8 c D G H I J K I 

DATE(S) OF SERVICE. DAYS |EPSO 
From To of (Explain Unusual Circumstances) DIAGNOSIS $ CHARGES OR |Family ema | CoB Aaah ae: R 

MM DD YY__MM DD YY |Servica Servi CPT/HCPCS MODIFIER UNITS} Plan a 

! i} I 19 1} 1 19619; 1:96 013 

013 

I i) \ i I 

i] eS eee fi OE eee 3 ! | 
25. FEDERAL TAX |.D. NUMBER SSN EIN 26. PATIENT'S ACCOUNT NO. 27. ACCEPT ASSIGNMENT? ; | (PO CEET GSSIGNMENT?, 126: TOTAL eece 29. AMOUNT PAID 30. BALANCE DUE 

123-45-6789 [ |(k ssi X | ves NO 7 3y3 100 | s | $ 
31. SIGNATURE OF PHYSICIAN OR SUPPLIER 32, NAME AND ADDRESS OF FACILITY WHERE SERVICES WERE. |33. PHYSICIAN'S, SUPPLIER'S BILLI ME, A 

INCLUDING DEGREES OR CREDENTIALS | RENDERED (If other than home or office) & PHONE # ey Hie ais cal iv li NW ADERESS, ZIC CODE 
(I certify that the statements on the reverse | ' 
apply to Jhis bill and are made a part thereof.) | o26°y obn O 5 t 

Da oD SHO" b6E° re) nsigh 4 
, OE 123-45-6789 

SIGI DATE q/! 6 ; PIN# GRP¥ 

APPROVED BY AMA COUNCIL ON MEDICAL SERVICE 8/88 PLEA FORM HCFA-1500 (12-90) 
( : ) SE PRINT OR TYPE FORM OWCP-1500 FORM RRB-1500 
Mid. by Medical Arts Press #19423 — 129423 — Medical Arts Press 

Call toll-free: 1-800-328-2179 Use with Envelope #14145 (gummed) or #14146 (sell-seal) 

‘ 

Figure 37-2 Sample HCFA-1500 form used for billing a crossover claim. 

PHYSICIAN OR SUPPLIER INFORMATION 



provide covered services to eligible patients under risk 
contracts. 

Cost Contracts 

Federally qualified HMOs and health care prepayment 
plans contract with Medicare to provide covered serv- 
ices on a cost recovery basis. This contract is less advan- 
tageous to Medicare than risk contracts. 

Medicare Demonstration Programs 

In the past there were two Medicare demonstration 
programs: 

Medicare insured group (MIG). An entity (corporation or 

union) contracts with Medicare to provide both the 
Medicare benefits and supplemental coverage for 
the beneficiary. 

Medicare select. Medicare supplemental insurance carri- 
ers are allowed to offer a preferred provider organi- 
zation for basic Medicare coverage and supple- 
mental benefits. 

All of these programs were optional for the Medicare 
beneficiary. However, there were some advantages for 
patients to forgo the fee-for-service Medicare plan in 
favor of these managed care plans. Possible incentives 
include the waiving of the 20% co-insurance and the 
use of additional benefits not normally covered by 
Medicare (e.g., prescription drugs). Currently, man- 
aged care has been fully integrated in Medicare. 

Medicare+ Choice 

The Medicare managed care carveout plans are called 
Medicare+Choice. ( Sometimes these plans are called 
Medicare C.) Medicare+Choice plans present as: 
* PPOs (preferred provider organizations) 
* HMOs with a POS (point of service) 

* PSOs (provider sponsored organizations) 
- PFFSPs (private fee-for-service plans) 
* MSAs (medical savings accounts) 
Individuals could enroll or withdraw in these plans on 
a monthly basis until the year 2002. During that year 

they could make a special election to change plans. 

After 2003 Medicare+Choice plans can be changed 

only during the first 3 months of the year. 

Fraud and Abuse 

Abuse refers to practices by Medicare providers that 

are not consistent with accepted sound medical, 
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business, or fiscal practices. Examples include the 
following: 

* Excessive charges for services or supplies 

* Claims for services that are not medically necessary 
* Breach of assignment agreements 

» Exceeding the limiting charges 
* Submission of bills to Medicare instead of to the 
primary insurer 

* Routine waiver of copayment and deductible 
Fraud 1s an intentional deception by the provider that 
results in some unauthorized benefit to the provider. 
Examples include the following: 
* Billing for services not provided 
* Altering claim forms to obtain a higher payment 
amount 

* Soliciting, offering, or receiving a kickback 
* Claims for noncovered services billed as covered 

services 

The Medicare carrier is responsible for identifying 
and investigating incidents of suspected fraud or 
abuse. These cases can then be referred to the Office 
of the Inspector General for further investigation 
and possible criminal, civil, or administrative 

sanctions. 

Medicaid 

Medicaid is a joint federal-state program that provides 
funding of health care for the poor. Title XIX, an 
amendment of the Social Security Act known as 
Medicaid, became effective Jan. 1, 1966. Although 
Medicaid operates under federal guidelines, it is 
administered by individual states. Funding is provided 
by both federal and state governments. 

Each state develops a single comprehensive med- 
ical care program. Twenty-one services are permissi- 

ble under the federal act. States are given broad 
authority in the determination of eligibility require- 
ments and covered services, but federal guidelines 
require the inclusion of the following seven services 
in any plan: 
* Inpatient hospital services 
* Outpatient hospital services 
* Laboratory and x-ray services 
* Skilled nursing home services 
* Physician’s services 

* Home health services 
* Early and periodic screening, diagnosis, and 
treatment (EPSDT) 

The other services are optional and can be included if 
the state desires. Vision care is an optional service. 
Nevertheless, a 1992 survey conducted by the 
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American Optometric Association found that op- 
tometrists were used to provide periodic vision exam- 
inations to Medicaid-eligible individuals in all states 
but that significant variations existed among the 
states in covered services. The survey reported the 

following: 

In 11 states, the approval of gatekeepers or prior 
approval from the Medicaid carrier is needed before 
contact lenses, low vision therapy, and vision ther- 

apy can be provided. 
In 13 states, contact lenses, low vision devices, and 

vision therapy cannot be provided. 
In 12 states, spectacles cannot be provided to adults. 
Significant limits exist in all states with respect to spec- 

tacle lenses and frames. Restrictions include the 
cost of ophthalmic materials, the dioptric changes 
in prescriptions needed before eyewear can be 
changed, and the limited availability of frame 
styles. 

EPSDT screenings typically are performed by 
optometrists or nurses. There are only three states in 
which physicians are used for vision screenings. 

Reimbursement in the vast majority of states is based 

on a fixed fee schedule. CPT-4 codes are used in all 
but nine of the states. 

The screenings, required by EPSDT for eligible indi- 
viduals younger than 21 years, must include vision test- 
ing. If vision deficits are discovered during the 
screening, the patient must be referred for diagnosis 
and treatment, at Medicaid’s expense. In this manner, 

eye examinations, eye appliances, visual therapy, and 
other visual treatments can be covered in a state that 
does not offer vision care services. 

Billing Information 

Because of the great variaiice that exists from state to 
state, it is not possible to address the issue of billing in 
any detail. The 1992 American Optometric Asso- 
ciation survey found that fees for vision examinations 
under Medicaid ranged from $16 to $55. Individual 
state vision care provider manuals must be consulted 
for information on billing. 

Medicaid and Managed Care 

Medicaid program costs have significantly increased 
for the state and federal governments during the past 

few decades. The states and Centre for Medicare and 

Medicaid are encouraging managed care organizations 
to become involved with Medicaid in the hope that 
costs can be controlled. The following three plans are 
available: 
Risk contract. Federally qualified or state-qualified 
HMOs contract with the state on a prepaid basis for 
providing covered services to eligible patients. 

Prepaid health plan. This is an organization that con- 
tracts with the state to provide care for covered serv- 
ices on a risk and noncomprehensive basis. 

Primary care case management plan. A primary care case 

management plan contracts with the state to pro- 
vide services on:a fee-for-service basis, with an addi- 

tional fee for case management. 
There is a wide variety of managed care plans available, 
and individual states will have to be surveyed to obtain 
information on the services provided. 

Conclusion 

Medicare and Medicaid are the two major federal 

third-party plans. Optometrists are intimately involved 
in both programs. An understanding of these programs 
is essential to a practitioner’s financial and professional 
well-being. Because managed care has become more 
pervasive in these programs, optometrists need to 
remain vigilant about changes in eligibility and reim- 
bursement. 
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Chapter a 5 

Indwidual Income Tax 
John G. Classé 

The Congress shall have power to lay and collect taxes on income, from whatever source 

derived, without apportionment among the several states, and without regard to any 

census or enumeration. 

Sixteenth Amendment Constitution of the United States 

t the time of the birth of the United States, the 

English government drew the ire of those in the 
colonies through the use of an import tariff, the pur- 
pose of which was to create a favorable balance of 
trade (i.e., exports were not subject to the tariff, but 

imports were charged a duty that was, ultimately, paid 
by the American consumer). The Boston Tea Party was 
a result of the perception by the citizens of the 
colonies that the tariff was unfair. Yet, one of the first 

acts of the new U.S. Congress was to impose an inter- 
nal tariff on imports to America! Thus began a wide- 
spread system of duties on imports rather than a true 
tax, because of the provisions of the U.S. Constitution, 
which limited the ability of the federal government to 
tax the U.S. citizenry. 

The general taxing power permitted to Congress by 
the Constitution was that “The Congress shall have 
power to lay and collect taxes, duties, imports and 
excises, to pay the debts and provide for the common 
defense and general welfare of the United States.” But as 
far as internal revenue was concerned, there were only 
two sources of income provided for in the Constitution: 
- Duties, imports, and excise taxes were permitted, but 
could not be higher in one part of the country than 

in another. 
- No direct tax could be levied on the income of 
individual citizens unless it was applied in 
proportion to the population of the states, so that 
each state would have a different tax rate, a 

cumbersome and impractical system that made the 
collection of direct taxes a slow and grossly unequal 

operation. 
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Attempts during the 1800s and early 1900s to impose an 
income tax met with limited success, with the most 

important development being a 1% tax on income of 
more than $5000 earned by corporations organized for 
profit. In 1913 the U.S. Congress proposed an amend- 
ment to the Constitution that would allow a tax on all 
incomes without apportionment. Its ratification allowed 
an income tax to be levied on individual citizens. The 
tax consisted of two parts: a normal tax, which was a flat 
1% of the net income in excess of the personal exemp- 
tion, and a surtax that was a progressive tax levied on net 
incomes in excess of $20,000 (for which another 1% was 
collected) up to a maximum of $500,000 (for which a 

6% maximum was imposed). Thus, a married man with 
a net income of $80,000 in 1913 paid a total tax of 
$1710. Subsequent changes in the rates and system of 
taxation have created dramatic differences in the tax 
burden incurred by American citizens; by 1980, this 

same married man would have to pay an income tax of 
$26,914. Of such things is tax reform born, and the 
result has been decade after decade of unceasing tax 
reform acts passed by the federal Congress. 

In fact, tax reform has become such a favorite pastime of 
the federal government that tax counsel often must be con- 
sulted when significant financial decisions are made. One 
year’s tax laws rapidly give way to another’s, and the wise 
optometrist always will seek professional advice before 
making personal or business decisions that have tax ramifi- 
cations. Even so, it is necessary for optometrists to possess a 

reasonable understanding of the tax process. Given the sig- 
nificance of taxes as an item of both personal and business 
expense, contemporary practitioners can ill afford to live 
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in ignorance of the basic provisions of tax law. Once these 
fundamental concepts are understood, the process of revi- 
sion becomes less confusing and the significance of pro- 
posed changes more apparent. 

Determination of Income Tax 

The tax base to which the income tax rates are applied is 
called the taxable income. To determine a person’s tax- 
able income (Figure 38-1), the gross income must be cal- 

culated, from which allowable deductions are subtracted, 

resulting in an intermediary sum called the adjusted gross 
income (AGI). From this there are certain ztemized deduc- 

tions allowed, which may be used to further reduce the 
AGI. Exemptions from income are then subtracted, 
resulting in the taxable income. From this amount the tax 
table tax can be determined. Credits are taken from the 
tax table tax, resulting in the actual tax owed. 

The income tax rates for individuals are graduated, 
which means they increase as the level of taxable income 
increases. The current tax rates, authorized by federal tax 
reform in 2003, consist of six brackets, unless further 

modified by Congress. The stepwise application of this 
tax to income may be found on Internal Revenue 
Service (IRS) Form 1040 (Figure 38-2). 

Filing Status 

Taxes are reported based on the status of the taxpayer, 
who has the following five choices: 
* Single 
* Married filing jointly 
* Married filing separate returns 
* Head of household 
* Qualifying widow/widower with dependent child 
The choice of filing status is left to the taxpayer; the tax 
rates that will be applied to the taxpayer’s income are 
based on the choice made. However, the milestone tax 

reform act enacted in 2003 has altered the tax brackets 
for the “married filing jointly” category, reducing the 
tax imposed on individuals choosing this status (and 
thereby eliminating the marraige “tax penalty”). 

Gross Income 

Every income tax return begins with gross income, 

which is defined in the federal tax code as “all income 
from whatever source derived.” This all-inclusive 
phrase embraces such diverse means of income as 
compensation for services (including those of an 
optometrist); business income; gains from the sale or 
exchange of property; interest; rent; royalties; divi- 

GROSS 
INCOME 

| DEDUCTIONS 
FROM 
GROSS 
INCOME 

equals 

| ADJUSTED GROSS INCOME 

minus 

TOTAL 
ITEMIZED 

DEDUCTIONS 

minus 

/ EXEMPTIONS 

equals 

TAXABLE INCOME | 

from which can be determined the 

TAX TABLE TAX 

minus 

: 
E 

| 
equals 

TAX 

Figure 38-1 Schematic representation of the income taxation 
process. 

dends; annuities; pensions; partnership income; 
income from an estate or trust; prizes; winnings 
from gambling; alimony; and illegally obtained 
windfalls such as embezzlement, theft, fraud, and 
related offenses. 
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1 0 4 0 Department Os Ue Treasury—internal Revenue Service 

U.S. Individual Income Tax Return 2002 
For the year Jan. 1-Dec. 31, 2002, or other tax year beginning 

Label 

Form (99) 
, 2002, ending 

IRS Use Only—Do not write or staple in this space. 

OMB No. 1545-0074 

Your first name and initial Last name 1 Your social security number 

(See t John S 0 Dee 123 : 4S: 6797 
instructions joi ; sah oo 

B If a joint seturn, spouse's first name and initial | Last name : Spouse's social security number 
on page 21, a ¢ : a 

i tia ng t ela O' Dee : GD: 6 432) 
label. i Home address (number and street). If you have a P.O. box, see page 21. A I ! A 

Otherwise, E 321 Main Sthresf mportant! 

aay E City, town or ng ~. ST and a Pitts you have a foreign address, see page 21. oe Baers 

Presidential th 23 v. s 
Election Campaign b Note. Checking “Yes” will not change your tax or reduce your refund. i tig a 
(See page 21.) Do you, or your spouse if filing a joint return, want $3 to go to this fund? . , . Be Aves L)no Lives ito 

na 10) Single 4 J Head of household (with qualifying person). (See page 21.) If 

Filing Status 2 (WV Married filing jointly (even if only one had income) the qualifying person is a child but not your dependent, enter 

Check only 3 L] Married filing separately. Enter spouse’s SSN above this child's name here. > 
one box. and full name here. _ | Qualifying widow(er) with dependent child (year 

spouse died . (See page 21. 

; 6a Yourself. If your parent (or someone else) can claim you as a dependent on his or her tax pe all pine: 
in Exemptions KelOOMGnCHeCK(DOX Ga sy ee as i eae) gare et 

b Spouse, .. . Aer ecderts (0 A ae ee . : No. of children 
c Dependents: ' (3) Dependent's if qualifying on 6c who: 

P iG Des relationship to | child for child tax @ lived with you 
(1) First name Last name UN Ou i age 22 © did not live with 

234: : Wo you due to divorce 

ae me eA eet ge ergs dependents, (see page 22) aes 
see page 22. ae en rt Dependents on 6c 

on lines 
d_ Total number of exemptions claimed . . ... . . . above > 

i 7 Wages, salaries, tips, etc. Attach Form(s)W-2 . . . . | 200 | 

ncome 8a Taxable interest. Attach Schedule B if required 5 - 4oo 

Attach b Tax-exempt interest. Do not include online 8a . . . 8b 

iis Sag and 9 Ordinary dividends. Attach Schedule Bifrequired . . . : On ona 
- ere. ; ' 

Inlegiattach 10 Taxable refunds, credits, or offsets of state and local income taxes (see page 24) . 

Form(s) 1099-R eeEAUNONY;LCCCIVEO Badan wemetketh sens) (<) (eileleee ts el eel) athe 

if tax was 12 Business income or (loss). Attach Schedule C or C-EZ , . . ...... 139 42 

Sapiens 13. Capital gain or (loss). Attach Schedule D if required. If not required, check here > O 

14 Other gains or (losses). Attach Form 4797. . . . . 

If you did not 15a IRAdistributions . . eee et b Taxable amount (see page 25) 

463 ‘ es s, Seam rereion: and amines a) 168 |e ateeesen betel biraxcblo‘amott (see page 25) 
17 __ Rental real estate, royalties, partnerships, S corporations, trusts, etc, Attach Schedule E 

Enclose, but do 18 Farm income or (loss). Attach Schedule F . 

not attach, any = 4g ~~ Unemployment compensation 
Payee: ISOs gal social security benefits [20a] |b Taxable amount (see page 27) please use 
Form 1040-V. 21 Other income. List type and amount (See page 29) ..............2..-eeeeeeeeee eee eens L 

22 Add the amounts in the far right column for lines 7 through 21. This is your total income > 141 92x 

k 23 Educator expenses (see page 29) A ee re 

Adjusted 24 IRA deduction (see page 29). . . .. . 

Gross 25 Student loan interest deduction (see page 31) , 

Income 26 Tuition and fees deduction (see page 32) 
27. Archer MSA deduction. Attach Form 8853 . 

28 Moving expenses. Attach Form 3903 . . .. . 

29 One-half of self-employment tax. Attach Schedule SE 

30 Self-employed health insurance deduction (see page 33) 

31. Self-employed SEP, SIMPLE, and qualified plans 

32 Penalty on early withdrawal of savings . 

33a Alimony paid b Recipient's SSN 

34 Add lines 23 through 33a . 5; Gee 46 Bich DOr Ge Toho Looms tic 

35 Subtract line 34 from line 22. This is your adjusted gross income. . . . . tO 

For Disclosure, Privacy Act, and Paperwork Reduction Act Notice, see page 76. Cat. No. 11320B Form 1040 (2002) 

S Pe x Id = 

Ton 
‘ll | ple 

ke Siew NNW BERESEEEREED BRET amt & 

Fi 38-2 Sample Form 1040. 

a : Continued 
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Form 1040 (2002) 

Tax and 
Credits 
Standard 
Deduction 
for— 

e@ People who 
checked any 
box on line 
37a or 37b or 
who can be 
claimed as a 
dependent, 
see page 34. 

@ All others: 

Single, 
$4,700 
Head of 
household, 
$6,900 
Married filing 
jointly or 
Qualifyin 
widower), 
$7,850 
Married 
filing 
separately, 
$3,925 

Other 
Taxes 

Payments 

If you have a 
qualifying 
child, attach 
Schedule EIC. 

Refund 
Direct deposit? 
See page 56 
and fill in 71b, 
Tic, and 71d. 

Amount 
You Owe 

Third Party 
Designee 

Sign 
Here 
Joint return? 
See page 21. 

Keep a copy 
for your 
records, 

Paid 
Preparer’s 
Use Only 

36 Amount from line 35 (adjusted gross income) , L 

37a Check if: 1) You were 65 or older, C1 Blind; 0 eomeare was 65 or Ss, ‘in Blind. Be) 

: Add the number of boxes checked above and enter the totalhere. . . . P 37a 

If you are married filing separately and your spouse itemizes deductions, or 

you were a dual-status alien, see page 34 and checkhere . . . . . .» > 37b O 

Itemized deductions (from Schedule A) or your standard deduction (see left margin) . 

Subtract line 38 from line 36. . . . 6 Y, 

If line 36 is $103,000 or less, multiply $3,000 iby the total number of reloriptods seed on » Wu P 

line 6d. If line 36 is over $103,000, see the worksheet on page 35. . . . . 5 VOC 

Taxable income. Subtract line 40 from line 39. If line 40 is more than line 39, enter oo , fai | me (32.1 

Tax (see page 36). Check if any tax is from: a ( Form(s) 8814 b OO Form4972.. . Ct faz | yk Guts | 

Alternative minimum tax (see page 37). Attach Form 6251 . 

Addlines42and43 . ... . ee 

Foreign tax credit. Attach Form 1116 if reared 

Credit for child and dependent care expenses. Attach Form 2441 

Credit for the elderly or the disabled. Attach Schedule R . 

Education credits. Attach Form 8863 

Retirement savings contributions credit. Attach fom 8880 

Child tax credit (see page 39) . in a 

Adoption credit. Attach Form 8839. . . . .... 

Credits from: aL] Forms396  bLJ] Formsss9, . . 
Other credits. Check applicable box(es): a (1 Form 3800 

b C)Formss01 cL Specify 
54 Add lines 45 through 53. These are your total credits . . 

55 Subtract line 54 from line 44. If line 54 is more than line 44, enter on 

i‘ 

> > N me: 

a WP (URES 
\e/[e/8 

56 Self-employment tax. Attach ScheduleSE . . ... . ne 

57 Social security and Medicare tax on tip income not reported to anaes Attach Form 4137 

58 Tax on qualified plans, including IRAs, and other tax-favored accounts. Attach Form 5329 if required 

59 | Advance earned income credit payments from Form(s) W-2 , 

60 Household employment taxes, Attach Schedule H 
61 _Add lines 55 through 60. This is your total tax 

S 62 Federal income tax withheld from Forms W-2 and 1099 , 

2002 estimated tax payments and amount applied from 2001 return 

Earned income credit (EIC) : 

Excess social security and tier 1 RRTA tax withheld Gas saan 56) 

Additional child tax credit. Attach Form 8812 2 

Amount paid with request for extension to file (see page 56) 6 

68 Other payments from: a (1) Form 2439 b L] Form 4136 ¢ (1) Form 8885 
69 Add lines 62 through 68. These are your total payments 

70 If line 69 is more than line 61, subtract line 61 from line 69. This is the amount you a a 
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72__ Amountof line 70 you want applied to your 2003 estimatedtax > 72 

73 Amount you owe. Subtract line 69 from line 61. For details on how to pay, see page 5 HS” 
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Do you want to allow another person to discuss this return with the IRS (see page 58)? (] Yes. Complete the following. [_] No 
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self-employed O 
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yours if self-employed), 
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Form 1040 (2002) 

Figure 38-2, Cont'd 



Exclusions from Income 

There are exclusions from income that permit certain 
types of gross income to escape taxation. These exempt 
classes of income should not be confused with deduc- 
tions from gross income. Some of the more important 
exclusions include the following: 

Life insurance death proceeds. The proceeds of life insur- 
ance policies, if paid by reason of the death of the 
insured, are excluded from the gross income of the 
beneficiary. The manner in which the policy pro- 
ceeds is paid is of no consequence (i.e., whether in a 
lump sum or in installments). If the proceeds of a 
life insurance contract are paid for reasons other 
than the death of the insured, however, the insured 

is entitled to recover tax-free only what was paid for 
the contract. 

Gifts, bequests, and devises. The amount of cash or the 
value of property received by gift or inheritance is 
excluded from gross income. However, income 
derived from property received by gift is taxable as 
income to the recipient. 

Retirement income. Social Security benefits are not sub- 
ject to taxation as gross income. 

Interest on government securities. State and local bonds 
produce interest income that is not included as gross 
income. Obligations of the federal government are 
subject to federal taxation, and the interest on U.S. 

Savings Bonds (Series E) is fully taxable. 
Compensation for injuries or sickness. Compensation 

awarded for personal rights, such as workman’s 
compensation, damages for personal injury, dam- 
ages for defamation, and damages for other legal 
actions intended to “make the person whole again” 
are excluded from gross income. A like exclusion is 
permitted for accident and health benefits received 
under a policy purchased by the policyholder. 

Employee’s accident and health benefit plans. Amounts 
received by an employee as reimbursement for med- 
ical care; payments for permanent injuries or loss of 
bodily function; and to a limited extent, wages or 
payments in lieu of wages during a period of absence 
from work as a result of permanent and total disabil- 
ity are excluded from gross income. 

Employer’s educational assistance plans. Amounts paid by 

an employer for an employee’s education, pursuant 

to a plan meeting certain requirements, are excluded 

from gross income. Amounts received that may be 

excluded include tuition and fees, books, supplies, 

and equipment. For an educational assistance pro- 

gram to qualify, it must be in writing, limited to pro- 

viding employees with education assistance, and 
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not discriminatory in favor of certain employees or 
a certain class of employees. 

Scholarship and fellowship grants. Scholarships and fel- 
lowship grants are tax exempt for degree candidates 
but only to the extent that amounts are paid for 
tuition, books, and supplies; room and board and 
other expenses that are paid by the scholarship or 
fellowship are not excluded from income. 

Sale of main residence. A single homeowner who sells a 
main residence that has been lived in for 2 years and 
realizes a profit may exclude $250,000 of the gain 
from the sale; if the sale is by a married couple filing 
a joint tax return, the exclusion is $500,000. 

Capital Gains 

Not all gross income will be taxed the same because 
there is an important distinction between ordinary 
income and capital gains. Ordinary income includes 
money earned as salary, benefits that are subject to taxa- 
tion, income earned through the providing of services or 
the sale of products (as in optometry), bonuses, 
exchanges, and gains realized on the sale of items owned 
for a year or less. Capital gains are limited only to gains 
earned on certain assets that are held for more than a 
year. These assets—which must be owned and used for 
personal purposes, pleasure or investment—are termed 
capital assets and include stocks, bonds, homes, house- 

hold furnishings, coins, stamps, jewelry, art, and similar 

items. When capital assets are sold for a gain after being 
held for more than a year, a capital gain is realized. 

The tax rate to which these assets are subject varies, 

depending on the asset, and ranges from 5% to 15%, 
which is less than the tax rates for ordinary income, 
which as of 2003 ranged from 10% to 35%. (There also 
are special rates that apply to assets held for 5 years.) The 
tax on capital gains is calculated differently than the tax 
on ordinary income, and the calculation is performed 

on Schedule D. If there is a capital loss (e.g., capital 
assets held for more than a year and sold for a loss), it 
can be used to offset a capital gain. The computation of 
these gains can become quite complicated, requiring an 
accountant’s expertise. Capital gains also must be 
included in gross income and reported on Form 1040. 

Once gross income has been determined, the next 

step is to consider the deductions available to the 
taxpayer. 

Deductions 

There are certain expenses that may be subtracted from 
gross income to arrive at the AGI. Both business and 
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nonbusiness expenses are included, but they are lim- 
ited in number. As of 2003, the nonbusiness deduc- 

tions were: 

Contributions to an individual retirement account (IRA). 

Contributions to a traditional IRA can be deducted 
by taxpayers who meet certain qualifications (see 
Chapter 33); contributions to a Roth IRA are not 

deductible. 
Student loan interest deduction. Any loan taken out to pay 

for qualified higher education expenses incurred by 
a taxpayer or taxpayer’s spouse or dependent may be 
claimed in part as a deduction. The deduction 1s lim- 
ited but gradually has been increased throughout 
the years ($2500 in 2003). 

Medical savings accounts. These accounts are a com- 
bination of a high-deductible insurance plan and 
tax-deferred savings account like an IRA. Tax- 
deductible contributions may be made to the 
account, the amounts contributed are invested and 

grow on a tax-deferred basis, and tax-free with- 
drawals may be made for medical expenses. Tax 
deductions for medical savings accounts are figured 
on Form 8853. 

Moving expenses. The cost of moving to another loca- 
tion to start a new job may qualify as a deduction if 

certain conditions are met; the most important are 

that the move be connected with employment, 
within a year of starting a new job, and that the dis- 
tance be at least 50 miles (the distance is measured 
between the old home and the new place of employ- 
ment). The actual costs of the move may be 
deducted, but pre-move expenses, temporary living 
expenses, and expenses for the sale, purchase, or 
lease of a residence are not deductible. Allowable 
expenses must be calculated on Form 3903. 

Self-employment tax. Self-employed individuals must 
contribute to Social Security and Medicare, and 
one-half of the tax paid (which is calculated on 
Schedule SE for individual practitioners) may be 
claimed as a deduction (see Chapter 40 for a discus- 
sion of the tax). 

Self-employed health insurance deduction. The cost of 
health insurance premiums for a self-employed indi- 
vidual, spouse, and dependents may be deducted if 
the insurance plan was established by the individ- 
ual’s business. If the spouse is employed and also has 
insurance coverage that includes the self-employed 
individual, however, the premium costs for the self- 
employed individual cannot be deducted. 

Contributions to a simplified employee pension IRA, Keogh 
plan, pension plan, or other tax-deductible retirement 

plan. Self-employed individuals or partners who par- 
ticipate in tax-deferred retirement plans may deduct 
their contributions from gross income (see Chapter 

33 for a discussion of these plans). 
Penalties for early withdrawal of savings. Premature with- 

drawals of funds from a time savings account or 
deposit are subject to penalty; the amount paid as a 
penalty may be deducted as an exclusion from gross 

income. 
Alimony. Alimony and separate maintenance pay- 

ments are deductible from gross income by the one 
paying them if the following four criteria are met: 
they must be made under a written decree or agree- 
ment; they must qualify as periodic payments (i.e., 
payments that are uncertain in amount, or for an 
indefinite period, or for more than 10 years); they 
must not be specifically designated for the support 
of minor children; and they must not be in the form 
of a lump sum or settlement. Child support is not 
deductible. 

These deductions, when subtracted from the gross 
income, produce the AGI. This amount has relevance 
to certain expenses that may be claimed when deter- 
mining itemized deductions, a calculation that is per- 
formed on Schedule A. To figure itemized deductions, 
however, the concept of the standard deduction must 
be understood. 

The Standard Deduction 

The lowest bracket for each category of taxpayer (e.g., 
single, married filing jointly) has a tax of zero; these 
brackets are referred to as the standard deduction (Box 
38-1). Additional deductions are allowed for individu- 
als 65 years of age and older and for individuals who 
are blind. Thus, a single taxpayer who is both 65 and 
blind could claim two additional deductions, in addi- 

tion to the standard deduction. 
For purposes of claiming the deduction for blind- 

ness, the taxpayer must get a statement certified by the 
“eye doctor or registered optometrist” that verifies 
either of the following: 

* Visual acuity is less than 20/200 in the better eye 
with glasses or contact lenses 

: The field of vision is 20 degrees or less 
The statement also must assert that the acuity or field 
of vision is “not likely to improve.” 

Only income in excess of the standard deduction 
(plus exemptions, to be discussed) is subject to taxation. 
Any taxpayer may claim the standard deduction, but as 
income increases, this deduction fails to yield the best 



Box 38-1 Standard Deduction, 2003 

: The sated eduction | increases from year to year, but 
| for purposes of illustration the 2003 amounts were: 
__* $4750 for single taxpayers 
: * $9500 for married couples filing jointly 

© $4750 for married taxpayers filing separately 

* $7000 for heads of household 
_ In 2003 an additional $1150 was allowed for individuals 

_ 65 years of age and older ($950 if married filing jointly) 

- and for individuals who were blind. Thus, a single 
taxpayer who was both 65 and blind could claim an 

additional $2300 ($1900 if married filing jointly). 

Source: Internal Revenue Service publication 17, Your income tax. 

tax benefit. This is because taxpayers are permitted to 
claim certain personal deductions to ascertain whether 
these itemized deductions provide a better tax benefit than 
the standard deduction (but the extra deductions for 
elderly and blind taxpayers cannot be claimed when 
itemizing). The calculation is performed on Schedule A. 

An illustration of how the itemized deductions are 
calculated on Schedule A may be found in Figure 38-3. 

Itemized Deductions 

There are eight categories of expenses that are com- 
monly incurred by taxpayers and recognized as item- 
ized deductions which are calculated on Schedule A: 

Medical, dental, and optometric expenses. The deduction 
allowed for these expenses is limited in several 
respects. First, a taxpayer may not claim a deduction 
for any expenses for which there was reimbursement 
by insurance. Second, the deduction is limited to 
the amount that is in excess of 7'/2 % of the AGI. 
For example, if the AGI is $100,000, and $8000 
of expenses (unreimbursed by insurance) were 
incurred, only $500 would be deductible. Amounts 
paid for medicine and drugs may be deducted, but 
drugs are defined as prescription drugs and insulin 
only. Premiums for health care are included as 
deductions, as are transportation costs for health 
care (as of 2003, 13 cents a mile and up to $50 a 

night for lodging). 

Taxes. Certain taxes may be deducted, including state, 

local, and foreign real property taxes; state and local 

personal property taxes (e.g., an automobile tag tax); 
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and state, local, and foreign income taxes. State and 

local sales taxes, however, are not deductible. 

Interest. Only limited interest expenses paid by a tax- 
payer are deductible, with the most important exam- 
ple being mortgage interest payments. (Student loan 
interest is deductible as an expense to reduce gross 
income and does not have to be claimed on 
Schedule A). 

Charitable contributions. Charitable contributions are 
allowed for money or property contributed to quali- 
fied organizations, which include a state, a posses- 
sion of the United States, or any subdivision of 
these; a corporation, trust, or other organization 

that is operated exclusively for religious, charitable, 
scientific, literary, or educational purposes; posts or 
organizations of war veterans, or an auxiliary unit or 
society of, or trust or foundation for, any such post 
or organization; or a domestic fraternal society, 
order, or association, operating under the lodge sys- 
tem (if the contribution is made for charitable pur- 
poses). The amount of a contribution in property 
other than money is its fair market value at the time 
of the contribution. To determine this value, it is 

advised that IRS publication 526, Charitable 
Contributions, be consulted. 

Casualty and theft losses. A taxpayer may deduct a lim- 
ited amount for casualty losses to nonbusiness 

property that are due to fire, storm, shipwreck, or 

other casualties not covered by insurance. Such a 
loss is limited, however, to the extent by which it 

exceeds 10% of the taxpayer’s AGI. For example, if 
the AGI were $100,000 and the loss were $12,000, 

the deduction would be limited to $2000. 
Job expenses and most miscellaneous deductions. For 

employed individuals, most job-related expenses for 
which there is no reimbursement by the employer 
will be claimed in this category. Miscellaneous per- 
sonal expenses also may be claimed (Box 38-2). 
These expenses provide a tax deduction, however, 
only to the extent that they exceed 2% of the tax- 
payers AGI. For example, for an employed 
optometrist with an AGI of $50,000, only expenses 

in excess of $1000 would be deductible. 
Other miscellaneous deductions. Examples of miscella- 

neous deductions that may be claimed in the “other” 
category include gambling losses, casualty and theft 
losses from income-producing property, and impair- 
ment-related work expenses of a disabled individual. 

If itemized deductions exceed a certain amount, which 

is adjusted annually, they are reduced. Careful record- 

keeping is necessary to document Schedule A expenses. 
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SCHEDULES A&B Schedule A—Itemized Deductions 
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Figure 38-3 Sample Schedule A. 



Chapter 38: Individual Income Tax 385 

Box 38-2 Miscellaneous Expenses Deductible on Schedule A 
PE EIEIO ee 

EMPLOYEE EXPENSES _ 
License fees 

Dues to professional societies 
Employment-related education (i.e., continuing education) 
Expenses of looking for a job in the same field 

Malpractice insurance premiums 

Subscriptions to professional journals and magazines 

Work clothes or uniforms 

50% of unreimbursed business-related entertainment or 
meal expenses 

Business-related travel and transportation expenses in 

excess of reimbursement by the employer 

PERSONAL EXPENSES 

Legal and accounting fees 

Fees paid to investment counsel 

Fees paid to the custodian of an IRA 

Custodial fees paid for income-producing property 

Cost of safety deposit box rental 

Cost of tax services, periodicals, or return preparation 

Appraisal fees for establishing a casualty loss or charitable 
contribution 

Receipts, checks, and other evidence of these expendi- 
tures should be retained and stored so that proof of 
claimed deductions will be readily available should the 
IRS audit the taxpayer’s return. 

Exemptions 

A certain amount of income is deemed to be exempt 
from taxation. The amount exempt from taxation is 
based on filing status, with one exemption allowed to 
each of the following: 
+ Taxpayer 
* Taxpayer’s spouse (if filing jointly) 
* Each dependent 
Therefore, for a married couple filing jointly with two 
children, there would be four exemptions (Box 38-3). 
Although this amount is claimed after the standard or 
itemized deduction has been subtracted from the AGI, 

the determination of the number of exemptions is 

Box 38-3 Exemptions, 2003 

made on the first page of Form 1040, under the cate- 
gory “Exemptions.” 

There is an income test for exemptions, and if a tax- 
payer’s AGI exceeds a certain amount, the exemption 
begins to be reduced. 

Computing the Tax 

The computation of individual income tax is based on 
the tax tables prepared by the IRS. The tables are con- 
structed according to the tax status of the taxpayer: sin- 
gle, married couple filing jointly, married person filing 
separately, head of household, and widow/widower 

with dependent child. 
As of 2003 there were six tax rates: 10%, 15%, 

25%, 28%, 33%, and 35%. Each rate applies to a 

certain bracket of income, which is different for 

single taxpayers and for married persons filing 
jointly (Table 38-1). Both the tax rates and the 

Exemptions from income are modest in amount and increase slightly each year; examples for 2003 are: 

* $3050 for the taxpayer 
* $3050 for the taxpayer's spouse (if filing jointly) 

* $3050 for each dependent 

For taxpayers filing jointly with two dependents, the amount to be claimed in 2003 would be 4 x $3050, or $12,200. There is an 

income test for exemptions, and if a taxpayer's adjusted gross income exceeds the allowable amount, the exemption begins to 

be reduced. The exemption is phased out completely when the taxpayer's income exceeds an income ceiling. 

Sc EET 

Source: Internal Revenue Service publication 17, Your income tax. 
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Table 38-1 Income Tax Rates and Brackets, 2003 

Income tax is determined by the income tax rate and the bracket to which it is 

applied; under the tax reform act passed in 2003,,rates were reduced and brackets 

were changed. The brackets vary for single, married filing jointly, and other 

classifications of taxpayers. As an example, the rates and brackets for single and 

joint return taxpayers in 2003 were: 

SINGLE 

10% Bracket $0 to $7000 

15% Bracket $7001 to $28,400 

25% Bracket $28,401 to $68,800 

28% Bracket $68,801 to $143,500 

33% Bracket $143,501 to $311,950 

35% Bracket $311,951 and up 

brackets have been affected by the 2003 federal tax 
law changes. 

The determination of the tax due from the tax 
tables does not conclude the tax computation 
process; once the actual tax is figured, any credits may 
be deducted. 

Tax Credits 

Whereas deductions and exemptions reduce the 
amount of income that the taxpayer must report for 
purposes of computing the tax owed, tax credits actu- 
ally reduce the tax that must be paid, by being 
deducted dollar-for-dollar from the tax. For example, 
$10,000 of tax owed—based on taxable income of 

$56,000—would be reduced to $8000 by a $2000 tax 
credit. Some credits are nonrefundable (i.e., they can- 
not be refunded to the extent that they exceed the 
income tax owed by the taxpayer). 

The credits likely to be of most importance to 
optometrists are described in the following: 

Credit for child and dependent care expenses. A credit may 
be claimed for expenses incurred to have someone 
take care of a child younger than 13 years of age ora 
dependent or spouse who cannot care for himself or 
herself. As of 2003, the maximum allowable credit 

was $3000 per child or dependent, and the total 
credit that may be claimed annually was $6000. 
However, because of income limitations, optom- 
etrists are likely to be eligible to claim only 20% of 
the credit. Computation of the credit is performed 
on Form 2441. 

Credit for the elderly and the disabled. This credit may be 
claimed by individuals age 65 and older (younger 

MARRIED FILING JOINTLY 

$0 to $14,000 
$14,001 to $56,800 
$56,801 to $114,650 
$114,651 to $174,700 

$174,701 to $311,950 
$311,951 and up 

than 65 if a government retiree) and by individuals 
who are permanently and totally disabled. The 
credit is reported on Schedule R. 

Education credits. The Hope credit may be claimed for 
expenses paid for a taxpayer, spouse, or child to 
enroll in and attend the first 2 years of college or 
vocational education. The student must be 
enrolled in a degree-earning program and must 

carry at least a half-academic load. As of 2003, the 
allowable credit was up to $1500 per student (for 
2 years). The lifetime earning credit does not 
require enrollment in a degree program and per- 
mits a credit of up to $1000 to be claimed per fam- 
ily (for an unlimited number of years). These 
credits are not allowed if the AGI exceeds an 
income ceiling, which differs for single individuals 
and married persons filing jointly. The credit must 
be computed on Form 8863. 

Child tax credit. A tax credit may be claimed for a child 

who is a dependent and is younger than 17 years at 
the end of the tax year. As of 2003, to receive the 

$1000 credit the taxpayer’s AGI could not exceed an 
income ceiling, which differed based on whether the 
person claiming the credit was single or married fil- 
ing jointly. 

Adoption credit. A credit may be claimed for expenses 
incurred in adopting a child. There is a maximum 
allowable amount, but unused credit may be carried 
forward for 5 years. The credit must be figured on 
Form 8839. 

Some credits are refundable and‘can be refunded to the 
extent that they exceed the tax owed by the taxpayer, 
being treated as payments of taxes. These credits gener- 
ally are not applicable to optometrists. 



Self-Employment Tax 

There are additional taxes that may have to be paid by 
an individual taxpayer, including taxes imposed on 
IRAs and other types of retirement plans, and house- 
hold employment taxes (which are imposed on wages 
paid to employees working in a home). For a self- 
employed individual, however, the most significant tax 
that must be paid is the self-employment tax. 

This tax is the Social Security and Medicare tax paid 
by self-employed individuals, and it represents their 
contributions to these programs. The calculation and 
payment of this tax, which is performed on Schedule 
SE, are described in Chapter 40. 

Because this tax must be paid quarterly and submit- 
ted to the IRS before the calculation of the annual tax 
return by the taxpayer, it is subtracted from the tax due. 

Income Tax 

Taxpayers must have income taxes calculated, with- 
held, and submitted to the IRS at least quarterly 
(Chapter 40). For employed individuals, the amount 
that has been withheld is reported to the IRS on Form 
W-2, which lists the total annually income taxes for the 
employee. This amount is reported in the “Payments” 
section of the taxpayer’s Form 1040. For self-employed 
individuals, the income tax is submitted quarterly to 
the IRS on Form 941; the total amount withheld is also 

reported on Form 1040 in the “Payments” section. 
If the amount withheld exceeds the total tax indebt- 

edness calculated on the return, the taxpayer is due a 
refund. If the amount withheld is less than the total 
amount owed, the taxpayer must pay an additional 

sum to the IRS. 

Box 38-4 Income Levels Not Subject 
to Tax, 2003 

There isa minimum income that is not subject to income 

taxation. This minimum income level is composed of: 

* The standard deduction 

* The personal exemption 
For example, in 2003 the standard deduction for single 

. taxpayers younger than 65 years was $4750 and the 

personal exemption was $3050, for a total of $7800. 

Single taxpayers earning less than this amount did not 

have to file a return. For a married couple younger than 

_ 65 years filing jointly in 2003, the total was $15,600. 

oo ee _! 
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Filing Requirements 

Taxpayers need not file a return if their gross income is 

less than the standard deduction plus the personal 
exemption (Box 38-4). These amounts are relatively 
modest, and optometrists are likely to exceed them. 

A child with unearned income (such as investment 
income) who can be claimed as a dependent must file a 
return if the unearned income is $750 or more. Earned 
income of a child is taxable to the child, and the child 

must file a tax return; the parents should not report the 
child’s earnings on their return. The child will be per- 
mitted to use a standard deduction (which is less than 
that for adults) to shield earned income from taxes. 

Individuals’ returns must be filed by the 15th day of 
the fourth calendar month after the close of the taxable 
year—April 15 for a calendar year. The IRS has an elec- 
tronic filing system that may be used in lieu of the 
traditional paper system. 

Although taxpayers will be granted an automatic 
2-month extension for the filing of income tax returns 
if they file Form 4868 on or before the due date of the 
return, they also must pay a tentative estimate of the 
income tax due at the time of making the extension 
application. Applications for further extensions of 
time for filing must be made in writing and will be 
granted only in hardship cases. There are penalties for 
failure to file and for failure to pay by the due date. In 
addition, there is a penalty for substantially understat- 
ing the tax due, which will be applied if the unpaid 
amount is more than 10% of the final tax liability or is 
more than $5000, whichever is larger. 

Any taxpayer may revise a previous return to claim a 
refund of taxes or pay additional taxes by filing Form 
1040X. 

Penalties 

In addition to the penalty for underpaid tax, there is a 
penalty that may be imposed on frivolous returns. If any 
part of the deficiency in tax is due to the negligence or 
intentional disregard of IRS regulations, a penalty of 5% 
of the total amount of the deficiency, plus an additional 
penalty of 50% of the interest due, will be assessed. If 
there is fraud, the penalty is 75% of the underpayment 

due to fraud and 50% of the interest payable on the 
underpayment. Fraud also may be the basis for a crimi- 

nal action against the taxpayer, which can result in a jail 
sentence of up to 5 years and a $10,000 fine. The period 
within which criminal prosecution may be started is gen- 
erally 3 years after the commission of the offense but 
may be longer in many circumstances. 
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Tax returns are examined by the IRS through several 
programs. A computer system known as the Discrimi- 
nation Function System selects most returns that are 
examined, by evaluating selected entries and giving the 
return a score, which is then reviewed by IRS person- 
nel. Returns deemed to have the highest probability of 
error are selected for audit. 

Returns also may be analyzed through the Taxpayer 
Compliance Measurement Program, which is a ran- 
dom selection system that is used to determine correct 
tax liability and measure and evaluate taxpayer compli- 
ance characteristics. The information obtained through 
Taxpayer Compliance Measurement Program audits 

is used to update and improve the Discrimination 
Function System program. 

Returns also may be examined directly by IRS per- 
sonnel, by assessing claims for credit or refunds of pre- 
viously paid taxes or by matching tax documents, such 
as Form W-2 or 1099. The place and method of exami- 
nation are determined by the IRS and may be no more 
than an exchange of correspondence, a more formal 
hearing at the taxpayer’s office, or at the office of the 
IRS. Most taxpayers represent themselves at these 
meetings, and many disagreements are settled at this 
level. If the taxpayer does not agree with the changes 
proposed by the examiner, the taxpayer may appeal 
through the IRS or proceed to tax court. See IRS publi- 
cation 5, Appeal Rights and Preparation of Protests for 
Unagreed Cases, and Publication 556, Examination of 
Returns, Appeal Rights, and Claims for Refund. 
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The more things change, the more they remain the same. 

Alphonse Karr Les Guepes 

business is an activity carried on for profit, and for 
an activity to be considered a business, a profit 

motive must be involved. An activity is presumed to be 
engaged in for-profit activities if it produces a profit in 
any 3 out of 5 consecutive years. 

One of the most important decisions made when 
entering into business is the form of organization to 
use. Tax considerations are a key aspect of the decision- 
making process, as each type of business entity offers 
different tax advantages and disadvantages. Although 
the individual proprietorship has been the historical 
backbone of optometry, economic and sociological 
factors have combined to make partnerships and group 
practices grow in popularity. For purposes of illustra- 
tion, however, the computation of business taxes for 
an individual proprietor is described in this chapter. 
Legal counsel and accounting advisors will be required 
when beginning a business enterprise to ascertain the 
appropriate type of organization and tax reporting 

requirements. 
A business must have its own unique identification, 

and so each business is required to have an employer 
identification number, which must be provided on all 
business tax returns. Personal tax returns, with 

Schedule C attached, must include the individual’s 

Social Security number. If a sole proprietorship is 
incorporated or merged with another sole proprietor- 
ship to form a limited liability company (LLC) or part- 
nership, then a new employer identification number 1s 
needed for the resulting corporation, LLC, or partner- 
ship. To apply for an employer identification number, 
Form SS-4, Application for Employer Identification 
Number, must be completed and submitted to the 
Internal Revenue Service (IRS) (Figure 39-1). 
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Business Taxes 

John G. Classé 

When organizing a business, there are three impor- 
tant income-related considerations: books and records, 

accounting periods, and accounting methods. 

Books and Records 

When starting a business, a system of recordkeeping 
that is suitable for the business should be established. 
The tax year and the accounting method must be deter- 
mined because the recordkeeping system must show 
the income for the accounting period that is the tax 
year. Computerized bookkeeping is the preferred 
method to use for financial records (see Chapter 20). 

All business receipts should be deposited in a sepa- 
rate bank account established for that purpose, and all 
disbursements should be made by check from this 
account. This permits the documentation of both 
income and expenses. Checks payable to one’s self 
should be written only when making withdrawals of 
income from the business for one’s own use; checks 

payable to “cash” should be avoided. 
A petty cash fund should be established for minor 

expenses, and all business expenses paid for by cash 
should be supported by documents showing their busi- 
ness purpose. To document recordkeeping, the follow- 
ing rules should be observed: 

Support all entries. Cancelled checks, paid bills, dupli- 
cate deposit slips, and other items that support 
entries in the practice accounts should be kept in an 
orderly manner. 

Keep all records. Business records should be kept avail- 
able for review as needed; backup computer records 
should be scrupulously maintained; these records 
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corm 9924 Application for Employer Identification Number a 
(For use by employers, corporations, partnerships, trusts, estates, churches, 

(Rev. December 2001) government agencies, Indian tribal entities, certain individuals, and others.) ie 5 sale 

Ieecal Raweas Saves > See separate instructions for each line. > Keep a copy for your records. 

1 Legal name of entity (or individual) for whom the EIN is being requested, 
¢ John O'D 

2 Trade name of business (if different from name on line 1) 3 Executor, trustee, “care of" name 

6 County and state where principal business is located 

bun TY S+teyje— 
7a Name of principal officer, Ca partner, grantor, owner, or trustor 7b SSN, ITIN, or EIN 

ohn 0’ Dee— 123 4S 67F9 

PY oe >) 
i) : 

he 

Q 
‘O| 4a Mailing address (room, apt., suite no. and street, or P.O. box)|5a Street address (if different) (Do not enter a P.O. box.) 

= 32\ Main Sheet 
&| 4b City, state, and ZIP code 5b City, state, and ZIP code 

5 wn, ST 12345 
o 

= 
< 

8a _ Type of entity (check only one box) , C Estate (SSN of decedent) 

W’eole proprietor (SSN) See it ee C) Plan administrator (SSN) 

0 Partnership (1 Trust (SSN of grantor) : 

O Corporation (enter form number to be filed) C1 National Guard C1 State/local government 

LJ Personal service corp. (1 Farmers’ cooperative [_] Federal government/military 

C1 Church or church-controlled organization O REmIc (1 Indian tribal governments/enterprises 

CJ other nonprofit organization (specify) > Group Exemption Number (GEN) 

(] Other (specify) > 

8b_ If a corporation, name the state or foreign country | State Foreign country 

(if applicable) where incorporated 

9 Reason for applying (check only one box) O Banking purpose (specify purpose) > 

Started new business (specify type) > Optomedry O Changed type of organization (specify new type) > 

CL) Purchased going business 

CO Hired employees (Check the box and see line 12.) C) Created a trust (specify type) > 
(J Compliance with IRS withholding regulations C Created a pension plan (specify type) > 

C1 Other (specify) > 
10 Date business started or acquired (month, day, year) 11 Closing month of accounting year 

| Jan 2003 december 
12 ‘First date wages or annuities were paid or will be paid (month, day, year). Note: /f applicant is a withholding agent, enter date income will 

first be paid to nonresident alien. (month, day, year) . < Da Pers HE Daw 2003 

Highest number of employees expected in the next 12 months. Note: /f the applicant does not | Agricultural | Household 
expect to have any employees during the period, enter "-0-.” . > 

[MJ Health care & social assistance [_] Wholesale-agent/broker 

13 

14 Check one box that best describes the principal activity of your business. 

CJ Construction [] Rental & leasing » [] Transportation & warehousing [[] Accommodation & food service (J Wholesale-other [J Retail 
C) Realestate (] Manufacturing C1] Finance & insurance C1 Other (specify) 

15 Indicate principal line of merchandise sold; specific construction work done; products produced; or services provided. 

we 

16a Has the applicavit ever applied for an employer identification number for this or any other business? . . . . (J Yes [YW No 
Note: /f “Yes,” please complete lines 16b and 16c. 

16b If you checked “Yes” on line 16a, give applicant's legal name and trade name shown on prior application if different from line 1 or 2 above. 
Legal name > Trade name & 

16¢ Approximate date when, and city and state where, the application was filed. Enter previous employer identification number if known. 
Approximate date when filed (mo., day, year) City and state where filed Previous EIN 

Complete this section only if you want to authorize the named individual to receive the entity’s EIN and answer questions about the completion of this form. 

Third Designee’s name Designee’s telephone number (include area code) 

Party ( ) 

Designee | Address and ZIP code Designee’s fax number (include area code) 

( ) 
Under penalties of perjury, | declare that | have examined this application, and to the best of my knowledge and belief, it is true, correct, and complete, GY 

Vos 
Applicant's telephone number (include area code) ’ 

Name and title (type or print clearly) > lo hn C O Dee oD ( (23 ) SG -7§4 0 
; Applicant's fax number (include area code) 

2, u\ Signature > pe O Ver pate ! Bec 202 ]( 12%) YSG~7E99 
U/ 

For Privacy Act and Paperwork Reduction Act Notice, see separate instructions. Cat. No. 16055N Form SS-4 (Rev. 12-2001) 

Figure 39-1 Sample Form SS-4. 



should be kept for a period that exceeds the statute 
of limitations for liability and contract actions. 

Retain copies. Supporting records for tax returns should be 
kept until the statute of limitations for tax returns runs 
out (3 years after the return is due or 2 years from the 
date the tax is paid, whichever occurs later). 

Keep comprehensive employee records. All records on 
employment taxes (e.g., income tax withholding, 
Social Security, Medicare, federal unemployment tax) 

should be kept for at least 4 years after the due date of 
the return or the date the tax is paid, whichever is later; 

business records always should contain the employer 
identification number, copies of the returns filed, and 
the dates and amounts of tax deposits made. 

Withholding and submission of employment taxes are 
described in Chapter 40. 

Accounting Periods 

Every taxpayer must calculate taxable income and file a 
tax return on the basis of an annual accounting period, 
called a tax year. A tax year usually is 12 consecutive 
months. It may be a calendar year or a fiscal year; 
under certain circumstances, it may be less than 12 

months, a partial year. 
A calendar year is 12 consecutive months ending 

Dec. 31. A fiscal year is either 12 consecutive months 
ending on the last day of any month other than 
December, or a 52- to 53-week year. To report on a fis- 
cal basis, the practice books must be kept on that basis. 
A short tax year, or partial year, is a tax year of less than 
12 months, but a short tax year return is treated as a 

return for a full tax year. A short tax year usually results 

when a taxpayer is not in business for an entire tax year. 
Most optometrists and other small businesses are on a 
calendar year accounting period. 

Accounting Methods 

Taxable income is determined by using a fixed 
accounting period and a set of rules to decide when 
and how to report income and deductions. There are 
two types of accounting methods, cash and accrual, for 

income and expenses of business activities. 

Cash Method 

The cash method of accounting is used by most indi- 

viduals and many small businesses with no inventories. 

With the cash method, all items of income actually or 

constructively received during the year are included in 
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gross income. Both property and services received 
must be included as income at their fair market value. 
Constructive receipt of income occurs when an 
amount is credited to the practice account or made 
available to the practice without restriction as to the 
time and manner of payment. 

For example, an optometrist on the cash method of 
accounting renders services to a patient on Dec. 31 but 

does not receive a check as payment until Jan. 1. The pay- 
ment is income reportable in the year beginning Jan. 1. 

Aecrual Method 

Under the accrual method all items of income are 
included in gross income when earned, even though 
payment may be received in another tax year. All 
events that fix the right to receive the income must 
have occurred and the amount must be able to be 
determined with reasonable accuracy. 

For example, an optometrist on the accrual method 
of accounting renders services to a patient Dec. 31 but 
does not receive payment until Jan. 1. The payment is 
income reportable in the year ending Dec. 31. 

An accountant should be consulted before making 
any decision as to the most appropriate type of book- 
keeping, accounting period, and method of account- 
ing for a given business enterprise. 

Business Assets 

Ophthalmic instruments have obvious value to the 
practice of optometry because they contribute directly 
to earning the income that supports the practice. Such 
property is termed a business asset. 

A business asset can be tangible real estate, such as a 
building or a parking lot, or tangible personal property, 
such as furniture or examination room equipment. It 

also can be intangible property, such as goodwill or a 
covenant not to compete. 

The amount paid for a business asset usually is a cap- 
ital expenditure rather than a deductible expense. This 
distinction has important tax ramifications. The cost of 
capital expenditures cannot be deducted all at once but 
rather must be recovered through the use of deprecia- 
tion or amortization, which permits recovery over a 

period of years. Some business assets cannot be depre- 
ciated or amortized (e.g., land), and the cost of these 

assets can be recovered only when the asset is sold or 
otherwise disposed of. A deductible expense, on the other 
hand, may be claimed in full for the tax year in which it 
was incurred. Examples of deductible expenses include 
office supplies, drugs and solutions, and repairs. 
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A capital expenditure actually is an investment of 
capital, either to acquire property with a useful life of 
more than 1 year or to make permanent improvements 

that increase the value of property or appreciably pro- 
long its life. Thus purchases of equipment, instru- 
ments, and other capital assets incur long-term tax 
ramifications that must be taken into account when 
the purchases are being considered. 

Business assets have to be classified for tax pur- 
poses; the tax accounting for a practice must distin- 
guish between the types of capital expenditures 
because the depreciation period varies for different 
types of property. The tax ramifications of this classifi- 
cation system also are important when purchasing a 
practice or the assets of a practice (see Chapter 3). 

Tax Basis for Business Property 

The tax basis of business property is used to figure the 
gain or loss from the sale or other disposition of the 
property. It also is used for determining tax deductions 
for depreciation or amortization. When property is 
purchased, its original basis is the cost. (If the property 
is received in some other manner, such as by gift or 
inheritance, then a basis other than cost is used.) If an 

asset is used for business purposes and depreciation or 
amortization deductions are claimed by the taxpayer, 
then these deductions are used to calculate the 
adjusted basis of the asset. In addition, this informa- 

tion may be needed to determine the taxable income 
of the taxpayer’s business. The adjusted basis also is 
necessary for determining gain or loss when business 
property is sold or exchanged. Such transactions are a 
common part of the decisions made by a small busi- 
ness owner such as an optometrist. 

For example, if an optometrist purchases a com- 
puter for $5000 and uses it for a year, it will have a 
depreciated value (adjusted basis) of $4000. If the 
optometrist sells it for $3000, there will be a $1000 
loss; if it is sold for $5000 there will be a $1000 gain. 

As this example illustrates, cost serves as a begin- 
ning point for basis determination in many cases. 
Another important aspect of basis is fair market value, 
which is the price at which property would change 
hands between a willing buyer and seller. 

For example, an automobile used exclusively for 
business purposes by an optometrist has been depreci- 
ated so that it has an adjusted basis of $13,000, but it 

has a fair market value of $14,500. The optometrist 
decides to trade it for a truck that also has a fair market 
value of $14,500. The basis in the truck after the sale is 

$13,000, the same as the traded automobile. 

If the optometrist decides to trade the truck for a 

new automobile that has a fair market value of 

$15,000, and pays $1000 in addition to the trade-in, 
the basis in the new car becomes $14,000 (the $13,000 

basis of the old truck plus the $1000 cash). 
The effect of basis on a contemplated sale or exchange 

of equipment or other business assets always should be 
carefully considered. It is important to retain a compe- 
tent accountant or tax attorney so that advice concerning 

the tax consequences of a business transaction can be 
ascertained before entering into the transaction. 

though the preceding examples have used tangi- 
ble assets for purposes of illustration, intangible assets 
also have a basis that may be adjusted as required. 
Typical examples include the following: 

Goodwill. The basis of goodwill is its cost when the pur- 
chase of a practice is involved. 

Covenant not to compete. Usually, the basis of a covenant 
not to compete is what is paid for it; if a covenant is 
part of a sales agreement for the purchase of a prac- 
tice, its cost must be listed in the contract. 

Franchise. The basis of a franchise is its cost. 

The determination of basis can become complicated, 
but each purchase and sale or exchange of a business 
asset has tax consequences, and nowhere is this more 
important than in the purchase of a practice: it is not 
the price paid but the value allocated to the various 
types of assets being purchased that determines the tax 
ramifications (see Chapter 3). 

Determining Net Profit From 
a Business 

The determination of profit (or loss) for an individual 
practitioner is calculated on Schedule C (Figure 39-2). 
Schedule C is divided into two parts: income and 
deductions. Information concerning the type of busi- 
ness activity being reported and the accounting method 
(cash or accrual) being used also must be provided. A 
review of the calculation of income and business deduc- 
tions for Schedule C is provided to illustrate how 
income is determined for an optometrist in private prac- 
tice and to describe the various types of business deduc- 
tions that typically may be claimed in the practice of 
optometry. 

Income 

The principal activity of an optometry practice is to 
provide personal services. All compensation received 
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(Form 1040) 

> Partnerships, joint ventures, etc., must file Form 1065 or 1065-B. 

4 Cost of goods sold (from line 42 on page 2) . . . . . . , 2 : ree 

5 Gross profit. Subtract line 4 from line 3 PRD an ee oe 4 ; [a] ass,aro! 

6 Other income, including Federal and state gasoline or fuel tax credit or refund (see page C- 3) AN 6 

Part Il Expenses. Enter expenses for business | use 2 of our home only on line 30. 

8 -Advertising 2 3. 

9 Bad debts from sales or 

services (see page C-3) 

10 Car and truck expenses 

(see page C-3) . 

11. Commissions and fees 

12 Depletion 

19 Pension and profit-sharing plans 

20 Rent or lease (see page C-5): 

a Vehicles, machinery, and equipment . 

b Other business property 

21 Repairs and maintenance . 

22 Supplies (not included in Part Ill). 

23 Taxes and licenses , 

24 Travel, meals, and entertainment: 

aTravel 4 es 

b Meals and 

entertainment 

c Enter nondeduct- 
ible amount. in- 

13 Depreciation and section 179 

expense deduction (not included 

in Part Ill) (see page C-4) 

14 Employee benefit programs 

(other than on line 19) , 

shea NS Profit or Loss From Business OUI No, 1546-0074 
(Sole Proprietorship) 200 2 

Department of the Treasury : Attachment 
Internal Revenue Service _ (99) > Attach to Form 1040 or 1041. > See Instructions for Schedule C (Form 1040). Sequence No. 

Name of proprietor t Social security number (SSN) 

John 6 6 ‘Dee J23 : 4°; 6789 
A Principal ieee or profession, including product or service (see page C-1 of the instructions) B Enter code from pages C-7, 8, & 9 

me frs id ae 
Cc Business name. If no separate eae name, leave blank. D Employer ID number (EIN), if any 

John & O'Dee, OD B76 O43 12 

E Business address (including suite or room no.) ENS tie Mary lw Ieee’ Le a SaaS case eich ASA Ene EER Soe eae ee ne eee 
City, town or post office, state, and ZIP code WM T1234" 

F Accounting method: (1) Cash (2) OO Accrual (3) DO other (specify) P .......... Be eisieisieretbra. fale ole eh raion Shae ets ote eis eae See 

G__Did you “materially participate” in the operation of this business during 2002? If “No,” see page C-3 for limit on losses, es LINo 

H If you started or acquired this business during 2002, check here. . . . . 1... ee ee ee ee RO 

Part | Income 

1. Gross receipts or sales. Caution. If this income was reported to you on Form W-2 and the pirat | as3.s¥0 
employee” box on that form was checked, see page C-3 and check here . . an 

2 Returns andallowances . . ...... Mite 

3 Subtract line 2fromline1 . . . APISe ENTRY Pee SEs Oe te te Ye eee | 363, S40! 

7 Gross income. Add fines 5-and 6 ieee Sem Sas U3 540 

ee Be\ae RES le | ~ 

= io 

297 eientative profit (oss); oubtactiine2Bifromline 7 0 3 os se es ee Pal 139, 928 

30 Expenses for business use of your home. Attach Form 8829 

31 ~Net profit or (loss). Subtract line 30 from line 29. 

@ If a profit, enter on Form 1040, line 12, and also on Schedule SE, line 2 (statutory employees, 

see page C-6). Estates and trusts, enter on Form 1041, line 3. 34 42 

@ If aloss, you must go to line 32. 

32 If you have a loss, check the box that describes your investment in this activity (see page C-6). 

@ If you checked 32a, enter the loss on Form 1040, line 12, and also on Schedule SE, line 2 32a L] All investment is at risk. 
(statutory employees, see page C-6). Estates and trusts, enter on Form 1041, line 3. 32b L] Some investment is not 

@ If you checked 32b, you must attach Form 6198. at risk. 

For Paperwork Reduction Act Notice, see Form 1040 instructions. Cat. No, 11334P Schedule C (Form 1040) 2002 

500 
15 ‘Insurance (other than health) . RET cluded online 24b 

16 = Interest: ee (see page C-5) . 

a Mortgage (paid to banks, etc.) . i) d Subtract line 24c from line 24b 

b Other, . . eee Aree | 25 Utilities . : 

17 Legal and bree canal: 26 Wages (less employment credits) 

SOMVICES: hte tet oo 25) 27 Other expenses (from line 48 on 

18 Office expense . jus Sears ESA) o Bo 88 : 

28 Total expenses before expenses for business use of home. Add lines 8 through 27 in columns, & [23 | 44 ts | 

Figure 39-2 Sample Schedule C. 
Continued 
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Schedule C (Form 1040) 2002 Page 2 

Part Il | Cost of Goods Sold (see page C-6) 

33 

34 

35 

36 

37 

38 

39 

40 

41 

Method(s) used to me . 
value closing inventory: a Cost b LJ Lower of cost or market ce C0 Other (attach explanation) 

Was there any change in determining quantities, costs, or valuations between opening and closing inventory? If 

Woes atagwernimdiog ft ee (B’No 

Inventory at beginning of year. If different from last year's closing inventory, attach explanation 

Purchases less cost of items withdrawn for personal use 

Cost of labor. Do not include any amounts paid to yourself. . . . 1. 1 ee ee ee 

Matefials and:supphies Sea ane \.7 U Gite  Ra  SOs See ee 

SUPERP ESS Sag oe oc 5 

Add lines 35 through 39. ww tt 

Inventory at end of year 

Cost of goods sold. Subtract line 41 from line 40. Enter the result here and on page i, line 4. . 42 

Information on Your Vehicle. Complete this part only if you are claiming car or truck expenses on 
line 10 and are not required to file Form 4562 for this business. See the instructions for line 13 on page 
C-4 to find out if you must file. 

45 

46 

48 

When did. you place your vehicle in service for business purposes? (month, day, year) P .......- (as Neal bd E 

Of the total number of miles you drove your vehicle during 2002, enter the number of miles you used your vehicle for: 

BUSINESS: <oece ss. aaseeee Soke be eee be Conamutnag ee <<. 5... ee ee ©) Otheb.1skes. wee eee 

Do you (or your spouse) have another vehicle available for personaluse?. . . . . . . . . . . . .L Yes OO No 

Was your vehicle available for personal use during off-duty hours? . . . . ww. ew eke ek OO Yes CO No 

Do you have evidence to support your deduction? 25 2... 1... ew ee ee ee OD Yes OO No 

if “Yes,” is the evidence written? , . .. ¢ 3 L] Yes LC) No 
Other Expenses. List below business expenses not 

Total other expenses. Enter here and on page 1, line 27 

® Schedule C (Form 1040) 2002 

Figure 39-2, Cont'd 



for personal services, no matter what the form of pay- 
ment, must be included in gross income and must be 
reported in the year received (if on the cash basis) or in 
the year earned (if on the accrual basis). Such income is 
ordinary income and is taxable whether earned by a 
sole proprietor, owner of an LLC, shareholder in a sub- 
chapter S corporation, or partner in a partnership. 

For the majority of optometrists there is another 
source of income: the sale of ophthalmic materials. An 
optometrist who dispenses eyewear, contact lenses, 
solutions, ophthalmic devices (such as magnifiers), and 
similar items must report the income derived from 
their sale. Thus “goods sold” usually are a significant 
part of the income earned by an optometrist. 

In some states a sales tax is imposed on the sale of 
ophthalmic materials and other items by optometrists, 
and the optometrist collects the tax from the patient- 
purchaser. These taxes should be included as income, 
but because they must be paid to the state they are also 
deducted as a business expense, so the net effect is 

Zero. i 

In addition, business-related gains from dealings in 
property, bartering of property or services, or distribu- 
tive shares of partnership income also are “income” 
that must be reported by an optometrist-taxpayer. 

Income from services is reported as “gross receipts 

and sales” in Part I of Schedule C, as is income from 

the sale of ophthalmic materials and other items. To 
determine the profit from the sale of materials, how- 
ever, the “cost of goods sold” must be known (i.e., from 
the price paid by patients for these materials, the cost 
of the materials must be deducted to calculate profit). 
To make this calculation, inventories must be con- 

ducted at the start of the tax year. To arrive at a dollar 
amount for an inventory, a method for identifying 
inventory items (such as frames) and a basis for valuing 
each item in the inventory must be established. Next, 

the cost of materials, supplies, labor, or other expenses 
incurred during the tax year must be added to the 
inventory. From this amount, the value of the inven- 
tory at the end of the tax year must be subtracted. The 
result is the “cost of goods sold,” which is the sum 
entered on Schedule C. 

“Returns and allowances” also may be included as 
income. For example, cash discounts from invoice 
price may be awarded to an optometrist by an oph- 
thalmic laboratory or frame manufacturer for the 
optometrist’s good record of prompt payment during 

the year or for buying in volume. Either of two meth- 

ods may be used to account for these refunds: they can 

be deducted directly from the purchases made during 

the year, or they can credited to a discount income 
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account and reported at the end of the tax year. If the 
latter method is used, they are credited as “returns and 
allowances.” 

The sum total of all these sources of income results 
in the “gross income” for the tax year. From this 
amount, deductions may be taken, so that the “net 

income” for the year can be determined. 

Business Deductions 

Capital expenditures are not deductible as ordinary 
business expenses. To be deductible, a business 
expense must be ordinary in the business and neces- 
sary to its operation. Ordinary refers to expenses that 
are common and an accepted practice within optome- 
try; mecessary expenses are those that are appropriate 
and helpful in developing and maintaining an opto- 
metric practice. 

If property is used both for business and for per- 
sonal purposes (such as an automobile), then it must 

be determined which part of the expenses are for busi- 
ness and which part are for personal matters. Only the 
business expenses are deductible. 

There are numerous business deductions that may 
be claimed; the major categories are: 
* Salaries, wages, and related payments 
- Rent expense 

* Repairs, improvements, and replacements 
* Bad debts 
* Travel, entertainment, and gift expenses 

+ Business interest 
* Insurance premiums 
¢ Taxes 
* Utility costs 
* Profession-related expenses 
* Miscellaneous business expenses 

Salaries, Wages, and Related Expenses. Compen- 

sation paid to employees, in its various forms, is 
deductible as a business expense. 

Salaries. A sole proprietor (or partner) may not deduct 

his or her salary or any withdrawal for personal use, 
but salaries paid to the employees of a sole propri- 

etorship (or partnership) are a deductible business 
expense; salaries paid by a professional corporation 
or association to its employees (including optom- 

etrists) are similarly deductible. 
Bonuses. Payment of money or of other items of value 

are deductible if they are intended as additional 

compensation rather than as a gift (e.g., a turkey 
given to an employee as a gift at Christmas). 
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Education expenses. Tuition expenses paid for employees 
under a qualified educational assistance program 
related to their employment are not considered 
gross income for the employees and are deductible 
by the business. 

Interview expense allowances. Payments made to prospec- 

tive employees to compensate them for the costs of 
an interview are deductible by the business and are 
not income for the interviewees. 

Moving expenses. Payments to employees as an 

allowance or reimbursement for the cost of moving 
to a new job site can be deducted if the employee is 
eligible for a tax deduction for the move. 

Meals and lodging. The cost of meals, lodging, and 
inventoriable items, (i.e., lenses and frames) fur- 

nished to employees as part of their compensation, 
is deductible by the business. 

Fringe benefits. There are numerous forms of indirect 
compensation that may be provided to employees, 
such as health or accident insurance, life or disabil- 

ity insurance, reimbursement for medical care, 

medical savings accounts, reimbursement for busi- 
ness-related use of an automobile, fees for member- 

ship in professional organizations, licensure fees, 
and reimbursement for expenses related to continu- 
ing education; these fringe benefits are deductible as 
business expenses and are not taxable as income for 
the employee. 

Rent Expense. If business property is leased, the 
rental amount generally may be deducted. Certain 
other expenses also may be deducted as rent. 

Rent is the amount that is paid for the use of prop- 
erty that is not owned. In general, rent may be 
deducted as an expense only if the rent is for property 
that is used in the practice of optometry. If the renter 
has or will have equity in or title to the property, the 
rent is not deductible. If an optometrist leases business 
property, any taxes that must be paid for or to the les- 
sor may be deducted. If a building is leased and an 
addition or other permanent improvement is made to 
it, the optometrist may be able to either depreciate or 
amortize the improvements. 

Repairs, Improvements, and Replacements. The 

cost of repairing, improving, or replacing property 

used in the practice of optometry is either a deductible 
expense or a capital expenditure. An expenditure nec- 
essary to keep property in a normal and efficient oper- 
ating condition is a deductible expense. However, if 
the expenditure adds to the value of the property or 
significantly increases its life, the cost must be capital- 

ized rather than deducted and recovered through the 

use of depreciation. 
Repairs do not add to the value or the usefulness of 

property, nor do they appreciably lengthen its life (e.g., 
repairs to floors, painting). Thus they are deductible 
expenses and not capital expenditures. 

Improvements add to the value of property, 
lengthen its life, or adapt it to a different use. The cost 
of an improvement is a capital expenditure. Examples 
are a new floor, lighting renovations, and altering an 
office as part of a general restoration plan. 

Replacements, such as the amount paid to replace 
parts of an instrument that only keep it in a normal 
operating conditien, do not add to life and are 
deductible expenses. A replacement that stops deterio- 
ration and adds to the life of the property has to be cap- 
italized and depreciated. 

Bad Debts. If money is owed but the debt cannot 
be collected, it is known as a bad debt. Under certain 

circumstances, the bad debt may qualify as a business 
deduction. For the debt to qualify, there must be a true 
creditor-debtor relationship between the creditor and 
the person who owes the money. Optometrists using 
the accrual method of accounting report income that is 
due them as soon as it is earned. Therefore, they may 
take a bad debt deduction when they are unable to col- 
lect what is owed. If the bad debt is later recovered, all 

or in part, it must be reported as income in the year 
that it is collected. Cash method optometrists do not 
report income that is due until payment is received. 
For this reason, they may not take a bad debt deduc- 
tion on payments they have not received or cannot 
collect. 

Travel, Entertainment, and Gift Eapenses. 

Important deductions for a business are the travel, 
entertainment, and gift expenses that are related to the 
conduct of the business. This is an area that is carefully 
scrutinized by the IRS, so meticulous recordkeeping, 
documentation, and planning are essential. 

Travel expenses. Travel expenses are those ordinary and 
necessary expenses of foreign and domestic travel 
away from home for the practice of optometry. 
‘These expenses include meals and lodging, trans- 
portation and baggage charges, the cost of maintain- 
ing and operating a car, cleaning and laundry 
expenses, telephone and other communications 
expenses, and similar costs related to qualified 
travel, including tips incidental to any of these 
expenses. 



The general rule is that if a trip was entirely for busi- 
ness, then the ordinary and necessary travel 
expenses may be deducted, but if the trip was prima- 

_tily personal, no travel expenses may be deducted, 
even if there was some business activity at the desti- 
nation. If the trip was primarily for business and 
while at the business destination the trip was 
extended for vacation or other nonbusiness activi- 
ties, then the expenses of travel to and from the des- 
tination may be deducted. Whether the primary 
purpose of the trip was business or pleasure, the 
expenses incurred at the destination that were 
related to business may be deducted. 

Travel expenses that an optometrist incurs in attending 
an optometric convention or seminar may be 
deducted. A spouse or other family member accom- 
panying an optometrist on such a trip cannot be 

included in the deduction unless it can be shown 
that there is a business purpose and need for the 
other person’s attendance. . 

Transportation expenses for business purposes may be 
deducted even though the optometrist is not away 
from home. Transportation expenses include such 
items as air, train, bus, and cab fares and the 

expenses of driving or maintaining a car or other 
vehicle. Meals and lodging are not considered in 
computing transportation expenses, and commut- 

ing expenses between the home and the usual place 
of business are not deductible. Special rules 
involved in the use of an automobile or other vehi- 
cle for business purposes are described in a subse- 
quent section of this chapter. 

Business entertainment. Business entertainment expenses 
are deductible only if they are ordinary and neces- 
sary expenses of carrying on the practice of optome- 
try and can be documented. This deduction may be 
taken only if the amounts spent are directly related 
to or associated with the active conduct of optome- 
try or directly precede or follow a substantial busi- 
ness discussion related to the practice of optometry. 
Furthermore, only 50% of business-related enter- 
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social, athletic and sporting clubs; theaters; sporting 
events; on yachts; or hunting, fishing, or vacation 

trips. It also may include satisfying the personal, liv- 
ing, or family needs of any individuals, such as fur- 
nishing food and beverages, hotel accommodations, 

or an automobile. However, expenses cannot be 
deducted for entertainment that is lavish or extrava- 
gant. Dues and fees paid to a club organized for 
business, pleasure, recreation, or other social pur- 

poses are not deductible as a business expense. 
Business gifts. Business gifts may be deducted, but the 

total cost of such gifts made directly or indirectly to 
any person during the tax year cannot be more than 
$25. If a gift is not intended for the eventual per- 
sonal use or benefit of a particular person or limited 
class of people, the gift will not be allowed. 

The proof necessary to establish travel, entertainment, 
and business gift expenses should be kept in an 
account book, diary, statement of expense, or simi- 

lar record, supported by adequate documentary evi- 
dence, that together will support each element of an 
expense. For example, entries on a desk calendar, 
not supported by evidence, are not considered to be 
proper proof. 

Employee travel expenses. Expenses reimbursed to 

employees for travel expenses are deductible by the 
business. Employee travel expenses that are unreim- 
bursed by the employer may be claimed only as 
itemized deductions (under the “miscellaneous” cat- 

egory on Schedule A) to the extent that they exceed 
2% of adjusted gross income (see Chapter 38). 

Employee entertainment expenses. Entertainment expenses 

reimbursed to employees are deductible. Employee 
entertainment expenses that are not reimbursed by 
the employer are deductible, but the deduction is 
limited to 50% of these costs. They must be claimed 
on Schedule A and thus may be realized as deduc- 
tions only to the extent they exceed 2% of adjusted 
gross income. 

Interest. Interest is the charge made for the use of 
money. All interest paid or accrued in the tax year on a 
debt that is related to business may be deducted. The 
interest must be on a debt for which there is a valid obli- 
gation to pay a fixed or determinable sum of money. 

Generally, the amount agreed on by the lender and 
the borrower as interest may be deducted when paid or 
accrued. Examples of deductible interest include the 

following: 
- Interest on business loans used to purchase 
instruments or equipment (or for other business 
purposes) 

tainment expenses may be deducted. 
For example, an optometrist wishing to establish a co- 

operative for the purpose of purchasing spectacle 
frames at discount may take a prospective member 
of the co-op to dinner, at which they discuss the 
details of such a business association. If the cost of 
the meal is $100, the optometrist may deduct $50 as 
a business deduction. 

Entertainment includes any activity generally consid- 

ered to provide entertainment, amusement, or recre- 

ation. This covers entertaining guests at night clubs; 
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* Mortgages on real property or personal property 
(“chattel mortgages”) 

* Interest on loans taken out on insurance policies 
* Interest on business-related credit card charges 
If a taxpayer uses the cash method of accounting, inter- 
est may be deducted only in the year in which it was 
paid. If the taxpayer uses the accrual method of 
accounting, the interest may be deducted in the year it 

accrued. 

Insurance. The cost of insuring a business may be 
deducted as an expense, but generally the cost of life 
insurance cannot be deducted. Premiums paid on busi- 
ness insurance policies such as the following may be 
deducted: 
- Fire, theft, flood, or other casualty insurance 

* Merchandise and inventory insurance 
+ Employees’ group hospitalization and medical plans 
* Employer’s liability insurance 
* Malpractice insurance 

* Public liability insurance covering liability for bodily 
injury to persons who are not employees 

* Worker’s compensation insurance 

* State unemployment insurance 
* Office overhead insurance 
* Employee performance bonds 
* Car and other vehicle insurance 
Premiums on a life insurance policy covering an 
employer are not deductible if the employer is directly 
or indirectly a beneficiary of the policy. Thus, a sole 
proprietor cannot deduct the cost of his or her life 
insurance policy, and if a partner in:a partnership pur- 
chases life insurance on the partner’s life, naming the 
other partners as beneficiaries, the premiums are not 
deductible. However, there are some exceptions. For 
example, group term life insurance purchased by a pro- 
fessional association or corporation for its employees 
(including shareholder optometrists) is deductible. The 
same is true for a subchapter S corporation. 

Taxes. Various taxes imposed by federal, state, 
local, and foreign governments may be deducted if 
they are incurred in the ordinary course of business. 
Federal income, estate, gift, state, inheritance, legacy, 

and succession taxes are not deductible. Deductible 
taxes may be categorized as the following: 

Real property taxes. All taxes imposed on real estate that 
is owned and used for business purposes may be 
deducted. 

Income taxes. State income taxes imposed on a profes- 

sional corporation are deductible; state income 

taxes cannot be deducted by an individual propri- 
etor as a business expense (but may be claimed on 
Schedule A as an itemized deduction). 

Employment taxes. lf an employer has one or more 
employees, Social Security and Medicare taxes, and 
federal (or state) unemployment taxes will have to be 
withheld; the employer’s share of the Social Security 
and Medicare taxes and the federal (or state) unem- 
ployment taxes may be claimed as a tax deduction. 

Sales taxes. State and local sales taxes imposed on the sale 
of ophthalmic materials and other goods by an 
optometrist may be deducted if the taxes also were 
credited as income; if equipment or instruments were 
purchased, and a sales tax was imposed, the tax is con- 
sidered part of the cost of the items purchased and is 
depreciated rather than deducted as an expense. 

Other taxes. There are other taxes that may be deducted as 
a business expense, including personal property taxes 
(e.g., automobiles), gasoline taxes (for vehicles used 
for business purposes), and corporate franchise taxes. 

The tax accounting of personal tax items (such as the 
tax on a home) is performed on Schedule A when item- 
izing deductions. 

Utility Costs. Utility charges, such as those for heat, 
light, power, or water expenses for an office; the costs 

of telephones or telephone services; Internet access or 
similar costs that are incurred for the operation of a 
business are deductible. 

Profession-related Expenses. The ordinary and 
necessary expenses of conducting a private practice can 
be deducted and include numerous items, such as the 
following: 

* Membership in professional organizations or 
societies 

* Subscriptions to journals 
* Professional texts or books 
* Business-related supplies and materials 
* Equipment that has a useful life of less than 1 year 
* Legal and accounting fees 
* Licenses or regulatory fees 
> Advertising 

* Costs of attending continuing education (but only 
50% of expenses for meals is deductible) 

These expenses are deducted in the year they are 
incurred. 

Expenses of Looking for a New Job. An individual 
in an occupation who travels for the purpose of finding 
employment elsewhere may deduct the expenses of 



job-seeking trips, including travel costs, meals (limited 
to 50%), and lodging, even if the trips do not result in 
an employment offer. The individual must be able to 
establish, however, that the trips were taken primarily 
for the purpose of finding employment and have docu- 
mentation to support this purpose. In determining the 
purpose of the trip, the amount of time spent on per- 
sonal activity compared with the amount of time spent 
looking for employment is the key issue. 

Miscellaneous Business Expenses. There are other 
types of expenses that may qualify for business deduc- 
tions. Among these are payments to charitable, reli- 
gious, educational, or scientific organizations (but the 
expenses claimed must not be charitable contribt- 
tions) and the amounts spent to purchase a franchise, 
trademark, or trade name. 

The business expenses are totaled on the “Expenses” 
section of Schedule C and subtracted from gross busi- 
ness income to provide a tentative profit. For most 

optometrists, this amount will in fact be the net profit, 

but if a home is used as a business office, certain 

expenses also may be deducted. 

Expenses for the Business Use of a Home Office 

Space in a home may qualify as a deduction if it is used 
regularly and exclusively for business purposes; the 
home office must be: 
* The principal place of business 
* Used to meet with patients in the normal course of 
business 

To claim the deduction, the number of square feet used 
for the office must be determined as a percent of the 
total square feet of the house. This percentage is then 
multiplied by the mortgage interest expense, home 
taxes, insurance, utilities, repairs, maintenance, and 

allowable depreciation for the home. The calculation is 

performed on Form 8829. 
The total home expenses are subtracted from the 

tentative profit to yield the net profit for the business. 
One other deduction that may be included on 

Schedule C, but must be discussed separately because 
of its complexity, is depreciation. 

Depreciation, Amortization, and 

Expensing Deductions 

Depreciation is one of the most important business 

deductions available to an optometrist. To a lesser 
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extent, amortization can be used to reduce taxable 

income as a claimed deduction. 

Depreciation 

If business property that has a useful life of more than 
1 year is purchased, its cost cannot be deducted as an 
expense when business income is determined for tax 
purposes. Instead, the cost must be spread over more 
than 1 year and deducted a portion at a time. This 
process is called depreciation and is a means of allowing 
the recovery of the cost over a period of years. 

Depreciable property may be classified as either real 
or personal. Personal property is anything that is not 
real estate, whereas real property is the land and any- 
thing that is erected on, growing on, or attached to it. 
The land itself cannot be depreciated, only the struc- 
tures or other things on it. 

Property is depreciable if it meets the following 
three requirements: 
* It must be used in business or held for the 
production of income 

+ It must be something that wears out, decays, gets 
used up, becomes obsolete, or loses value from 

natural causes 
* It must be expected to last more than 1 year 
In general, if property does not meet these require- 
ments, it is not depreciable. 

Depreciation may only be deducted on property 
that is used for business purposes or held for the pro- 
duction of income; depreciation cannot be claimed on 
nonbusiness property such as a car that is used for com- 
muting, vacations, or other nonbusiness activities. If 

property is used for both business and nonbusiness 
purposes, however, depreciation may be deducted for 
business use. Automobiles often are used for both pur- 
poses and are eligible for depreciation, but only for the 
percent of use that is related to business. 

For example, if an automobile used both for per- 
sonal reasons and for the practice of optometry is 
driven 20,000 miles during the year, and 12,000 of 

these miles are for business purposes, the optometrist 
is entitled to use 60% (12,000 of 20,000) of the costs of 

operating the car for purposes of claiming a business 

deduction. 
Depreciable property includes the following: 

* Ophthalmic instruments and equipment 
* Motor vehicles 
- Furniture and furnishings 
- Computers and other electronic equipment 

* Computer software 
- An office building 
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* Professional libraries 
* Repairs or improvements to property that lengthen 

its life, make it more useful, or increase its value 

* Patents and copyrights 
* Restrictive covenants 
* Franchises 
Property that cannot be depreciated includes land, 
rented property, inventory, goodwill, and trademarks 
or trade names that already are in existence when 
purchased. 

To calculate depreciation, three things must be known 
about the property: its basis, the date it was placed in 
service, and the method of depreciation to be applied. 

Basis. For property that is purchased, the original 
basis is its cost. Events often will change the basis of a 
piece of property to a value called the adjusted basis. 
Some events (e.g., permanent repairs or improve- 

ments) improve basis; others (e.g., casualty losses) 
decrease basis. If basis is adjusted, the depreciation 
deduction also may be affected. 

Date of Service. Property is considered to be 
placed in service when it is in a condition or state of 
readiness and availability for a specifically assigned 
function in a business. Depreciation begins when the 
property is first ready for service. 

Method of Depreciation. There are several types of 
depreciation that may be used for business property. 
Tangible property used by optometrists (automobiles, 
computers, furniture, instruments, and ophthalmic 

equipment) must be depreciated under the modified 
Accelerated Cost Recovery System (ACRS) unless 

another allowable method is elected. Because the mod- 
ified ACRS does not include intangible property 
(goodwill, covenant not to compete, trade names), this 
type of property must be amortized. A special first-year 
depreciation deduction for tangible property, known 
as the section 179 deduction, also may be claimed. 

Modified Accelerated Cost Recovery System 

In general, the method of depreciation that is used for 
tangible business property is the modified ACRS. 
This system requires that property be depreciated 
over a 3-, 5-, 7-, 10-, 15-, or 20-year period. There is no 

distinction made between new and used property; 
rather, the difference is between classes of assets. The 

5- and 7-year periods include the types of assets that 
are most likely to be found in the practice of optome- 
try (Box 39-1). 

Box 39-1 Property Eligible for 5- and 
7-Year Recovery Periods 
Under the Modified Accelerated 
Cost Recovery System 

7-YEAR PROPERTY 

Office furniture and 

fixtures (e.g., desks, chairs, 

eyeglass display cabinets) 

Ophthalmic equipment 

and instruments 

5-YEAR PROPERTY 

Automobiles and other 

vehicles used for 

business 

Computers and 

peripheral equipment 

Office machinery 

(e.g., calculators) 

Data From: Internal Revenue Service publication 946, How to depreciate property. 

Deductions under the modified ACRS are calcu- 
lated by multiplying the original basis in the property 
by a certain percentage that varies from year to year 

during the recovery period. The annual percentages for 
5- and 7-year property are listed in Table 39-1. (It 
should be noted that the actual write-off periods are 6 
and 8 years in length.) 

For example, computers and peripheral equipment 
purchased for $5000 fall under 5-year property, with an 
original basis of $5000. The modified ACRS deduc- 
tion for the first year is 20%, or $1000; for the second 
year the depreciation deduction is increased to 32%, or 
$1600. If computer software also is purchased for $600, 

Table 39-1 Annual Percentages for 
5- and 7-Year Property Under 
The Modified Accelerated Cost 
Recovery System 

5-YEAR PROPERTY 7-YEAR PROPERTY 

PERCENT PERCENT 

YEAR DEDUCTIBLE YEAR DEDUCTIBLE 

1 20.00 1 14.29 
2 32.00 2 24.49 
3 19.20 3 17.49 
4 11.52 4 12.49 
5 11.52 5 8.93 
6 5.76 6 8.92 

re 8.93 
8 4.46 

ee 

Data From: Internal Revenue Service publication 946, How to depreciate property. 



it has to be depreciated by the straight line method for 
3 years ($200 a year). 

Amortization 

Intangible business assets of most significance to the 
practice of optometry cannot be depreciated under the 
modified ACRS and instead are subject to amortization. 

Amortization provides for equal deductions over a 
period of years. Goodwill and covenants not to com- 
pete are intangible business assets and must be 
deducted over 15 years. For example, if $45,000 of 

goodwill is part of the purchase price of an optometric 
practice, the purchaser may claim a $3000 deduction 

for 15 years. if 
Patient records, even though they are tangible 

assets, also are required to be deducted in equal 
installments over a 15-year period. For example, if 
patient records are valued at $60,000 in the same 
purchase of an optometric practice, the tax deduc- 
tion allowed the purchaser would be $4000 per year 
for 15 years. 

The recovery period for nonresidential real property 
is 39 years, and if an office building is purchased by an 
optometrist, the tax deduction for the purchase must 
be claimed over this period. 

Expensing 

A taxpayer may choose to treat the cost of depreciable 
property as an expense rather than as a capital expendi- 
ture. If the taxpayer elects to deduct the property as an 
expense—known as a section 179 deduction—a sizable 
write-off may be claimed in the year the property is 
placed in service. This deduction may be claimed only 
once, in the first year of service, and the amount 

claimed must be subtracted from the basis of the prop- 
erty, thereby reducing the depreciation available in 
later years. The maximum amount that may be 
claimed, as of 2003, was $25,000. (This amount is 

adjusted annually.) 
For example, if an optometrist purchases $50,060 

worth of ophthalmic equipment and puts it into serv- 
ice, the optometrist may elect to claim the section 179 
deduction. If the optometrist elects to expense the 
maximum amount available, this $25,000 reduces the 

taxable business income reported on Schedule C by 
that amount. The next tax year, the adjusted basis in 
the equipment becomes $25,000 (the cost, $50,000, 

less the section 179 amount claimed, $25,000). The 
basis in the property is adjusted to $25,000. Because 

ophthalmic equipment is 7-year property, the second- 
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year depreciation is 25% of $25,000, or $6250. There 
are limits on the amount of a section 179 deduction 
that can be claimed for automobiles (discussed later). 

Special Rules for Motor Vehicles 

There are special rules that apply to depreciation 
deductions for automobiles or other motor vehicles 
used for business purposes. Motor vehicles are termed 
“listed property,” and although they are considered 
5-year property depreciable under the modified ACRS, 
there are special “caps” for write-offs that limit the 
amount of allowable depreciation. The dollar caps for 
automobiles are listed in Box 39-2. These caps are fur- 
ther reduced, however, if the business use of the auto- 

mobile is less than 100%, which is a certainty for an 
optometrist. 

For example, if a self-employed optometrist buys a 

$20,000 automobile that is used 60% for business pur- 
poses, the depreciable basis for the first year will be 
$12,000 (60% of $20,000). The first year cap is $3060, 
or 20% , of the depreciable basis, whichever is less. The 

allowable deduction is $2400 (20% of $12,000), which 
is less than the cap. If a vehicle is purchased for 
$40,000, however, and used 60% of the time for busi- 

ness purposes, the depreciable basis is $24,000 (60% of 
$40,000), and the allowable deduction is $3060 

(because 20% of $24,000 is $4800). 
If qualified use for business purposes does not 

exceed 50%-—which is likely for an optometrist—then 
the modified ACRS cannot be used and the vehicle’s 
depreciable basis must be recovered over 5 years 
using a straight line depreciation method, which is 
similar to amortization. For example, if a vehicle is 
purchased for $30,000 and used 25% for business pur- 
poses, the basis in the vehicle is $7500. The deduction 

Box 39-2 Depreciation Caps for 
Automobile Deductions Under 

the Modified Accelerated Cost 

Recovery System, 2003 

1st year limit $3060 

2nd year limit $4900 

3rd year limit $2950 

4th year limit $1775 
5th and later year limit $1775 

Data From: Internal Revenue Service publication 463, Travel, entertainment, gift 

and car expenses. 
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must be claimed in equal amounts over a 5-year 

period ($1500 a year). 
If the modified ACRS is originally claimed for a 

vehicle and during the recovery period business use 
decreases to 50% or less, part of the depreciation 
claimed in prior years is “recaptured,” and the tax- 
payer must switch to a straight line depreciation 
thereafter. 

Determining Expenses for Business Use 

of a Motor Vehicle 

To obtain an accurate tax write-off, an optometrist 
should maintain an automobile log that records the 
miles traveled for business purposes. This mileage must 
be compared with the total miles traveled to determine 
the percent of business use. This percent is then 
applied to the actual costs of operating the vehicle 
(Box 39-3). 

Instead of the actual costs of operating a vehicle, a 
taxpayer may deduct a flat amount, known as the stan- 
dard mileage rate, based on the miles traveled for busi- 
ness purposes. This rate is changed every year (36 cents 
in 2003). In addition to this rate, the taxpayer may 
include parking fees and tolls, loan interest, and state 
and local taxes (other than gas tax) that are related to 
business use of the vehicle. Ordinarily, the standard 
mileage deduction will not be as large as the write-off 
for depreciation and actual operating expenses, but for 
some taxpayers it may be the best option. It should be 
noted, however, that the standard mileage rate must be 

chosen in the first year to be claimed in subsequent 
years. 

The calculation of the depreciation deduction is 
performed on Form 4562 (Figure 39-3). The total 

Box 39-3 Actual Costs of Operating a 
Motor Vehicle 

* Gas and oil and tires 

* Repairs 

* Insurance 

* Depreciation 

* Interest on a loan taken out to buy the car 

* Taxes 

* Licenses and tags 

* Garage rent and parking fees and tolls 

Data From: Internal Revenue Service publication 463, Travel, entertainment, gift 
and car expenses. 

depreciation deduction is then transferred to Schedule 
C, where it is listed as a business expense. 

Payments to Independent Contractors 

Optometrists often employ individuals to assist them 
in private practice. If the individuals are in fact 
employees, the optometrist will be required to with- 
hold income, Social Security, and Medicare taxes from 

their wages (see Chapter 40). If the individuals are not 
employees, however, the optometrists do not incur this 
obligation. These individuals are referred to as inde- 
pendent contractors. 

The question as to whether an individual is an 
employee or an independent contractor is a legal one. 
It is generally held that an individual who performs 
services that are subject to the control of the 

employer—where the employer has the legal right to 
determine what duties are to be performed and how 
they are to be performed—is an employee. Whether the 
employer chooses to exercise this right is not the deter- 
mining factor, nor is the description given to the indi- 
vidual (e.g., partner, agent, employee, independent 
contractor), nor even how the individual is paid (ie., 

for full-time or part-time employment). The determi- 
native characteristic is the right of control, two espe- 
cially important aspects of which are the right to 
discharge the individual and the supplying of equip- 
ment and a place to work. If an individual is deemed to 
be an independent contractor, the wages paid to the 
individual are reported to the IRS on Form 1099, and 
there is no tax withholding. 

Income Tax, Social Security and 
Medicare, and Unemployment Taxes 

An employer must withhold income, Social Security, 

and Medicare taxes from the wages of employees. 
In addition, the employer must pay unemploy- 
ment taxes. For self-employed individuals (like an 
optometrist in private practice), his or her income, 
Social Security, and Medicare taxes also must be 
withheld and submitted periodically as required. 
These important business expenses and the system 
for withholding and paying them are described in 
Chapter 40. 

This discussion omits the topic of payment of state 
and local taxes, which are too numerous and varied for 

inclusion. Tax counsel should ‘be consulted to make 
sure that tax reporting is performed correctly to federal 
and state governments. 
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OMB No. 1545-0172 

2002 
Attachment 
Sequence No. 67 

Identifying number 

(23 YS 6779 

Depreciation and Amortization 
(Including Information on Listed Property) 

> See separate instructions. > Attach to your tax return. 

Business or activity to which this form relates 
t 

(s) sk w G fC) Dee mt 

Election To Expense Certain Tangible Property Under Section 179 

| 4562 
Department of the Treasury 
Internal Revenue Service 

Name(s) shown on return 

Note: /f you have any listed property, complete Part V before you complete Part |. 

1 Maximum amount. See page 2 of the instructions for a higher limit for certain businesses ak 24,000 
2 Total cost of section 179 property placed in service (see page 2 of the instructions) , Ze 20,000 
3 Threshold cost of section 179 property before reduction in limitation, . . . ..... 3 200, 000° 
4 Reduction in limitation. Subtract line 3 from line 2. If zero or less, enter-O- . . . . ; | 4 | Z 
5 Dollar limitation for tax year. Subtract line 4 from line 1. If zero or less, enter -O-. If married ee 

filing separately, see page 2 of the instructions . 24, (ols) 

(a) Description of property [Cost usness use oni | tered co YY 
6 Ophthalmic equipment rego gee le ao 

LL 7 Listed property. Enter the amount from line 29. . . (i Ea eee) Vf, 

‘8 Total elected cost of section 179 property. Add amounts in column (0), lines 6 and 7 | 8 | 10, 000 
9 Tentative deduction. Enter the smaller of line 5 orline8, . . . sith. aera we | 9 | 0, 000 

10 Carryover of disallowed deduction from line 13 of your 2001 Form 4562. | 10 | a 

11 Business income limitation. Enter the smaller of business income (not less than zero) or line 5 (see instructions) | 11 | 000 

12 Section 179 expense deduction. Add lines 9 and 10, but do not enter more than line 11... | 12 | 10,0 

13 Carryover of disallowed deduction to 2003. Add lines 9 and 10, less line 12 & | 13 | D ¥Yj, 
Note: Do not use Part Il or Part Ill below for listed property. Instead, use Part V. 

iziigis Special Depreciation Allowance and Other Depreciation (Do not include listed property. 

14 Special depreciation allowance for qualified property (other than listed pone eee in 
service during the tax year (See page 3 of the instructions) , : 5 3 Ba 

15 Property subject to section 168(f)(1) election (see page 4 of the etuctions) ices Se ntae | 15 | loa 

16 Other depreciation (including ACRS) (see page 4 of the instructions) , eee Bleue | 16 | FA 

ila@iig MACRS Depreciation (Do not include listed property.) (See page 4 of the instructions. 
Section A 

MACRS deductions for assets placed in service in tax years beginning before 2002 

18 If you are electing under section 168(i)(4) to group any assets placed in service during the tax 
ear into one or more general asset accounts, check here > 

Section B—Assets Placed in Service During 2002 Tax Wear Gene the General Depreciation System 
(b) Month and | (c) Basis for depreciation (d) Reocov Bion 4 

(a) Classification of property | year placed in (business/investment use y (e) Convention (f) Method (g) Depreciation deduction 
service only—see instructions) 

19a 3-year propert 

b 5-year propert: 

c 7-year propert 

d 10-year propert 

e 15-year propert 

f 20-year propert 

gq 25-year propert 

h_ Residential rental 

S/L 

S/L 

propert ee | 27.5 yrs. S/L 
’ | Nonresidential real ee | S/L 

propert eee es | S/L 
Section C—Assets Placed in Service During 2002 Tax Year Using a Alternative Depreciation System 

Spee are | a 
c_ 40-year S/L 

rlaa lg Summary (see page 6 smal the instructions 

21 Listed property. Enter amount from line 28, . . . riba st feXe) 

22 Total. Add amounts from line 12, lines 14 through 17, lines 19 ‘and 20 in 7 column @. and line ‘1. 

Enter here and on the appropriate lines of your return. Partnerships and S corporations—see instr. 4 600 

23 For assets shown above and placed in service during the current year, “| DB 7/7 Yj 

enter the portion of the basis attributable to section 263A costs_. 

For Paperwork Reduction Act Notice, see separate instructions. Cat. No. 12906N Form 4562 (2002) 

Figure 39-3 Sample Form 4562. Continued 
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Form 4562 (2002) Page 2 

Listed Property (Include automobiles, certain other vehicles, cellular telephones, certain computers, and 

property used for entertainment, recreation, or amusement.) 

Note: For any vehicle for which you are using the standard mileage rate or deducting lease expense, complete only 

24a, 24b, columns (a) through (c) of Section A, all of Section B, and Section C if applicable. 

Section A—Depreciation and Other Information (Caution: See page 8 of the instructions for limits for passenger autgmobiles. 

24a Do you have evidence to support the business/investment use claimed? [WYes C]No| 24b If “Yes,” is the evidence written? (WVes L] No 

(c) (e) (0) 
(a) (b) Business/ (d) ; ‘ati g (h) Elected 

Type of property (list | Date placed in | investment Cost or other Basis for depreciation Method/ Depreciation section 179 
i i Wee basi (business/investment Convention deduction vehicles first) service percentage asis use only) oct 

Y 
25 Special depreciation allowance for qualified listed property placed in service during the tax Loe eee Yj 

ear and used more than 50% in a qualified business use (see page 7 of the instructions) 

26 Property used more than 50% in a qualified business use (see page 7 of the instructions): 

aviomobile-| I-200r | “bx 15,000 [| 4000 | £ | mMcRS | 1,50 | 
20,000 | 7 | aces | 2400 | 

a ee Reed 6 TS = 
27 Property used 50% or less in a qualified business use (see page 7 of the instructions):. 

ane ae: Reem en re reer) 
a Sie ea a ee ee ee 

28 Add amounts in column (h), lines 25 through 27. Enter here and on line 21, page 1. 

29 Add amounts in column (i), line 26. Enter here and on line 7, page 1. 

Section B—Information on Use of Vehicles 
Complete this section for vehicles used by a sole proprietor, partner, or other “more than 5% owner,” or related person. 
If you provided vehicles to your employees, first answer the questions in Section C to see if you meet an exception to completing this section for those vehicles. 

( 30 Total business/investment miles driven during Vahiclaré 
the year (do not include commuting miles— 
see page 2 of the instructions) : 

31 Total commuting miles driven during the year 

32 Total other personal Sveee the 
miles driven , : 

33 Total miles driven Gisiad the fear 
- Add lines 30 through 32, 

34 Was the vehicle available for personal 

use during off-duty hours? , “ 

35 Was the vehicle used primarily by a 
more than 5% owner or related person? 

36 Is another vehicle available for 
personal use? . 

Section e_quenicis: for Employers Who Provide Vehicles for Use by Their Employees 

(a) (b) (c) (d) (e) 
Vehicle 1 Vehicle 2 Vehicle 3 Vehicle 4 Vehicle 5 

Answer these questions to determine if you meet an exception to completing Section B for vehicles used by employees who 
are not more than 5% owners or related persons (see page 8 of the instructions). 

37 Do you maintain a written policy statement that prohibits all Loto use of vehicles, including commuting 
by your employees? , 

38 Do you maintain a written policy statement that prohibits personal use of vehicles, except commuting, by your employees? 
See page 8 of the instructions for vehicles used by corporate officers, directors, or 1% or more owners 

39 Do you treat all use of vehicles by employees as personal use? 5 

40 Do you provide more than five vehicles to your employees, obtain information from your employees about 
’ the use of the vehicles, and retain the information received? 

41 Do you meet the requirements concerning qualified automobile demonstration use? (See page 9 of the instructions.) 
Note: /f your answer to 37, 38, 39, 40, or 41 is “Yes,” do not complete Section B for the covered vehicles. 

zaaaug Amortization 

1 

wae 
WML 

(b) () (@) (e) rH) al oe: izati 
Descri ted aNeoste Date amortization Amortizable Code Amortization Amortization for 

P' i section period or this year percentage y 

Amortization of costs that began before your 2002 tax year, 

44 Total. Add amounts in column (f). See page 9 of the instructions for where to report 

ro) _ Form 4562 (2002) 

Figure 39-3, Cont'd 
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Chapter 4() 

Tax Reporting 
John G. Classé 

Laws are like cobwebs, which may catch small flies, but let wasps and 

hornets break through. 

Jonathan Swift A Critical Essay upon the Faculties of the Mind 

Oe of the inviolable obligations of the practice 
of optometry is the payment of taxes to federal 

and state governments. Taxes must be paid for 
income, to the Social Security system, and—in many 
states—to the unemployment compensation system. 
In some respects this system is two-tiered, requiring 
payment to both federal and state governments, and 
the tax reporting itself is periodic, demanding both 
quarterly and annual payments from the practi- 
tioner. The purpose of this chapter is to clarify these 
obligations and to describe the applicable tax 
deadlines that must be met to satisfy reporting 
requirements. 

This discussion considers the tax reporting obliga- 
tions of self-employed practitioners in private practice. 
Optometrists who serve as independent contractors, 
however, are subject to these same requirements. Only 
employees do not have these obligations, since the 
withholding of taxes and the payment of these taxes are 
the responsibility of the employer. The employee 
receives a W-2 form at the conclusion of the tax year, 
describing the withholding of income for federal and 
state income taxes, Social Security taxes, and county or 

local taxes, if applicable. (For a sample form, see 

Chapter 5.) 
The most important tax reporting requirements 

are for income, Social Security, and unemployment 
compensation. These obligations, which are sum- 
marized in Table 40-1, are described in terms of cur- 

rent reporting requirements. Tax counsel always 
should be consulted when preparing to report and 
pay taxes because tax law is among the most 
ephemeral legislations of government, and changes 

are common. 

407 

Tax Reporting for Business 
Organizations 

Before a self-employed practitioner begins the practice 
of optometry, there are several important steps that 
must be taken, which depend in part on the type of 
business organization being used—individual propri- 
etorship, partnership, limited liability company (LLC), 
professional association or corporation (PA or PC), or 
S corporation—and on state requirements for the initia- 
tion of a new business (see Chapters 2 and 6). For the 

purpose of tax reporting, it is necessary for the practi- 
tioner to secure a federal tax identification number, 

which will be used for the payment of both federal and 
state business income taxes. This number may be 
obtained by completing Form SS-4, Application for 
Employer Identification Number, and submitting it to the 
Internal Revenue Service (IRS) (for an example form, 

see Chapter 39). The employer identification number is 
used only for the reporting of business income; any 
business tax return or reporting schedule should con- 
tain the employer identification number of the 
optometrist. 

Sole Proprietorship 

Form 1040 is used for the reporting of income and 
the calculation of taxes (see Chapter 38). If an 

optometrist is in practice as an individual proprietor, 
the business income and allowable deductions are 
computed on a separate form (Schedule C). The busi- 
ness profit or loss calculated on this schedule is 
entered on Form 1040 and used for the determination 
of the optometrist’s income tax. Therefore, the tax 
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Table 40-1 Federal Tax Reporting Deadlines 

YOU MAY BE LIABLE FOR 

Income Tax 

Self-employment tax 

Estimated tax 

Annual return of 

income 

Social security (FICA) 

tax and the with- 

holding of income tax 

Providing information 

on Social Security 

(FICA) tax and the 

withholding of 

income tax 

Federal unemployment 

(FUTA) tax 

Information returns 

TF YOU ARE 

Sole proprietor 

Individual who is a 

partner, LLC owner, or 

S corporation shareholder 

Corporation 

S corporation 

Sole proprietor or individual 

who is a partner 

Sole proprietor or individual 

who is a partner or 

S corporation shareholder 

Corporation 

Partnership or LLC 

Sole proprietor, corporation, 

LLC, S corporation, or 

partnership 

Sole proprietor, corporation, 

LLC, S corporation or 

partnership 

Sole proprietor, corporation, 

LLC, S corporation, or 

partnership 

Sole proprietor, corporation, 

LLC, S corporation, or 

partnership transactions 

with other persons 

USE FORM 

Schedule C (Form 1040) 

1040 

1120 or 1120-A 

1120S 

Schedule SE (Form 1040) 

1040-ES 

1120-W 

1065 

941 

8109 (to make deposits) 

W-2 (to employee) 

W-2 and W-3 (to the 

Social Security 

Administration) 

940 

8109 (to make deposits) 

Form 1099—to the recipient 

by 1-31 

DUE ON OR BEFORE 

Same day as Form 1040 

15th day of fourth month after 

end of tax year 

15th day of third month after 

end of tax year 

15th day of third month after 

end of tax year 

Same day as Form 1040 

15th day of fourth, sixth, and 

ninth months of tax year, and 

15th day of first month after 

the end of tax year 

15th day of fourth, sixth, ninth, 

and 12th months of tax year 

15th day of fourth month after 

end of tax year 

4-30, 7-31, 10-31, and 1-31 

1-31 

Last day of February 

1-31, 4-30, 7-31, 10-31, and 

1-31, but only if the liability 

for unpaid tax is more than 

$100 
For payments to non-employees 

and to the Internal 

Revenue Service by 

February 28 

Data From: Internal Revenue Service. Tax guide for small business. Washington, DC, 2001, U.S. Government Printing Office. 

reporting for an individual proprietor is the most 
straightforward for any type of business organization. 

Partnership 

If an optometrist is in partnership, the partnership must 
determine its income and the distributive share of profit 
or loss received by the partners on a separate return, 
Form 1065. The profit or loss received by the partners 
from the partnership 1s reported on Schedule K-1, which 
is attached to each partner’s individual Form 1040. 

Income tax 1s not paid by the partnership, only by the 
partners, who are taxed on the profit or loss they receive. 

Limited Liability Company 

A one-practitioner LLC is considered a sole proprietor- 
ship for tax purposes; the LLC pays no tax, but profits 
are calculated on Schedule C, which is attached to the 
owner’s Form 1040. Multiple-owner LLCs are partner- 
ships, and the LLC submits a Form 1065 that reports 
income and the distribution of profit or loss and pro- 



vides a Schedule K-1 for each of the owners, who file 
individual Form 1040s. 

Professional Association or Corporation 

If an optometrist is a shareholder in a PA or PC, the 

association or corporation is regarded as a separate, tax- 
paying entity, which must report all business income 
and claim all business deductions on Form 1120. 
The optometrist-shareholder also is the employee of 
the association or corporation, which withholds the 
optometrist’s income tax and issues the optometrist a 
W-2 form at the conclusion of the tax year, just as for 
any other employee. The optometrist reports this 
income on Form 1040; claims allowable personal 
adjustments, exemptions, or deductions; and calcu- 

lates the additional tax payment or refund. With a 
PA or PC, therefore, both the association or corpora- 
tion and the optometrist may pay income taxes (the 
“double tax”). 

S Corporation 

Although an S corporation pays no taxes, it must file a 
return on Form 1120S, reporting income, expenses, 

and profit or loss distributions to shareholders. Each 
shareholder receives a Schedule K-1, which reports that 
individual’s share of the S corporation income and is 
attached to Form 1040. 

Because of the complexity of these various report- 
ing requirements and because the most common type 
of business organization used by optometrists is the 
individual proprietorship, the tax reporting described 
in this chapter emphasizes the obligations of an indi- 
vidual proprietor. 

Income Tax Reporting for Individuals 

Federal income tax reporting for an individual propri- 
etor requires quarterly payments to the federal govern- 
ment. Payments must be made both for the 
optometrist’s income and for the income of employ- 
ees. To determine the appropriate withholding of taxes, 
the optometrist must consult IRS publication 15, 
Employer’s Tax Guide (Circular E). This publication pro- 
vides guidelines and tables that can be used to deter- 
mine the amount of withholding to be forwarded to an 
authorized federal bank. The deadlines for payment of 

these taxes are, for practitioners on a calendar year, 

April 15, June 15, Sept. 15, and Jan. 15 (see Table 40-1). 

At each quarterly payment, the optometrist must sub- 

mit the proper amount of income taxes, for both 
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employer and employees; failure to make payment, or 
submission of an improper payment, results in a stiff 
penalty. Thus this system obligates the optometrist to 
forward income taxes to the federal government every 
few months, rather than send the entire sum at the con- 
clusion of the tax year. 

The forms that are used for income tax reporting are 
Form 1040-ES, Estimated Tax for Individuals, which con- 
tains a worksheet that allows self-employed optometrists 
to estimate their income and Social Security taxes 
(Figure 40-1), and Form 941, Employer’s Quarterly Tax 
Return, which is used to describe the income tax with- 

holding for employees (Figure 40-2). 
These quarterly payments are estimates of the annual 

income tax. At the conclusion of the tax year, the 
optometrist is obligated to calculate the exact amount of 
income tax owed. The optometrist’s business income 
and any necessary and ordinary business deductions are 

described on Schedule C (for an example form, see 
Chapter 39), and the profit or loss so determined is then 
entered on Form 1040. After adjustments, exemptions, 

and deductions are calculated and subtracted, the 

income tax is determined. The estimated income taxes 
that have been paid quarterly are then subtracted from 
the income tax owed, and if the result is less than the 

amount owed, an additional payment must be made to 
the IRS. If the taxes paid exceed the amount actually 
owed, the optometrist receives a refund. 

State business income tax for individual proprietors 
usually is determined by the profit or loss calculated 
on Schedule C. The optometrist lists the profit or loss 
on the state income tax return; computes the allowable 
adjustments, exemptions and deductions; and deter- 

mines the tax due. From this amount the optometrist 
may subtract the quarterly estimated taxes paid to the 
federal government. If payment is less than the income 
tax owed, additional payment must be made; if it is 
more, a refund may be collected. 

The payment of income tax is intimately connected 
to the payment of Social Security taxes, which must be 
forwarded to the federal government in much the same 
manner as income taxes. 

Social Security Tax Reporting 

The Federal Insurance Contributors Act was established 
by the federal government to ensure that employers and 
employees would have at least some income at retire- 
ment, for disability, or as a survivor’s benefit at the death 
of a working spouse. To fund the Social Security system, 
taxes are imposed on both employers and employees. 
The collection and submission of these taxes to the 
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1 Enter amount of adjusted gross income you expect in 2002 (see instructions) 

2 © [fyouplan to itemize deductions, enter the estimated total of your itemized deductions. 
Caution: /f line 1 above is over $137,300 ($68,650 if married filing separately), your 

deduction may be reduced. See Pub. 505 for details. 

e If you do not plan to itemize deductions, see Standard Deduction on page 2 and 

enter your standard deduction here. 

Subtract line 2 from line 1. & 66. By eee oe ica BR OP Se oe 

Exemptions. Multiply $3,000 by the number of personal exemptions. If you can be claimed as a dependent 
on another person's 2002 return, your personal exemption is not allowed. Caution: See Pub. 505 to 
figure the amount to enter if line 1 above is over: $206,000 if married filing jointly or qualifying widow(er); 

$171,650 if head of household; $137,300 if single; or $103,000 if married filing separately . 

5 Subtract line 4 from line 3 . é 

6 Tax. Figure your tax on the amount on inne 5 By using the 2002 en Rate Schedules: on 
page 2. Caution: /f you have a net capital gain, see Pub. 505 to figure the tax 

7 Alternative minimum tax from Form 6251. *. 

8 Add lines 6 and 7. Also include any tax from Forms 4972 and 8814 bod ae: aoe of ihe 

education credits (see instructions) . ee : 

9 Credits (see instructions). Do not include any income ‘tax withholding o1 on this line . 

10 Subtract line 9 from line 8. If zero or less, enter -0- a RIE code OO. NL 

11 Self-employment tax (see instructions). Estimate of 2002 ret earnings from self-employment 

$..1A07,000...... ; if $84,900 or less, multiply the amount by 15.3%; if more than $84,900, 
multiply the amount by 2.9%, add $10,527.60 to the result, and enter the total. Caution: /f you 

also have wages subject to social security tax, see Pub. 505 to figure the amount to enter . 

12 Other taxes (see instructions) . 

13a Add lines 10 through 12 : 

b Earned income credit, additional child tax credit, and credit from Form 4136. 

c Total 2002 estimated tax. Subtract line 13b from line 13a. If zero or less, enter -0- 

14a Multiply line 13c by 90% (662% for farmers and fishermen) . . , |14a| 4 vob 

b Enter the tax shown on your 2001 tax return (112% of that amount if 

you are not a farmer or fisherman and the adjusted gross income 
shown on line 34 of that return is more than $150,000 or, if married 
filing separately for 2002, more than $75,000) 23,500 

c Required annual payment to avoid a penalty. Enter the smaller ofline 14a0r14b . . . > 

Caution: Generally, if you do not prepay (through income tax withholding and estimated tax 
payments) at least the amount on line 14c, you may owe a penalty for not paying enough estimated 
tax. To avoid a penalty, make sure your estimate on line 13c is as accurate as possible. Even if 
you pay the required annual payment, you may still owe tax when you file your return. If you 
prefer, you may pay the amount shown on line 13c. For details, see Pub. 505. 

15 Income tax withheld and estimated to be withheld during 2002 (including income tax ete 
on pensions, annuities, certain deferred income, etc.) ari, 

16 Subtract line 15 from line 14c. (Note: /f zero or less or line 13c minus line 15 is a thar $1, 000, 

stop here. You are not required to make estimated tax payments.) . . 
17 __ If the first payment you are required to make is due April 15, 2002, enter ‘of line 16 (minus any 

2001 overpayment that you are applying to this installment) here, and on your payment voucher(s) 
if you are paying by check or money order. (Note: Household employers, see instructions.) . 

Page 4 
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Figure 40-1 Sample Estimated Tax Worksheet from Form 1040-ES. 

government, however, are the responsibility of the 
employer. To determine the amount to withhold, 
employers use IRS publication 15, Employer’s Tax Guide 
(Circular E), which describes the computation of both 
income and Social Security taxes. The Social Security tax 
is expressed as a percentage of taxpayers’ income and has 
two components: a retirement tax and a Medicare tax. 

Retirement Tax 

The percentage of retirement tax that must be paid to 
Social Security by employees is 6.2%, which is 

imposed on wages up to an earnings ceiling that 
changes annually (Table 40-2). If income exceeds the 
earnings ceiling, no tax is applied to the excess 
amount. The Social Security law requires the 
employer also to contribute 6.2% of wages, however, 
which means that an optometrist who is an employer 
contributes an equal amount to the Social Security 
system on behalf of the employee. Therefore, the total 
that must be paid as Social Security retirement taxes 
for each employee is 12.4% of the employee’s wages, 
with the employee contributing 50% and the 
employer contributing 50%. 
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o corm G41 Employer’s Quarterly Federal Tax Return 
(Rev. January 2003) > See separate instructions revised January 2003 for information on completing this return. 
Department of the Treasury 
Internal Revenue Service (99) Please type or print. 

Enter state 
code for state i Name (as distinguished from trade name) Date quarter ended ~j tig eee 
in which Der ( Merch 2003 
deposits were _! © hn G © 2 ch : 
made only if Trade name, if any Employer identification number 
different from 

pared ke Address (number and street) City, state, and ZIP code 

the right > | 321 Man Steet Any bun ST (2274S 
(see page 4 
2 of separate 
instructions). 

lf address is We 
different =) 
from prior 1) 
return, check fa a 
here > 

6 ses 9: EO. 29. HO 10 10 10 10 10 10 10 10 10 10 

A If you do not have to file returns in the future, check here ® [_] and enter date final wages paid > 
B_ If you are a seasonal employer, see Seasonal employers on page 1 of the instructions and check here 

1 

2 Total wages and tips, plus other compensation, . . . 7 

3 Total income tax withheld from wages, tips, andsick pay ........ 

4 Adjustment of withheld income tax for preceding quarters of this calendar year 

5 Adjusted total of income tax withheld (line 3 as adjusted byline 2 ; 

6 Taxable social security wages . ao 

Taxable social security tips . SE Se x 12.4% (124 =|6a| 
7 Taxable Medicare wages and tips ijal|_ Ss 978 |S x 2.9% (,029) = 
8 - Total social security and Medicare taxes (add lines 6b, 6d, and 7b). Check here if wages 

are not subject to social security and/or Medicaretax .........P 

9 Adjustment of social security and Medicare taxes (see instructions for required explanation) 

SICKIE Vi penne EraCtiOnS Of Cents: gee ct OUNGT ere ee = 
E105] Mee PAS 
Sin 
1g oe cae 

a] sos] 
pA | eee | 

sl 46031 

10 Adjusted total of social security and Medicare taxes (line 8 as adjusted by line 9) 

‘iiieetotalitaxes(addilinesis:anG'10).-. «ww eee Bo kee we ee 

12 Advance earned income credit (EIC) payments made to employees (see instructions) . 

13 Net taxes (subtract line 12 from line 11). If $2,500 or more, this must equal line 17, 

column (d) below (or line D of Schedule B (Form 941)) .. ..... 

14 Total deposits for quarter, including overpayment applied from a prior quarter , 

15 Balance due (subtract line 14 from line 13). See instructions . . . 

16 Overpayment. If line 14 is more than line 13, enter excess here P $ 

and check if to be: L) Applied to next return or L} Refunded. 

@ All filers: If line 13 is less than $2,500, do not complete line 17 or Schedule B (Form 941). 

e. Semiweekly schedule depositors: Complete Schedule B (Form 941) and check here. . . . . . ..... LJ 

e Monthly schedule depositors: Complete line 17, columns (a) through (d), and check here, > ue 

17. Monthly Summary of Federal Tax Liability. (Complete Schedule B (Form 941) instead, if you were a semiweekly schedule depositor.) 

Do you want to allow another person to discuss this return with the IRS (see separate instructions)? oO Yes. Complete the following. a No 
Third 

Party Designee’s Phone Personal identification (ie ae [rclaealen| 
Designee name > no. bp ( ) number (PIN) > 

. Under penalties of perjury, | declare that | have examined this return, including accompanying schedules and statements, and to the best of my knowledge 
Sign and belief, it is true, correct, and complete. 

' Print Your ' 

Here Signature > AX O Wer Name and Title > WOW GO Dee evn pater | il 2003 
O d 

For Privacy Act and Paperwork Reduction Act Notice, see back of Payment Voucher. Cat. No. 17001Z Form 941 (Rev. 1-2003) 

Figure 40-2 Sample Form 941. 
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Table 40-2 Social Security and Medicare Tax Rates and Earnings Ceilings, 1993-2002 

EMPLOYER OR EMPLOYEE CONTRIBUTIONS* 

YEAR EARNINGS CEILING FOR TAX TAX RATE MAXIMUM CONTRIBUTIONS 

Social Security 1993 $57,600 6.20% $3517 

Medicare $135,000 1.45% $1957 

Social Security 1994 $60,600 6.20% $3757 

Medicare No ceiling 1.45% No limit 

Social Security 1995 $61,200 6.20% $3794 

Medicare No ceiling 1.45% No limit 

Social Security 1996 $62,700 6.20% $3887 

Medicare No ceiling 1.45% No limit 

Social Security 1997 $65,400 6.20% ~ $4054 

Medicare No ceiling 1.45% No limit 

Social Security 1998 $68,400 6.20% $4240 
Medicare No ceiling 1.45% No limit 

Social Security 1999 $72,600 6.20% $4501 

Medicare No ceiling 1.45% No limit 

Social Security 2000 $76,200 6.20% $4724 | 

Medicare No ceiling 1.45% No limit 

Social Security 2001 $80,400 6.20% $4985 

Medicare No ceiling 1.45% No limit 

Social Security 2002 $84,900 6.20% $5263 

Medicare No ceiling 1.45% No limit 

*These payments represent one half of the annual tax; both employer and employee contribute equal amounts. For example, an employee receiving a salary of 
$50,000 would contribute $3825 ($50,000 x 7.65%), and the employer also would contribute $3825. The total paid would be $7650. 

Medicare Tax 

As of 1991, a specific percentage of the Social Security 
tax has been payable to Medicare, which provides 
health care benefits to persons 65 years and older. Like 
its retirement tax counterpart, the Medicare portion is 
calculated as a percentage, but unlike the retirement 
tax there is no earnings ceiling. The percentage 
imposed for Medicare payments is 2.9% of wages, 
regardless of the amount earned. Employer and 
employee contribute equally to the tax. 

Therefore, the Social Security system requires a 
total payment of 15.3% of an employee’s wages, with 
the employer contributing half, or 7.65%, to a specific 
ceiling amount for the Social Security tax and without 
a ceiling for the Medicare tax. Payments for employees 
are made quarterly, at the same times and with the 
same form (Form 941) used for income taxes (see 

Figure 40-2). This amount may be listed on the 
employer’s Schedule C and claimed as a business 
deduction. 

The Social Security tax for self-employed individu- 
als is calculated in a slightly different manner. 

Self-Employment Tax 

The Social Security payments of an individual practi- 
tioner are based on the income or loss reported on 
Schedule C. This amount must exceed $400 or no 
Social Security tax need be paid. If the amount is in 
excess of $400, the Social Security tax must be deter- 
mined on Schedule SE, Se/femployment Tax (Figure 40-3). 
The calculation is again dependent on the use of a 
percentage, but there is an earnings ceiling for the 

retirement tax, which changes annually. As with 
employees, the total percentage contributed to Social 
Security is 12.4%, up to the earnings ceiling. The 
Medicare tax is 2.9%, but without a ceiling. Thus an 
individual practitioner pays to Social Security 15.3% 
of income, up to the earnings ceiling, and 2.9% there- 
after (Table 40-3). 

The payment of Social Security taxes is made quar- 
terly by self-employed optometrists, based upon the 
estimated tax figured on the worksheet for Form 1040- 
ES. At the end of the tax year, when the optometrist 
completes Form 1040, Schedule SE is used to calculate 
the exact amount of Social Security tax owed, and that 
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OMB No. 1545-0074 

2002 
Attachment 
Sequence No. 1 

10345: 6789 

Self-Employment Tax 

SCHEDULE SE 

(Form 1040) 

Department of the Treasury 
Internal Revenue Service (99) > Attach to Form 1040. » See instructions for Schedule SE (Form 1040). 

Name of person with self-employment income (as shown on Form 1040) Social security number of person 
ohn & O' Dee with self-employment income > 

Who Must File Schedule SE 
You must file Schedule SE if: 

© You had net earnings from self-employment from other than church employee income (line 4 of Short Schedule SE or line 4c of 
Long Schedule SE) of $400 or more or 

@ You had church employee income of $108.28 or more. Income from services you performed as a minister or a member of a 
religious order is not church employee income. See page SE-1. 

Note. Even if you had a loss or a small amount of income from self-employment, it may be to your benefit to file Schedule SE and 
use either “optional method” in Part Il of Long Schedule SE. See page SE-3. 

Exception. If your only self-employment income was from earnings as a minister, member of a religious order, or Christian Science 
practitioner and you filed Form 4361 and received IRS approval not to be taxed on those earnings, do not file Schedule SE. Instead, 
write “Exempt-Form 4361” on Form 1040, line 56. Fa 

May | Use Short Schedule SE or Must I Use Long Schedule SE? 

Did You Receive Wages or Tips in 2002? 

Are you a minister, member of a religious order, or Christian 
Science practitioner who received IRS approval not to be taxed 
on earnings from these sources, but you owe self-employment 
tax on other earnings? 

Are you using one of the optional methods to figure your net 
earnings (see page SE-3)? 

Did you receive church employee income reported on Form. 
W-2 of $108.28 or more? 

No 

You May Use Short Schedule SE Below You Must Use Long Schedule SE on the Back 

Section A—Short Schedule SE. Caution. Read above to see if you can use Short Schedule SE. 

139,906 

Was the total of your wages and tips subject to social security 
or railroad retirement tax plus your net earnings from 
self-employment more than $84,900? 

Did you receive tips subject to social security or Medicare tax 
that you did not report to your employer? 

1 Net farm profit or (loss) from Schedule F, line 36, and farm partnerships, Schedule K-1 (Form 

HOGS ACM OAMMMTART LUE > abet tee k cee rere Ck GENE! 5 a te ee Pi eh oo Poe “ah vores 

2 Net profit or (loss) from Schedule C, line 31; Schedule C-EZ, line 3; Schedule K-1 (Form 1065), 

line 15a (other than farming); and Schedule K-1 (Form 1065-B), box 9. Ministers and members 

of religious orders, see page SE-1 for amounts to report on this line. See page SE-2 for other 

income to report , 

3. Combine lines 1 and 2 , rie Eade 2k Te) orp Pw aber ean eee es wee 

4 Net earnings from self-employment. Multiply line 3 by 92.35% (.9235). If less than $400, 
do not file this schedule; you do not owe self-employment tax . . ....... .>P 

5 Self-employment tax. If the amount on line 4 is: 

@ $84,900 or less, multiply line 4 by 15.3% (.153). Enter the result here and on 
Form 1040, line 56. 

© More than $84,900, multiply line 4 by 2.9% (.029). Then, add $10,527.60 to the 
result. Enter the total here and on Form 1040, line 56. 

Deduction for one-half of self-employment tax. Multiply line 5 by 
.5). Enter the result here and on Form 1040, line 29... 

For Paperwork Reduction Act Notice, see Form 1040 instructions. Cat. No. 11358Z Schedule SE (Form 1040) 2002 

GS eee 

Figure 40-3 Sample Schedule SE. 
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Table 40-3 Social Security and Medicare Tax Rates and Earnings Ceilings, 1993-2002 

SELF-EMPLOYED CONTRIBUTIONS™ 

TAX RATE MAXIMUM CONTRIBUTIONS — YEAR EARNINGS CEILING FOR TAX 
Social Security 1993 $57,600 12.4% $7142 — 
Medicare $135,000 2.9% $3915 

Social Security 1994 $60,600 12.4% $7514 — 

Medicare No ceiling 2.9% No limit © - 

Social Security 1995 $61,200 12.4% $7588 . 
Medicare No ceiling 2.9% No limit 

Social Security 1996 $62,700 12.4% $7774 

Medicare No ceiling 2.9% No limit 

Social Security 1997 $65,400 124% $8109 

Medicare No ceiling 2.9% No limit 

Social Security 1998 $68,400 12.4% $8481 

Medicare No ceiling 2.9% No limit 

Social Security 1999 $72,600 12.4% $9002 

Medicare No ceiling 2.9% No limit 

Social Security 2000 $76,200 12.4% $9448 

Medicare No ceiling 2.9% No limit 

Social Security 2001 $80,400 12.4% $9969 

Medicare No ceiling 2.9% No limit 

Social Security 2002 $84,900 12.4% $10,526 

Medicare No ceiling 2.9% No limit 

*These payments represent the Social Security and Medicare taxes paid by a self-employed practitioner. For example, an optometrist earning $100,000 
in 2002 contributed $10,526 ($84,900 x 12.4%) to Social Security and $2900 ($100,000 x 2.9%) to Medicare. The total paid was $13,426. 

amount is entered on Form 1040. Quarterly payments 

are deducted from the total tax owed; if less tax has 

been paid than is owed, the balance must be remitted 
to the IRS. If more has been paid than is owed, a 
refund may be collected. 

Social Security taxes do not have to be paid to state 
government. Failure to pay Social Security taxes on 
time or payment made in improper amounts is punish- 
able by sizable fines, both for the employer’s payments 
and for those made on behalf of employees. 

Unemployment Tax Reporting 

The federal government, in concert with the states, has 

devised a system of unemployment compensation for 
unemployed workers under the Federal Unemploy- 
ment Tax Act (FUTA). The system is funded exclu- 
sively by employers, most of whom must pay taxes to 
both federal and state governments; some states do not 
require unemployment tax, and payment must be 
made exclusively to the federal government. 

The tax is paid for each employee, with the amount 
being a percentage of the employee’s wages, to a stated 

ceiling. The federal unemployment tax is 6.2% of 
wages, to a maximum of $7000. Thus, for an employee 
earning $7000 or more, the employer must contribute 
$434. This tax is not taken from the wages of the 
employee; rather, it is paid exclusively from the earn- 
ings of the employer. The federal government allows a 
credit for unemployment taxes paid by an employer to 
the state, up to 5.4% of wages. In such a case, the 
employer must pay to the federal government only the 
balance. If the employer pays the maximum, 5.4% of 
wages, to the state, only 0.8% of wages must be paid to 
the federal government. 

The reporting of federal unemployment taxes is per- 
formed on Form 940, Employer’s Annual Federal Unem- 
ployment Tax Return (Figure 40-4). Payment must be 

made quarterly, unless the tax owed is less than $100, 
in which case the quarterly deposit does not have to be 
submitted until the amount owed exceeds $100. Form 
940 is submitted with the final payment, which must 
be sent to the IRS within a month of the end of the tax 
year (Jan. 31 if the tax year is a calendar year). 

State unemployment tax deposits usually must be 
made on a quarterly basis, and a form must be submit- 
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Employer’s Annual Federal OMB No. 1545-0028 
Unemployment (FUTA) Tax Return 

ron 940 
Department of the Treasury 
Internal Revenue Service (99) > See separate Instructions for Form 940 for information on completing this form. 

T Name (as distinguished from trade name) Calendar year my] 
U 

Sohn GC O'Dee 2002 
ooeiae Trade name, if any 

this section. 321 Hain Street 
Address and ZIP code sr 346 Employer identification number 

i: Any fovtn, de OV F16S434 | 

A Are you required to pay unemployment contributions to only one state? (If "No," skip questions B and C.), Yes [LJ] No 

B Did you pay all state unemployment contributions by January 31, 20037? ((1) If you deposited your total FUTA 
tax when due, check “Yes” if you paid all state unemployment contributions by February 10, 2003. (2) If a0% 
experience rate is granted, check “Yes.” (3) If "No,” skip questionC.). . . . . . .... Yes O No 

C_ Were all wages that were taxable for FUTA tax also taxable for your state's unemployment tax?. . . . . CO) Yes [ANo 
If you answered “No” to any of these questions, you must file Form 940. If you answered “Yes” to all the 
questions, you may file Form 940-EZ, which is a simplified version of Form 940. (Successor employers, see 
Special credit for successor employers on page 2 of the instructions.) You can get Form 940-EZ by calling 
1-800-TAX-FORM (1-800-829-3676) or from the IRS Web Site at www.irs.gov. 

If you will not have to file returns in the future, check here (see Who Must File in separate instructions) and 

complete and sign the return . 

If this is an Amended Return, check here (see Amended Returns on page e2 of the separate instructions) . 

iia Computation of Taxable Wages 

1 Total payments (including payments shown on lines 2 and 3) during the calendar year for 
services of employees . 

2 Exempt payments. (Explain all exempt payments, attaching additional 
SECS TT EES ince proces sso PeRSC AS SOMaRIND SES eS SES Co 

3 Payments of more than $7,000 for services. Enter only amounts over the 
first $7,000 paid to each employee. (see separate instructions) Do not 
include any exempt payments from line 2. The $7,000 amount is the 
Federal wage base. Your state wage base may be different. Do not use 
your state wage limitation, 
Add lines 2 and 3 
Total taxable wages (subtract line 4 from line ay 

C 

& 
\E 

Vi 
fo Joo 

77 
For Privacy Act and Paperwork Reduction Act Notice, see separate instructions. |W DETACH HERE W Cat. No. 112340 Form 940 (2002) 

ab ieee: ja) TO 

o 

1 TT 
| \ 

WX en 

E Ls 
Be sure to complete both sides of this form, and sign in the space provided on the back. 

No. 1545-0028 

2002 
Complete boxes 1, 2, and 3. Do not send cash, and do not staple your payment to this voucher. Make your check or money order. payable to the 
“United States Treasury.” Be sure to enter your employer identification number, “Form 940," and "2002" on your payment. 

1 Enter your employer identification number. 2 Dollars Cents 

Enter the amount of your payment. > “ 
09: #765432 foal etd Jo | se 

3 Enter your business ae (individual name for sole proprietors). 

ohn ¢- ‘D ee OD 
Enter your address. 

321 Maw S Aret 
Enter h. city, state, and ZIP code. 

Pnytoum, ST! 2134S 

Figure 40-4 Sample Form 940. 

rom 940-V 
Department of the Treasury 
Internal Revenue Service 

Form 940 Payment Voucher 

Use this voucher only when making a payment with your return. 

Continued 
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Form 940 (2002) 

Tax Due or Refund 

(c) (d) 
Taxable payroll 

instructions for Part Il, line 6) 

5 Vide 

or {_] Refunded 

line 7 is over $100. See 
Quarter 

Liability for quarter 

6 her Signature > 

3) 

Gross FUTA tax. (Multiply the wages from Part I, line 5, by .062) 
Maximum credit. (Multiply the wages from Part |, line 5, by .054) 

State experience rate period 

state | state contribution returns ae cece rare rate 

6 Credit: Enter the smaller of the amount from Part II, line 2 or line 3b; or the amount from the 
worksheet on page 5 of the separate instructions : ‘ 

7 ‘Total FUTA tax (subtract line 6 from line 1). If the result is over $100, ‘also complete Part il : 

8 Total FUTA tax deposited for the year, including any overpayment applied from a prior year 

9 Balance due (subtract line 8 from line 7). Pay to the “United States Treasury.” If you owe more ee 
than $100, see Depositing FUTA Tax on page 3 of the separate instructions . . . EY OF | fo 

10 Overpayment (subtract line 7 from line 8). Check if it is to be: () Applied to next return 

Record of Quarterly Federal Unemployment Tax Liability (Do not include state liability.) Complete only if 
page 6 of the separate instructions. 

Third Do you want to allow another person to discuss this return with the IRS (see instructions page 6)? [_] Yes. Complete the following. [_] No 

Party Designee’s Phone 
Designee name > no. 

Personal identification 

‘SToaee) number Pin) LL 1 1 I | 
Under penalties of perjury, | declare that | have examined this return, including accompanying schedules and statements, and, to the best of my knowledge and belief, it is 
true, correct, and complete, and that no part of any payment made to a state unemployment fund claimed as a credit was, or is to be, deducted from the payments to employees. 

Title (Owner, etc.) > 

Page 2 

TTL 

(e) 
State ex- 

(f (g) () 0 
Contributions if Contributions Additional credit Contributions 

perience rate had been 5.4%] payable at experience (col. (f) minus col.(g)) | paid to state by 
(col. (c) x .054) | rate (col. (c) x col. (e)) |!fF 0 or less, enter -0-.) 940 due date 

ee ae 
eter | 

ae 
3a_|towis . . . » YYYYUUU@e@U@XE@ET@EC@e@lla__| 
3b Total tentative credit (add line 3a, columns (h) and (i) only—for late payments, also see the hp | nied 

> 

Total for year 

10$.s0 

Pant pater “7 Jan 03 

Form 940 (2002) 

Figure 40-4 Cont'd 

ted annually by April 15 if the employer’s tax year is a 

calendar year. The employer receives a business tax 

deduction for the unemployment tax paid to the state 
or federal government. This deduction is claimed on 
Schedule C if the employer is an individual proprietor. 

Federal Tax Penalties 

Because an individual practitioner must file Schedules C 
and SE along with Form 1040 and because most individ- 
ual practitioners will use a calendar year as the tax year, 
the deadline for the submission of the annual tax return 
will be April 15. An automatic 2-month extension will 
be granted if a Form 4868 is filed on or before this date; 
payment of the estimated tax must accompany the 
request for an extension. Application for further exten- 
sions will be granted only if there is hardship. There are 

penalties for failure to pay by the due date and for sub- 
stantially underpaying the tax due, and these penalties 
will be applied if the unpaid amount is more than 10% 
of the final tax owed, or more than $5000. These penal- 
ties also are applicable if quarterly income tax and Social 
Security tax payments are not filed by the due date or are 
substantially underpaid. The employer is responsible for 
the collection and payment of these taxes and will be 
held liable for any amounts due. 
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Chapter 4A] 

Analysis of Practice Economics 

Living well is the best revenge. 

George Herbert Jacula Prudentum 

he ability to develop a systematic, universal 
method for determining the economic status of a 

professional practice is essential for survival in today’s 
competitive atmosphere. Optometric practice eco- 
nomics is the process of data gathering, formulation, 
and analysis of all financial information related to the 
running of a professional practice. It is the basis from 
which one can derive pertinent information to deter- 
mine the economic status of a business. Without the 
ability to formulate and analyze financial data, the 
practicing optometrist would not be able to survive in 
the business world. 

There is a specialized vocabulary that is used in 
financial transactions, and this vocabulary must be 

understood. Just as the language of clinical care is 
learned, so also must the language of business be 
learned to better communicate with business profes- 
sionals, colleagues, and other individuals in the busi- 

ness world. Box 41-1 provides a limited list of basic 
terms that are the foundation for many of the business 

financial statements used in the day-to-day operations 
of a professional practice. 

The day-to-day recordkeeping of financial transac- 
tions in a professional practice can be a nightmare for 
the poorly organized optometrist. If an accurate 
means of tracking income and expenses 1s not used, a 
practitioner cannot manage the practice profitably. 
Optometrists have developed sophisticated methods 
for maintaining patient records to ensure that proper 
care is rendered and to provide protection from 
potential liability. Yet all too often the average 
optometrist does not maintain an accurate, efficient 

419 

and Growth 
C. Thomas Crooks III and Craig Hisaka 

method of financial recordkeeping. This deficiency 
obviously leads to poor financial management and 
increases the risk of incurring financial liability. 
Documentation of financial records is an essential 
component of a successful practice. Greater prof- 
itability, enhanced financial security, and reduced 

risk of financial liability are all benefits of proper 
financial management. 

Basic Financial Statement 

Construction 

In organizing the financial records of a practice, the 
optometrist should prepare a balance sheet and an 
income statement (see also Chapter 15). 

The Balance Sheet 

The balance sheet is a financial document that sum- 
marily depicts a company’s or an individual’s financial 
status at a specific point in time. It balances the 
amount of assets a business has against its liabilities 
and the owner’s equity. In simple terms it shows how 

much a company owns versus how much a company 
owes. The difference between the two is the net worth 
of the company. 

The balance sheet is composed of four basic areas: 
title, assets, liabilities, and net worth (Figure 41-1). 

Title. In this area is contained the name of the busi- 

ness, the title of the financial document, and the spe- 

cific date that the information was valid. 
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Box 41-1 Common Business Terms 

Accounts payable: Money owed by the business to some other business or individual for goods and services already received 

by the business. 

Accounts receivable: Money owed to the business by patients or customers for goods and services they have already received. 

Accrual basis of accounting: A form of accounting that incorporates accounts receivables, accounts payable, depreciation, 

and inventory. 

Amortization schedule: A financial statement that summarizes a loan by showing the principal borrowed, the interest rate 

charged, the payment frequency, and the payment-by-payment allocation of principal and interest throughout the term of 

the loan. 

Assets: Items of value owned by a business, including cash and bank accounts, material inventory, equipment, buildings, and 

land. Fixed assets are items of value that have a lifetime of greater than 1 year. Current assets are items of value that 

have a lifetime of less than 1 year. 

Balance sheet: A financial statement that shows a business assets, liabilities, and the owner's equity at a particular point in 

time. A balance sheet provides a snapshot in time of the company's asset-to-debt status. 

Business: A series of activities that are coordinated and integrated toward the production of goods or services, the end 

purpose being the generation of profit. 

Cash basis of accounting: A form of accounting that is strictly determined by the amount of cash received and cash paid out. 

Cash flow: A term that refers to the flow of funds within a company, reflecting actual funds received and actual funds 

expended for a specific time period. Cash flow is usually calculated on a daily or monthly basis. 

Co-signer: An individual who assumes liability for a debt in the event of a default by the primary borrower. 

Credit risk: The rating factor used by lenders to judge a borrower for the purpose of determining credit terms for that 

borrower. If an individual or business is a high risk, the loan terms will be less favorable; the lower the risk, the more 

favorable the loan terms will be. 

Credit terms: The terms by which money is either owed to or by a business. Terms include principal amount, interest rate, and 

the time period in which the money is due. 
Effective interest rate: The actual interest rate calculated by incorporating the associated services fees into the total cost of 

borrowing the principal amount. The effective service rate generally differs from the stated interest rate of a loan. 

Income statement: A financial statement that summarizes all the revenue and expense transactions that will result in a profit 

or loss over a specific period of time. The income statement provides an assessment of the company’s financial profitability 

status over time. 

Interest rate: The percentage rate fee that is charged by a lender for the funds that are borrowed. Legal requirements obligate 

lenders to express the interest rate as an annual percentage rate. 

Liabilities: Claims of creditors against the assets of a business. Fixed liabilities are claims of creditors that last for longer than 

1 year. Current liabilities are claims of creditors that last for less than 1 year. 

Loan term: The time period that is allowed for repayment of the principal. This is not always the time period used to calculate 

the allocation of interest and principal per payment. 

Owner's equity: Items of value or money contributed that the owner or owners have invested in the business. 

Points: A service fee charged by the lender to process a loan that is usually expressed in the form of a percentage based on the 

principal amount of the loan. 

Principal: When borrowing or loaning money, the principal is the amount of money either borrowed or loaned. 

Profit and loss statement: A financial analysis related to the income statement that shows total received income compared 

against total actual expenditures for a given period. The profit and loss statement does not take into consideration 

non-cash expenditures that are included in an income statement. 

Assets. The asset area usually is on the left side of 

the document or on the top. The asset section is 
defined by subsections that itemize “fixed” and “cur- 
rent” assets. These two subsections list the specific 
items within each category. At the bottom of the asset 
section is the sum total of all fixed and current assets 
for the business. 

Liabilities. The liabilities area is located either on 
the right side of the balance sheet or under the asset 
section. Like the asset section the liability section is 
broken into two subsections, which consist of “fixed” 

and “current” liabilities. These subsections are again 
further subdivided by individual components that 
constitute the total. The subtotals for fixed and current 
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Acme Vision Clinic, P.C. 

30-Jun-2002 

Balance Sheet 

ASSETS 

Current Assets 

Bank Accounts 

Cash On Hand 

Merchandise Inventory 

Accounts Receivable 

$ 12,000.00 
2,000.00 

35,000.00 

30,000.00 

Total Current Assets $ 79,000.00 

af 

Fixed Assets 

Store fixtures 

Office furniture 

Optometric equipment 

Computer equipment 

$ 47,500.00 
25,000.00 

87,000.00 

15,000.00 

Total Fixed Assets $ 174,500.00 

Total Assets $ 253,500.00 

LIABILITIES 

Current Liabilities 

Accounts Payable 
Contracts Payable 

Short-Term Note Payable 

$ 27,500.00 
4,000.00 

5,000.00 

Total Current Liabilities $36,500.00 

Fixed Liabilities 

Personal notes payable 

Equipment notes payable 

Line of credit payable 

$ 56,000.00 

25,000.00 

5,000.00 

Total Fixed Liabilities $86,000.00 

Total Liabilities $122,500.00 

Net Worth 

Figure 41-1 Balance sheet—assets and liabilities. 

liabilities are added together at the bottom of this sec- 
tion to provide a sum for total liabilities. 

Net Worth. This area also is referred to as the owner’s 
equity. The net worth figure represents the financial con- 
tribution the owner or owners have made to the business. 
It is determined by calculating the mathematical differ- 
ence between the total assets and the total liabilities. If a 
business owns more than it owes, it has a positive net 
worth. If a business has incurred more debt than it owns 
in assets, it has a negative net worth. Therefore, the sum 
of the total liabilities and the net worth must equal the 
total assets of the business. This relationship is why the 
document is called a balance sheet. 

The Income Statement 

The income statement, or profit and loss statement, is one 

of the most informative of all financial statements. It 
provides a summary of all revenues and expenses that 
occur in a business that ultimately will result in a profit 
or loss. The construction of this statement is signifi- 

Owners Equity $131,000.00 

Total Liabilities & Net Worth $253,500.00 

cantly more complex than that of the balance sheet, 
but when properly constructed can offer a wealth of 
information at a glance. The income statement is 
divided into four major sections: income, operating 
expenses, profit and loss statement, and break-even 

analysis. 

Income. In the practice of optometry, income is 
derived from the services provided and the materials 
sold. It is important to specify which income is gener- 
ated by services and which is generated by materials. 
Services revenue and materials revenue are both subsec- 
tions of the category termed gross sales revenue (Figure 
41-2). When services and materials revenues for a given 
month are added together, the total gross income for 
the specified time period is obtained. The credits and 
adjustments are then subtracted from this figure to 
obtain the “vet sales revenue.” This figure represents the 
actual amount of income that was earned after all cred- 
its and adjustments to gross income were made. 

The next item incorporated into the income state- 
ment is the cost of goods sold, which represents the actual 
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Acme Vision Clinic, P.C. 

2002 Income Statement 
4 January - 314 March 2002 

Quarterly Report 

GROSS SALES REVENUE: 
Quarterly Percentage of 

Practice Revenue January February’ March Grand Total Gross Income 

Services: $22,000.00 $23,500.00 $24,750.00 $70,250.00 56.09% 

Materials: $15,000.00 $18,000.00 $22,000.00 $55,000.00 43.91% 
Subtotal $37,000.00 $41,500.00 $45,750.00 $125,250.00 100.00% 

Less credivadjust $2,405.00 $2,697.50 $3,038.75 $8,141.25 6.50% 

Net Sales Revenue $34,595.00 $38,802.50 $43,711.25 $117,108.75 93.50% 

Cost of Goods Sold $12,210.00 $13,695.00 $15,427.50 $41,332.50 33.00% 
Gross Margin on Sales $22,385.00 $25,107.50 $28,283.75 $75,776.25 60.50% 

OPERATING EXPENSES: 
Fixed Expenses: 

Advertising Yellow Pages 

Depreciation 

Dues AOA 

Dues Employees 
Dues Business Club 

Dues Athletic Club 
Insurance Basic Overhead 

Insurance Disability 
Insurance Major Medical 

Insurance Property/Liability 
Insurance Worker's Compensation 

Lease Professional Equipment 

Lease Office Equipment 

Licenses 

Plant Service 

Rent (including utilities) 

Salary Dr. Acme 

Salary Staff #1 239. 239, $3,718.75 
Salary Staff #2 $1,097.92 ,097. 4 $3,293.75 

Taxes Federal Income $900.00 A $2,700.00 
Taxes State Income $400.00 y . $1,200.00 

Taxes Personal Property $395.00 . $1,185.00 

Taxes Payroll Federal $3,283.75 283. 283. $9,851.25 
Taxes Payroll State $798.75 i : $2,396.25 

Telephone Basic Service $65.00 x . $195.00 

Telephone Cellular $50.00 . ; $150.00 

Telephone Long Distance $35.00 . . $105.00 

Telephone Maintenance $29.00 $87.00 

Total Fixed Expenses: $19,613.67 $19,613.67 $58,841.00 

Variable Expenses: 

Accounting i i $100.00 $300.00 

Advertising General . i $0.00 $0.00 

Attorney/Legal i i $0.00 $0.00 

Automotive x : $80.00 
Bank Card Discount i z $130.00 

Bank Charges B . $40.00 
Continuing Education Staff i . $20,00 
Continuing Education 0.D.'s i i $50.00 

Entertainment i : $0.00 

Equipment Purchase Dispensary x : $0.00 
Equipment Purchase Front Office 

Equipment Purchase Professional 

Equipment Purchase Lab 

Equipment Repairs 

Furnishings 

Miscellaneous 

Office Supplies 

Optometric Supplies 

Postage 

Postage Meter Reset Fees 

Subscriptions Front Office 
Subscriptions Professional 

Temporary Services 

Tenant Improvements 
Travel 

Tuition $0.00 s 
Uncollectable Debt $185.00 $233.75 

Total Variable Expenss: $1,590.00 $1,412.50 $1,463.75 

Total Expenses $21,203.67 $21,026.17 $21,077.42 
Net Income On Operations $1,181.33 $4,081.33 $7,206.33 

DEBT SERVICE 

Line of Credit Interest 2 $50.00 $50.00 

Line of Credit Principal ! $43.00 $43.00 

Term Note Interest ! $200.00 $200.00 
Term Note Principal f $195.00 $195.00 

Total Debt Service: . $488.00 $488.00 

Net Cash Available: $693.33 $3,593.33 $6,718.33 $11,005.00 

Figure 41-2 Income statement—quarterly report. 
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costs of all items purchased for retail sales in the prac- 
tice. In a typical practice, these expenditures would 
represent optical laboratory bills, purchases of contact 
lenses, frame inventory purchases, purchases of oph- 
thalmic solutions, and any accessory items. This figure 
is particularly important. The difference between net 
sales revenue and the cost of goods sold is called the 
gross margin on sales. This figure represents the amount 
of income that remains after payments for material 
costs have been made. The gross margin on sales is 
the last figure in the income section of the income 
statement. 

Operating Expenses. The operating expenses area 

of the financial statement is broken down into two sub- 
sets, called fixed and variable expenses (see Figure 41-2). 
Fixed expenses are defined as those expenses that are 
independent of the number of patients seen or amount 
of business done. Variable expenses are those expenses 
that are dependent on the number of patients seen or 
the volume of business done. Typical examples of fixed 
expenses are rent, salaries, and insurance premiums. 
Typical examples of variable expenses are laboratory 
bills, supplies, and commissions. Both the fixed and 
variable expenses are listed, and a total for the two cate- 
gories is obtained, called total expenses. The mathemati- 
cal difference between the gross margin on sales and 
the total operating expenses yields the met income on 
operations. 

In a practice without debt this figure is the bottom 
line net income (see Figure 41-2). However, most prac- 

tices have incurred some debt, which is described in a 

different section, termed debt service. This section 

breaks down the principal and interest portion of each 
payment according to the amortization schedule that 
is created for the loan. It is important that the interest 
portion is itemized separately because of its tax 
deductibility. The sum of the principal and interest 
should equal the total debt service. 

The difference between the net income on opera- 
tions and the total debt service will result in the true 
net income of the business. 

Cash Flow Statement 

The cash flow statement is a condensation of the 
income statement, sharing most of the same informa- 

tion (Figure 41-3), but the profit and loss statement 

provides a more timely and dollar relevant picture of 

the financial status of the company. Definitively, this 

statement reveals the cash flow status of the company, 

recording only the amount of actual payments 

received by the company and the actual paid expenses 
of the company. It specifically does not include non- 
cash expenditures such as depreciation, credits and 
adjustments, or uncollectable debts. Thus it reveals a 

true cash picture of the profitability of a business and 
aids management in determining whether adjustments 
are needed in collections policies or spending habits. 

The cash flow statement strictly compares cash in 
and cash out. There is no differentiation between fixed 
and variable expenses. The cost of goods sold and the 
debt service are considered ordinary expenses just like 
any others. It does not make any difference if the 
amount varies with the amount of business done or if it 
is fixed, because only the actual income received and 
actual dollars spent for a particular time period need to 
be measured to derive the profitability (or loss) for the 
business. 

A cash flow statement generally is produced on a 
monthly basis for most businesses. However, the fre- 
quency with which this information is needed is highly 
individualized for each particular practice and often is 
based on the degree of management that is needed or 
desired. 

Break-even Analysis 

Having the ability to perform a break-even analysis for 
day-to-day situations is highly desirable in the private 
practice of optometry. Whether a practice is started 
cold or purchased from a practitioner, costs are 
incurred to purchase assets, finance inventory, and 
fund operating expenses. The need for seeing how 
quickly the revenues generated can satisfy the over- 
head costs and cause the practice to become profitable 
is essential for effective financial management and 
prudent fiscal planning. Optometrists, like other 
health care providers, must face the financial burden 
of having to keep offices technologically current. This 
cost of new equipment and the supporting technology 
is significant. It thus becomes very important to be 
able to show that the cost of this equipment can be 
justified by the revenue the equipment can generate. 
These simple concepts show the necessity of needing 
to be able to quickly calculate or graphically produce a 
break-even analysis. It is important to remember that 
the definition of the break-even point is “total rev- 
enues equal to total expenses,” which means that no 

profit or loss has been incurred. In fact, the entire pur- 
pose of performing a break-even analysis is to deter- 
mine the point in time at which, or the number of 
procedures performed after which, the first dollar of 
profit will be generated. 
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Acme Vision Clinic, P.C. 

2002 Profit & Loss Statement 

4 January - 31 March 2002 
Quarterly Report 

GROSS SALES REVENUE: Quarterly Percentage of 

January February, March Grand Total Gross Income 

Practice Revenue 
Net Sales Revenue $34,595.00 $38,802.50 $43,711.25 $117,108.75 100.00% 

OPERATING EXPENSES: 

Accounting $100.00 $100.00 $100.00 $300.00 0.26% 

Advertising General 0.00 0.00 0.00 0.00 0.00% 

Advertising Yellow Pages 500.00 500.00 500.00 4,500.00 1.28% 

Attomey/Legal 0.00 0.00 0.00 0.00 0.00% 
Automotive 80.00 80.00 80.00 240.00 0.20% 

Bank Card Discount 130.00 130.00 130.00 390.00 0.33% 
Bank Charges 40.00 40.00 40.00 120.00 0.10% 
Continuing Education O.D.'s 50.00 50.00 50.00 150.00 0.13% 

Continuing Education Staff 20.00 20.00 20.00 60.00 0.05% 

Cost of Goods Sold 12,210.00 13,695.00 15,427.50 41,332.50 35.29% 
Dues AOA 100.00 100.00 100.00 300.00" 0.26% 

Dues Athletic Club 75.00 75.00 75.00 225.00 0.19% 
Dues Business Club 75.00 75.00 75.00 225.00 0.19% 

Dues Employees 0.00 0.00 0.00 0.00 0.00% 
Entertainment 150.00 0.00 0.00 150.00 0.13% 

Equipment Purchase Dispensary 0.00 0.00 0.00 0.00 0.00% 

Equipment Purchase Front Office 0.00 0.00 0.00 0.00 0.00% 

Equipment Purchase Lab 0.00 0.00 0.00 0.00 0.00% 
Equipment Purchase Professional 0.00 0.00 0.00 0.00 0.00% 

Equipment Repairs 0.00 0.00 0.00 0.00 0.00% 
Fumishings 0.00 0.00 © 0.00 0.00 0.00% 

Insurance Basic Overhead 100.00 100.00 100.00 300.00 0.26% 
Insurance Disability 50.00 50.00 50.00 150.00 0.13% 

insurance Major Medical 250.00 250.00 250.00 750.00 0.64% 
Insurance Property/Liability 100.00 100.00 100.00 300.00 0.26% 
Insurance Worker's Compensation 50.00 50.00 50.00 150.00 0.13% 

Lease Office Equipment 200.00 200.00 200.00 600.00 0.51% 

Lease Professional Equipment 548.00 548.00 548.00 1,644.00 1.40% 

Licenses 6.67 6.67 6.67 20.01 0.02% 

Line of Credit Principal 43.00 43.00 43.00 129.00 0.11% 
Line of Credit Interest 50.00 50.00 50.00 150.00 0.13% 
Miscellaneous 60.00 60.00 60.00 180.00 0.15% 

Office Supplies 75.00 75.00 75.00 225.00 0.19% 
Optometric Supplies 50.00 50.00 §0.00 150.00 0.13% 

Plant Service 65.00 65.00 65.00 195.00 0.17% 

Postage 250.00 250.00 250.00 750.00 0.64% 

Postage Meter Reset Fees 7.50 7.50 7.50 22.50 0.02% 

Printing 0.00 0.00 0.00 0.00 0.00% 
Publication 0.00 0.00 0.00 0.00 0.00% 

Refunds 150.00 150.00 150.00 450.00 0.38% 
Rent (including utilities) 3,000.00 3,000.00 3,000.00 9,000.00 7.69% 
Salary Dr. Acme 5,000.00 5,000.00 5,000.00 15,000.00 12.81% 
Salary Staff #1 1,239.58 1,239.58 1,239.58 3,718.75 3.18% 
Salary Staff #2 1,097.92 1,097.92 1,097.92 3,293.75 2.81% 

Shipping 30.00 30.00 30.00 90.00 0.08% 
Subscriptions Front Office 8.33 8.33 8.33 24.99 0.02% 

Subscriptions Professional 4.17 4.17 4.17 12.51 0.01% 

Taxes Federal Income 900.00 900.00 900.00 2,700.00 2.31% 

Taxes Payroll Federal 3,283.75 3,283.75 3,283.75 9,851.25 8.41% 

Taxes Payroll State 798.75 798.75 798.75 2,396.25 2.05% 

Taxes Personal Property 395.00 395.00 395.00 1,185.00 1.01% 

Taxes State Income 400.00 400.00 400.00 1,200.00 1.02% 

Telephone Basic Service 65.00 65.00 65.00 195.00 0.17% 
Telephone Cellular 50.00 50.00 50.00 150.00 0.13% 

Telephone Long Distance 35.00 35.00 35.00 105.00 0.09% 

Telephone Maintenance 29.00 29.00 29.00 87.00 0.07% 

Temporary Services 0.00 0.00 0.00 0.00 0.00% 
Tenant Improvements 0.00 0.00 0.00 0.00 0.00% 

Term Note Interest 200.00 200.00 200.00 600.00 0.51% 
Term Note Principal 195.00 195.00 195.00 585.00 0.50% 
Travel 200.00 200.00 200.00 600.00 0.51% 

Tuition 0.00 0.00 0.60 0.00 0.00% 

Uncollectable Debt 185.00 207.50 233.75 626.25 0.53% 

Total Expenses $32,701.67 $34,059.17 $35,817.92 $102,578.76 87.59% 

Net Income From Operations $1,893.33 $4,743.33 $7,893.33 $14,529.99 12.41% 

Figure 41-3 Cash flow statement—quarterly report. 
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The essential elements for constructing a break-even 
analysis are the total revenues, total expenses, total 

fixed expenses, and total variable expenses. These val- 
ues are derived from the income statement. Non-cash 
expenditures such as depreciation should not be 
included in the total fixed expenses or the total 
expenses because such expenditures will artificially 
raise or increase the break-even point. By eliminating 

these items from the break-even analysis, only the 
actual income generated and actual expenses incurred 
or paid out are considered. (For the calculation of a 
break-even analysis, see Chapter 3.) 

When constructing the break-even graph it is 
important to establish some standards for comparison 
(Figure 41-4). The Y axis always represents the income 
values generated. The X axis represents either the 
amount of time passed or the number of procedures 
performed until break-even is reached. Total revenues 
are placed on the graph, with the starting point at the 
origin. Thus if the time is zero or if the number of pro- 
cedures performed is zero, total revenue is zero. Total 
fixed costs will start at some income level on the Y axis, 

but will be at zero on the X axis. These costs will be the 
same regardless of time or number of procedures per- 
formed. Total costs (the total fixed costs added to the 

total variable costs) will use the intersection of the 

fixed cost line and the Y axis as its starting point. The 
slope of the total costs line represents the variable costs 
incurred. The area between the total costs line and the 
fixed costs line represents the total variable costs. The 
point at which the total costs line and the total revenue 
line intersect is the break-even point ($14,000 in Fig. 
41-4). The area between the total costs line and the 
total revenue line before the break-even point repre- 
sents the loss incurred. The area between the total costs 
line and the total revenue line after the break-even 
point represents the profit gained. An optometrist can 
use this form of analysis very easily in the day-to-day 
operations of a practice to gain insightful financial 
information that is crucial to the planning it takes to 
make a practice successful. 

Financial Statement Analysis 

Analysis of these financial statements 1s critical for the 
assessment of a practice’s financial status. It is not only 
important to assess the performance of the practice for 
the time period in question but also to analyze the 
financial history of the practice, which enables the 
optometrist to predict and plan the practice’s financial 
future. Determining the financial status, or health of a 
practice, can be approached by using methodology 

Break Even Analysis 
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Figure 41-4 Graph illustrating a break-even analysis. The break-even point is $14,000 in this example. 
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that is similar to the approach taken to patient care. 
A practitioner takes a case history, gathers data, per- 
forms some form of data analysis, determines a diag- 
nosis, and prescribes a plan for treatment. In 
financial terms, when a practitioner takes a case his- 
tory of a business, information that is relevant to the 

business is gathered from various sources. How many 
patients did the practice see? What was the gross 
income of the practice? What was the inventory 
turnover? What was the recall percentage? These are 
but a few of the many questions a business owner 
needs to ask. Gathering the data is fairly simple once 
it is determined what one needs to know. Obtaining 
the financial statements in the proper format 1s 
essential to learning necessary information about the 
practice. Standardization of financial statements and 
the information they contain is somewhat lacking in 
optometric practices, thus analysis can be more diffi- 
cult until the information is placed into a format in 
which industry standards can be compared. Unless 
the practitioner is comparing “apples to apples,” the 
analysis performed and conclusions reached will not 
be valid. 

Ratio Analysis 

To determine whether a business is healthy there are 

different ratios that can be applied to a balance sheet to 
determine the relationships between different variables 
of assets, liabilities, and net worth, or owner’s equity. 

When the ratios are applied, it is important to use them 
as a means of answering questions about a business. 
This goal can best be accomplished by comparing the 
business’s current data to past performance, as well as 
to industry standards. Standard ratios used for analysis 
include balance sheet ratios and various income state- 
ment ratios. 

Balance Sheet Ratios 

Standard balance sheet ratios that are considered use- 

ful include the current ratio, the quick ratio, and the 

estimate of working capital. 

Current Ratio. The current ratio shows the rela- 
tionship between current assets and current liabilities. 
Current assets are those presumed to be convertible 
into cash within 90 days. Current liabilities are those 

debts due within 1 year. The current ratio measures the 
business’s liquidity or cash position. It is used to meas- 
ure the business’s ability to satisfy short-term debt. 
Standard accounting norms indicate that a sound cur- 

rent ratio would be 2:1. Interpreting this ratio means 
that a business has twice as many current or liquid 
assets as it has current debts. 

‘Quick Ratio. This ratio compares the business’s 
available cash plus receivables to current liabilities. The 
quick ratio is commonly known as the “acid test” of 
liquidity. It compares only the most liquid assets with 
current liabilities. As can be seen, only available cash 
and accounts receivable are used as assets in this case. A 
desirable quick ratio is 1:1. 

Working Capital. Working capital is the mathemat- 
ical difference between current assets and current lia- 

bilities, expressed in dollars. In everyday business 
operations it is the net working capital that provides 
the ability of the business to meet all obligations as 
they become due. 

Income Statement Ratios 

There are various income statement figures that can be 
analyzed. Among the most important are the gross 
margin percentage, inventory turnover, and income as 
a percentage of gross sales. 

Gross Margin Percentage. This is the difference 
between the cost of products sold and their sales price. 
This important figure is used to determine whether the 
difference between the purchase cost and the selling 
price is adequate. 

Inventory Turnover. This ratio is determined by 
dividing the cost of goods sold by the average inven- 
tory. To calculate the average inventory, the beginning 
and ending inventory for the period in question are 
added and this sum is divided by two. Inventory 
turnover allows the practitioner to compare the 
turnover of the practice with that of industry stan- 
dards. 

Income as a Percentage of Gross Sales. This is 

probably the most important ratio that can be 
obtained from an income statement. It is calculated by 
subtracting total expenses from total sales and dividing 
this figure by total sales. It shows, on a percentage 
basis, the portion of every dollar of sales that results in 
profit. It also allows the practitioner to derive, on a'line 
item basis, what percentage of every sales dollar goes to 
operational expenses. This figure is very helpful 
because it enables the practitioner to see how and 
where practice dollars are spent. 
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Contribution Margin. This ratio is the amount by 
which revenue exceeds the variable cost of producing 
revenue. It indicates the marginal income after variable 
cost is covered. It is calculated by subtracting variable 
costs from total sales and dividing the resulting figure 
by total sales. This ratio can be quite helpful in deter- 
mining the income necessary to cover the purchase 
price for equipment or the cost of additional employ- 
ees (Figure 41-5). 

These ratios are a few of many figures that financial 
analysts work with when analyzing a practice. These 
relationships are not inclusive, and there are many oth- 
ers that exist that can be applied to analyze different 
financial relationships within a business. 

Analysis of Chair Cost 

Although most optometrists have heard about or seen 
calculations on chair cost, many do not realize that this 
is the most effective method of establishing profes- 
sional fees. This concept is used in many industries, yet 
is seldom used by optometrists due to lack of under- 
standing, misinterpretation of results, and reluctance 

to change existing financial methods. 
Chair cost by definition is a formula that is based on 

analyzing a practice’s overhead, as it relates to profes- 
sional services, and the number of practitioner produc- 
tion hours. This concept is hard for many practitioners 
to understand because optometry as a profession has 
historically relied much too heavily on the retail sale of 

frames, lenses, and contact lenses as the major source 

of practice revenue. In these changing times practition- 
ers must be able to determine what it actually costs to 
produce service revenues only, without the sale of 
retail items. True profitability in the service portion of 
a practice would then be able to be accurately analyzed 
and prices for services accurately determined. Figure 
41-6 provides an example of how chair cost is analyzed. 

From this example it can be seen that chair cost is 
one financial tool that a practitioner simply cannot do 
without. With increasing third-party involvement in 
optometry, it also becomes the best analytical tool to 
use when evaluating professional service fees for prof- 
itability and for determining whether an optometrist 
can afford to participate in a vision service plan offered 
by a third-party carrier. 

Productivity Statistics 

One important application of economic analysis is the 
generation of productivity statistics. The purpose of 
these statistics may be to provide a financial goal for the 
practice or to analyze the financial performance of the 
practice. In the former case a goal worksheet can be pre- 
pared, which describes the productivity desired for a spe- 
cific period. For example, the practice productivity goal 
for a month can be described in terms of the daily, 
weekly, and monthly revenues needed to meet the goal 
(Figure 41-7). The financial performance of the practice 
also can be analyzed over a period to evaluate the pro- 
ductivity of the practitioner and staff and the costs of 

Use of Contribution Margin 

An optometrist purchases a corneal topography unit for $18,000. What utilization is needed in terms of 

additional gross income to cover the unit’s cost? 

The contribution margin is the amount by which the revenue derived from the use of the unit exceeds the 

cost of its use. 

If the contribution margin is .55 or 55%, then $18,000 = $32,727 of additional gross income. 

If the contribution margin is .40 or 40%, then $18,000 = $45,000 of additional gross income. 

Figure 41-5 Use of contribution margin to analyze the purchase of a corneal topography unit. 
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Example Calculation of Chair Cost 

There are several assumptions made in this example: 

¢ Sole practitioner 

e Yearly gross income $400,000.00 

¢ Monthly gross income $33,333.33 

¢ Cost of goods sold $9,999.99 @ 30% of gross income 

e Gross margin on sales $23,333.33 @ 70% of gross income 

¢ Operating costs $11,666.66 @ 35% of gross income 

e Pre-tax net income : $9,999.99 @ 30% of gross income 

* Comprehensive examination fee $55.00 

¢ Monthly prorated operating expenses 

70% professional = $8,166.66 

30% dispensary = $3,499.99 

e Professional overhead/hours 

Doctor hours per month = 160 hours 

5 days per week 

250 days per year 

20 days per month 

160 hours per month 

Chair Cost Calculation 

Chair Cost = Professional overhead per month 
Practitioner hours per month 

Chair Cost = $8,166.66 = $51.04 per hour 
160 

Profit Margin on the Services Provided 

$55.00 - $51.04 = $3.96 per examination or a 7.75% profit margin on services alone. 

If the doctor needs to have a higher profit margin, then it should be calculated appropriately. For example, 
if a 20% margin is desired then the appropriate examination fee would be $61.25. 

Figure 41-6 Example calculation of chair cost. 
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2002 

Work Days In Month Goal for Month 
23 $ _ 63,000.00 

Week Ending 10/6/02 10/13/02 
# of Days Past: ai 

5 
10/20/02 : 

10 

Gross Charges 

Total Receipts 

Net Charges 

Gross Charges/Day 

Total Receipts/Day 

Net Charges/Day 

$21,039.69 | $43,038.09 
$23,057.83 

15| 

eon erems | 

| $4,611.57 | $4,320.86 _| $3,695.24 | $2,673.22 
| $3,824.37 | $3,928.34 | $2,858.64 | $2,758.65 _| 

Monthly Projections 

Gross Charges 

Total Receipts 

Net Charges 

$98,987.61 $86,717.67 | $66,537.29 

i 

$65,748.74 
$61,484.06 

$63,448.93 

Daily Billing Requirement 

To Reach Goal $2,437.68 
= 

$1,824.36 | $2,515.05 ($448.93) 
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Figure 41-7 Example productivity goals for one month. 

operation and to calculate the chair cost, contribution 
margin, and other economic issues of significance 
(Figure 41-8). Practitioners should use this information 

to assess the financial performance of the practice and to 
identify where change or improvement is needed. 

Conclusion 

Providing a practice with the proper financial docu- 
mentation and observing sound financial practices will 

Acme Vision Clinic, P.C. 

allow the practitioner of optometry to be able to man- 
age and properly assess the financial condition of the 
practice at any given time. It also will allow financial 
comparisons to be made to industry-wide norms. If a 
practitioner is to be an effective manager, he or she 
must have the proper reporting methods and financial 
information available and must use that information 
to best advantage. U.S. health care has become a very 
competitive environment, and if survival is the rule 

and numbers are the playing field, then optometrists 

Productivity Statistics 7 | 

Calendar Year 2002 ANNUAL 

Q1 Q2 Q3 Q4 TOTAL RECEIPTS 

Gross Receipts per Quarter $129,583.49 | $134,338.00 | $168,492.00 | $177,762.00 | $610,175.49 
Total Variable Costs per Quarter $48,384.00 | $45,260.00 | $61,528.00 | $62,420.00 $217,592.00 

Operating Costs per Quarter $60,385.00 | $57,544.00 | $66,093.00 | $80,985.00 $265,007.00 
Professional Costs per Quarter) $ 42,269.50 | $ 40,280.80 | $ 46,265.10 $ 56,689.50 $185,504.90 

Dispensing Costs per Quarter| $ 18,115.50 | $ 17,263.20 | $ 19,827.90 | $ 24,295.50 $79,502.10 

Figure 41-8 Annual productivity statistics. 

ai G2 Q3 Q4 ANNUAL TOTALS 
Doctor Hours per Quarter 571.56 571.56 571.56 571.56 2286.24 

|Full Time Staff per Quarter 3 Bees ae cso 3 

Part Time Staff per Quarter 0.5 0.5 0.5 0.5 
ADJUSTED 

2002 Examination Fee = $89.00 ‘|Quarter 1 _(Quarter2 — |Quarter3 Quarter 4 YEARLY AVERAGE 

Chair Cost per Quarter $73.95 $70.48 $80.95 $99.18 $81.14 

Contribution per Quarter $81,199.49 | $89,078.00 | $106,964.00 | $115,342.00 __ $98,145.87 

Contribution Margin per Quarter 62.66% 66.31% 63.48% | 64.89% 64.33% 

Staff Productivity/Hour per Quarter | $79.74 $82.67 $103.69 $109.39 $93.87 
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must be able to grasp basic business concepts and 
apply them to the eye care industry. 
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Chapter 42 

EKistate Planning 
John G. Classé and Gary L. Moss 

Annual income twenty pounds, annual expenditure nineteen six, result happiness. 

Annual income twenty pounds, annual expenditure twenty pounds ought and 

siz, result misery. 

Charles Dickens David Copperfield 
4 

Ithough happiness may require more gain than 
sixpence, misery can quite properly be equated 

with greater expenditure than income. Indeed, a practi- 
tioner’s professional life is driven by the necessity of 
earning more than is spent. Because there also is life 
after practice, practitioners face the perplexing prob- 
lem of determining how to use earnings to the maxi- 
mum advantage for retirement. Like most difficult 
problems, there are no simple solutions, no easy 
answers to be followed dogmatically without exception 
throughout life. Furthermore, the problem is com- 
pounded by the lack of experience in financial plan- 
ning, economics, and money management that is the 
lot of the average health professions graduate. This lack 
of experience is probably one of the reasons that young 
couples argue (and divorce) over money matters more 
often than any other cause. 

There are two ways to try and overcome lack of 
knowledge: education and experience. Neither way is 
without cost and neither is—of itself—a sufficient 
foundation. Both education and experience are nec- 
essary to be truly knowledgeable. For the beginning 
practitioner, education offers an obvious starting 
point, and there are many sources of information that 
can be consulted to acquire a working knowledge of 
financial matters. Because of the complexity of finan- 
cial planning there is diversity of opinion, even 
among experts, and it is important to obtain a broad 
perspective before actually investing money in a plan. 
Even so, there are certain fundamental concepts that 
generally are considered the bedrock of any plan. 
They, in fact, may be used to develop a philosophy of 

estate planning. 
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A Philosophy of Estate Planning 

For an optometry school graduate entering practice, 
retirement is a remote goal that is easily relegated to 
future consideration. In fact, planning for the future 
may be viewed as being in conflict with more immedi- 
ate, tangible goals that are related to practice, family 
life, and financial demands. Such a view is short- 

sighted, however, and reflects a lack of understanding 

of the key role that estate planning—preparing for the 
future—plays in the life of a practitioner. One key 
aspect of such planning is to ensure that there is finan- 
cial security, not only for retirement but also for the 
education of children, in the event of disability, and to 

protect a spouse left alone by unexpected death. Estate 
planning provides for both the expected and the unex- 
pected events of life by securing adequate financial 
resources to manage them if they occur. 

Estate planning begins with the following four fun- 
damental steps: adequate income; a home; a cash 
reserve sufficient to meet emergencies; and affordable, 

comprehensive insurance coverage. Once these four 
fundamental requirements have been met, a fifth step 
may be considered: investment. Each of these steps is 
briefly described, in the usual order of acquisition. 

Income 

Although optometry is one of the half-dozen highest 
paying professions in America, statistics show that indi- 
viduals in high income brackets overextend themselves 
with a regularity that is not remarkably dissimilar from 
that of individuals with more modest incomes. 
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Therefore, the relative affluence offered by a career in 
optometry does not insulate a practitioner from the 
financial tribulations of life. Nor does this affluence, of 
itself, ensure that a practitioner will be able to attain fin- 

ancial security. It probably does establish great expecta- 
tions, but these expectations must be tempered by reality. 

Studies conducted by the American Optometric 
Association (AOA) during the past 50 years have created 
a relatively clear picture of the income levels of 
optometrists (see Chapter 1). Of course, the great major- 

ity of optometrists are in private practice, which repre- 
sents the most affluent career option in the profession. 
The net income earned by a private practitioner, how- 
ever, is related to the number of years that the practi- 
tioner has been in practice. Therefore, to obtain an 
accurate picture of the income that a practitioner should 
expect to earn, the number of years in practice must be 
known. The AOA surveys are most useful in this regard. 

An optometrist’s income is subject to diminution 
by inflation and taxes no matter the stage of practice, 
but the income of a beginning practitioner is further 
diminished by the economics of entry into private 
practice. The AOA economic surveys have shown that 
a 5- to 7-year period is required to establish a practice 
started “cold” and to pay off educational debts. In 
addition, the usual period that is required to rise from 
associate to full partner in a practice generally is the 
same. Payment for the purchase of an existing practice 
usually involves a period of 5 to 10 years. Surveys also 
have revealed that, on the average, a private practi- 
tioner reaches the national net mean income for 
optometrists after 10 years. A young practitioner must 

consider this 5- to 10-year building period when organ- 
izing an estate plan and must take care not to formulate 
unrealistic goals or expectations. 

After this initial period is passed, however, net 
income continues to rise until after 20 years of practice. 
The relative affluence of this second phase in private 
practice is challenged by the financial responsibilities 
of raising a family. After 20 years, net earnings tend to 
drop slowly until retirement. 

These statistics suggest that during the first years of 
practice a young practitioner should ignore any thoughts 
of estate planning and instead should concentrate on the 
demanding task of establishing a financial base. Such a 
suggestion would, however, be false. In fact, estate plan- 
ning is vital during the initial period of building a prac- 
tice, when discipline and a calculated approach toward 
achieving financial goals are essential. Budgeting of 
income will be necessary and will have much to do with 
the practitioner’s ability to obtain adequate housing and 
savings—two prerequisites of estate planning. 

A budget is a necessity, both in professional and pri- 
vate life. Effort must be expended to try and stay 
within the budget’s guidelines, which means that 
income and expenditures must be carefully monitored 
to.ascertain whether that extra “sixpence” is being 
earned or a deficit is being generated. Good financial 
recordkeeping will permit adjustments to be made for 
the cost of living, inflation, and changes in tax laws. It 

is essential to maintain adequate recordkeeping so that 
realistic budgeting can be achieved. 

There are two simple but important rules of per- 
sonal budgeting: limit the cost of renting or purchasing 
a home to no more than 28% of net income and put 
10% of net income into a liquid fund that can be used 
for emergencies. This approach allows 62% of net 
income to be used for other needs, such as subsistence, 

servicing of automobiles and appliances, entertain- 
ment and vacations, and insurance premiums. 
Insurance is a particularly important budget item. 

Insurance is a necessity that constitutes a fixed 

charge on income. It is cheapest when acquired at a 
young age and is an important means of protecting and 
generating an “estate” if untimely death intercedes. It 
can cover the loss of a home; personal and property 
damage involving automobiles; unexpected disability; 
and accidents or injuries occurring at work, in the 
home, or elsewhere. Comprehensive coverage should 
be planned for and acquired, and a reasonable budget 
should be maintained for insurance premium costs. 

Although the statistics compiled by the AOA pro- 
vide a composite representation of the mean income 
earned by optometrists, individual circumstances may 
vary well above or below these averages. No matter 
what the actual income is, however, it should be ade- 

quate to satisfy the following three criteria: 
* The income is adequate for the practitioner’s 
budgetary needs, which are based on financial 
records maintained by the practitioner, and satisfies 
the practitioner’s obligation for a home, cash 
reserve, and insurance protection 

The income will grow above the eroding effects of 
inflation and taxation 

The income will be sufficient to allow for investing 
or participation in a tax-deferred retirement plan. 

Budgeting of income for the rental or purchase of a 
home is one of the first concerns of a young practitioner. 

The Home 

The choice of where to live usually is based on consid- 
erations of personal taste. The selection of a home, 
because of its potential as an investment, only periph- 



erally enters into the process, despite the assurances of 
real estate agents that “buying is better than renting.” 
For some individuals, buying is not better than renting 
because purchasing a home incurs an obligation that 
extends beyond the cost of a mortgage to include the 
expenses of furniture, appliances, repairs, remodeling, 

insurance, taxes, and similar items. There also is the 

investment of capital into a home-—capital that could 
be used for other purposes, such as the generation of 
income. Whether the purchase of a home is a good 
choice depends on the practitioner’s circumstances 
and the economic burden that the payment of home- 
related expenses represents. If a practitioner makes the 
choice to purchase a home, however, the decision to do 

so will exert a significant effect on the practitioner’s 
estate plan. 

The purchase of a home provides some unique 
estate planning benefits, described in the following: 
* The home, if well chosen, may appreciate by as 
much as 8% to 12% annually during the period of 
ownership; this return on capital is rather 
substantial, and since a home increases in value with 

inflation, the eroding effects of inflation are 
neutralized. 
Interest on a home mortgage is deductible on the 
owner’s personal income tax return. 

* The payment of a home mortgage, because it also is 
a return of principal, actually increases the value of 
the home to the owner; for each payment made, the 
debt is reduced, thereby increasing the owner’s 
equity or value in the home. 

* Taxes on a home are deductible. 
Therefore, a home does provide what may be consid- 
ered an investment return, thereby providing a benefit 

to the estate plan. There also are some disadvantages to 
home ownership, described in the following, that must 

be considered: 
* A home is not a liquid asset and cannot be disposed 
of quickly; months usually are required before a sale 
can be transacted. 

- The costs required to maintain a home can exceed 
budgetary expectations and capabilities. 

* A home must be held for a number of years before a 

sizeable financial return can be realized. 
* If the selection of a home is not wisely made, it may 

actually decrease in value. 
The cost of a home occupies a central position in the 
budget of a homeowner. The down payment required 
to secure a home mortgage generally is 5% to 10% of 
the home’s cost. The size of monthly mortgage pay- 

ments will be considered by the mortgage company 

and should be no more than 28% of the homeowner’s 
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net income. Payments may be the same from month to 
month, which is the traditional method of amortized 

mortgage payment, or they may vary in accordance 
with the lending rate offered by the mortgage com- 
pany. Variable rate mortgages have a ceiling, beyond 
which they cannot increase, and may require “balloon” 
payments after several years, which could have a large 
negative impact on budgetary planning. 

One other aspect of home ownership that has sig- 
nificance for estate planning is the title. The title to real 
estate is of particular significance for married couples 
because the title to real estate can be divided or undi- 
vided among the owners. An undivided interest has 
several advantages because of the right of joint sur- 
vivorship. A form of title known as Tenancy by the 
Entirety or Joint Tenancy with Right of Survivorship con- 
siders both spouses to be owners of the entire estate, 
with the right of joint survivorship. At the death of 
either spouse, the survivor is considered to be the 
owner of the home. 

Another important consequence of an undivided 
title involves the rights of creditors. If the title is 
Tenancy by the Entirety or Joint Tenancy with Right of 
Survivorship, creditors cannot satisfy their claims out of 
the real estate unless both owners are debtors. 
Therefore, if an optometrist borrows from a bank to 
finance a practice and is not able to repay the debt, the 
creditor may proceed against any collateral that the 
optometrist has used to secure the loan. Unless the 
optometrist’s spouse also has signed the loan agree- 
ment, the bank may not collect the amount due from 
the optometrist by selling the house. The reason is that 
the spouse has an undivided interest in the realty, and 
because this interest was not used as collateral for the 
loan, it cannot be used to collect the debt of the 

optometrist. For practitioners who are in community- 

property states, there are special considerations that 
require consultation with a lawyer whenever property 
transactions are anticipated. 

Besides the acquisition of a home, estate planning 
also requires the accumulation of a cash reserve for 
emergencies. 

Cash Reserve 

A cash reserve provides needed security for a practi- 
tioner, particularly in the event of emergencies or other 
situations that call for the immediate use of cash. The 
cash reserve can be likened to a piggy bank, which is 
dutifully filled with an allowance—usually cited as 10% 
of net income—until 4 to 6 months worth of gross 
income has been accumulated. After this goal has been 
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attained and insurance needs have been fulfilled, 

income can be used for investment. 
There are several means of accumulating liquid 

assets that may serve as a cash reserve: savings 
accounts, interest bearing checking accounts, certifi- 
cates of deposit, whole life insurance policies, and 

credit cards. 

Savings Accounts. This traditional method of 
accumulating a cash reserve allows savings to grow, 
although at a rather modest rate that may not be able 
to keep up with inflation. Even so, the return of inter- 
est is guaranteed, and savings accounts have the advan- 
tage of liquidity, which means that money can be 
withdrawn on demand. In addition, most savings 
accounts are insured up to a certain maximum, either 
by the Federal Deposit Insurance Corporation or the 
Federal Savings and Loan Insurance Corporation. 

Interest Bearing Checking Accounts. Beginning in 

the 1980s, interest bearing checking accounts—known 
as negotiated order of withdrawal (NOW) accounts— 
have offered an alternative means of accumulating 
income in an on-demand cash reserve. The interest 
paid on NOW accounts is offset by service charges that 
can be avoided only if a minimum balance is main- 
tained in the account each month. As a result, larger 
sums have been deposited in checking accounts and 
lesser amounts into savings accounts. 

Certificates of Deposit. Although not truly a cash 
reserve, certificates of deposit (CDs) are another means 

of setting aside cash in an interest bearing account so 
that it is available in times of emergency. The interest 
paid on CDs is higher than that for savings accounts or 
interest bearing checking accounts, but to receive the 
interest payment the CD must be held for a specified 
period, which may be as short as 6 months or as long as 
several years. The longer the period, the higher the inter- 
est paid. If the CD is cashed in before the period has 
expired, a penalty must be paid, so CDs do not have the 
liquidity of savings accounts and NOW accounts. 

Whole Life Insurance Policies. These policies 
acquire cash value in addition to providing insurance 
protection. Over a number of years the cash value can 
accumulate to a nice sum. This money can be with- 
drawn or borrowed, with or without an interest charge, 

depending on the type of policy and its provisions. 
The capacity to withdraw or borrow the cash value of a 
policy should be considered when purchasing whole 
life insurance as part of an estate plan. 

Credit Cards. Although credit cards cannot prop- 
erly constitute part of a cash reserve, they can provide a 
source of income—borrowed money—in an emergency. 
A line of credit is established, based on the income of 

the cardholder, and the cardholder may draw cash up to 
the credit ceiling as long as periodic payments are made 
to reduce the balance. Interest rates, though high, have 
not been subject to the same fluctuations as the prime 
interest rate in recent years, and they usually do not 
compare too unfavorably with the interest rates charged 
by commercial banks. For a practitioner, credit cards are 
a necessity, providing identification, immediate credit, 

and a means of recording professional expenses for tax 
purposes. They can, be abused, however, by individuals 
who do not have the discipline to restrict their use. 

If a practitioner can realize an adequate income, 
acquire a satisfactory home, and make systematic contri- 

butions to a cash reserve, there is one remaining prereq- 
uisite—adequate insurance coverage. This last step is a 
sizeable one, requiring an understanding of the basic 
types of insurance and their proper use in an estate plan. 

Insurance Coverage 

Although the fundamental purpose of insurance is to 
provide financial protection against disaster, insurance 
also can be used as an estate planning device. Some 
typical uses of life insurance, for example, include the 
following: 

* For the payment of the costs of death, including 
debts, taxes and the immediate expenses incurred by 
the estate 

* To create a “nest egg” for the spouse or family of the 
deceased 

* To provide cash for the payment of the mortgage 
balance on a home through the purchase of a 
mortgage rider 

- To fund a cross-purchase agreement between 
partners or stockholders of a professional association 
or corporation 

* For the protection of a practice against the death of a 
“key person” 

The primary purpose of life insurance is to provide 
money in the event of death. In return for payment of 
premiums the insurance company agrees to pay the 
face amount of the policy to the beneficiary at the 
death of the insured. Although some types of life 
insurance—such as universal life policies—often are 
referred to as “investments,” life insurance primarily 
provides protection, with some utilization for estate 
planning. 



There are four types of insurance that should be 
acquired by a practitioner: life, disability, professional 
liability, and personal (health, automobile, home). 
Each type of insurance should be thoroughly under- 
stood before it is purchased. 

Life Insurance 

There are two basic types of life insurance, term and 
whole life. Zérm policies provide only death benefit 
insurance coverage for a specific period, usually one to 
five years. The cost of term insurance initially is 
cheaper than whole life coverage, but the cost increases 
with age. Term policies usually are not available after 
age 65. Whole life policies provide both insurance and 

investment return, thereby acquiring a “cash value” 
that can be borrowed against. The premium is based on 
the age at which the policy is taken out and does not 
change. Ordinary life policies require payment for the 
insured’s whole life; /imited payment life policies limit 
premiums to a certain age, at which time the insurance 
coverage becomes permanent. Universal life is popular 

with professionals because it combines insurance with 
reasonable investment return and permits tax-free 
withdrawals to be made (up to the amount con- 
tributed). Variable life is a more investment-oriented 
policy that provides insurance coverage linked to a 
portfolio of securities. The higher the return-on the 
investments, the greater the death benefit or value of 
the policy. 

Because of its lower cost, term is often the first life 

insurance that is purchased. An alternative is whole 
life, with a mortgage payment rider if the insured 1s a 
homeowner. This rider actually is a decreasing term 
policy that pays to the beneficiary the amount owed on 
the home mortgage at the time of the insured’s death. 
Later in life, term policyholders may convert to a 

whole life policy or purchase a whole life policy such as 

universal life. 
Payment of the life insurance proceeds is for the 

face value of the policy, plus any cash value if a whole 
life policy was purchased. Payment may be in a lump 
sum, over a fixed period, in fixed installments, or for 

the life of the beneficiary (as with an annuity). 
When attempting to determine the amount of life 

insurance to purchase there are several factors to be 
considered, including the earning power of the practi- 

tioner, the earning capacity of the spouse, educational 

obligations to the children or spouse, and the amount 

of debt that has been acquired. In general, these 

considerations tend to indicate that life insurance 

protection should equal 5 to 7 years worth of gross 
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income plus 5 to 7 years worth of debt (such as loans, 
mortgages). 

Disability Insurance 

Serious disability is a much more likely eventuality 
than premature death, yet disability insurance is far less 
likely to be planned for than life insurance. Policies are 
expensive, and the benefits vary considerably from 
policy to policy. 

Disability insurance pays the disabled policyholder 
a guaranteed monthly income, which is expressed as a 
percentage of earned income before disability. The per- 
centage usually is limited to 50% to 60%; proof of 
income will be needed to establish policy coverage. 

Office overhead insurance is used to cover the 
expenses of running a practice when a sole practitioner 
is disabled. The benefits paid are limited to actual over- 
head expenses (e.g., staff salaries, utilities, office rent) 

and for a stated period (18 to 24 months). Office over- 
head insurance does not pay for nonoverhead items 
such as laboratory bills and the costs of a substitute 
practitioner. 

Professional Liability Insurance 

Insurance coverage will be needed to protect practi- 
tioners against liability claims and provide for the costs 
of defense, including attorney’s fees and court costs, 
and for the cost of any judgment or settlement, up to 
the policy limit. A typical insurance policy will cover 
claims arising out of negligence, defamation, product 
liability, premises liability, or vicarious (employee) lia- 
bility. Extra coverage usually is needed for professional 
employees (e.g., associate optometrists, opticians), to 
cover embezzlement, and for injuries to employees (if 
there is no worker’s compensation). The amount of 
insurance coverage should be at least $1 million per 
claimant; the purchase of an extra $1 million is worth 
the usually modest cost. 

Personal Insurance 

To provide coverage for personal needs, insurance 
should be purchased to protect health, home, and 

vehicles. 
Health insurance will be needed until age 65, when 

eligibility for Medicare is attained. Major medical cov- 
erage is often a beginning point for young self- 
employed practitioners, but employed optometrists 
may be able to secure health insurance as a benefit of 

employment. 
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Homeowner’s insurance provides coverage for 
injuries occurring on the property; damage from fire, 
lightning, and other perils; and loss of personal prop- 
erty. In the event of total loss, the personal effects are 
valued as a percentage of the coverage on the home 
(usually 50% to 60%). There is a limit to the value of 
individual items unless they are “scheduled.” Items of 
special value (such as jewelry, works of art, antiques) 
should be appraised and listed on a schedule for their 
fair market value. Of course, an extra premium is paid 
for these items. 

Vehicles should be adequately insured for liability, 
collision, uninsured motorist, and comprehensive coy- 

erage. Coverage should be adequate to protect the pol- 
icyholder (and family) in the event an accident occurs; 
generally, the policy limits are increased as the policy- 
holder’s economic status improves over the course of 
years. 

Fire and Other Casualty Insurance 

Beginning practitioners usually lease office space in a 
building. To provide protection in the event of fire, 
coverage of office contents should be obtained. 
Insurance should be purchased for the replacement 
value (rather than fair market value) of contents. 
Receipts, photographs, and other documentation of 
insured items and their value should be retained. If a 
practitioner owns a building, adequate coverage must 
be obtained, both for partial and for full loss. Because 
buildings appreciate in value, insurance coverage for 
80% of the building’s fair market value will provide 
coverage in the event of a 100% loss. Because of appre- 
ciation, it also is necessary to adjust insurance limits 

periodically. Other casualty coverage for burglary, 
theft, office contents, professional equipment, general 
liability, and other perils is best purchased as multiperil 
insurance; comprehensive coverage under such a pack- 
age often can be cheaper than the purchase of individ- 
ual policies for these contingencies. 

A list of insurance policies should be compiled 
and used to assess and monitor insurance coverage 
(Table 42-1). 

Once the four basic requirements of estate planning 
have been satisfied, income may be used for purposes 
of investment. 

Investment 

Many variables must be considered when making 

investment decisions, which are educated projections 
of the potential economic performance of selected 

items. Inflation and interest rates must be considered 
because they will affect how quickly investments will 
grow, how much buying power the earned income of a 
portfolio will achieve, and how much buying power 
the earned income of a portfolio will have at retire- 
ment. Safety and risk also are major factors that must 

be considered when choosing an investment. As a rule, 
the safer the investment the less the reward (i.e., the 
lower the earnings), and although with very risky 
investments it is possible that a large windfall profit 
could result, it is more likely that all or much of the 

investment will be lost. (Otherwise, those offering the 
investment opportunity would not be willing to 
reward the investor so greatly for assuming the high 
risk.) Another variable that must be weighed is liquid- 
ity, which is the ease with which the investment can be 
converted into cash. Liquidity affords an investor the 

opportunity to change investments, typically to a bet- 
ter one, without incurring a significant loss. 

Investments without liquidity can take months to con- 
vert to cash and may result in a loss, such as the sale of 
real estate in a down market. 

There are three general characteristics of an invest- 
ment that will affect the decision-making process: 

Will the investment produce income? Different invest- 
ments will produce income in different ways; 
mutual funds, stocks, and bonds will offer divi- 

dends; rental property (e.g., an apartment building) 
will produce cash payments. 

Will the investment appreciate? Some investments may 

not produce an income while they are owned, but 
instead will increase in value, with profit being real- 
ized only when the investment is sold. This type of 
investment usually is considered speculative in 
nature and includes gold, gems, or collectible items, 
which may or may not increase in value as antici- 
pated. Appreciation of these items usually is better 
during a period of inflation. 

Will the investment be convertible? How quickly can an 

investment be sold and turned into cash without a 
loss in value? If convertibility is a major concern, 

investments of a more speculative nature—such as 
real estate and collectibles—are not a good choice 
since they will take longer to liquidate in many 
cases. 

There are three basic levels of investment: short 
term (less than 2 years), intermediate term (2 to 5 
years), and long term (greater than 5 years). These 
different levels of investment must be considered 
when designing an investment plan. In fact, an 



"TYPE PURPOSE 

Table 42-1 Summary of Insurance Types and Use 

BUSINESS USE 
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- COST 

Life 

. Decreasing term Security for loan (assigned to creditor) Moderate 
_ Group term Benefit for employees : Moderate 

Cross or entity purchase Payment at death of partner Moderate to high 
_ Disability _ 

Group or private Benefit for employees Moderate to high 
Office overhead Payment for fixed operating expenses Moderate 

_ Health 
Group or private Benefit for employees Moderate to high 

Liability ‘ 
Professional liability Liability claims against doctor and employees Modest — 
Casualty — Loss of office contents from fire or other peril Moderate 
Worker's compensation Work-related injuries to employees Modest 
Embezzlement Theft by employees Modest 

Premises Injuries to persons in office or on premises Moderate 

PERSONAL USE 

TPE PURPOSE COST 

Life 

Term or whole life Security for family Moderate to high 

Disability 
Group or private Payment for loss of capacity to work Moderate to high 

Health 

Group or private Medical and hospitalization costs Moderate to high 

Home 

Decreasing term rider Payment of home mortgage at death Moderate 

Premises Injuries to persons on the premises Moderate 

Homeowners Loss of home and personal effects from casualty Moderate 

Vehicle 

Liability and collision 

Uninsured motorist 

Casualty 

investment portfolio may be regarded in the same 
way as a house, with the foundation needing to be 
strong enough to protect the upper structures. The 
foundation should be built on the four fundamentals 
of estate planning, with appropriate protection 
afforded by basic insurance and ready cash reserves 
that can be drawn on as necessary. Funding for minor 
emergency situations should be available from CDs, 
savings accounts, and cash value in whole life insur- 

ance policies. These types of investments have very 
little risk and can be readily converted into cash if 
the need arises. Only after this protection is obtained 
should an investor go on to riskier investments that 
may yield greater returns. Stocks, bonds, and mutual 

Damage to vehicles and injuries to persons 

Personal injury from uninsured driver 

Vehicle loss or damage due to fire or theft 

Moderate to high 

Modest 

Moderate 

funds are among the more popular types of invest- 
ments. These three types of investment differ signifi- 
cantly (Box 42-1). 

Another type of low-risk investment that can 
be used is a tax-deferred retirement plan, such as 
an individual retirement account (IRA) or a pension 
plan. These investments grow in value over time 
and provide income at retirement. The riskiest 
types of investments should be considered only 
after a proper foundation has been achieved because 
they are speculative ventures that may yield little 
return, such as tax-sheltered limited partnerships 
in oil, dairy, or equipment leasing companies, or 
collectibles, such as art, gold, coins, and antiques. 
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Box 42-1 Types of Investments 

Stocks 

Stocks are issued by corporations to obtain money to finance the start-up or operation of the corporation. There are two types 

of stock, common and preferred. 

Common stock holders are the owners of the corporation and are entitled to share in the profits—called dividends—of the 

company. When a corporation first sells its stock, the price is set, but afterwards the value of the stock is based on the 

prosperity of the company. If the company is well run and profitable, the value of the stock increases; if it is mismanaged and 

suffers a loss, the value decreases (and there is no dividend) Preferred stock is a more stable investment because dividends are 

fixed in advance and thus—unlike common stock dividends, which depend on the generation of profits—fluctuations in 

dividends are minimal. A preferred stockholder is more of a financial backer than an owner, and the stockholder’s investment is 

better protected than with common stock. 

The traditional method of earning money from the stock market is to “buy low and sell high.” Of course, the successful 

investor must not only determine that a particular company is solvent and well structured but also that it faces favorable mar- 

ket conditions and industry prospects. 

Bonds 

Bonds are long-term obligations that pay back a stated amount—the principal—at the end of a term of years (usually 20 or 

30 years) and another stated amount—the interest—each year. Bonds are issued to obtain financing for long-term capital 

investments. The usual sources of bonds are corporations; public utilities; and federal, state, and local governments. The 

interest paid on a bond is based on interest rates at the time of issue. If interest rates are high at the time of issuance, but they 

subsequently fall, the bond issuers will want to redeem the bonds because money can be borrowed at lower cost. For this 

reason, investors may demand “call protection” for high-interest bonds, which prevent the bonds from being redeemed for 

a period of years. 

The bond market constantly adjusts the value of outstanding bonds to compensate for changes in interest rates. If interest 

rates go up, the value of outstanding bonds goes down, and if interest rates go down, the value of outstanding bonds goes up. 

No matter how much of a “discount” is placed on the market value of a bond, however, it is redeemable at maturity for the full 

face value. 

Bonds may be held until maturity or they can be bought and sold like stocks, through brokers. Some bonds are tax exempt, 

such as bonds issued by municipalities; others, such as U.S. Treasury bonds, are exempt from state and local income taxation 

only. 

Whether taxable or tax exempt, the interest on a bond will automatically be paid if the bond is issued in registered form (i.e., 

the owner's name and address is on the bond), but if the bond is in bearer form (i.e., no name is on the bond) a coupon has to be 
clipped off and sent in to receive payment. 

Mutual Funds 

These large investment funds were created to allow small investors to enjoy the advantages of professional money 

management, reduction of risk, and mobility of investment. Mutual funds are large investment units, composed of the funds of 

thousands of individuals, which purchase a highly diversified portfolio containing a wide variety of investment vehicles. The 

size and diversity of these funds protect against large changes in value even when economic indicators shift suddenly. Mutual 

funds may be classified on the basis of their purpose. Growth funds are used for long-term investments that will appreciate 

over time; income funds are used to provide more immediate financial return. Funds also can be classified by type of invest- 

ment, such as specialty funds (which concentrate on certain industries) and balanced funds (which invest in bonds as well as 

stocks). There also are load and no-load funds. In load funds, a sales charge must be paid at the time the investment is pur- 
chased, whereas for no-load funds there is no sales charge. 

Mutual funds are used for long-term investment, and the type of fund in which to purchase shares is dependent on the goals 
of the investor. 

An investment portfolio can be built to include all 
these items, based on the retirement plan of the 
investor. The ability of these investments to provide 
for retirement is the guiding force behind the invest- 
ment strategy. 

Retirement Plans 

It is essential that retirement planning begin well ahead 
of retirement, preferably soon after graduation from 
optometry school. There is a sizeable financial benefit 



to be derived from beginning retirement planning early, 
rather than late, in a career (Table 42-2). Retirement 
planning is an essential part of an estate plan. It is 
almost certain that any Social Security benefits or 
employee pension plan payments will be inadequate to 
satisfy the retiree’s needs, especially if the retiree is for- 
tunate enough to be healthy and to live for many years. 

There are three key elements involved in planning 
for retirement: forethought, patience, and specific goal 
setting. The investor must be able to project expenses 
and monetary needs 30 to 40 years into the future. 

Some expenses most likely will decrease, such as hous- 
ing, food, and taxes. A retiree may wish to spend more 
time traveling, however, which would be an increased 
expense. Medical costs also could increase at retire- 
ment. In addition, retirement planning will have to take 
into account the effects of inflation, which will increase 

retirement costs and necessitate a higher retirement 
income. The investor must estimate specific retirement 
needs, set financial goals that will obtain the necessary 
financial resources, and have the patience to follow the 
plan over several decades. In constructing a retirement 
plan, an investor must consider the financial benefits to 
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be derived from Social Security, work-related pension 
plans, insurance plans, and personal investments. 

Social Security 

At present, full eligibility for Social Security begins at 
age 65, and partial eligibility can be elected at age 62. A 
retiree receives monthly benefits, which are based on 
the years of contribution to Social Security by the 
retiree. An estimate of these benefits can be obtained at 
any time by directing an inquiry to the Social Security 

Administration. These payments are modest, however, 

and inadequate to fund a retirement plan. 

Pension Plans 

Pension plans are tax-deferred retirement plans in 
which a certain amount of an employee’s income is 
deducted, placed in an investment account, and 

allowed to grow without taxation until withdrawal at 
retirement. These plans usually are available to the 
employees of corporations (including professional asso- 
ciations, professional corporations, and S corporations) 

Table 42-2 Accumulating and Depleting a Retirement Fund 

The annual investment needed to accumulate a $100,000 fund for retirement is determined by the amount contributed each 

year and the percentage return on the investment. The following table illustrates the amount of money, interest rate, and 

length of time the money would have to be invested to accumulate a $100,000 fund. 

INTEREST RATE 5 YR 10 YR 

5% $17,236 $7572 
6% $16,736 $7157 
7% $16,254 $6764 
8% $15,783 $6392 
9% $15,332 $6039 
10% $14,890 $5704 

15 YR 20 YR 25 YR 30 YR 

$4414 $2880 $1966 $1433 
$4053 $2565 $1720 $1193 
$3719 $2280 $1478 $989 
$3410 $2024 $1267 $817 
$3125 $1793 $1083 $673 
$2861 $1587 $924 $553 

The length of time required to deplete a retirement fund depends on the amount withdrawn each year and the investment 

return being earned. The following table illustrates the number of years needed to deplete a $100,000 retirement fund, based 

ona regularly monthly withdrawal. 

INTEREST RATE OF INVESTMENT 

MONTHLY WITHDRAWAL 5% 6% 7% 8% 9% 10% 

$600 23 29 : a . : 

$700 18 20 25 » : 

$800 14 16 18 22 30 

$900 12 13 14 16 19 26 

$1000 10 11 12 13 15 17 

$1200 8 9 9 10 10 11 

$1400 7 7 7 9 ) 9 

$1600 6 6 6 7 7 7 

ce 

*Withdrawals can be made indefinitely at this rate. 
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and of incorporated multidisciplinary practices (such as 
heath maintenance organizations). There are two main 
types of plans: defined contribution and defined bene- 
fit. 

Defined contribution plans permit a specified amount to 
be placed in the pension plan each year. These plans 
can be funded with stock bonuses, profit sharing, 
and matching contributions from the employer. The 
most frequently used plan is a 401(k), which permits 
a limited amount (set by the employer) to be con- 
tributed annually to the pension fund. These plans, 
if begun early in practice, can create a sizable retire- 
ment fund for the contributor. 

Defined benefit plans are based on actuarial projections 
and allow contributions to be placed in the pension 
plan each year, for the purpose of paying a stated 
benefit during retirement. The amount of the bene- 
fit is set by the retiree, and the amount contributed 
each year is based on this benefit and the anticipated 
years of retirement that the retiree will have. Because 
these plans permit large amounts to be contributed, 
they are most often used by individuals who have a 
limited number of years before retirement and want 
to maximize their contributions. 

Personal Investments 

There are several plans available to self-employed pro- 
fessionals, including IRAs, simplified employee pen- 
sion IRAs, 401(k)s, and Keogh plans (see Chapter 33). 

Individual retirement accounts allow money to be 
placed in a designated custody or trust account estab- 
lished for this purpose. The two big advantages of a 
traditional IRA are that the yearly contribution can be 
deducted from income taxes and the contribution 
earns tax-free interest until it is withdrawn at retire- 
ment, disability, or death. With Roth IRAs, although 

income contributed to the account is not tax 
deductible, all withdrawals are. In addition, there is no 

age limit for contributions. Contributors to IRA 
accounts can choose the type of investment (within 
certain limits) for the IRA funds. The contributor is eli- 

gible to start withdrawing income from the IRA at age 
59'/2 and must do so by age 7012. If income is needed 
before eligibility is attained—other than for disability 
or death—income tax and a 10% penalty must be paid 
on the amount withdrawn. Anyone may set up an 
IRA—employers or employees—and IRA accounts may 
be established even though the contributor also partic- 
ipates in other types of retirement plans. Although the 
annual contribution to an IRA account is small com- 

pared with that for pension and Keogh plans, if such an 
account in begun early in a professional’s career and is 
diligently contributed to, a sizeable nest egg may be 

realized at retirement. 
‘Simplified employee pension individual retirement 

accounts (SEP-IRAs) are like IRA accounts. A self- 
employed practitioner or qualified employees may 
contribute annually to an SEP IRA, and the contribu- 
tions will be tax deferred until withdrawn at retirement, 

disability, or death. Like an IRA, the contributions are 

invested and grow tax free until withdrawn between the 
ages of 59'/2 and 70'/2. However, allowable SEP IRA 
contributions are much higher than those for tradi- 
tional and Roth IRAs and thus permit more income to 
be set aside for retirement. 

401(k) plans allow employees to contribute a per- 
centage of income (“salary reduction”) to a retirement 
fund. Employers may voluntarily contribute an addi- 
tional amount to employees’ funds, but both these and 
the employees’ contributions are subject to moderate 
annual limits. A 401(k) plan can be a profit-sharing 
plan or a pension plan, or a combination of both. 
The employee’s contributions are excluded from 
gross income, and all earnings are tax sheltered until 
withdrawn. 

Keogh plans are popular with self-employed practi- 
tioners, but eligible employees also must be allowed to 
participate in the plan, which permits sizable contribu- 
tions to be excluded from income and contributed to a 
retirement fund. Like pension plans, there are both 
defined contribution and defined benefit plans, the lat- 

ter allowing practitioners who have contributed little to 
retirement to divert substantial amounts of income, usu- 

ally late in their careers, to an income-earning plan that 
is not taxed until proceeds are withdrawn at retirement. 

Insurance Plans 

When whole life insurance policies are purchased, they 
provide not only death benefits but also cash value, 
which can be withdrawn and used as retirement 
income. The cash value of a policy is dependent on the 
investment of the premium payment by the insurer and 
the length of time premiums have been paid. If money 
is borrowed against the cash value of a policy, an inter- 
est charge may have to be paid. At death, the amount 
borrowed will be deducted from the death benefit paid 
to the policy beneficiary. The cost of whole life insur- 
ance is more than term coverage because of the accu- 
mulation of cash value. Whole life policies constitute a 
type of forced savings plan, which may be preferable for 
individuals who cannot follow an established budget or 



investment plan. Whether whole life or term policies 
are preferable for a given individual depends on that 
individual’s needs, abilities, and retirement plan. 

Annuities 

Annuities can be used to provide retirement income. 
At retirement, a whole life insurance policy can be con- 
verted into a single premium immediate annuity. The 
annuity is purchased with the cash value of the policy 
and immediately begins paying an income to the poli- 
cyholder, either for the policyholder’s life or for a set 
number of years. A single premium deferred annuity may 
be purchased before retirement but also with the cash 
value of the insurance policy. A loan is taken out, equal 
to the cash value, and used to pay for the annuity. Like 
other investment funds, the annuity grows on a tax- 
deferred basis over time until retirement, when with- 

drawals may be made. Retirement income.is provided 
for the life of the policyholder or for a period of years, 
depending on the type of payment option chosen. 

Retirement Goals 

When considering these various means of funding 
a retirement plan, the investor should consider the 
following questions: 
* Do I have clear goals in mind as to what I hope to 
achieve with my retirement fund? 

* Will the income from the retirement fund be 
adequate for my needs? 

* Is the retirement plan performing up to my 
expectations? 

* Is the retirement plan set up for maximum tax 
benefits, both for myself and my heirs? 

- Am I sufficiently familiar with the specifics of my 
plan? 

* Have I discussed my retirement plan with my 
spouse? 

- Am I reviewing and monitoring my retirement fund 

regularly? 
Of course, planning is only half of the effort to build an 
estate; execution of the plan also is necessary. The actual 
execution of a plan usually requires the advice and assis- 
tance of a financial advisor. The wise investor will obtain 

a knowledgeable professional advisor to assist in the 

efforts to acquire an adequate retirement fund. 

Transfer of Estate 

A good estate plan provides for the transfer of the plan- 

ner’s estate at death to the desired heirs with minimum 
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taxation. Federal law imposes a unified transfer tax on 
lifetime gifts and property that passes at death. A care- 
fully drawn will is essential, not only to minimize taxes 
but also to ensure that the decedent’s estate passes to 
the appropriate individuals at death. 

Wills 

A person who leaves a will is said to die testate; if there 
is no will, the person is intestate. In such a case, state 

law (referred to as statutes of “descent and distribu- 
tion”) will determine the manner in which the property 
is to be divided. Relatives of the decedent are specified 
in these statutes, beginning with spouse and children, 
and if there are none, to parents and siblings and others 
of more remote blood relation. Only if there are no 
heirs that can be found does the property escheat 
(revert) to the state. 

The purpose of a will is to direct how the estate of 
the decedent is to be distributed. The person given the 
responsibility to see that the estate is properly divided 
is called the executor. The will should identify this per- 
son and describe the powers to be exercised by the 
executor in carrying out the provisions of the will. The 
will must be submitted to probate court, where a judge 
will ensure that the will is indeed the last testament of 
the deceased and oversee the administration of the 
estate by the executor. 

Wills should provide for the distribution of the 
estate if both spouses die in a common disaster. Some 
states have adopted the Uniform Simultaneous Death 
Act (all joint property is halved). Wills also need to pro- 
vide for minor children when both parents die at or 
about the same time. A trust often is used. The executor 
transfers the estate proceeds into the trust, which is then 
administered by the trustee in accordance with the trust 
instrument’s provisions (e.g., for the support and edu- 
cation of the children). A guardian also can be named in 
the will to serve as the “parent” for the children; how- 
ever, the probate court is not bound by the will’s choice 
and may select another individual if the judge is con- 
vinced it is in the child’s best interests to do so. 

Complex wills should be drafted by a competent 
attorney. Holographic (handwritten) wills are enforce- 
able, as long as they have been property executed 
(signed). The signing of the will must be witnessed; the 
number of required witnesses varies from state to state 
but usually is two or three persons. These individuals 
should be readily identifiable and relatively easy to con- 
tact for purposes of attesting to the will’s authenticity. 

The estate may be subject to both federal and state 
taxes, which are determined and paid during the pro- 
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Table 42-3 The Unified Gift and Estate Tax Credit 

FOR GIFT TAX PURPOSES ; : FORESTATETAXPURPOSES 
YEAR UNIFIED CREDIT =——_—=EXCLUSION AMOUNT "UNIFIED CREDIT EXCLUSION AMOUNT 
2002 and 2003 $345,800 $1,000,000 $345,800 $1,000,000 
2004 and 2005 $345,800 $1,000,000 $555,800 $1,500,000 
2006, 2007,and 2008  —«-$345,800 $1,000,000 $780,800 $2,000,000 

$3,500,000 $1,000,000 2009. $345,800 — $1,455,800 

Data From: Internal Revenue Service publication 950, Introduction to gift and estate taxes. 

bate process. There are some important ways in which 
the estate can be reduced for purposes of determining 
the tax, so that heirs can inherit more of the estate and 

the state and federal government less. 

Estate and Gift Taxes 

The federal estate tax is imposed on the gross estate of 
the decedent at death, which consists of the following: 
Property that the decedent owns at death 

* Transfers of property that are effective at death (e.g., 
annuities) 

* Transfers occurring within 3 years of death (except 
certain gifts) 

* Life insurance proceeds paid because of death 
* Property owned in joint tenancy (e.g., a house) 
* Payments from qualified retirement plans (e.g., 
IRAs) 

Generally, the value of the estate is the fair market 
value of the property that composes the estate at the 
date of death. The taxable estate is the gross estate, 
minus the following: 
* Administration and funeral expenses 
* Claims against the estate 
* Casualty and theft losses (if any) 
* Charitable deductions (if any) 
* Marital deduction 
The marital deduction is allowed for the value of prop- 
erty in the estate that is passed to a surviving spouse. 

taxable estate. If the gift occurred within the 3 years 
before death, however, it will be included in the tax- 

able estate. 
For a home owned as Tenants by the Entirety or as Joint 

Tenants with Right of Survivorship, one half of the fair 
market value of the home will be included in the tax- 

able estate. 
The estate tax also is affected by gifts made by the 

deceased. As of 2002 a gift tax was imposed on gifts 
that exceeded $11,000 per individual (the “annual 
exclusion”—this amount is increased annually by cost- 
of-living adjustments). A gift to a spouse that qualifies 
for the marital deduction is excluded from taxation. 
For gifts in excess of the annual exclusion, a return 
must be filed, Form 709, United States Short Form Gift 
Tax Return, by April 15 of the year after the gifts were 
made. The gift tax is computed on the return. (The 
donor pays the tax, not the recipient of the gift.) 
However, there is a Unified Credit that may be applied 
to the gift tax. This credit provides a dollar-for-dollar 
reduction in the gift tax (Table 42-3). Use of the credit 
enables a donor to avoid paying the gift tax but reduces 
the credit available to offset estate taxes at death. An 
example of how this credit may be applied to eliminate 
the tax on gifts is provided in Box 42-2. 

Box 42-2 Use of the Unified Credit To 

Therefore, it is limited only to the gifts and bequests Offset Gift Taxes 
made to the spouse; there is no monetary limit. The 
marital deduction is an important estate planning Gifts made during year $570,000 
device since it allows the property transferred to the Less annual exclusion ~$11,000 
surviving spouse to be excluded from estate taxes. Total taxable gifts $559,000 

Life insurance is subject to special provisions. If the Gift tax owed : ‘$178,000 
policy was given to a surviving spouse, and the dece- pees Waite ae ee 
dent retained no incidents of ownership after the gift, Net gift tax $0 
the life insurance proceeds will be excluded from the 



Box 42-3 Use of the Unified Credit to Offset 

Estate Taxes 

" : Taxable estate — _ $1,000,000 
_ Federal estate tax owed _ $345,800. 
Less unified credit - _ -$345,800 

- Net estate tax : $0 

The Unified Credit also is applied to estate taxes. It 
may be used to provide a dollar-for-dollar reduction in 
the estate tax. Because of this credit, estate tax is 

applied only to estates that have a certain net worth. 
An example of how the credit may be applied to reduce 
or eliminate estate taxes is provided in Box 42-3. If part 
of the Unified Credit has been used for gifts, however, 

the amount used must be deducted and cannot be used 
for reduction of estate taxes. An example of how previ- 
ously used credit for gift tax reduces the credit available 
for estate taxes is provided in Box 42-4. 

Other credits that may be applied to the federal 
estate tax include the following: 
* Credit for state death taxes 
* Credit for gift taxes (for gifts included in the taxable 

estate) 
* Credit for foreign death taxes 
Expert advice is needed to plan for estate transfers at 
death. A competent attorney or financial advisor 
should be consulted. 

Conclusion 

Estate planning is a complicated but important part of 
a practitioner’s life. It is essential to begin planning 
early in a professional career; to secure competent tech- 
nical advisors for guidance; and to develop the estate 
in a stepwise, orderly fashion. Consistent effort, 
applied over the course of a professional career, will 
result in the development of a sizable estate for retire- 
ment, protect against the unpredictable likelihood of 
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Box 42-4 Deduction From Unified Credit of 

Previous Credit Claimed for Gifts 

Allowable Unified Credit (as of 2003) ~ $345,800 
Less previous credit claimed for gifts —$45,800 

Unified Credit remaining for estate taxes $300,000 

disability, and ensure that the estate is passed as desired 
to loved ones at death. 
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80/20 plans, 361 

401(k) plan, 51,87,335-336, 440 
benefits, 335 
funding, 336 
investment allocation decisions, 336 

transferability, 335-336 
403(b) plans, 336 

employer involvement, 336 
501(Q@) non-profit institutions, 336 

A 

Abuse. See Fraud/abuse 

Academia, 40 

Acceleration clause, 235,236 

Accidental death protection, 84 
Accountant, usage, 31-32 

Accounting 

accrual basis, 420 

cash basis, 420 

fees, deduction, 398 

methods, 391-392 

periods, 390 

system, 344-345 
Accounts payable, 420 

amount, 24 

tracking, 183 

Accounts receivable, 28,93, 420 

amount, 24 

analysis, 136 

income source, 93 

Accrual method, 391 

Acuity, decrease, 104 

Add-on description, 358 

Add-on interest 

application, 233, 234 

loan, sample, 234 

Add-on procedural code, example, 359 

Adjusted gross income (AGI), 378, 

381-386 
Administration expenses, 442 
Administrative area, design, 164 

Adoption credit, 386 
Advance payment, 347 
Advertising, 298, 313-314. See also Bait 

and switch; Price 

deduction, 398 

effectiveness, 316-317 
legal/ethical aspects, 317-318 
state restrictions, example, 318 

After-tax dollars, usage. See Insurance 

Agency filings, 25 
AGI. See Adjusted gross income 

Agreed-upon employment, 

description, 46 

Agreement. See Verbal agreements; 

Written agreements 

negotiation. See Partnerships 
provisions. See Associateship 
written expression, creation, 46 

AHES, 361 

Alimony, 382 

American Academy of Optometry, 
diplomates, 262 

American National Standards Institute 

(ANSD, 212 
ANSI Z 80.1-1999, 212,213,223 

tolerances, 214 

American Optometric Association 
(AOA), 3, 201 

Clinical Practice Guidelines, 287 

Codes for Optometry,361 
columns, offering, 314 

composite representation, 432 

economic survey, 14, 45, 154, 194 

1999, 10 

2001, 4-10 

gross earnings survey (1994),8 
guidebooks, 198 

literature, 315 
Manpower study, 23 

Optometric Speaker’s Guidebook, 319 

practice placement service, 11 

Practice Resource Network, 130 

Save Your Vision Week, 318 

Scope of Practice Survey (2001), 217 

statistics, 58 

surveys/studies, 36, 200, 237,374 

American Society forTesting and 

Materials, F803 standard, 109 

America’s Business Funding Directory, 

138 

Amortization, 399, 401-402 

schedule, definition, 420 

Annual eye examinations, number, 5-6 

1990-2000, 6 

Annual Statement Studies, 135 

Annual statements, 75 

Annuities, 84-85, 328-329, 335. See 

also Fixed-rate annuities; 

Joint/survivor annuities; Single 

premium deferred annuities; Single 

premium immediate annuities; 

Straight life immediate annuity; 

Variable annuities 
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Annuities (Continued) 

face value, 85 

usage, 441 

ANSI. See American National Standards 
Institute 

AOA. See American Optometric 
Association 

Aphakia, 103, 109 
APME. See Association of Practice 

Management Educators 

Applicants. See Office staff 
applicants 

Appointments 

availability, 228-230 
follow-up, 111, 309-310 
patients, calling, 231-232 

reminder, sample. See Missed 
appointment reminder 

scheduling, 185-187, 344 

Appraisal. See Eye care practice 

ASCO. See Association of Schools and 
Colleges of Optometry 

Assets. See Business; Current assets 

allocation, investments 

(interaction), 330 

asset-based approach, 29 
definition, 420 

examination. See Intangible assets 

fair market value. See Depreciated 
tangible assets 

purchase, taxation implications. See 
Eye care practice 

sample list, 421 
usage, 420 

Assignment, 155-156 
defining, 235 

Assistants. See Contact lenses;Training 

assistants 

Associates 

cost, 45 
duties, 47 
non-cash income reporting, 51 
relationship. See Employer-associate 

relationship 
salary, determination, 44-46 
support, factors. See Eye care 

practice 

termination, 50-51 

Associateship, 15, 35-37, 43. See also 

Health Maintenance Organizations; 

Veterans Administration 

opportunities, assessment, 44 



446 Index 

Associateship agreement 

negotiation, 46 
checklist, 48-49 

provisions, 47-51 

Association, articles, 74 

Association of Practice Management 

Educators (APME), 3 

surveys, 9, 10,35 

Association of Schools and Colleges of 

Optometry (ASCO), 3 
statistics (2000-2001), 10 

study, 10 

Associations. See Independent practice 

associations; Professional 

associations 

Assumed liabilities, 24 

Assurance of Good Standing, 24 

Attorney, usage, 31 

Automobile deductions, depreciation 

caps (MACRS, usage), 401 

Average annual compound return, 330 

Average return, 330 

B 

Back orders, number, 212 

Bad debt, deduction, 395, 396 

Bait and switch 

advertising, 317 

tactics, 340 

Balance sheet, 133-134, 419-421 

book value adjustment, 29 

definition, 420 

ratios, 426 

sample, 421 
Balanced funds, 328 

Banks 

financing source, 137 

indemnification, 236 

loan agreement, provisions, 235-236 

amount/terms, 235 

Bargained-for exchange, 46 
Bargaining power, 122 

Basis, usage, 400 

Bayer Corporation, survey, 194 

Beginning practitioners, practice 

patterns, 9-10 

Beneficiary protection, 370 

Benefits, 45-46. See Partnerships 

Beta blockers, 104 
Bioscience Corps, 39 

Blue Book of Optometrists. See 

Optometrists 

Blue Cross/Blue Shield, 113,228 

Bonds, usage, 326-328, 438 

Bonus income, 45 

Bonuses, deductions, 395 
Book value adjustment. See Balance 

sheet; Profit-and-loss statement 

Bookkeeping, 389-391 
copies, keeping, 391 

Borrowers 

capability. See Loan 

Borrowers (Continued) 

character, 136 

lending institution questions, 136 
Branch retinal vein occlusion, 103 
Break-even analysis, 423-425 

graph, example, 425 
sample, 31 

usage. See Eye care practice 

Broadcast promotion, 314 
Brochures, usage, 314-315 

Brokers, fee, 156-157 
Budget, development, 326-327 

Budgeting, 325 
Building/remodeling. See Office 

Business 

assets, 391-392 
associates, written contract, 278 

automobiles, usage, 98 

component, 227 

deductions, 395-399 
definition, 420 

entertainment, deduction, 397 

entities, 59 

expenses, deductions, 395,399 
gifts, deduction, 397 

information, analysis, 136 

interest, 395 

legal status, determination, 29 

loan, obtaining, 233 

net profit, determination, 392 

office 

design, 162-164 
equipment checklist, 179 

organization 

formation, 59-60 

liabilities, 76 

tax reporting, 407-409 
plan questions. See Financing 

property, tax basis, 392 
starts. See New business starts 

taxation/taxes, 60-61, 389 

terms, 420 

Buy-in, self-financing, 68 

Buying income, 127 

Buying power index, 127 

Buy-sell agreements, 85 

Buy-sell arrangements, 70. See also 

Partnerships 

Buy-sell life insurance, 70 

C 

Calendar year, 391 

Capable parties (contract element), 46 

Capital. See Debt; Equity capital; 
Intermediate-term capital; 

Long-term capital; Short-term 

capital 

amount, 136 

contributions, 65-66 
expenditure, 391 

financing, 135 

gains, 329,381 

Capital (Continued) 

investment. See Personal equity 

capital investment 

amount, 136 

losses, 329 
support. See Start-up capital 

Capitalization rate methodology, 

usage, 29 
Capitation, 357 
Caps, negotiation, 153 
Career. See Practitioners 

Carpets, usage, 164 

Cash flow 

analysis. See First-year adjusted cash 
flow analysis 

definition, 420 

statement, 133-134, 423 

quarterly report, example, 424 
Cash method, 391 

Cash reserve, 93, 433-434 
income, source, 93 

Cash value, 114, 435 
Casualty 

insurance, 436 

losses, 442 

theft losses, deduction, 383 

Catch-all phrases, avoidance, 50 

Certificates of deposit (CDs), 326-330, 
434 

Chair cost 

analysis, 427 
calculation, example, 428 

determination, 341 

Chamber of Commerce. See 

Community 

CHAMPUS. See Civilian Health and 

Medical Program of the Uniformed 

Services 

Charitable contributions, deduction, 

383 
Charitable deductions, 442 

Chattel mortgages, copies, 25 

Check-in/check-out areas, separation, 

159 

Child expenses, credit, 386 

Child tax credit, 386 

Children, interaction, 259 

Civil Rights Act (1964), 199-200 

Civilian Health and Medical Program of 

the Uniformed Services 

(CHAMPUS), 367 

Claims. See Contractual claims; 

Liabilities 

computerization, 365 

eligibility, 362-364 

forms, 362 

processing 

procedures, 362-365 
steps, 365 

Claims-made form, 100 

Clinical practice care, standards, 

102-111 



COBRA. See Consolidated Omnibus 

Budget Reconciliation Act 

Collateral, 135 

amount, 136 

possession, 176 
requirements, 235-236 
type, 137,138 

Collection, 347. See also Fair debt 
collections 

agency, 352-353 
attorney, 351-352 
legal considerations, 348-349 

methods, 349-353 

policy, 349 
Collision insurance, 115 

Co-management centers, interaction, 

264-265 

Co-management protocol, sample, 264 

Commercial builders, identification, 

131 

Commercial financial companies, 

financing source, 137 

Commercial insurance carriers, 98 

Communication. See Computers; . 

Office; Patients; Professional 

communications;Telephone;Verbal 

communication 

enhancement, 181 

marketing, usage, 253 
need, 251-252 

preparation, 252-253 

Community 

assessment, 130-131 

Chamber of Commerce letter, 

sample, 126 
economic pictures, assessment, 

127-129 

outreach, 318-319 

personal value, determination 

(rating scale), 127 

rating/analysis, worksheet, 132 

support, 129. See also Eye care 

practice 

Compensation 

determination. See Staff 

methods, 356-357 
Complex wills, 441 
Comprehensive insurance, 115 
Computer software 

depreciation, 399 
prioritization, 189 
selection, 188 

Computerization, advantages, 

182-184, 187-188 

Computers 
clinical applications, 190-191 

communication, 187 

depreciation, 399 
management systems, usage, 29 

usage, 181-182. See also Personal 

computers; Recall 
Conference room, design, 170 

Confidentiality, HIPAA (relationship), 

277-278 

Consent agreement, sample. See 

Contact lenses; Pupil dilation 

Consideration (contract element), 46 

Consolidated Omnibus Budget 

Reconciliation Act (COBRA), 114 

Consultants, 30-32 

Consultation, 261 

reports, 266 

Consumer finance companies, 

financing source, 137 

Contact lenses, 105, 109, 191. See also 

Cosmetic contact lenses 

assistants, 305-306 

work, scope, 306 

development, 266. See also In-office 

contact lenses development 

fee structure, 307 

fitting/service agreements, 308 

follow-up care, 308-310 

inventory, 306-307 

management, 109 

overnight wear, consent agreement 

(sample), 106-108 

patients (obtaining), referrals 

(usage), 301-302 

practice, construction, 301 

prescriptions, 277,308 

reorder methods, 307 

room, design, 166 

solutions, 308 

specialists, 266 

technician, negligence, 109 

wearing schedule, 109 

Contact lens-related corneal 

abrasions/infections, 109 

Contingency clauses, 176 

Continuing education meetings, 67 

Contract 

clauses. See Office leases 

elements, 46 

negotiation, 46-47 
objectives. See Employment 

provisions, 51 

Contractors, payments. See 

Independent contractors 

Contractual claims, 75 

Contractual disability compensation 

plans, 89 
Contractual liability, protection. See 

Limited liability companies; 

Individual proprietorship 

Contractual obligations. See 

Liabilities 

Contribution margin, 427 
usage, example, 427 

Co-ownership, 63 
Co-payment 

definition, 361 
example, 361 

Corporate practice, 38-39 
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Corporations, 73.See also Professional 

corporations; S corporations 
advantages/disadvantages, 16 

bankruptcy, 74 
characteristics, 73-74 
liability issues, 75-76 
organization, 74 
ownership, 74 
taxation considerations, 77 

Co-signer, definition, 420 

Cosmetic contact lenses, 361 

Cosmetic/jewelry sales 

representatives, 200-201 

Cost 

contracts, 373 

sharing, 361-362 

value, 99 

Cost per thousand gross impressions 

(CPM), 314 

Cost-of-living adjustment, 94 
Cost-of-living index, increase, 154 

Cost-per-square-foot figure, calculation, 
153-154 

Covenants, 401. See also Restrictive 

covenants; Umbrella coverage 

competition, 392 

CPM. See Cost per thousand gross 
impressions 

CPT. See Current Procedural 

Terminology 

CPT-4. See Current Procedural 

Terminology (4th edition) 

Credit, 347,378. See also Education; 

Taxation/taxes; Unified Credit 

5Cs, 136 

billing, payment, 347-348 
cards, 434 

legal considerations, 348-349 
line, 137 

opportunity. See Equal credit 

opportunity 

risk, definition, 420 

terms, definition, 420 

unions, financing source, 138 

worthiness, determination, 135-136 

Crossover claims, 371 

Cross-purchase agreement, funding, 434 
Cross-purchase plans, 70 

Current assets, 135 

Current debt obligations, 135 
Current liabilities, 135 

Current Procedural Terminology (4th 

edition) (CPT-4), 358, 368 

codes, 374 

Current Procedural Terminology 

(CPT), 357,361 
code, 276, 357,361 

format, 358 

procedure, 362 
Current ratio, 426 

measurement, 135 

Customary fees, 356-357 



Index 

Daily wear lenses, 109 
Data base 

documentation, sample, 273-274 

usage, 272 

Data collection room 

design, 164 

equipment checklist, 179 
procedures, 165 

Death 

costs, payment, 434 
protection. See Accidental death 

protection 

taxes, credit. See Foreign death 

taxes; State death taxes 

Debt 

capital, 135 

deduction. See Bad debt 

obligations. See Current debt 

obligations 

relief, 87 

service, 423. See also Total debt 

service 

Debt-to-asset ratio, 135 

Deceptive tactics, 317 

Decision making, sample, 360 

Deductible, definition, 361 

Deductible expense, 391 
Deductions, 378, 383. See also Itemized 

deductions; Non-business 

deductions; Standard deductions 

Defamation insurance, 97-98 

Defendant practitioner, behavior, 102 

Defined benefit, 334, 335 
plan, 440 

limits (2002), 335 

Defined contribution, 335 

plan, 440 

limits (2002), 335 
Demographics. See Eye care practice; 

Optometrists 

local conditions, evaluation, 23-24 

Demonstrations, 239 

Dental expenses, deduction, 383 

Dependent care expenses, credit, 

386 

Deposit/balance, payment, 347 
Depreciated tangible assets, fair market 

value, 29 

Depreciation, 399-402. See also 

Property 

caps. See Automobile deductions 

method, 400 

schedules, 24 

Descent/distribution statutes, 441 

Design services, 160 

DHHS. See U.S. Department of Health 
and Human Services 

Diagnostic codes, 276, 358, 361 
Diagnostic drugs, 104 

Differential diagnoses/therapy, 190 
Direct mail, usage, 304,314 

Disability, 49-50. See also Partners; 

Permanent disability; Recurrent 
disability 
compensation plans. See Contractual 

disability compensation plans 
continuation, probability, 91 

contrast. See Men 

coverage. See Private insurance plans 

defining, 91 

income 

provisions, 90 

sources, 92-94 

period, 94 

probability. See Long-term disability 

protection, 84,90 

Disability insurance, 49, 70,89, 93,435 
coverage. See Private disability 

insurance coverage 

income source, 93 

purchase, 91 

riders, 94-95 
taxation issues, 95 

types, 89-92 
Disable practice, 94 
Disabled credit, 386 

Disabled patients, interaction, 258-259 

Disease, diagnosis, 265 
Dismissal, causes (example), 242 

Dispensary 

design. See Optical dispensary 

image, 291-293 
size, 167 

Dispensing, 190. See also Lifestyle 

dispensing; Ophthalmic dispensing 

counters, usage, 166 

opticians, 217 

Distributions, 336 

Dividends, 77. See also Internal 

Revenue Service 

Doctor-patient relationship, 102,251 

Dollar cost averaging, 330, 336 
Double taxation, 65, 409 
Down payment, requirement, 67 
Draw against profits, 65 
Drug store sales, 127 

Due diligence, 24 

Dwelling insurance, 114,116 

E 

Early and periodic screening diagnosis 

and treatment (EPSDT), 373 

screenings, 374 

Earnings ceilings (1993-2002), 412, 414 
Economic climate, evaluation, 23 

Economic evaluation. See Periodic 

economic evaluation 

Economic indicators, 24 

Education 

credits, 386 

expenses, deduction, 396 
EEOC. See Equal Employment 

Opportunity Commission 

Effective interest rate, definition, 420 

Elderly 
credit, 386 

interaction, 258 

Electronic recordkeeping, contrast. See 

Paper recordkeeping 
E/M. See Evaluation/management 

Embezzlement, protection, 235 
Emergency care, providing, 37 

Emerging market funds, 327,329 

Employed optometrists. See Health 

Maintenance Organizations 

mean net income (2000), 36 

Employee Retirement Income Security 

Act (ERISA), 89, 113-114, 336 
regulations, 336 

Employee-optometrist, salary, 77 

Employees 
accident/health benefit plans, 381 

changes implementation, 

monitoring, 244 

development, 205 
dismissal, 240-242 

ego satisfaction, 248 
entertainment expenses, deduction, 

ai) 
enthusiasm, 193 

evaluations, 242-243 
individual goals, setting, 243-244 

injuries, 98 

leasing agencies, 201 

motivation, 245-248, 248 

office manual development, 198 

performance review, 243 

physiological needs, 245 
probation period, 205 
records, keeping, 390 

responsibilities survey, 204 

salary, 205 
security/safety, 245-248 
self-fulfillment, 248 

social needs, 248 

travel expenses, deduction, 397 

Employer-associate relationship, 49 
Employers 

education assistance plans, 381 

indemnification, 49 

involvement. See 403(b) plans 

tax guide (Circular E), 409, 410 

Employment, 9-10. See also Self- 
employment 

advantages/disadvantages, 36 
agencies, 200 

contract, objectives, 46 

description. See Agreed-upon 
employment 

duties, 47 

hours/days, 205 

negotiation, preparation, 203-204 

offering, 203-205 

options, 35 

responsibilities survey, 204-205 



Employment (Continued) 
taxes, deduction, 398 

termination, 75 

Entity-purchase plans, 70 
EOMB. See Explanation of Medicare 

Benefits 

EPSDT. See Early and periodic 
screening diagnosis and 
treatment 

Equal credit opportunity, 348 
Equal Employment Opportunity 

Commission (EEOC), 201 

Equipment. See 

Instrumentation/equipment 

checklist. See Business; Data 

collection room; Examination 
room; Laboratory 

lease agreements, provisions, 178 
leasing. See Ophthalmic 

equipment 

maintenance, 176 
need/costs. See In-house 

laboratories 

personal computers, 

linkage, 182 

repairs, responsibility, 178 

selection process, 175 

updating. See Office 
Equity capital, 135 

ERISA. See Employee Retirement 

Income Security Act 

Estate claims, 442 

Estate planning, 325, 431 

philosophy, 43 1-434 
Estate taxation, 442-443 

avoidance. See Life insurance 

credit, example, 442 

offsetting, example, 443 

Estate transfer, 441-443 
Evaluation/management (E/M) 

codes, sample, 359 
service codes, 359-360 

Eviction, warning, 156 

Examination 

codes, sample, 360 

mean volume (1990-2000), 7 

room, 159 
design, 164-166 
equipment checklist, 179 

sample, 360 
Excess profits, analysis, 29 

Excludes, 358 
sample, 358 

Exclusions, 361-362. See Limited 

exclusions 

Exculpation, 157 

Exemptions, 378, 385 
2002, example, 385 

Exit interviews, 242 
Expenditures 

inclusion. See Loan proposal 

valuation, 240 

Expenses, 395-396. See also Eye care 
practice; Fixed expenses; Office; 
Operating expenses; Overhead; 

Partnerships;Total expenses;Variable 

expenses 

agreement. See Shared expense 

agreement 

estimation. See Start-up expenses 

example. See Monthly expenses, 

incurring. See Out-of-pocket 
expenses 

insurance. See Living expense 

insurance 

pro forma estimate, sample, 154 
sharing, 17-18,61 

advantages/disadvantages, 17 

requirements, 17 
Expensing deductions, 399, 401-402 

Explanation of Medicare Benefits 

(EOMB), 370-371 
Extended replacement coverage, 114 

Extended reporting endorsement, 100 
Extended wear lenses, 109, 308 
External marketing, 313-315 

Eye care 

events, 318 

surgery referral centers, residency 

positions, 37 
Eye care practice 

advantages, 21-22 

analysis, 44 
appraisal, 29-30 

arrangements, contrast, 18 

assets purchase, taxation 

implications, 32 

associate support, factors, 44 
buying in, 67 
characteristics, distribution, 4 

community support, 129 
creation, 13-14 

demographics, 3 
disadvantages, 22 

economics/growth, analysis, 419 
expenses, 8-9 
financing, 133 

income 

approach, 29-30 

reduction, 29 

lease, 26-27 
location, 26-27 

decision, 125 

value, discovery, 125-127 

market approach, 30 

modes, 4 
opportunity 

identification, 10-11 

location, 10 

selection, 10 

patterns. See Beginning practitioners 

philosophy, 285-288, 298 
price, break-even analysis (usage), 30 

profitability, 134 

Index 449 

Eye care practice (Continued) 

proposal, offer, 24-25 
purchase, 14,21 

tax consequences, 33 

scope, 26 
transfer, events, 22 

transition period, 27 

type, 4 
value, factors, 25-28 

decrease, 29 

visibility, 228 

warranty, 157 
Eye examinations, number. See Annual 

eye examinations 

Eyeglasses 

dispensation/adjustment, 292 
maintenance/repair, 292 

ordering/verification, 292 

Rule. See Federal Trade Commission 

warranties, 299 

Eyewear delivery, 298-299 

F 

Face-to-face meeting, 203 

Facilities, 47-49 

Fact-finding. See Negotiation 

Fair debt collections, 349 

Fair Labor Standards Act (FLSA), 199,242 

Fair market value. See Depreciated 
tangible assets 

description, 29 

estimation, 29 

Family income protection, 84 
Farmers Home Administration (FHA), 

financing source, 138 

FDIC. See Federal Deposit Insurance 

Corporation 

Feasibility study, 125 
components, 126 

research form, 128 

Federal Deposit Insurance Corporation 

(FDIC), 434 
Federal Maternity Leave Act, 114 

Federal Savings and Loan Insurance 

Corporation (FSLIC), 434 

Federal tax penalties, 416 
Federal Trade Commission (FTC), 

Eyeglasses Rule, 277,340 

Federal Unemployment Tax Act 

(FUTA), 414 

Fee-for-service programs, 357 
Fees, 49. See also Customary fees; 

Services;Third parties; Usual fees 

allowance schedule, 357 

comparison. See Practitioners 

deduction. See Accounting; Legal 

fees; Licenses; Regulatory fees 

establishment, 234 

schedule, 357. See also National fee 

schedule 

determination, 340-344 

setting, 339 
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Fellowship grants, 381 

FHA. See Farmers Home Administration 

Fiduciaries, 336 

Files, 50 

Finance companies, financing source, 

138 
Financial forecasting, 134-135 
Financial information, 182-183 

Financial management, 234-235 

Financial objectives, creation, 326 
Financial plan, development. See 

Personal financial plan 

Financial planning, 325 

Financial records, 

inspection/evaluation, 345 

Financial statements. See Personal 

financial statement 

analysis, 425-426 

construction, 419-425 

review, 24-25 

Financing. See Capital; Eye care 

practice; Primary seller financing; 

Purchase; Secondary seller 

financing; Seller financing 

contrast. See Leasing 

costs, 133 

fundamentals, 233-234 

loan, categories, 135 

need, determination, 133-134 

obtaining, ease, 138 

requests, business plan questions, 

134 
statement, filing, 235 

Finishing laboratories, 218 

equipment, requirement. See In- 

house finishing laboratory 

Fire insurance, 98-99, 436 

Fire loss, 98 

First-year adjusted cash flow analysis, 

32 
First-year income, 10 

Fiscal year, 391 

Fitting 

agreements. See Contact lenses 

consent agreements, 308 

Fixed assets, analysis, 136 

Fixed expenses, 423 
Fixed income (option), 84 

Fixed period (option), 84 

Fixed-rate annuities, 329 

FLSA. See Fair Labor Standards Act 

Follow-up mailings, 233 

Follow-up services, 210 

Food store sales, 128 

Foreign death taxes, credit, 443 

Form 709, 442 

Form 940, 414-416 

sample, 415-416 
Form 941,sample, 411 

Form 1040, 60,65, 77,409 
deductions, claiming, 64 

sample, 379-380 

Form 1040-ES, 409 
sample, 410 

Form 1065, 25,64, 408-409 
Form 1099, 402 

Form 1120, 25 

Form 1120S, 409 
Form 4562, sample, 403-404 
Form 4868, 387 
Form 8829, 399 
Form SS-4, 389, 390 

sample, 390 
Form W-2, 77, 345, 387, 407 

deductions, reporting, 51 

sample, 53 

Form W-4 

filing, 51 

sample, 52 
Frame inventory 

control, 210-212 

management, 295-296 

computerization advantages, 296 

report, sample, 185 

Frames 

display options, 293-296 
management, 184 
prices, comparison, 213 

pricing, 297-298 

quality/service/price, 210 

selection/measurements, 292 

sources. See Spectacle frames 

Franchises, 392 

depreciation, 400 
examination, 29 

Fraud/abuse, 373 

Friends/family 

employment, interaction, 200 

financing source, 138 

Fringe benefits 

deductions, 396 

examples, 45 
FSLIC. See Federal Savings and Loan 

insurance Corporation 

FTC. See Federal Trade Commission 

Full-service laboratories, 209 

Full-service optical 

companies/laboratories, 210 
Fund volatility, standard deviation 

indicators, 329 

Funding, sources, 137-138 

Funeral expenses, 442 

FUTA. See Federal Unemployment Tax 
Act 

G 

General ophthalmologic service codes, 
360-361 

Gifts 

bequests/devises, 381 

credit, claiming (example), 443 
deduction. See Business 
expenses, deduction, 395-396 
taxation, 442-443 

Gifts (Continued) 

credit, 443 
offsetting, example, 442 

Glasses. See Non-prescription sunglasses 

information, 110 

Glaucoma. See Open-angle glaucoma 

Goodwill, 285, 392, 400-401. See also 

Negotiation 

examination, 29 

Government securities, interest, 381 

Government third-party 
reimbursement plans, 9 

Graduation, indebtedness, 10 

Gross income, 25, 44,395 
Gross income, defining, 378-381 

Gross lease, 153 
Gross margin percentage, 426 
Gross misconduct, 114 

Gross practice income, median 

percentage (1990-2000), 9 

Gross sales, income percentage, 

426 
Group health insurance plans, 90 

Growth 

curve, 44 

rate. See Population 

Growth funds, 328 

Guaranteed renewable policy, 92 

H 

Hardware requirements, 190 

HCFA. See Health Care Financing 

Administration 

HCPCS. See Health Care Financing 

Administration Common Procedure 

Coding System 

Health care 

disease model, 251 

plans, 355-356 
professionals 

meeting, 263-264 
types, 263 

revenues, competition, 242 

specialization, increase, 252 

Health Care Financing Administration 

Common Procedure Coding System 

(HCPCS), 361 

levels, 368 

material code, 362 

Health Care Financing Administration 

(HCFA) 

1500 form 

sample, 363, 369,372 

usage, 358, 362, 368, 371 
Health fairs, 318 

Health information release, 

authorization (sample), 282 

Health insurance, 113-114 

plan, 51 

uses, 115-116 

Health insurance claim number 

(HICN), 367-368 



Health Insurance Portability and 

Accountability Act (HIPAA), 27, 114, 
277-278 

relationship. See Confidentiality 
requirements, 283 

Health Maintenance Organizations 

(HMOs), 9, 40-41, 355-356, 362. See 
also Staff model HMOs 
associateships, 35 

available positions, 10 

employed optometrists, 7 

Medicare+Choice plans, 373 
program, 367 
types, 40-41 

Health Quality Improvement Act 
(1986), 100 

HICN. See Health insurance claim 
number 

HIPAA. See Health Insurance Portability 

and Accountability Act 

History types, sample, 360 
HMOs. See Health Maintenance 

Organizations 

Holding area, advantages, 161 

Holding places, creation, 160 
Holographic/handwritten wills, 441 
Home 

office (business use), expenses, 399 

prices, 24 

purchase, 432-433 
Homeowners, insurance, 114-115 

uses, 116 

Hospital indemnity insurance, 113 

Housing starts. See New housing starts 

I 

ICM-9-CM. See International 

Classification of Diseases (9th 

edition) Clinical Modification 

Illness, 49-50 

Includes, 358 

sample, 358 
Income, 392-399. See also Bonus 

income; First-year income; Gross 

income; Net income; Optometrists; 

Ordinary income; Partners; 

Partnerships; Per capita income; 

Taxable income 

1988-2000. See Individual mean net 

income 

1996-2000. See Self-employed mean 
gross income 

analysis, 29 

anticipation, 241 

approach. See Eye care practice 

calculation, 241 

defining. See Gross income 

derivation, 421,423 
exclusions, 381 

funds, 328 

gap,93 
level. See Population 

Income (Continued) 

taxation (2002), 387 

median percentage (1990-2000). See 

Gross practice income 

options. See Fixed income; Interest 

income; Life income 

percentage. See Gross sales 

pro forma estimate, sample, 154 
projection, 240-241 
protection. See Family income 

protection 

ratio. See Net-to-gross 

income ratio 

reporting. See Associates 

sources. See Disability 

statement, 133,421-423 

definition, 420 

quarterly report, example, 422 
ratios, 426-427 

statistics, 431-432 
taxation 

process, schematic 

representation, 378 
rates/brackets (2002), 386 

Income tax, 387, 402-404. See also 
Individual income tax 

deduction, 398 

determination, 378 

return, availability, 241 
Incorporation, articles, 74 

Indebtedness, 235. See also Graduation 

limitation, 236 

Indemnification, 76. See also Banks; 

Employers 

Independent contractors, payments, 402 

Independent practice associations 

CPAs), 40-41, 356 

Indian Health Service 

clinics, location/travel, 40 

facilities, residency positions, 37 
patient care positions, 39 

Individual income tax, 377 

reporting, 409 

Individual mean net income 

1988-2000, 7 
practice, type (2000), 8 

practice, years (2000), 8 

Individual proprietorship, 57,58 
advantages/disadvantages, 58 

contractual liability, protection, 75 
creation, 60 
liability, 60 

Schedule C, 26 

tax issues/considerations, 59-61 

Individual Retirement Account GRA), 51, 

87,93,437.See also Traditional IRA 

contributions, 382 

projected growth, 333 

usage, 332, 440. See also Roth IRAs; 

Savings Incentive Match Plan for 

Employees; Simplified Employee 

Pension IRA 

Index 451 

Individual taxation, 61 

Industry, local conditions, 24 

Inflation, effects (defraying),91 
Information. See Patient information 

analysis. See Business 

electronic transfer, 184 

exchange. See Negotiation 

requirement. See Offering proposal 

Informed consent, 111 

agreements, 308 

sample. See Contact lenses; Pupil 

dilation 

In-house finishing laboratory, 

equipment (requirement), 220 

In-house laboratories, 217 

equipment need/costs, 218-220 

liability issues, 223 

space requirements, 222-223 

Injuries/sickness, compensation, 

381 
In-office collections, letters (sample), 

Spl =3)5)6) 
In-office contact lenses development, 

302 
In-office laboratories, 222 
Installment 

notes, 233 

payment, 348 
Instant savings, 336 
Instrumentation/equipment, 175 

leasing. See Ophthalmic equipment; 
Ophthalmic instruments 

purchase, legal considerations, 

175-176 

selection, 177-179 

Insurability protection, 83-84 

Insurance, 49, 325-327 
beginning. See Disability 

claims, 345 

companies, types, 81-82 

cost, 86 

coverage, 434-436. See also 
Liabilities; Private disability 

insurance coverage 
maintenance, 236 

need, 85 
deductions, 398 

family policies, 116 
industry premiums (2000), 82 

information, 182 

list, 241 
payments, tracking, 182 

plans, 440-441. See also Group 
health insurance plans; Private 

insurance plans 

premiums, 66, 82,85 
after-tax dollars, usage, 85 

deduction, 395 

purchase. See Liabilities 

selling, types, 82 

special policies, 116 

types/use, summary, 437 
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Insurance policies 

conversion, 87 

flexibility, S6 
principal, 84 

Intangible assets, examination, 29 
Interest. See Security 

calculation, Rule of 78 (usage), 234 

deductions, 383, 397-398 
income (option), 84 
loan, sample. See Add-on interest 

loan; Simple interest loan 

prorating, 233 

rate, 235. See also Effective interest 

rate 
definition, 420 

transfer. See Partnerships 

Interest bearing checking accounts, 

434 

Intermediate-term capital, 135 
Internal marketing, 319-321 

Internal Revenue Service (IRS), 59,283, 

387 
dividend, 77 

regulations, 387 

requirements, 78 

Revenue Ruling 59-60, 29 
International Classification of Diseases 

(9th edition) Clinical Modification 

(CD-9-CM), 358, 361 
code, 276, 362 

International market funds, 327,329 
Internet marketing, usage, 304-305 

Internet-based financing sources, 138 

Interprofessional relations, 261 
Inter-referral relationships, value, 264 
Interviews. See Exit interviews; Office 

staff applicants 
expense allowances, 396 
questions, 202 

Intraocular disease, analysis, 104 

Intraocular pressure (IOP), 103 

Inventory 

advantages/disadvantages, 306 

analysis, 136 
computerization, 183-184 

control, 183-184, 210-211, 235. See 
also Frame inventory 

costs, 133 
management, computerization, 

181-182 
turnover, 426 

Investment-oriented whole life 

insurance coverage, 83 
Investments, 325.See aiso Personal 

investments 

appreciation, 436 

companies, financing source. See 
Minority enterprise small business 
investment companies; Small 

business investment companies 

convertibility, 436 

decisions, 436-438 

Investments (Continued) 

income. See Passive investment 

income 

production, 436 
interaction. See Assets . 

options, 327-330 
strategy, development, 330-331 

terminology, 329-330 

types, 438 
IOP See Intraocular pressure 

IPAs. See Independent practice 

associations 

IRA. See Individual Retirement Account 

IRS. See Internal Revenue Service 

Itemized deductions, 378, 383-385 

J 
Job 

analysis. See Office staff 

applicants, reference checklist 
(example), 202 

expenses, deduction, 383 

search expenses, deduction, 

398-399 
Jobson’s Eye Care Independent Survey 

(1998).8 
Joint/several liability, 64 
Joint/survivor annuities, 85 

Journal subscriptions, deductions, 

398 
Junior partner, 67 
Just-in-time replacement philosophy, 

307 

K 

Keogh plans,87,93 
contributions, 382 

usage, 334,440 

Key person, death protection, 434 
Knee/leg hole, usage, 169 

L 

Labor costs, 218 

Laboratory. See Full-service 

laboratories: In-house laboratories; 
In-office laboratories 

design. See Optical laboratory 

equipment checklist, 179 
orders, placement, 214 

practices, understanding, 213-214 
service, 212 

staff, 220-222 
technicians, finding, 221-222 

Landlord 

liability, 99 
payment, 152 

LASIK, 343 
Lattice degeneration, 103 

Leadership style, 244 

Lease. See Eye care practice; Gross 

lease; Net lease: Office leases; Step- 
up lease 

Lease (Continued) 

agreements, provisions. See Equipment 

cost, 178 

maintenance, 156 

renewal, 152-153 
term, 152-153,178 

Leasehold improvements, 156 

Leasing 

agencies. See Employees 

companies, financing source, 138 

financing, contrast, 177 

taxation considerations, contrast. 

See Purchase 

Lectures, 239 

‘Legal fees, deduction, 398 

Lending. See Truth-in lending 

institutions, questions. 

See Borrowers 

Lens design, 292, 296-297 
center, 167,296 

demonstration items, 297 
Lenses. See Contact lenses; Daily wear 

lenses; Extended wear lenses; 

Spectacle lenses 

inventory, 222 

pricing, 297-298 

Letters, usage, 315. See also Personal 

letters 

Liabilities 

claims, 75-76, 223 

risk, 252 

contractual obligations, 60 
copies, 25 
definition, 420 

insurance, 115.See also Personal 

liability insurance; Product; 

Professional liability 

coverage, taxation issues, 101 

purchase, 76 
issues. See Corporations; In-house 

laboratories 

sample list,421 

usage, 420-421 

Licenses, deduction, 398 

Licensure renewal fees, 66 
Life income (options), 84 

Life insurance, 49,81,435.See also Buy- 
sell life insurance; Permanent life 

insurance;Term life insurance 

companies, 81-82 

financing source, 137 

death proceeds, 381 

payment options, 84 
policies, 235-236. See also 

Survivorship 
types, 81 

proceeds, estate taxation 

(avoidance), 87 

provisions, 442 
taxation issues, 87 

types, 82-84 
uses, 85-87 



Lifestyle dispensing, 297 

Lighting, considerations, 167-169, 295 
Limited exclusions, 95 

Limited liability companies (LLCs), 
15-17, 25, 57-58, 389, 407 
combination, 73 

employer, 47 
formation, 59 

relationship. See Partnerships 
tax reporting, 408-409 

Limited Liability Company Act, 16 
Limited partnerships. See Tax-sheltered 

limited partnerships 
Limited payment life, 435 

insurance policy, 83 
Limiting charges, exemption, 370 
Liquidated damages clause, 25 
Liquidation, payments, 66 
Liquidity, 436 

measurement, 135 

Litigation, patient records (evidence), 

278, 283 

Living expense insurance, 114,116 

LLCs. See Limited liability companies 
Loan. See Long-term loans; Short-term 

loans 

agreement, provisions. See Banks 
applicant, evaluation, 136 

categories. See Financing 

obtaining, 136-138 
repayment, borrower capability, 136 

restrictions, 138 

sample. See Add-on interest; Simple 
interest 

securing, 136 
term, definition, 420 

Loan proposal, 236-241 
drafting, 238-241 
expenditures, inclusion, 240 

failure, 238 

research, 236-238 

sample, 237-239 

Lobby, design, 161 

Long-term capital, 135 
Long-term debt, 24 

Long-term disability, 94 
probability, 90 

Long-term loans, 136 

Low vision, 265 
devices, 191 

Lump sum (option), 84 
Lunch meetings, 239 

M 

MACRS. See Modified Accelerated Cost 

Recovery System 

Magazines, usage, 314 
Mail recall, postcard sample, 286 

Mail recall system, 286 
telephone systems, combination, 

287 
Mailings, usage, 315 

Main residence, sale, 381 

Maintenance. See Lease 

costs, increase, 154 

Major medical policy, 113 

Malpractice claim reporting 

requirements, 100-101 

Malpractice insurance, 97 
Malpractice proof, 101-102 
Managed care 

contracts, copies, 25 

interaction. See Medicaid; Medicare 

reimbursement, 355 

Management 

contracts, copies, 25 

functions, 193 

style, 244-245 

questionnaire, 246-247 
Theory X/Theory Y, 244, 245 

Marital deduction, 442 

Market 

funds. See Emerging market funds; 
International market funds 

share, 343 

decrease, 321 

Marketing, 187, 302-305, 313.See also 

External marketing; Internal 

marketing;Target professionals 

goals, 315-316 

research, 303 

results, 305 
strategies, 253,316 

usage. See Communication; Internet 

marketing 

Marketing plan 
components, 315-316 
development, 302-303 
sample, 316 

Maslow, hierarchy of needs, 247 

Matching amount, 335 
Matching funds, 336 

Materials 

codes, 361,362 

contracts, 25 

service fee, 343 

Matrix organization, 197-198 

Maximums (payment), 361 

Meals/lodging, deductions, 396 
Mean gross income (1996-2000). 

See Self-employed mean gross 

income 

Mean net income 

1988-2000. See Individual mean net 

income 

2000. See Employed optometrists 

Media 

article, publishing (example), 304 

planning, 303 
usage. See Print media 

Medicaid, 9,45, 367, 373-374 
billing information, 374 

managed care, interaction, 374 

plans, 228, 234 
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Medical] diagnoses, example, 358 

Medical expenses, deduction, 383 

Medical insurance, 357-361 
Medical payments 

coverage, 115 

insurance, 115 

Medical savings accounts (MSAs), 382 

Medicare+Choice plans, 373 
Medical Service Corps, 39 
Medicare, 9,45,51,367-371 

allowable fee, 357 

assignment agreement, 370 

authorization, 113 

claim 

payment, 368,370 
submission, 368 

coverage, 116 

covered services, 368 

demonstration programs, 373 
direct payments/reimbursement, 370 
eligibility, 367-368 
managed care, interaction, 371-373 

Medicare-eligible patients, medical 

eye service reimbursement. See 

Optometrists 

office/outpatient services, 342 
parity amendment, 339 

patients, documentation, 276 
plan, 228, 234 

requirements, 341 
select, 373 

taxes, 61,398, 402-404, 412 

rates (1993-2002), 412,414 

usage, 29 

Medicare insured group (MIG), 373 
Medicare volume performance 

standard (MVPS), 370 

Medicare+Choice, 373 

Medigap 

claims, 371 

coverage, one stop billing, 370 

Melanoma, 104 

Membership, deductions, 398 

Men, mortality/disability contrast, 90 

Mercantile lease arrangements, 38 

Mergers, 15 

MIG. See Medicare insured group 

Minority enterprise small business 

investment companies, financing 

source, 138 

Missed appointment reminder, sample, 

310 

Mission statement, 242,315 

example, 242 
Modified Accelerated Cost Recovery 

System (MACRS), 400-401 

usage. See Automobile deductions; 

Property 

Modifiers, 359. See also Procedural 

modifiers 

Monovision wear, limitations, 109 

Monthly expenses, example, 235 
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Mortality, disability (contrast). See Men 

Mortgage 

balance, payment, 434 

insurance, 114 

protection, 83,116 

rider, purchase, 434 

Motor vehicles 

business use, expenses 
(determination), 402 

depreciation, 399 

special rules, 401-402 
Moving expenses, 382,396 
MSAs. See Medical savings accounts 

Multidisciplinary clinics, available 

positions, 10 
Multiperil insurance, 99 

Multipractitioner office, 218 

Mutual assent (contract element), 46 

Mutual companies, 81-82 

Mutual funds, usage, 327, 328, 438 

MVPS. See Medicare volume 

performance standard 

Myopia, 103 

N 

National Board of Examiners in 

Optometry, examinations, 37,38 

National fee schedule, 370 

National Health Fair Week, 318 

National Practitioner Data Bank 

(NPDB), 100-101 
National Science Foundation survey, 194 

NCR forms, usage, 190 

Negotiated order of withdrawal 

(NOW), 434 
Negotiation. See Associateship 

agreement 

bargaining/haggling, 123-124 

closure/implementation, 124 
differences, narrowing, 123-124 

fact-finding, 121-122 

goals, establishment, 46 

goodwill, 122 

impasse, overcoming, 46 

information, exchange, 123 

initial proposals, 123 

planning/preparation, 122 

principles, 121 

relationship, establishment, 122-123 

terms, 203 

trust, 122 

Neighborhood section, 304 

Nest egg, creation, 434 

Net annual income determination, 

sample, 154 
Net income, 25-26, 44. See also 

Operations 

Net lease, 153 

Net profit, determination. See Business 

Net worth 

calculation, 326 

usage, 421 

Net-to-gross income ratio, 30 

Neutral pricing, 343 
New business starts, 24 

New housing starts, 24 

News releases, usage, 315 | 

Newsletter, sample, 302 

Newspapers 

classified advertisements, 200 

exposure, 314 

Next-door arrangements, 38 

Non-approved lenses, usage, 109 
Non-business deductions, 382 

Non-cash income reporting. See 

Associates 

Non-clinical activities, 37 

Non-compete clause, 25 
Non-governmental vision medical eye 

care plans, 9 
Non-health care professionals, 74, 269 

Non-participating (non-par) provider, 

370-371 
reimbursement, 370 

Non-participating policies. See Stock 
companies 

Non-penetrating trauma, 103 
Non-practicing policy, 100 

Non-prescription sunglasses, 298 

No-show rate, 286, 287 

NOW. See Negotiated order of 

withdrawal 
NPDB. See National Practitioner Data 

Bank 

O 

O-3 rank, 39 

Objectionable conduct, 156 
Occupational plans, 89-91 
Occurrence type policy, 100 

Ocular disease, diagnosis, 103-104 

Ocular health, evaluation, 109 

Offering proposal, information 

requirement, 25 
Office 

appearance, 253 

building, depreciation, 399 

building/remodeling, 171-172 

comfort, 254 

communication, 253-259 

computerizing, 187-190 

design, 159. See also Business; 

Optometric office; Practitioners 

equipment, updating, 29 
hours, 230-231 
location, 131 

management 

applications, 182-187 
systems, 29 

manual 

development. See Employees 
topics, 198 

organization, 227 

creation, 227-228 

Office (Continued) 

overhead 

expenses, 94 
insurance, 94, 435 

policies, 237 
records, insurance, 99 
room requirements, 171-172 

size, 171 

time, cutbacks, 29 

wiring, considerations, 172 

Office leases 
concessions, negotiation, 151-152 

contract clauses, 152-157 

copy, 241 
counsel, selection, 152 

location, 152 

‘understanding, 151 
Office staff 

formation, 228 

job analysis, 198-199 

management, 237 

member selection, legal 

considerations, 199-200 

need, 193-194 ; 
organization, 194-198. See alsoType 

I staff organization;Type LI staff 

organization;Type III staff 

organization 

planning, 193-194 
selection, 193 

process, 200-203 

training, 237-240 
goals/objectives, 237 

techniques, 237-239 
Office staff applicants 

first interview, 201 

hiring, 202-203 
qualifications, 194 

questioning, 201-202 

reference checking, phone (usage), 

202 
screening, 201 

sources, 200-201 

Officer positions, 74 
On-call care, providing, 37 

One-hour service, promotion, 217 

Open-angle glaucoma, 103 

Operating agreement, 63 

Operating costs, reimbursement, 153 
Operating expenses, 133,423 
Operations, net income, 423 
Ophthalmic dispensing, 237,291 

Ophthalmic drugs, usage, 104-105 
Ophthalmic equipment 

depreciation, 399 

leasing, 176-177 
Ophthalmic instruments 

depreciation, 399 

leasing, 177 

Ophthalmic market, 4-5 
shares (2000), 6 

size, estimation, 5 



Ophthalmic materials, 345 
information sheet, sample, 110 

orders, tracking (sample), 186 
pricing, 341-344 
tracking, 184-185 

Ophthalmologic codes. See General 
ophthalmologic service codes 

Ophthalmologists 

employment, 37 

interaction, 264 

Red Book, 130 
Optical, browsing, 162 
Optical companies, 200 

Optical dispensary, design, 166-167 
Optical industry, sales representatives, 

200 
Optical laboratory 

design, 167-170 
moonlighting, 220 

selection/usage, 209 

Optical sales representatives, meeting, 

209 
Optometric advisor, usage, 30-31 

Optometric expenses, deduction, 

383 
Optometric malpractice claims, 

optometrists (involvement), 102 

Optometric office, design, 160-172 

Optometric personnel, organizational 

model, 196 
Optometric practice potential, 

determination, 129-131 

Optometric referral centers, 265 
Optometric software, 190 
Optometric technicians, schools, 200 

Optometrists. See Self-employed 

optometrists 

Blue Book, 130 

employment, 36-37 
income, 7-8 
involvement. See Optometric 

malpractice claims 

mean net income (2000). See 

Employed optometrists 

Medicare-eligible patients, medical 

eye service reimbursement, 5 

number/distribution, 3-4 

personal liability, 76 
referrals, obtaining, 265-266 
services, 6-7 

third-party participation (1986- 

2000), 9 
U.S. demographics (1997), 129 

Optometrist-to-optometrist referrals, 

265 
Optometrist-to-population ratio, 

23,130 
Optometry schools/colleges, residency 

positions, 37 
Ordinary income, 381 

Ordinary life insurance policy, 83 

Ordinary life policies, 435 

Organization. See Corporations; Office 

organization; Professional 

associations; Professional 

corporations 

articles,65 
formation. See Business 

mode, 75 

Organizational model. See Optometric 

personnel 

Orthoptics, 361 

Out-of-pocket expenses, incurring, 21 

Outpatient clinics, residency positions, 

37 
Overhead 

calculation, 241 

costs, 218 

projection, 240 
expenditures, reduction, 152 

expenses, 94 

insurance. See Office overhead 

insurance 

Owner 

equity, 421 
definition, 420 

liability, 99 
Ownership. See Co-ownership 

restrictions, 75 

P 

Paid announcements, 314 

Pamphlets, usage, 314-315 
Paper recordkeeping, electronic 

recordkeeping (contrast), 271 

Paperless records, 344-345 
Papilledema, 104 
Parking, considerations, 171-172 

Partial year, 391 

Participating (par) provider, 370-371. 

See also Non-participating provider 

Parties, identification, 152 

Partners 

disability, 70-71 

income, 67-69 
splitting, 68-69 

liability, 64 
Partnerships, 14-17, 25,63, 389. See 

also Tax-sheltered limited 

partnerships 

advantages/disadvantages, 15 

agreement, 63,71 

negotiation, 65-71 

alternative, 59 

articles, 63 
benefits, 65,67 
buy-sell arrangements, 70 

characteristics, 64-65 
contractual liability, protection, 75 

expenses, 65-67 
income, 65-66 

interests, transfer, 65,67 
LLC, relationship, 65 
practice, philosophy, 65-66 
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Partnerships (Continued) 

profit, generation, 68 
tax reporting, 408 
taxation issues, 64-65 
termination, 66 

PAs. See Professional associations 

Passive investment income, 77 

Patents/copyrights, depreciation, 400 
Patient information, 182,233,349, 

364-365 
expansion, 181 

release, 276-278. See also Third 
parties 

screen, sample, 183 

storage, 182 

Patient records, 27,69-70 
evidence. See Litigation 

form/content, 272-276 

ownership/control, 271-272 

retention, 283 

transfer, sample letter, 28 

Patients, 200 

apprehension, alleviation, 254 

authorization, 278 

communication, 232-233, 237,251, 

257-258, 345 
complaints, triage, 232 

computer-generated information, 

example, 256 

computer-generated lists, 182 

consideration, 320 

data, recording, 344-345 
documentation. See Medicare 

expectations, 253 

explanation software usage, 

188, 189 
files, 50 

flow, 232 

bottlenecks, avoidance, 160 

interruption, 29 

history software, 187 

injuries, 60 

instruction, 109 
interaction. See Disabled patients; 

Recall 

management, 228-232, 299 

management, troubleshooting, 

233-234 

paper flow, 233 
perceptions, 319 

physical injury, 102 

placement, 159 
receipt generation, sample, 184 

reception, 232 

referrals, obtaining process, 

319-321 
registration form, sample, 364 

scheduling, 66, 231 

services information, sample, 186 
staff, introduction, 206-207 

telephone conversations, 232-233 

treatment rooms, 253 
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Payment 

deductions, 395 
methods, 344 
policy, 349 

Payroll information, 185 
PCs. See Professional corporations 

PDAs. See Personal digital assistants 

Pediatric care, 265 
Penetrating keratoplasty, 109 
Penetration pricing, 343 

Pension Benefit Guaranty Corporation, 

335 
Pension plans, 90,335. See also 

Professional corporations 

contribution, 382 
usage, 439-440 

Per capita income, 128 

Per member per month (PMPM) rate, 

356 
Periodic economic evaluation, 235 

Periodic payments, usage, 234 

Periodic reporting, 138 

Permanent disability, 50,84 

Permanent life insurance, 82-83 

Personal appearance, 253-254 
Personal computers 

linkage. See Equipment 

usage, 181-182 

Personal digital assistants (PDAs), 191 

Personal effects, insurance, 99 
Personal equity capital investment, 138 

Personal financial plan, development, 

325-326 
Personal financial statement, 241 

Personal insurance, 113,435-436 

taxation issues, 116 
uses, 115-116 

Personal investments, 93-94, 440 
income, source, 93 

Personal letters, usage, 315 

Personal liability insurance, 97-98, 
114,116 

Personal property insurance. See 

Unscheduled personal property 

insurance 

Personnel 

administrator, designation, 198 
management, 234 

Petty cash fund, 389 
PFFSPs. See Private fee-for service plans 

Pharmaceutical codes, 361 
Pharmacology, 191 

PHS. See Public Health Service 

Physical resources, 27-28 

Physician 

information, 362 

services, 373 
Plans, development, 272 

PMPM. See Per member per month 
Point of service (POS), 356 

Points, definition, 420 
Policyholder, risk class, 92 

Polycarbonate lenses, 109, 222 

Population 

age, 24 
estimation, 128 

growth rate, 23 
income level, 24 

ratio. See Optometrist-to-population 

ratio 

POS. See Point of service 

Positioning statement, 302 

Posterior vitreous detachment (PVD), 

103 
PPOs. See Preferred Provider 

Organizations 

Practice. See Disabled practice; Eye 

care practice 

newsletters, usage, 315 

philosophy. see Partnerships 
starting, timetable. See Private 

practice 

Practitioners 

absence, 231-232 

behavior. See Defendant practitioner 

billing/collections, 234-235 
early career, 86 
fees, comparison, 341 

late career, 87 

mid-career, 86-87 

office. See Multipractitioner office 

practice patterns. See Beginning 

practitioners 

private office, design, 170 

problem solving, 301-302 

referrals/consultation, 262 

remembrances, 268 

taxation, 234 

work, 211-212 

Preappointment system, usage, 287 

Pre-existing conditions, 361 
Preferred Provider Organizations 

(PPOs), 9, 355-356, 362 

Medicare+Choice plans, 373 

Pregnancy Discrimination Act (PDA), 

114 

Premises liability insurance, 98 
Premium 

amount, 86 

charge, 82 

increase, 92 

waiver, 95 
Prepaid health plans, 374 
Prepaid service agreement, sample, 30 

Present value formulation, 30 

Pretesting procedures, 239 
Price 

advertising, 317 

break-even analysis, usage. See Eye 

care practice 

Pricing. See Neutral pricing; 

Penetration pricing; Skim pricing 

Primary care case management plans, 

374 

Primary seller financing, 139 

Principal 
definition, 420 

guarantee, 327 
secure, 327-328 

Print media, usage, 304, 314 

Printed materials, usage, 254-255 

Privacy practices, notice, 278 

sample, 279-281 

Private disability insurance coverage, 71 
Private fee-for service plans (PFFSPs), 

Medicare+Choice plans, 373 

Private insurance plans,91-92 

disability coverage, 91-92 

continuation, 91 

policy 
** cost, 92 

maximum benefit, 92 

term, insurance (beginning), 91 

Private practice (starting), timetable, 

229-230 

Problem list 

documentation, sample, 273-274 

usage, 272 : 
Problem-oriented records. See Risk 

management 

system, 272 

Problem-solving panels, 239 

Procedural codes, 358, 361. See also 
Add-on procedural code 

Procedural modifiers, example, 359 
Procedures codes, example, 359 
Product 

acquisition, costs, 133 

liability insurance, 98 

testing, 188-189 
Productivity goals, example, 429 
Productivity statistics, 427-429 

example, 429 
Professional associations (PAs), 15-16, 

57-58, 407 

characteristics, 74-77 

examples, 75 
employer, 47 
formation, 59,76 

organization, 74 

services, scope, 75 

tax reporting, 409 

Professional communications, 

266-267 

Professional component, 227 

Professional consultations, 

development, 261-262 

Professional corporations (PCs), 

15-16,57-58, 407 

characteristics, 74-77 
examples, 75 

formation, 59, 76 

organization, 74 

pension/profit-sharing plans, 87 
services, scope, 75 

tax reporting, 409 



Professional courtesies, 234. See also 

Services 

inclusion, 234 

Professional liability, 59,75 

insurance, 49,97, 236,435 
insurance coverage, 97-99 

extent, 100 

policy, type, 100 
premiums, 66 

Professional referrals, development 
261-262 

Professional relationships, 

development/cultivation, 268 

Professionals, marketing. See Target 

professionals 

Profession-related expenses, 

deductions, 395,398 

Profit sharing, 334 
Profit-and-loss statement, 24 

book value adjustment, 29 
definition, 420 

usage, 26 

Profits 

analysis. See Excess profits 

division, 68 

motive, 57 

Profit-sharing plans, 90. See also 

Professional corporations 

Pro-forma analysis, usage, 153 

Progress notes, 272,276 

sample, 275 

Projections, drafting, 240 

Proliferative diabetic retinopathy, 103 

Proliferative retinopathy, 103 
Property 

acquisition, 235 

annual percentages, MACRS (usage), 

400 
coverage/insurance. See Scheduled 

property 
depreciation, 399-400 

description, 152 

insurance, 99 
liens, copies. See Tangible property 

liens 

taxes, increase, 154 

Proposal. See Loan 
information, requirement. See 

Offering proposal 
offer. See Eye care practice 

Proprietorship. See Sole 
proprietorship; Individual 
proprietorship 

Provider sponsored organizations 

(PSOs), Medicare+Choice plans, 373 

Provisions, 51. See also Associateship 

Proximate cause, 102 

Pseudophakia, 103 
PSOs. See Provider sponsored 

organizations 

Public Health Service (PHS), optometrist 

employment positions, 39 

> 

Public opinion surveys, 319 

Public relations, 303 

Pupil dilation (angle closure risk), 

consent agreement (sample), 105 

Pupillary dilation, usage, 231 

Purchase. See Eye care practice 

advice, 211-212 

budgeting, 176 
feasibility, factors, 22-24 

financing, 176 

leasing, taxation considerations 

(contrast), 177 

legal considerations. See 

Instrumentation/equipment 

valuation, 238-240 

PVD. See Posterior vitreous 

detachment 

Q 
Quality control, 212 

Question/answer sessions, 239 

Quick ratio, 426 

Quicken Business Cash Finder, 138 

R 

Radial keratotomy, 109 

Radio advertising, usage, 303-304, 314 
Ratio analysis, 426-427 
Real estate investment trusts (REITs), 

329 
Real property taxes, deduction, 398 
Recall 

attempts, patients (interaction), 288 

facilitation, computers (usage), 288 

methods, 285-287 

schedule, setting, 287 

systems, 285. See also Mail recall 

system;Telephone 
Reception area, design, 161-162 

Receptionist, 232 

position, 195 

Recitals, 47 
Recordkeeping, 218, 389-391 

basics, 271 

contrast. See Paper recordkeeping 

copies, keeping, 391 
documentation. See Risk 

management 
Records, 50. See also Paperless records; 

Patient records 

Recurrent disability, 94 
Red Book for Ophthalmologists. See 

Ophthalmologists 
Referrals, 261.See also Optometrist-to- 

optometrist referrals 

appointment, date, 266 
centers, residency positions. See Eye 

care 
follow-ups, 111 

information, 185 

letters, 266 

samples, 267, 268 

Index 457 

Referrals (Continued) 

obtaining. See Optometrists 

process. See Patients 

sources, encouragement process, 
262-263 

thank yous, 266-267 
usage. See Contact lenses 

Refund policy, 307-308 

Regulatory fees, deduction, 398 

Reimbursement, 276. See also Managed 

care; Optometrists;Third parties 

plans, 271.See also Government 
third-party reimbursement plans 
participation. See Third parties 

REITs. See Real estate investment trusts 

Relative value scale, 357. See also 

Resource-based relative value scale 

Renewal 

periods, 236 
right, 94 

Rents, 77, 153. See also Lease; Step-up 
rents 

automatic increases, 154-155 

expenses, deduction, 395,396 

reduction, 151 

rental per square foot per year, 

153-154 

Repairs/improvements/replacements, 

deductions, 395,396 
Repayment 

provisions, 235,236 
terms, 138 

Replacement value, 99, 114 

Report writing, 190 

computer software, 255 

Residencies, 10,37-38 

positions. See Eye care 

Residual benefits, 94 

Resource-based relative value scale, 357 

Restrictive covenants, 25,30, 50,69 

depreciation, 400 
examination, 29 

Retinal detachment, 103-104 

Retinoblastoma, 104 

Retirement, 67 

accounts, 331-336 
funds, accumulation/depletion, 439 

goals, 441 

income, 325,381 

plans, 248, 438-441. See also Self- 
employed retirement plans 

tax, 410 

Retreats, usage, 240 
Return, real rate, 329 

Revenue 

generation, 133 
Rulings. See Internal Revenue Service 

Revenue-producing activities, 170 

Riders. See Disability insurance; Whole 

life insurance policies 

usage, 83-84 
Risk contracts, 371-374 
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Silence, usage, 123 

SIMPLE. See Savings Incentive Match 
Scheduled property 

coverage, 115 
Risk management, 97,101 

coverage, 97-99 
extent, 100 insurance, 116 Plan for Employees 

policy, type, 100 Schoer Medical Marketing Solutions, Simple interest 

problem-oriented records, 111 202 application, 233-234 

recordkeeping/documentation, 111 Scholarship, 381 loan, sample, 234 

Risk tail, 100 Seating selection, consideration, 162 notes, usage, 234 

Role-playing sessions, 239 Secondary seller financing, 139 Simplified Employee Pension (SEP) IRA 

Roth IRAs Secondary skills, 195 annual contribution limits (2002), 334 
annual contribution limits (2002- Security contributions, 382 

2006), 332 deposit, 157 usage, 333, 440 
contributions, deductibility, 382 interest Single premium deferred annuities, 

income limits (2002), 333 agreement, 235 85-86, 441 

usage, 332-333, 440 copies, 25 Single premium immediate annuities, 

Royalties, 77 

Rule of 72,327 

Rule of 78 

impact. See Short-rated interest 

usage. See Interest 

Rush jobs, methods, 212 

S 

S corporations, 15-17, 407.See also 

Subchapter S corporation 

employer, 47 
tax reporting, 409 
usage, 17 

Safety glasses, 109, 223 

Salaries, 45.See also Employees 
deduction, 395-396 
determination. See Associates 

Sales representatives, 210. See also 

Cosmetic/jewelry sales 

representatives; Optical industry 

meeting. See Optical sales 

representatives 

Sales taxes, deduction, 398 

Savings. See Instant savings 

account, 434 
early withdrawal, penalty, 382 

Savings Incentive Match Plan for 

Employees (SIMPLE) IRA 

contributions (2002-2005), 334 

usage, 333-334 
Savings institutions, financing source, 

137 
SBA. See Small Business Administration 

Schedule A, 398 

calculation, 61 

miscellaneous expenses, deductions, 

385 
sample, 384 

Schedule C, 392,395,399, 409. See also 
Seller tax return; Individual 

proprietorship 

sample, 393-394 
usage, 60,416 

Schedule D, 381 

Schedule K-1,64, 409 

Schedule (list), 47 

Schedule SE, 382, 387 

sample, 413 

Self-employed health insurance 
deduction, 382 

Self-employed mean gross income 

(1996-2000), 8 

Self-employed optometrists, 57, 113 
Self-employed practitioners, 73, 113 
Self-employed retirement plans, 89-90 

Self-employment, 9 

options, 13 

taxes, 60, 382, 387,412-414 

Self-funding policy, 83 

Self-insurance, providing, 98 

Seller financing, 138-139 

advantages/disadvantages, 139 

Seller tax return, Schedule C, 25 

Senior partner, interest, 69 

Senior-junior partnership, 69 
SEP. See Simplified Employee Pension 

Services 

agreements, 308 

sample. See Prepaid service 

agreement 
codes. See Evaluation/management; 

General ophthalmologic service 
codes 

contract, 349 

sample, 350 
date, usage, 400 

discounted fee, 357 
fees, 340-341, 356-357. See also 

Materials 

information, 184 

payment, 156, 347-348 
methods, 348 

plans, 356 
professional courtesies/exchanges, 

267-268 
Settlement option, 84 

Shared expense agreement, 17-18 
Shopping goods sales, 128 

Short-rated interest, Rule of 78 

(impact), 235 
Short-term capital, 135 

Short-term debt, 24 

Short-term loans, 135, 136 

Short-term notes, renewability, 233 

Sickle cell hemoglobinopathy, 103 

Signature on file, usage, 362 

84-85, 441 

Skim pricing, 343 
Small Business Administration (SBA), 

financing source, 138 

Small business investment companies, 

financing source, 138 

Small claims court, 350-351 

SMART. See Specific Measurable 
Achievable Results-oriented Time- 

bound 

SOAP See Subjective findings Objective 
findings Assessment Plan 

Social factors, 24 

Social Security, 60-61, 90, 387 

benefits, 93,203 
income source, 93 
taxes, 398, 402-404 

rates (1993-2002), 412, 414 

reporting, 409-414 
usage, 331-332, 439 

Social Security Act 

Title XIX, 373 
Title XVIII, 367 

Social Security Administration, 367 
Software. See Optometric software 

knowledge, 189-190 

prioritization/selection. See 

Computer software 

programs, advantages, 183 
systems 

advantages, 187 

user friendliness, 189-190 

Sole proprietorship, 13-14, 25,59 
advantages/disadvantages, 14 

liability, 60 

tax reporting, 407-408 
Sony corporations, job applicant 

interviews, 203 

Speaking engagements, 318-319 

Specific Measurable Achievable 

Results-oriented Time-bound 
(SMART), 326 

Spectacle frames, 109-111 

sources, 209-210 

Spectacle lenses, 109-111 
Spectacle prescriptions, 277 

Spendthrift clause, 84 
Sports vision specialists, 266 
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SS-4. See Form SS-4 Target reach, 314 
Staff, 356. See also Laboratory; Office Tax Reform Act (2000), 378 

staff Taxable income, 378 
assessment checklist, 238 Taxation/taxes. See Business; Double 

Third parties (Continued) 

patient information release, 277 

reimbursement, 355 

plans. See Government third-party 
compensation, determination, 

205-206 

goal sheet, sample, 241 

introduction. See Patients 

lounge, design, 170 

meetings, 239-240 
activities, 239 

agenda, 240 
members 

addition, preparation, 194 
control, 242-245 
direction, 244-245 
knowledge, requirement, 206 

retreat agenda, 241 

steps, reduction, 159 

support, 302 

Staff model HMOs, 40-41 

Standard deduction, 382-383 

2002, example, 383 

Standard mileage rate, 402 

Start-up capital, support, 134 
Start-up costs, 233 

Start-up expenses, estimation, 137 

taxation; Income tax; Individual 

income tax; Individual taxation 

computation, 385-386 

credits, 386 
deductions, 383, 395, 398 
filing requirements, 387 

filing status, 378 

issues/considerations, 51-53. See 

also Corporations; Disability 

insurance; Liability; Life insurance; 

Partnerships; Individual 
proprietorship 

liability, 408 
payments, 133 

penalties, 387-388. See also Federal 

tax penalties 

planning, 325 
reduction, 336 
reporting, 407 

Tax-deductible retirement plan, 
contributions, 382 

Tax-deferred contributions/earnings, 

336 

reimbursement plans 

vision/eye health reimbursement 

plans, participation, 29 
Title, usage, 419 

Total debt service, 423 

Total expenses, 423 
Total return, 330 

Trade creditors, financing source, 138 

Trade names, 76-77 
Traditional IRA, 440 

annual contribution limits (2002- 

2006), 332 

tax deductions (2002), 333 

Training assistants, 305-306 
Training program, design objectives, 

239 
Transit coverage, 99 
Transition period. See Eye care practice 

Transportation expenses, deduction, 

Oy 
Travel/entertainment expenses, 

deductions, 396-397 
Treatment rooms, 166 

Trust, 122-123.See also Negotiation State death taxes, credit, 443 Tax-sheltered limited partnerships, 

Statute of limitations, 283 437 

Step payments, 347 Team player, 195 
Step-up lease, 152 Technical skills, 237 

Step-up rents, 155 Telephone 

Truth-in-Lending, 348-349 

Tumors, 104 

Turn key service, offering, 160 

Type I staff organization, 195-197 
Stock companies, non-participating 

policies Gssuing), 81-82 

Stocks, usage, 326-328, 438 

Storage rooms, design, 170 

Straight life immediate annuity, 85 

Student loan interest deduction, 382 

Studenthood, 85-86 

Subaccounts, 329 

Subchapter S corporation, 59,65, 

availability, 232 

busy signals, 232 

communications, 252-253 

conversations. See Patients 

etiquette, 252 

listing, 315 
personality, 201,232 

recall system, 286-287 
service, 228 

Type II staff organization, 197 
Type IL staff organization, 197 

U 

Umbrella coverage, 100 

Unemployment taxes, 402-404 
reporting, 414-416 

Unified Credit, 442-443 
deduction, example, 443 

77-78, 398 skills, 306 usage, example, 442, 443 

formation, 59 voice, 232 Unified gift, example, 442 
Subchapter S status, election, 77 Television, usage, 304,314 Uniform Commercial Code filings, 25 
Subjective findings Objective findings Tenancy, 433, 442 Uniform Partnership Act (UPA), 63 

Assessment Plan (SOAP), 276 Tenant Uniform Simultaneous Death Act, 441 

liability, 99 Uniformed services, 39-40 

mix, 155 Uninsured motorist insurance, 115 

Term life insurance, 82 Universal life insurance policies, 83. 

policies, 85 See also Survivorship 
Term policies, 435 Universal life policies, 435 

Subletting, landlord consent, 155 

Subpoena duces tecum, 283 
Sub-S status, election decision, 59 

Summary letters, 266-267 

Summary reports, 266 
Surveys, 239 Termination, 50-51 Unscheduled personal property 

Survivor annuities. See Joint/survivor Testing, purpose (description), 255,257 insurance, 114,116 

annuities Tests/procedures, automation, 252 UPA. See Uniform Partnership Act 

Survivorship Theory X/Theory Y. See Management U.S. Army/Air Force/Navy, optometrist 

right, 433, 442 Therapeutic drugs, 104 employment positions, 39 

universal life insurance policies, 83 Third parties U.S. Bureau of Labor Statistics, 204 

contracts, copies, 25 U.S. Census Bureau, 204 

T fees, 341 U.S. Department of Health and Human 

Services (DHHS), 100-101, 278 

U.S. Department of Labor, 239 

U.S. Economic Census, 131 

health care plans, 228 

participation (1986-2000). See 
Optometrists 

Tangible property liens, copies, 25 
Target professionals, marketing, 

263-266 
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U.S. Food and Drug Administration, 212 

U.S. military posts, 37 
U.S.Supreme Court, rulings, 317 

Usual fees, 356 

Utility costs, deduction, 395,398 

Vv 

VA. See Veterans Administration 

Value, factors. See Eye care practice 

Variable annuities, 329 

Variable expenses, 423 
Variable life insurance policies, 83 

Variable life policies, 435 
Variable universal life insurance 

policies, 83 

Vehicles 

deductions. See Automobile 

deductions 

insurance, 115 

uses, 116 

operation, actual costs, 402 

Verbal agreements, 47 
Verbal communication, 255-257 

Vestibule, design, 161 

Vesting 

period, 334 
schedule, 336 

Veterans Administration (VA) 

associateships, 35 
hospitals, residency positions, 37 
staff positions, 38 

Videotapes, usage, 255 

Vision 

care, 373 

insurance, 357-361 

problems, models, 257 

therapy, 191 

Vision Service Plan, 9,228 

von Hippel-Landau tumors, 104 

Ww 

W-2.See Form W-2 

W-4. See Form W-4 
Wage and Hour Division, 199 
Wages, deduction, 395-396 
Waiting period, 114 

Waiting room, 161 
Walk-in patients, serving, 231 

Walk-ins, 232 

serving, 230 

Wall-mounting shelving, 164 
Warranties, 213.See aiso Eye care 

practice 

one-time only stipulation, 299 

Wave method, 231 

Web sites, usage, 201 

Wheelchair access, providing, 159 

Whole life insurance policies, 83, 434. 

See also Investment-oriented whole 
life insurance coverage 
riders, 83-84 

Whole life policies, 435 

Williams Marketing, Inc., 197 

Wills, 441-442. See also Complex wills; 

Holographic/handwritten wills 
Withholding 

determination, sample, 52 
requirements, 61 

Within normal limits (WNL), 110 

WNL. See Within normal limits 

Work hours, calculation (1990-2000), 7 

Workers, compensation, 98 

Working capital ratio, 426 

Written agreements, 47 

‘6 

YAG capsulotomy, 103 
Yellow Pages, 130 

> advertising/advertisement, 313 

sample, 305 

Yield, definition, 329 

Z 

Z-87 logo, identification, 109, 223 

Zip code sectional areas, 128 

Zoning laws, 157 
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