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Where does the Money go 
in the Healthcare System?y
Jan Vest, CEO
Signature Medical Group

Where Does The Money Go?
We don’t take care of ourselves.
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Missouri - We Can Do Better!

The Health Care Industrial Complex
-Created and Supported by the US Taxpayer 

-What Has Government Policy Controlled Industry design delivered?
-A Mess and Higher Costs – and Quality of Care Problems

Government Policy for Sale $300 

Hospitals – Non-Profit 
and For Profit

Health Insurance Companies
Medicare

$
million a 
year in 
Lobbying 
fees to 
influence 
policy

Drug 
Companies

Medical Device
Companies

Doctors
Patients

Employers
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Health Plans Stock Prices have soared 
since 2001.

Where does the money GO?
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Where does the money GO?

Merck RX

Latest Full Context Quarter Ending Date 2007/06

Gross Profit Margin 82.6%

EBIT Margin 29.8%

EBITDA M i  24.3%EBITDA Margin 24.3%

Pre-Tax Profit Margin 28.1%
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Pfizer

Latest Full Context Quarter Ending Date 2007/06

Gross Profit Margin 87.4%

EBIT Margin 24.6%

EBITDA Margin 38.8%

Pre-Tax Profit Margin 23.6%

The 
Operating Margin
for Providers is 
Very Lean.
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Challenges Facing Physicians
Educated Patients!

Challenges Facing Physicians
Risk of Litigation



8

CMS reimbursement for total hip 
arthroplasty physician services has 
decreased 39% during the last 15 years

$2,200 in 1991 $521 787$ , $521,787
2005 Median 
Overhead 
Cost

$1,336
2006

1991 – MGMA Survey Average Overhead 
Cost for Orthopedic Surgeon $225,000

1991 to 2007 comparison Costs
for Total Hip Replacement

Hospital Medicare PMT   
1991--$8,489 2007 -$10,644

Selling Price of Implant
1991---$2,841 2007 - $6,437

Physician Medicare Payment

1991 --- 2 200 2007 --- $ 1 3361991 2,200 2007 $ 1,336
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Medicare is going to continue cutting 
physician payments --- until when?



10

Where will they come from and why will they go 
into medicine – if working conditions are bad?
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The Pricing Of U.S. Hospital
Services: Chaos Behind A Veil Of Secrecy
An economist’s insights into what causes the variation in pricing, and
what to do about it. -- by Uwe E. Reinhardt

Concluding ObservationsConcluding Observations

The bewildering and sometimes troublesome picture of contemporary U.S. 
Hospital pricing is not entirely of hospitals’ own making. They are part of 
a wider system of health care financing whose administrative 
expense now ranks as a major cost component of U.S. health care 
(as much as 25 percent).

H o s p i t a l P r i c i n g
HEALTH A F FA I R S ~ Vo l u m e 2 5 , Nu m b e r 1 6 7, p.36

The Mission of Not-For-Profits and the 
Community – Just a Question
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5000 too many beds – and $1Billion in hospital 
construction --- in the face of these statistics –
are we allocating resources wisely?

Out Patient Physician Owned Facilities 
Reduce Cost and Improve Quality
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Do We Vote for More of This?

Government Policy for Sale $300 

Hospitals – Non-Profit 
and For Profit

Health Insurance Companies
Medicare

$
million a 
year in 
Lobbying 
fees to 
influence 
policy

Drug 
Companies

Medical Device
Companies

Doctors
Patients

Employers

Stop Regulatory Totalitarianism 
We can’t afford it now and it will only lead to a worse 

situation in the future.

The Urban Hospital Industry coupled with the Health 
Insurance Middleman has a vice grip and are restraining 
competition  competition. 
Only the customer can reform it. 
Support transparency and encourage competition. 
Hospitals can own Doctors; But – should they force 
patients to use more expensive services? MRI $500 in 
free standing facility -- $1,200 in hospital facility.
PT $1,500 hospital service -- $ 1,100 alternative 

Encourage Nurse Case Management to coordinate care 
and price information. What is ethical and what is not? 
Price gouging is not in my opinion. 

http://online.wsj.com/public/resources/documents/info-
launch.html?project=healthcare0307&w=950&h=503


