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Appendix D – Financing and Reimbursement Assessment

Financing and Reimbursement 

The information in the sections below was previously provided by the American Academy 
of Pediatric Dentistry under a contract with CMS (previously the Health Care Financing 
Administration) and was not related directly to the State dental reviews.  The information 
has been updated where appropriate.

A. Program Financing and Payments5

1. Funding Levels for Public Dental Programs for Children

The financing of public dental programs for children varies from State to State.  Except 
for a few States that have made substantial recent changes, Medicaid funding and 
reimbursement levels have been widely regarded as a key factor in low participation by 
dentists.  Ready sources of data have only recently become available to guide policy 
makers and program administrators in identifying the level of program funding that may 
be necessary to provide low- to moderate-income children with access to appropriate 
dental care.

Historically, commercial dental plan databases have had limited applicability because 
they generally reflect the care provided to children from middle-to-upper income 
households.  Children from these households tend to have good access to comprehensive 
dental services and use dental services according to recommended periodicity schedules.  
However, children from these households now have much less dental disease and 
treatment needs than do children from lower-income households. Conversely, data from 
public programs reflect the use of dental services by low-income children who have 
relatively high levels of disease and treatment needs, but who have had limited access to 
dental services.  The problem of using raw data from public (e.g., Medicaid) programs is 
further confounded by historically low levels of program funding that, in turn, are 
reflected in reimbursement rates that often are well below dentists' normal fees. 6

2. Actuarial Estimates of Necessary Funding Levels for Publicly Financed 
Children’s Dental Benefits Programs

Faced 
with the absence of suitable existing data sources, concerned parties have turned to 
actuarial approaches to develop program financing and cost estimates for publicly funded 
pediatric dental programs.

5 This section draws largely on material prepared by James J. Crall, DDS, ScD, for a paper commissioned 
for the U.S. Surgeon General’s Workshop on Children and Oral Health, currently in press in the Journal 
of Ambulatory Pediatrics, and work supported by the Children’s Fund of Connecticut, Inc. and the 
Connecticut Health Foundation.

6 United States General Accounting Office.  Oral health: factors contributing to low use of dental services 
by low-income populations.  GAO/HEHS-00-149. September, 2000.
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a) American Academy of Pediatrics Analysis
The American Academy of Pediatrics (AAP) commissioned the firm of Towers Perrin to 
develop actuarial estimates of the costs of providing comprehensive health benefits, 
including dental services, for children covered by SCHIP.  The Towers Perrin actuaries 
developed per-member-per-month (PMPM) estimates for what States should expect to 
pay health plans for services outlined in an AAP policy statement, “Scope of Health Care 
Benefits for Newborns, Infants, Children, Adolescents, and Young Adults Through Age 21 
Years.”7 (Statement revised March 2006.8

b) Reforming States Group Analysis

)

The study included cost estimates for inpatient facility use, outpatient facility use, 
physician services, vision services, hearing aids, dental services, and pharmacy services 
based on regional utilization statistics.  Results demonstrated that providing a 
comprehensive health benefits package, which is essential to children’s optimal health
and well-being, can be done at relatively moderate overall cost.  The national average  in 
1998 was calculated to be $101.47 per member/child per month (PMPM), or roughly 60 
percent to 70 percent of the cost of providing similar health care benefits to the general 
U.S. population as a whole (i.e., adults and children).  The cost of providing coverage for 
preventive, diagnostic and rehabilitative dental services (with orthodontic coverage 
limited to services deemed to be medically necessary) for SCHIP-eligible children was 
estimated at $20.35 PMPM, or approximately 20% of the total cost of overall child health 
care benefits.   

The Reforming States Group (RSG), with support from the Milbank Memorial Fund, 
commissioned the firm of PriceWaterhouseCoopers to develop an interactive actuarial 
model that States can use to develop program funding requirements and cost estimates for 
dental benefits for children enrolled in public programs such as SCHIP and Medicaid.  
For this project, the actuaries used data from the California dental Medicaid (Denti-Cal) 
program to determine the costs of pediatric dental services at market-based fees (i.e., 
dentists’ charges discounted by 20 percent) for a population of children whose use of 
services mirrored those enrolled in the California Medicaid program.  The resultant 
estimate for the cost for dental services under this program was approximately $14 
PMPM in 1999.  The RSG model may be found on the Internet at 
www.milbank.org/990716mrpd.html.

The AAP and RSG figures are not directly comparable.  The AAP estimate reflects what 
States should expect to pay managed care health plans in the way of premiums, including 
program administration costs that typically range between 10-15 percent of total 

7 Available on the Internet at: 
http://aappolicy.aappublications.org/cgi/content/full/pediatrics%3b100/6/1040.   

8 “Scope of Health Care Benefits for Children from Birth through Age 21” See 
http://aappolicy.aappublications.org/cgi/content/abstract/pediatrics;117/3/979
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premiums.  The RSG figure reflects the costs of dental services only (i.e., without 
program administration costs).  Adding 15% program administration costs would result in 
an estimate of roughly $17 PMPM.  The data and methods used to derive the respective 
estimates also differed.  The AAP/Towers Perrin study started with data from 
commercially insured children and adjusted for additional treatment needs of SCHIP 
enrollees based on epidemiological data from the Third National Health and Nutrition 
Examination Survey (NHANES III).  The RSG/PriceWaterhouseCoopers figure reflects 
use of services by California Medicaid enrollees without adjustments for unmet treatment 
needs; thus, the figure represents a conservative estimate of funding requirements.  In 
spite of their differences, these models define a fairly consistent cost estimate of 
approximately $17 PMPM for premium costs in 1999, using a 15 percent cost estimate 
for program administration, for SCHIP-eligible children.  Medicaid-eligible children have 
higher overall dental caries experience and higher levels of unmet treatment needs.  
Accordingly, cost estimates for Medicaid-eligible benefits would be expected to be 
somewhat higher initially (i.e., while the backlog of their unmet treatment needs are 
being addressed); thereafter, the ongoing costs of coverage for Medicaid-enrolled 
children obtaining continuing oral health maintenance services would be expected to 
decrease.    

c) American Academy of Pediatric Dentistry Analysis

The American Academy of Pediatric Dentistry (AAPD) commissioned a major 
international consulting firm to conduct an actuarial analysis of dental benefits premium 
costs for children covered by commercial plans and Medicaid.  The firm prepared 
utilization and price values for children’s dental services by State for commercially 
insured and Medicaid-eligible children residing in urban and rural areas.  Data provided 
by the actuaries reflected differences in commercial and Medicaid rates (payments) as 
well as differences in utilization of services by commercially insured and Medicaid 
eligible children.  Results also reflected adjustments for differences in dental disease 
levels between the Medicaid population and the general population based on information 
provided by the AAPD. Continuance tables developed for each state indicated that 
national averages for dental benefits premiums for Medicaid-eligible children in 2005 
were $19.79 PMPM for rural areas and $25.96 in urban areas in 2005.  Additional details 
of the methodology and state-level premium costs are available from AAPD.  

3. Historic Funding Levels in Public Pediatric Dental Care Programs

Funding requirements and cost estimates derived from the actuarial models highlighted 
above are generally consistent with estimates derived from a more general model 
developed by the American Dental Association and government surveys of actual 
expenditures for children not covered by public programs.  However these recommended 
funding levels generally represent multiples of current PMPM funding levels for 
Medicaid dental programs.  These and other sources also indicate that 15-30 percent of 
pediatric health care expenditures in the private sector are attributable to dental care, 
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depending on age group and the time period when the comparisons were made.9

4. Reimbursement for Dental Services

Historic 
funding levels for public pediatric dental care programs stand in stark contrast to these 
figures.  For example, Medicaid expenditures for pediatric dental services will comprise 
less than 5 percent of Medicaid pediatric health care expenditures according to CMS 
fiscal year 2009 estimates.  That is, roughly 1/3 to 1/4 of the resources provided for non-
Medicaid children.  Although consideration must be given to the fact that many children 
with multiple or severe medical problems often are enrolled in Medicaid, a substantial 
gap in funding levels exists in most States between current Medicaid dental program 
allocations and market-based requirements.

Dental services are produced and must be purchased within relatively small local areas.  
The prices that dentists charge for dental services reflect a multitude of supply and 
demand determinants, but generally vary according to differences in production costs, 
which in turn, vary by State and region. 

a) U.S. General Accounting Office Study

In its evaluation of factors contributing to low use of dental services by low-income 
populations, the U.S. General Accounting Office (GAO) noted in April 2000 that the 
primary reason cited by dentists for not treating more Medicaid patients was “payment 
rates are too low.”  The GAO’s survey of all 50 States plus the District of Columbia 
noted that “Medicaid payment rates are often well below dentists’ normal fees.”  GAO 
comparisons of Medicaid payment rates also showed significant variation across States 
for different procedures relative to average regional fees.  

On average, the mean Medicaid reimbursement rates for all State programs were found to 
be equal to or slightly greater than the 10th percentile of fees charged by U.S. dentists for 
three of 15 procedures selected for the GAO survey (new and periodic examinations and 
fluoride applications).  That is to say that only about 10% of dentists would view the 
Medicaid rates as comparable to their usual fees.  Mean Medicaid reimbursement rates 
for the other 12 procedures used for the analysis were less than the fees routinely charged 
by even the lowest 10 percent of dental providers, oftentimes by a considerable margin.  
Thus, it is not surprising from an economic perspective that, at the time of the GAO's 
survey, 10 percent of dentists or less were “meaningful” participants in most State 
Medicaid programs. [NOTE: ‘Meaningful’ here refers to dentists who provide significant 
amounts of services to Medicaid beneficiaries -- e.g., >$10,000 in services]

The GAO report also sought to determine whether Medicaid reimbursement rate 
increases in many States had made a difference in a State’s ability to improve access.  
The GAO findings showed that most of the States that reported improved utilization paid 
at rates that were at least two-thirds of average regional fees (a level which generally just 

9 The proportion of total pediatric health care expenditures attributable to dental services has actually 
declined in recent years because pediatric dental care expenditures are increasing at lower rates than 
other pediatric health care expenditures (AAPD Dental Cost Model for Children by State, 2005). 
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covers production costs -- excluding dentist compensation -- for dentists who charge 
average fees and below production/overhead costs for dentists who charge higher-than-
average fees).  Most States without improvement had lower payment rates.  

b) ADA Compendium

The American Dental Association (ADA) has published two editions of a report entitled, 
“State Innovations to Improve Dental Access for Low-Income Children: A 
Compendium.”10

Notes that experience in several States (e.g., Georgia, Indiana, Michigan and South 
Carolina) suggests that raising reimbursement rate limits to levels that approximate the 
75th percentile of prevailing fees in the State can significantly increase access and 
utilization of dental services by Medicaid-eligible children and participation by dentists 
in Medicaid, especially when such initiatives are actively promoted by State dental 
organizations and commercial intermediaries in those States that contract with 
commercial plans to administer Medicaid benefits.  More information on this subject can 
be found in a publication posted on the ADA website at:  

This report provides a state-by-state overview of efforts to address 
barriers that impede access to oral health services for children served by Medicaid and 
the State Children’s Health Insurance Program (SCHIP).  The 2005 ADA Compendium

http://www.prnewswire.com/mnr/ada/20973/.

Although definitive results are not available, information on recent rate increases in 
several States suggests that higher levels of dentist participation in Medicaid can be 
expected when reimbursement rates for common pediatric dental procedures are raised to 
the 50th percentile of prevailing fees.  For example, in January 2008 the State of 
Connecticut carved out dental benefits from its global Medicaid Managed Care program 
and contracted with a single Administrative Services Organization to administer 
Medicaid dental benefits for children under a no-risk arrangement.  The changes in 
reimbursement rates and benefits administration resulted in an increase of more than 100 
percent in the Connecticut Medicaid dental provider panel.  A similar rate structure --i.e., 
reimbursement approximating the 50th percentile for over 50 pediatric dental procedures -
- was implemented in the State of Texas in 2007.

The table below shows CT Medicaid reimbursement rates prior to the recent increase.  
Prior to the increase, Medicaid reimbursement rates were less than the 1st percentile of 
prevailing fees for 10 of the 15 selected procedures and below the 10th percentile for the 
remainder.  A review of data compiled by the American Dental Association for its 2004 
Compendium Update (see reference above) revealed that in 41 states, the majority of 
Medicaid dental reimbursement rates for common children’s dental procedures remained 
below the 10th percentile and frequently were below even the 1st percentile of dentists’ 
fees – meaning that the Medicaid rates were lower (and often substantially lower) than 
the fees charged by any dentist in the respective states.  As noted above, the State of 
Connecticut raised Medicaid reimbursement rates to levels corresponding to 
approximately the 50th percentile of dentists’ prevailing fees for the majority of dental 

10 American Dental Association. State Innovations to Improve Access to Oral Health Care for Low 
Income Children: A Compendium Update. Chicago: American Dental Association: 2005.
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procedures commonly provided for children in 2008.   

c) Global versus Selective Reimbursement Rate Adjustments

Many States reimburse at higher relative rates for selected procedures or categories of 
services (e.g., diagnostic and preventive services) within their Medicaid fee schedules. 
This well-intended strategy provides additional economic incentives for dentists or other 
providers to deliver these services and may increase crude access statistics.  However, 
this strategy generally provides inadequate incentives for dentists to provide the full 
scope of services required by Medicaid enrolled children (e.g., restorative treatment for 
decayed teeth) since procedures that are more technically demanding and often require 
advanced behavior management approaches to achieve a child’s cooperation are 
reimbursed at relatively lower rates. This often results in Medicaid dental service profiles 
that are not consistent with data obtained from national, State-wide or regional surveys of 
low-income children’s disease levels and treatment needs.  In effect, the program may 
end up allocating most of its resources for diagnostic and preventive services while the 
restorative and surgical treatment needs of large numbers of children remain unmet.
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d) Periodic Reimbursement Rate Adjustments

The costs of dental services continue to increase as a result of increasing production costs 
(salaries, supplies, rent, etc.) and demand for services.  The graph below, which uses data 
from the American Dental Association, depicts the annual incremental and cumulative 
effects of increases in the cost of dental services over a seven-year interval (1993-2000). 
Increases in dental costs averaged between 4 and 5 percent annually during this period, 
and data reported in the AAPD 2005 Cost Study indicate that annual increases between 
1998 and 2005 have remained at approximately 4.5 percent.  The cumulative effect of 
these rather modest annual increases over the relatively short time interval of seven years 
is cost increases approaching 40 percent.  Historically, State Medicaid programs have not 
adjusted reimbursement rates on a regular (e.g., annual) basis, contributing to erosion of 
purchasing power and growing dentists’ dissatisfaction as Medicaid reimbursement 
schedules that fall further and further outside market conditions over time.  

5. General Financing Considerations for Medicaid Children's Dental 
Program Improvements

In anticipating the fiscal consequences of changes made to reimbursement for children's 
dental programs, the following considerations likely will apply, particularly in States 
where Medicaid reimbursement rates vary considerably from current market rates:11

11 The information in this section is drawn from work of  J. Crall and B. Edelstein for the Children’s Fund 
of Connecticut, Inc. and the Connecticut Health Foundation.

Improvements Will Cost More – Developing and sustaining an effective, market-based 
dental care system for underserved  Medicaid populations may require the commitment 
of considerably more financial resources than may currently be allocated because:  
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� More children will be served and have more of their treatment needs met, thereby 
increasing expenditures for dental treatments. 

� New and expanded systems capacity expenditures may increase as new or improved 
support functions are put on line (e.g., information systems, provider training, disease 
management, care coordination, outreach, and safety net improvements).  

Ongoing Costs Will Be Less than Initial Costs - Expenditures usually will be higher 
initially than after the system has stabilized.  This “front-loading” arises from pent-up 
demand and market-based purchasing adjustments on the treatment side and from initial 
capital costs for public health and systems capacity development.  As children receive 
care, unmet need should decline and ongoing "maintenance" level costs should be less 
than initial costs.  

Proportionality - The costs of market-based purchasing of dental services will continue 
to be very modest relative to total State Medicaid expenditures because current Medicaid 
expenditures for dental services comprise such a small portion of total program 
expenditures.  Therefore, Medicaid dental program improvements will require significant 
increases over current spending levels on dental programs, but relatively little increase in 
overall public spending. 

Potential Savings and Offsets - Dental program improvements can be expected to yield 
significant savings in treatment costs on an individual level – i.e., on average, ongoing 
treatment costs per individual to maintain oral health will be less over time.  These
savings at the individual level will accrue from reducing disease burden (and need for 
dental treatment) and tailoring dental prevention and treatment to levels of risk.  This is 
particularly likely for very young children (i.e., the 5% of children with catastrophic 
treatment needs that often require costly hospital services in addition to significant dental 
treatment costs and account for approximately 30% of typical Medicaid dental program 
expenditures).  Savings for these high-needs children also could be achieved by having 
some children treated with the aid of sedation, when appropriate, rather than general 
anesthesia.  However, many State Medicaid programs do not reimburse or reimburse 
inadequately for sedation services.  

Similarly, enhancing private dentists’ participation should reduce, over time, the overall 
need for total investments in “safety-net” clinic capacity.  Nonetheless, enhancements of 
safety net facilities will continue to be needed in areas where there are no readily 
accessible providers.  Engaging the capacity of private-sector dentists while targeting 
public health care infrastructure funding to dental health professional shortage areas will 
maximize efficiency while strategically using public funds to supplement “gaps” in the 
private sector delivery system.

Preliminary evidence for these projections comes from innovative programs implemented 
for Medicaid and low- income beneficiaries in Michigan12 and western Pennsylvania13

12  Personal communication with Michigan Medicaid program administrators – Robert Smedes and 
Christine Farrell.
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that engaged commercial dental plans with adequate networks and devoted funding levels 
that allowed purchasing of dental services at competitive market rates.  Analyses of these 
programs conducted by university-based experts have demonstrated significant successes 
in relatively short time periods.  These model programs have demonstrated substantial 
increases in individuals with a regular source of care, reductions in unmet treatment 
needs, increases in provider participation and geographic access, utilization patterns that 
stabilized per-enrollee costs, and high degrees of provider and enrollee satisfaction.

13 Lave JR, Keane CR, Lin CJ, et al.  Impact of a children's health insurance program on newly enrolled 
children.  JAMA. 1998;279:1820-1825.


