Dentrix Dental Systems, Inc.

The year was 1989, and Larry Gibson, president and founder of Dentrix Dental
Systems had several important decisions to make. His company had developed what
seemed to be a superior, leading-edge technology software system to sdergdhe
industry. The software was designed to offer the dentist a complete praatiagement
solution. It was also the first dental system to be designed for a Widbased
platform. Windows 3.@ was going to be released concurrently with the DENTRIX
system that year.

Larry was confident that his software was not only the most complete system
available, but designed on a superior Windevatform as well. That confidence was
backed by several years of exhaustive market research and his extecdsgreura in
computer systems. However, he had some concerns. New technology was always a
difficult sell. Those dentists that had computerized office systems wetky RS-
based. Windows was a new and untested platform. He recognized that the V@indows
platform offered a graphical user interface, which would be much easier to ngkdha
previous operating systems. He also knew ease-of-use in a practice managémaré s
package was a critical issue to the dentist.

Several questions surfaced in his mind. Would the mostly technology-adverse
dentists be convinced to spend thousands of dollars to automate their offices? Would
those that already had computerized systems be convinced that they should convert thei
systems to an unfamiliar and new operating system that was new enough to not have all
the bugs worked out? Would they be willing to learn a new computer office program?
Could they be convinced of the benefits of his superior, fully integrated solution Larr
knew his work was cut out for him. His next step was to work with his marketingdeam t
design a marketing strategy that would address some of these issuescagebidw
could he get the product to the dentists in a cost-effective manner? Would the product
rollout start local and grow region by region, or should it be a national rollout from the
beginning?

Company Background

Larry Gibson had an extensive background in computer science. In the mid
1980's, he was the successful owner of a government software contractingadi@aniz
Previous to that he had had a successful career as the Director of Computers et
systems research and development for Hoffman-LaRoche. In light of his sgperti
computer systems and his background in the healthcare industry, he was constantly
approached by friends and relatives in various health care professions, for help in
automating their offices.

He obliged, and word-of-mouth created such a demand that a small team was set
aside and dedicated to specifically focus on dentistry. As the group continuedmnthe tea



came to realize that the installed systems were good, but that the prodect®tideal

for the dental industry. With the intent of discovering the "ideal systemtedne

bought more than 100 different dental software systems and painstakingly amalghed

of them. Most systems were accounting products that had been converted to dental or
medical uses and altered slightly to function in a dental office. None of tieensys
provided the ease-of-use and completeness that matched the needs of the dental
environment.

The company was originally called Microdimensions and focused on reselling
software. Most software companies get an idea and start programmiegliately.
Little advanced planning and design go into such a product. Larry Gibson chose a
different strategy in what became the DENTRIIXlinical and practice management
system. Much in the same way that government contracts were developed, Hahg ha
software completely outlined and designed before any programming begarhsMamée
spent in analysis and design. With his company in the capacity of a resetifiwais,
team members were able to spend nearly two years doing exhaustive comswitati
and observation of dental professionals in their own environment - the dental office.
During this same time period, Microsoft announced the development of its new Windows
operating system, which would be completely graphical. Mr. Gibson had experience
with graphical user interfaces and felt that Windows would be the best envirdimment
this type of software. Microsdt was contacted, and DENTRIXbecame one of the
Microsoft's original beta test sites for Windass

At this point, it was decided that Microdimensions would change from being a
reseller of software to a software research and development company Glkson
compiled the results of two years of market research and came up with a goealop de
a software package with several characteristics based on market needs:

1) User-friendly environment. Dentists were not interested in learning a difficult or
cumbersome computer system to run their office. Many still did everything
manually, although PC's were becoming more common. Larry concluded that a
graphic-user interface would provide an easy-to-use environment that was needed.

2) Off-the-shelf hardware. Previous dental software packages typically required
proprietary software and hardware that was very expensive to buy and maintai
Larry Gibson wanted his system to utilize hardware that could be bought off-the-
shelf, so the dentists themselves could dictate the price they wanted to spend and use
the hardware they bought for other applications. The disadvantage would be in
having to support numerous different hardware configurations.

3) Clinically-based. As the market research team observed dentists in their offices they
noticed that significant amounts of data were being lost, as information was hand-
carried from the operatory to the front desk, resulting in thousands of dollars lost in
revenues. As a result, Larry decided it was critical to develop a systewoilid
capture the information at the source in the operatory, and eliminate the need for
double entry at the front desk.



4) On theleading edge of technology. The system had to stay on the leading edge of
the rapidly changing dental industry. It had to be able to integrate everfrbmmg-
rays, treatments and imaging, to financials and patient education. A systgnedes
for Windows rather than converted from a DOS-based program would give them an
edge over the competition.

5) Reasonably-priced. That did not mean cheap. Larry Gibson wanted to ensure that
the system was an excellent price for the value offered. He figured temsysuld
be priced in the mid to high-end system range.

Based on his own experience in the software industry, Larry also thought it would
be important to include a few other features. First, the product had to be developed with
maintenance in mind. Maintenance was normally a major cost for software prodects
also determined that the product had to have a means of on-going development. This
meant there had to be a residual income stream based on the product.

In all, the original DENTRIX] was more than two years in the making, during
which time Microsoft progressed with its Window product to newer versions. The plan
was that DENTRIX] would be officially released to the public concurrently with the
release of Windows 3.0 in 1989. Hopefully, this would beat WordPerfect and Lotus to
the Windows market by a couple of years, and beat any other dental softwaledsy at
four or five years.

The DENTRIXO Product

The DENTRIX dental practice management system was designed to automate
as many of the functions within the dental office as possible, to enable a defuesis
on his specialty-practicing dentistry. Existing dental systems wpiatly clinically
based only, which would handle things like patient clinical and perio charts, or they we
accounting systems, which would handle the office management functions. DENTRIX
had a goal to become a comprehensive, integrated system which would combige all t
functions a dental practice would need, including the capability to integrate future
technologies.

Some of the primary features developed in the DENTREB¢ystem include:

» Office Management. Could handle all the front-office needs including billing,
electronic claims submission and tracking for faster insurance reimtemge
accounts receivable, financial reports and practice analysis.

» Productivity Scheduling. A scheduling program could replace traditional
appointment books and tracks broken appointments, unscheduled appointments and
continuing care.

» Referral Tracking. Could automatically track "who" or "what" is generating
productive referrals.



* ASAPLists. Could help a dentist fill an open chair whenever an appointment is
canceled.

» Patient Education. CD slide show and image annotation tool could help dentists
educate patients regarding certain procedures.

» Patient records. Could keep detailed records on all patients including demographic
information, medical alerts, employer and insurance information, account émlanc
etc.

* Marketing. Could offer 50 customized letters in Microsoft Word to send in batch to
targeted patients.

* Clinical Charting. Could allow entry of graphical tooth charts and treatment
planning from the chairside in the operatory.

» PerioChart. Could let the dentist record individual patient information such as
probing depths, bleeding, bone loss, and plagueHsleibit A for sample clinical
and perio charts from the DENTRIX system).

* Image Management. Could allow the dentist to store, catalog and present actual
images captured by intraoral cameras with the patient files.

* Blood Pressure Monitor. Could allow a dentist to monitor the patient's blood
pressure constantly while in the operatory and integrate the information into the
patient's record.

* VoiceActivation. Could allow the dentist to enter clinical and perio chart
information in the operatory hands-free.

The DENTRIXJ system would be made available in both a network-ready and a
single-user configuration. The multi-user license could be bought for about $1,640 ext
up to 10 workstation (sdexhibit B for estimated prices on the DENTRIXsoftware
and add-ons). It was also decided that an office version of the DENTRyXtem
would be offered in addition to the complete DENTRIDSystem, which would include
all management functions, but without the clinical charting. It could be upgradesl to t
full system for a low upgrade fee.

Larry Gibson was also determined to offer superior customer service and support for
the software, which was not typical in the industry. However, the customer would have
to buy an annual maintenance contract if he wished to receive unlimitectéoltfpport
and free upgrades. They estimated that a certified trainer could haiezh tentist
office up and running with two days of training, which the dentist would have to pay for
separately.

Dental Industry and Practice Management Software M ar ket

The_American Dental Association Survey Cem@nducts surveys periodically to
determine the distribution of dentists in the United States and by region andIBtate
1987, the year of the last survey, the number of professionally active dentiss in t




United States was 137,816Approximately 91% of those professionally active dentists
are active private practitioners (those whose primary or secondary oooupgirivate
practice). Below is a table that charts historical data and projections to 1995 of the
number of professionally active dentists in the United States:

Table 1. Number of Professionally Active Dentistsin the U.S.

Number of Dentists Y ear
126,823 1982
137,816 1987
150,762 1991
153,346 1995

Source; ADA Survey Center

The ADA census data also showed the distribution of dentists within the United
States. The Mid-Atlantic region (New York, New Jersey and Pennsylvania) had the
largest percentage (18.2 percent) distribution of professionally active deuritistie
Pacific region (Alaska, California, Hawaii, Oregon and Washington) comingse cl
second at 17.8 percent. The smallest percentage (5 percent) distribution wasast the E
South Central region which includes Alabama, Kentucky, Mississippi and Tennessee.
Some 5.4 percent of professionally active dentists were located in the Mounitam-reg
Arizona, Utah, Colorado, Idaho, Nevada, Montana, Wyoming and New Mexico.

Internationally, the dental industry is less prolific. In the English-spgaki
countries of Canada and Australia, it is estimated that there are an atlGH®0
practicing dentist. International markets are often avoided by software companies due
to piracy issues and the difficulty in maintaining the integrity of licemagreements.

Bad repayment history by dentists and the practice of socialized medicinayn ma
countries are yet other deterrents to entering international markets.

Within the United States, the dental practice management industry can be broke
down into three price-sensitive categories: (1) the high-end, comprehenggeaied
system with a price range of $8,000 and above; (2) the mid-range system with various
features with a price range of $1,000 to $8,000; and (3) the low-end system used for
simple accounting functions such as bill payment, with a price range under $1,000. An
estimated 80-87% of the dental practices in the United States will be congadteyi
1998. The market size for practice management software is estimated t@ ¢GHy0t
million by 1998

The software industry for dentists is also highly fragmented. The DENTRIX
practice management software competes against hundreds of other softkagepac

! The report defines professionally active dentistshose whose primary or secondary occupationdsb
the following: private practice; dental school fagwr staff member; armed forces; other federalise;
state or local government employee; hospital stafitist; graduate student; intern or resident;tbeio
health organization staff member.

2 Estimates given by Andy Jensen, Marketing Direofdbentrix



across all the segments of the dental industry. However, three of the bigges aftayer
Softdent], with an estimated installed base of 10,000 dental offices; Practicéworks
with an estimated base of 8,000; and Eaglesoft, with a base of approximately®10,000.

The American Dental Association (ADA) also conducts a "Membership Needs
and Opinions Survey" periodically to its membership. Dentists rated sevetahgeal
facing their industry as critical to their practices. Among them Wdealing with the
cost of running my practice" (38%) and "educating my patients about the needdor g
oral hygiene, including regular dental visits" (37%). The Survey also esl/dat some
of the challenges rated as not significant by the greatest percentagé ohé&mbbers
were "deciding whether to computerize my office (51%) and "decidinghehd
advertise to attract new patients" (40%).

Statistics collected througrhe Survey of Dental Practice, conducted by the ADA
Survey Centerthe U.S. Department of Health and Human Services, and the U.S.
Department of Labor reveal other pertinent data on the dental industry:

* Among dentists out of dental school less than four years, about 42 percent own their

own practice; by six years after graduation, this figure increases tod&hper

* Approximately 69 percent of the nation's private practitioners were woirkiag
practice with no other dentists; 19 percent were working in a practice with ome othe
dentist; and 12 percent worked with two or more dentists.

* On average, dentists work with and supervise about four staff members (two &ull-tim
and two part-time). Approximately 98 percent of all dentists employedsttdea

staff member, 14 percent employed one or two and 52 percent employed three to six

people.

* The number of first-year students in dental schools has decreased over tinae from
high of 6,301 in 1978 to an estimated 4,255 in 1996.

Other data from an ADA study shows that over one-quarter of respondents submitted
payment claims to third parties electronically. It showed that averagpb [siactices
(composed of one dentist, one or no hygienists, and up to four employees) were less
likely to use electronic claims submission compared to larger practices, «B8&3%
respectively. This is shown graphically below in Figure 1:

3 Estimates given by Andy Jensen, Marketing Direofdbentrix



Figure 1: Percent of Practices
Submitting Electronic Claims by Practice
Size
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Practices can submit claims electronically to three types of procegsnieng
practices that did submit claims electronically, 77.6% submitted thematang/bouses,
31.4% to payers, and 28.2% to management vendors. DENTR{Xtem users file
claims to a clearinghouse. The average cost per submission to clearinghasigdés w
cents; payers, 19 cents; and management vendors, 54 cents. This data is shown below in
Table 2:

Table 2: Percentage and Cost of Claims Electronically Submitted

Processor Type Percent Submitted Cost (in cents)
Clearinghouses 77.6 45
Payers 31.4 19
Management Vendors 28.2 54

Source; ADA Survey Center

Dentrix Marketing

Promotion. Dentrix had several avenues to promote its product. Trade shows
occurred around the nation several times a year and typically provided tresigreat
exposure opportunity to the dental industry. The cost to promote through a trade show
would typically run around $15 per square foot (the average space was 100 square feet
per show), plus travel expenses and time to staff a kiosk with a couple of certified
technicians and sales people. Another possibility was to advertise through trade
magazines. A jr. page bleed in a trade magazine with national or internatiposiliex
might cost $6,500 per issue. Other promotion opportunities would come through the
distribution channel(s) they chose to use and any public relations they coudt attra



Distribution Channels. Three channels were often used in the dental industry to
sell software programs similar to the DENTRIXsystem. A direct sales force would
allow Dentrix to control the quality of service and its product, but was costlyareshl
sales employee would be paid $40,000 annual salary plus a bonus tied to production,
travel expenses, benefits and taxes. Those costs might easily surpass 30&hmdahe
salary.

Another very common approach in the industry was to use value-added resellers
(VAR). They functioned as independent agents, not employees of the manufacturer. A
VAR would normally train office staff, install the software, and possibly provide
management consulting services to the dentists in his/her area. Commigs$imngpa
VAR was around 30%, though it ranged from about 25% to 45% in some areas. VARS
had the advantage of local market expertise and industry knowledge; however, loss of
control of service quality was a concern. A VAR would have to become a certified
trainer for DENTRD(.

Lastly, Dentrix could create a telemarketing sales team to malad oatitacts
with dentists. Dentrix did not plan on sending a working demonstration disk through the
mail to prospective clients, but felt the product needed to be demonstrated in the dentist's
office with a certified technician and sales person. They did plan to send informat
brochures or possibly even videotapes highlighting features and pricing infomnagti
mail to prospective leads. The management was concerned that sales wittanalper
contact would be ineffective, though the cost would be significantly lower than other
methods. Another possibility would be to train the technical support operators to handle
incoming sales inquiries as well. Some additional training would be necessaeyenow
the technicians would already be very familiar with the product and its features

Testimonials were always a critical element of high-end software nragket
particularly so with a new technology. Every doctor who would look at the DENTRIX
system would certainly ask two questions: “Who else do | know who is using the
DENTRIXO system?” and “Why should | computerize my office or convert from my
current system?” A $10,000 price tag for a the entire system with add-ons, plys nea
$1,000 per year for unlimited technical support and upgrades was not out of line for a
high-end, integrated system, but it was not an automatic sale either. Dengitheas
case with most start-up ventures, had limited resources and the distributimd ritnesy
chose would have to support itself. All of these factors had to be considered in choosing
the distribution channel(s) and roll-out marketing strategy that would ultiyrizel
employed.



