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“Avoiding The Dangers of Practice Growth”

( J. Pinto & Associates, Inc.  All Rights Reserved.
One hundred and fifty years ago, when waves of eastern pioneers opened up the Great American West, every wagon making it to California had a most fearful difficulty to surmount before they could complete the trip. Just when they were most exhausted, they faced  a hundred miles or more of barren desert. Only by luck, sticking together, rationing supplies, avoiding breakdowns and taking the right trail did the most fortunate arrive intact. 

Another kind of migratory wave is now being undertaken by this country’s most ambitious ophthalmic pioneers, who believe the grass will be greener if the practice gets larger. Their migration has a similar, figurative “desert” to cross. 

I’m referring here to ophthalmologists (and their optometric partners) who are attempting to grow beyond the common, efficient threshold of  about two to eight doctors to a potentially more efficient 20 or more doctors in the same large organization. 

Let’s sidestep the ambitions or restlessness that spur practice growth. Let’s skip the part about how practices operate when they reach 20 or more providers, and focus on an all-too-common adverse result of poorly planned growth. Let’s discuss the fate of mid-size practices that find themselves stuck on the path to growing a larger enterprise. 

The best way I can start to describe this is to start out with a hypothetical graph showing what commonly happens to practice economic efficiency with growth: 

[image: image1.wmf]Hypothetical Profit per Patient Encounter (Dollars) 

0

20

40

60

80

100

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

$

Number of Providers


While every practice setting is unique, the typical initial peak efficiency occurs at around five ophthalmologists. After this peak, efficiency and profits are often retarded for a variety of reasons: 

· The practice outruns the skill set of its office manager and needs the deeper skills of an “administrator” 

· The practice overshoots its administrative needs and hires a larger management team than what’s needed at the moment to run the practice

· The practice outruns the skill set of its practice management counsel, accountant or financial control systems

· Decisions become more labored; older partners starve the practice of marketing, staff or other resources needed to keep growing

· Too much is spent too fast…partners suddenly feel that with extra doctors to pay for everything, there’s now an open checkbook…it’s natural to be less careful with group money than with your own

· Satellites, especially part-time satellites, generate administrative burdens and doctor inefficiencies which exceed their segment profit contributions in an era of falling fees 

· Political or turf factions break out…most commonly, subspecialists become concerned that they are carrying the practice 

· Income disparities arise…this is especially dire today in practices with growing LASIK volumes…ways must be found to equitably spread the success around 

· Inappropriate or outmoded compensation methodologies create disincentives for physician productivity

A certain amount of the profit slump that attends practice growth is inevitable. And predictable.  If your practice finds itself in the “growth desert,” here are a few practical coaching points: 

· Every practice expedition through a period of growth needs a “wagon master.” Make sure your managing partner or administrator (ideally both) are fully engaged. Make sure they have the skills to develop and sustain the internal, partner consensus needed to get you through the desert safely. 

· Know the financial territory you’re entering. Continuously forecast the impact of your growth on the overall bottom line as well as on individual physician take home pay. Don’t varnish the economic truth—give every partner a conservative estimate of what growth is going to cost them. If profits are going to be rationed, say so early. 

· If  per-partner profits are reaching unacceptable lows, slow the rate of growth, retreat to your practice’s core mission, seek outside financing or all three. But beware the use of debt as a crutch for a failing business or to prop up doctor income for more than a few lean months. Your growth dreams must, in the end, cash flow. 

A significant part of my consulting practice consists of emergency calls to practices that have broken down on their way from mid-size to super-groups. Half of the time, we can only beat a retreat back to higher profits by cutting staff and doctors, closing satellites and working harder…it’s all part of conducting a classic practice turnaround. (Editor’s Note: Mr. Pinto’s latest book, Turnaround, will be published by the ASOA/ASCRS later this year.) 

The other half of the time, we have all the resources needed to slog through the desert. The key success factors are leadership, a willingness to sacrifice, a tight business plan and an opportunity worthy of short-term economic sacrifice. 

There is an inevitable profit softening associated with rapid growth in any business sector. It rides along on the trail to success. If your practice has only one or two doctors, consider expansion to a dimension of greater efficiency. If your practice is already at an optimal size, plan very carefully before getting any larger. And if you’re stuck between “big” and “bigger,” make the tough call to either continue with your growth plans, or shrink back to being right-sized. 
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