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“What Office Facilities Do You Really Need…

What Can Your Practice Afford?”

( J. Pinto & Associates, Inc.  All Rights Reserved.
After staffing costs, discussed in the last column, the second largest operating expense in most ophthalmic practices is office facilities. Let’s examine the twin questions of what your practice needs and what it can afford for office space. 

How Much Space Do We Need?

For the average general ophthalmology practice, and before considering optical or ambulatory surgical facilities, it’s typical to generate $500 to $1000 in annual collections per square foot of office space.  Said another way, at the usual intensity of utilization (with each doctor seeing 40 to 60 patients per day, three to four days per week), most practices need a square foot of floor space for every five new or established patients seen each year. 

You can obviously beat these numbers with longer operating hours, visiting part-time doctors and more efficient scheduling to reduce the uncomfortable crowding that ensues with excessive patient waiting time.  Every competent medical space planner has their own way of looking at these ratios, and should observe each doctor in a clinic before remodeling or designing new office space. 

This doesn’t mean you can’t live outside the norms. I have one solo client who insisted that his architect provide 12 exam rooms…that the current eight rooms he was using weren’t enough. He then proceeded to run a very efficient 110 patients per day (with minimal waiting time) using certified tech staff as active extenders. His patients were delighted, and his profits were high. It was clearly a wise and affordable use of space in his case, even if it represents overkill for most eye doctors. At the other extreme, I’ve served numerous clients who are most comfortable working out of just two exam rooms, and they’re even able to see 50 or more patients per day in some cases.

I can report from the front lines that as fees continue to soften, both of these facility extremes are quite likely to survive. I believe that high-volume/lower-margin “assembly lines” and  low-volume/higher-margin “boutiques” will both continue to find willing patients. Each service model has its own space requirements and it’s own economic boundaries.

In the past, facility decisions were driven more by how much elbow room each doctor wanted and less by the economics of efficient design. Let’s examine what’s reasonably affordable in your practice today. 

How Much Space Can We Afford?

Facility costs include base rent or mortgage costs, utilities, maintenance and upkeep, and taxes. If you own your own building, these costs are offset over time by any appreciation in value. But it’s rare that the offset is substantial. The market value of purpose-built eye care office facilities is often sharply less than the original development costs. And the price appreciation of  professional office space in urban markets like New York is relatively flat. Be sure to seek local, professional real estate advice before transforming your rent checks into mortgage payments. Pride aside, it’s often better use of your funds to invest in the practice via marketing or ancillary equipment, than by owning your office building. 

A reasonable cost ratio for facilities in a general ophthalmology practice is 4% to 6% of  practice collections.  In urban and suburban markets, facility costs will skew somewhat higher. First, the land, vendor, tax and even utility costs can be much higher. What’s more, urban patients expect more lavish surroundings. It’s not unusual to be paying 8% to 10% or more of revenue for retail-oriented facilities in the urban core.  

By contrast, rural facility costs are lower…as little as 1% to 3% of collections.  Since contractor and land costs are lower in the country, owning your own office is far more common in rural American than in the city. 

Moving From Office to Office as You Grow

Like a hermit crab exchanging shells, when you move to new office quarters you can expect your facilities to feel oversized as you grow into the larger space. Be sure to look closely at your practice’s realistic growth trends, and don’t overshoot your needs. Make sure that in the foreseeable future facility costs in percentile terms will taper back down into the 4%-6% range. To prepare for any possible miscalculations in your needs, always design your facility so it can be easily subdivided and leased to a compatible tenant. 

Rather than taking on more space than you need today, negotiate with the landlord in advance for first option rights to adjacent office space. If you’re building your own facility, purchase enough land for ground floor expansion and parking if at all possible…don’t get boxed into the inefficiency and patient inconvenience of having to build an off-site annex or second story. 

Sparing Facility Costs

Many practices are now in a  Catch-22. As professional fees fall, ophthalmologists need more office space to be able to maintain revenue, yet the cost for more space can exceed the increase in revenue. Here’s what can you do to help contain facility costs: 

· If you’re running out of space, consider a temporal rather than a physical expansion by increasing office hours. 

· Rather than immediately building more office space to accommodate an associate doctor you’re adding, start a part-time satellite office to take the pressure off. If the associate doesn’t work out, it will be much easier to pull in the reins on practice expenses.

· Convert personal doctor office space into patient care space. Move the doctors to a single bullpen office or “hot desk” doctors at small workstations. 

· Review your office’s actual square footage with the contracted footage…errors are more often than not in the landlord’s favor, and may allow you to reduce future expenses as well as get a refund check. (Note than an increasing number of lease contracts have a blanket clause forgiving the landlord of any measuring errors.  Get an accurate measurement before you sign such contracts.)

· Review your property taxes. If your facility’s market value has dropped, it may be possible to appeal your tax bill. 

· Even if you are delighted by your current cleaning and maintenance service, get new bids every year or two. If you have no choice in services, insist on a reasonable standard of service for the price you’re paying. Some practices have their daytime office staff bag and remove trash, handle light cleanup and dusting chores, so that the frequency, scope and cost of commercial cleaning can be reduced. (But don’t do this in your practice at the cost of low staff morale or inattention to more critical job duties.) 

· Install a “smart” thermostat that can be programmed to pare utility costs. 

· Start lease renewal negotiations up to a year or more before the end of your current contract. If you can’t immediately get the price you want, you’ll have more time to shop around for alternatives.

· Ask your landlord—respectfully but firmly—for a rollback in leasing costs. Explain the impact of falling fees on your practice. Before you ask, you need to research not only the local per foot lease and vacancy rates in your building and the general market, but also examine the financial strength of your landlord. Your landlord may be vulnerable to a forced lease reduction  a) if he is not living up to his end of the lease agreement (giving you an opening to terminate for cause), b) if he believes your practice is in financial trouble any only a reduction in rent will save his tenant, or c) if the market is soft and you are nearing the end of your lease or renting month-to-month. 

· Consider building your own facility if the age and location of your present office, conditions of your local real estate market, or tax considerations dictate. You may actually be able to get more work done in 3500 square fee custom designed from a blank page than the awkward 5000 square feet you’re using now. It may be that what’s holding you back is an obscure location or poor parking, and that a move (even if it’s to more expensive space) will wind up being more profitable long term. 

Of course the easiest way to reduce the percentile cost of occupancy is to improve the top line of your practice. In future columns we’ll be covering numerous financial and volume performance benchmarks to help you do just that. Please write or call if you have any topics you would like to see covered or if you have a story to share about your practice.
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