“Just a Few Small Problems? Plan a Practice ‘Make-Over’” 

Author: John B. Pinto 

( J. Pinto & Associates, Inc.  All Rights Reserved.

Any reader, male or female, is familiar with the concept of a “make-over,” a small number of surfacy revisions that work with a person’s naturally attractive features and can diminish years of neglect and poor fashion sense.  I find this notion of a make-over to be a handy description for doctors and practices that need—in practice management terms—less than a full blown turnaround from the brink of operational or economic disaster. 

Let’s examine an example of such a make-over, actually a composite of several interesting cases, and explore how sometimes all it takes is a little more or a little less…not a grand plan, great efforts, or untenable costs…to find your way to a more successful practice. 

Here’s the set-up. Imagine an upper midwest, solo practice. When I first talked to our composite doctor—I’ll call him “Dave”—there was no obvious focal point of concern he had about his practice. Revenue and profits were not stellar, but not too bad. A general ophthalmologist in his mid-40’s, he was surgically busy, but after 9 years in private practice he felt he had topped out, and simply stopped growing. Dave sensed he might be a little over-staffed, especially during the winter season when volumes flagged. Here’s a recap of the practice’s “Before” key performance numbers and other data: 

	Annual revenue (collections) 
	$775,000

	Expenses before depreciation and doctor compensation 
	$535,000

	Profit available for doctor compensation 
	$240,000 (31% profit margin) 

	Average revenue per patient visit
	$119

	Patient visits
	6500 per year; 542 per average month

	Cataracts
	220 per year

	Patient visits per cataract 
	29.5

	Dispensing 
	No 

	Marketing 
	Scant…about 1% of annual collections, or $9,000 per year, mostly wasted on a few newspaper insert sections

	Facility 
	8500 square feet; owned by the doctor, many unused rooms

	Facility costs 
	$125,000 per year, including utilities (16% of cash flow) 

	Tech staffing 
	1.5 full time equivalents (FTEs)

	Tech payroll hours per average patient visit 
	0.5

	Total staffing 
	5.0 FTEs 

	Staffing costs 
	$264,000  (34% of revenue) 

	Annual collections per FTE
	$155,000

	Patient accounts staffing 
	About half of his office manager’s time was devoted to billing


Here are some impressions that came to mind when I reviewed this data…by now I hope that many of you are way ahead of me in figuring out this surgeon’s problems. 

Dave’s annual revenue was actually pretty strong compared to the average ophthalmologist in an urban environment where competition is greater, and more subspecialty care is referred out of a solo practice. However, in this secondary market, with few other competing doctors and with more than 80 miles to the nearest large population center, I expected to see more of a “one-stop-shop” kind of practice. 

Practice expenses left a profit margin of about 31%…again, not too unusual for an urban practice, but at least $70,000 less profit than I’d expect to see in a mature rural practice, where staffing, facility and marketing costs are usually quite low, and profits can be 40% to 50+%. 

It was not hard to see the cost overruns here. Facility costs should normally be in the range of 4% to 6% of revenue; they are 16% here. Why? When he first established, Dave thought his practice would one day have at least three fellow doctors. So he significantly over-built. All it took was one wrong choice in his first associate surgeon four years ago to have him swear off adding doctors, and since then the extra space has sat unused. 

Staffing costs were way out of bounds, with 34 cents of every dollar collected going back out for wages, benefits and taxes. Dave’s generosity included wages that were significantly above market rates, an average 7+% annual wage increase, and fully-covered family health benefits. 

Dave was seeing an appropriate, even exemplary number of patients for a solo doctor, but he felt he could see more. It was interesting that his average revenue yield per patient visit was only $119, about $31 less than average figures.  

Staffing costs were high, but labor productivity per staff member was also fairly high—Dave was driving about 20% more in annual revenue per FTE than is usual. Two departments stood out as being understaffed. There were only 0.5 tech payroll hours per patient visit (0.6 to 0.8 is more usual).  And with just a half-time equivalent (the office manager) handling patient accounts (for $1,550,000 per billing clerk per year…+/- $1 million is the norm), there was simply not enough attention being paid to old accounts. In fact, Dave’s office manager routinely wrote off outstanding patient and third party claims after about 90 days just to keep the accounts receivable total in check. 

Recall was basically absent from this practice, and the stagnant patient volumes were just one source of evidence. A quick review of charts from patients seen in the last two years showed that patients commonly left without making their next appointment and recall orders were only sporatically posted in the computer. Recall cards that didn’t get an immediate response from patients were never followed up. 

The Right Tactics

We looked at cash flow first. Dave’s office manager was overwhelmed and sweeping a lot of potential collections under the carpet, not maliciously, but out of naïve desperation. Even though staffing costs were already high, we immediately brought on a full-time, experienced billing clerk. Within several months, after re-filing claims for what old money could be collected, and collecting a higher percentage of allowed claims, annualized collections with the same patient base were on track for $840,000, an 8% gain in revenue.  The secondary gains were that there now two people in the office who knew how to bill, the practice was no longer vulnerable to loss of a single key staff member, and the office manager had enough free time to plan for the future. 

Next, Dave and I examined charts together and networked with a couple of thoughtful surgeons (in non-competing markets) who made gentle suggestions about surgical case selection and providing more testing and treatment for glaucoma. The result? Surgical density improved so that within half a year Dave was performing a cataract surgery for every 24 patient visits, which is about the national average in vanguard practices. 

Staffing costs were tougher to reign in, but the same methodical approach applied. We reviewed local wages and benefits, and froze wages for all but one staff member, and announced that there would be a 3% rollback in wages per year until all staff were in the 70th-percentile of local average wages—still high, but a rate that would gently bring staffing costs into alignment with national figures for an ophthalmology practice of this size and location, about 28%.  

An announcement was made that in 12 months the majority of health care insurance premiums would be paid by the practice, but that family coverage costs would fall on staff, as in the vast majority of practices. There was a temporary drop in morale, but the staff worth keeping sprang back just fine.  

With no prior marketing to speak of, Dave was suspicious about the cost-benefit of advertising. A very modest, even “folksy” testimonial print campaign was launched with the help of a local freelance consultant, which cost just $18,000 per year, but seemed to immediately boost new patient volumes a few percent. It was definitely better than a break-even investment—how much better will take a couple of years to tell, as the campaign builds momentum.

It was clear that optical dispensing could provide a small boost to revenue and profits, add to patient convenience and help increase patient tenure. However, Dave was opposed to managing his own optical shop and settled for a four-year agreement with a local optometrist to rent space in his office and place a dispensing optician several days a week when patients are being seen. Dave has the option after 48 months to take the space back over, hire the optician, and buy the displays and frame stock at cost. This was not the most profitable approach, but certainly carried no-risk and presented no distraction to the core practice. 

Moving on to the excess space problem, with diligent sleuthing, Dave was able to negotiate an intermediate-term lease of half of his facility to a compatible ENT. This allows Dave to expand once again in the future if he has a desire. Looking ahead, it may even be possible in the future, if growth warrants, for Dave and this ENT tenant to co-develop a modest ambulatory surgery center. 

We added a full-time tech, which brought staffing levels into normal limits, and allowed Dave to go home each day a little less fatigued, even though he was seeing more patients. This also allowed special testing to be completed during the same office visit, a huge convenience for distant, rural patients. 

A simple revision of the ongoing recall protocol, and calls placed to lost patients, threatened to swamp the clinic with excess patients. Hours actually had to be cut from the temp employee who was placing the calls to old patients lost before to followup. Instead of going alphabetically through the physical charts, we simply used the computer to mine those patients from the practice who were most in need of followup care. Better medicine…better business. 

We talked more about Dave’s bad experience bringing on an associate. There were several key mistakes. First, Dave didn’t have enough of a practice to share after just 4 years in business. This lead to him bringing on the only doctor he could find who would accept a low salary, a person who had burned his bridges in two former jobs and was in no position to be choosy. A lack of reference checking, and basic personality conflicts rounded out the problem. With future growth and the right choices, Dave could get back to partnership plans. Meanwhile, he had enough referral volume for rotating visits by glaucoma and plastics subspecialists, who between them, with a simple rental agreement, off-set facility costs about another $15,000 per year, while giving Dave’s patients better, more convenient care. 

What’s the bottom line? The practice’s revenue was on track to increase 20%, net expenses went down 5% and profits went up 77%, for an estimated $ 184,000 annual pay raise before taxes.

Finally, here’s a recap of the practice’s anticipated “After” performance numbers: 

	Annual revenue (collections) 
	$932,000 

	Expenses before depreciation and doctor compensation 
	$508,000 (expenses fell with various rent inflow, even after adding new staffing costs) 

	Profit available for doctor compensation 
	$424,000 (45% profit margin) 

	Average revenue per patient visit
	$135

	Patient visits
	6900 per year; 575 per average month

	Cataracts
	288 per year

	Patient visits per cataract 
	24

	Dispensing
	Yes…for a $20,000 annual lease, off-setting facility costs

	Marketing
	Testimonial print ads…$18,000 per year

	Facility
	8500 square feet; owned by the doctor, half of which was now leased out to an ENT, offsetting facility costs

	Facility costs (Net) 
	$65,000 per year, including utilities (7% of cash flow) 

	Tech staffing 
	2.5 full time equivalents (FTEs)

	Tech payroll hours per average patient visit 
	0.75 

	Total staffing 
	7.0 FTEs 

	Staffing costs 
	$344,000  (37% of revenue…still extremely high, but coming down as a percentage of rising revenue) 

	Annual collections per FTE
	$133,000

	Patient accounts staffing 
	1.0 FTE


Note that sometimes you have to take a risk, be experimental, and even counterintuitive—spending money in an already low-profit practice—to ultimately build the bottom line. As in this composite example, abstracted from numerous interesting cases, sometimes all it takes is doing a little more and a little less. Revision of your practice doesn’t always take heroic efforts. All is takes is a relatively simple make-over. 
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