
commensurate level of profit mainly 
results from using inefficient process-
es to manage increasing volume and 

complexity. It is easy to calculate and 
track a practice’s percentage of in-
crease in profit relative to its percent-
age of increase in revenue, and mon-
itoring this statistic will help doctors 
improve their performance.
 A growing practice whose rev-

Growth is a natural out-
come for businesses that 
provide valuable prod-
ucts or services, and pri-
vate medical practices 

are no exception. A doctor who ren-
ders quality care will develop a good 
reputation with an ever-increasing 
number of patients coming to his/
her office. Practice revenue increases 
along with growth, but unfortunate-
ly, so do the expenses and the com-
plexities of “doing business.” Your 
goal is to meet these challenges and 
increase the percentage of profit you 
receive from any newly generated 
revenue. Your percentage of profit 
will grow significantly as you in-
crease the level of efficiency in your 
practice. An efficient practice will 

capture a greater percentage of profit 
from revenue growth than an inef-
ficient one. This is because volume 

growth in an efficient practice will 
have less impact on fixed costs than 
it will in an inefficient one.
 Doctors often incorrectly put 
the blame on lower fees when their 
growing practices produce little to 
no increase in profit, but failure to 
convert an increase in revenue into a 

The key is to become more efficient by stabilizing fixed costs.

How to Capture More 
of What You Produce

BY JON A. HULTMAN, DPM, MBA
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THE LAST WORD IN PRACTICE ECONOMICS

Practice revenue increases along with growth, 
but unfortunately, so do the expenses and the 

complexities of “doing business.”

Continued on page 122
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THE LAST WORD IN PRACTICE ECONOMICS

to the cumulative effects of finan-
cial returns over the years, even a 
small percentage improvement in 
one’s profit margin will compound 
substantially over a 30-year career. 
Warren Buffett, one of the world’s 
most astute investors, has stated 
this concept well: “Great businesses 
make lousy investments if manage-
ment cannot convert sales into prof-
it. Managers of high-cost operations 
tend to find ways to continually add 
to overhead, whereas managers of 
low-cost operations are always find-
ing ways to cut expenses.” PM

enue is increasing at a higher rate 
than its profit is showing sure signs 
of inefficiency. In contrast, an effi-
cient practice will have a percentage 
increase in profit that is at least as 
high as its percentage increase in rev-
enue; and a superior, efficient prac-
tice might even achieve a percentage 
increase in profit that is greater than 
its percentage of revenue increase. 
To demonstrate how significant this 
phenomenon could be was a practice 
that had generated a 24% revenue 
increase over the period of only one 
year. This is a spectacular achieve-
ment by any standard; however, the 
doctor was unaware that his practice 
could have performed even better. 
Unfortunately, the concurrent 36% 
overhead increase that the practice 
experienced kept his profit increase 
to only 6%. While he was pleased 
that profit had increased 6%, he was 
unaware that his 24% increase in 
revenue should have resulted in an 
increase in profit closer to this 24%.
 The tables on this page demon-
strate this relationship between reve-
nue and profit. They show three sep-
arate practices, each experiencing a 
growth of 25% in volume along with 
concurrent increases in revenue. What 
the numbers reveal is that, depending 
on each practice’s level of efficiency, 
the impact of growth on expenses can 
vary significantly which, in turn, im-

pacts profit. The goal to be achieved 
using efficient processes is to maintain 
stable fixed costs while seeing a great-
er volume of patients and providing a 
greater number of services. Variable 
costs should be the only ones that 
increase along with volume—costs 
mainly generated by the need for ad-
ditional supplies. Comparing the rates 
of increase in revenue to the rates of 
increase in profit for the three exam-
ple practices reveals a clear pattern. 
The practice using superior processes 

shows three times the growth in its 
profit compared with that captured by 
the inefficient one. While any growth 
in profit is desirable, it is easy to rec-

ognize the 45% increase in profit of 
the superior efficient practice is pref-
erable to 15% of the inefficient one—
and, while doing the same amount of 
work.
 Suffice it to say, practices with 
superior levels of efficiency will be 
well positioned to convert a great-
er percentage of their growth into 
profit. Doctors in these practices 
will capture more of what they 
produce. Similar to the “magic” 
of compound interest as it relates 

Practices with superior levels of efficiency 
will be well positioned to convert a greater percentage 

of their growth into profit.

Capture More (from page 121)
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 Before After % Increase

Revenue $600,000  $750,000  25.00%

Expenses $300,000  $405,000  35.00%

Profit $300,000  $345,000  15.00%

Inefficient Practice
TABLE 1

 Before After % Increase

Revenue $600,000  $750,000  25.00%

Expenses $300,000  $375,000  25.00%

Profit $300,000  $375,000  25.00%

Efficient Practice
TABLE 2

 Before After % Increase

Revenue $600,000  $750,000  25.00%

Expenses $300,000  $315,000  5.00%

Profit $300,000  $435,000  45.00%

Superior Efficient Practice
TABLE 3


