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Improving Practice Profitability 
Amy Grice VMD MBA

Amy Grice VMD MBA

 Virginia City, MT

 Practiced for 25 years as an equine 
veterinarian in Rhinebeck, NY

 Managing Partner of 13 doctor equine 
referral hospital with ambulatory division

 MBA 2014

 Retired from practice 2014

 Veterinary Business Consultant

 AAEP Board Member 2016‐2018

 AVMA Economic Strategy Committee 
Member 2018‐2021
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 Become familiar with how profit affects value

 Understand the major components of the 
income statement (P&L)

 Understand the importance of capturing 
revenue earned 

 Understand the affects of discounting 

 Understand how small changes to revenue 
affect profit

Objectives 
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The Path To Profitability

Revenue

Expenses
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Revenue – Expenses = Profit
Profit is necessary:

 To pay loan payments and interest

 As an incentive to own a business

 To fund employee pay raises

 To fund equipment purchases

 To build business value beyond FMV of assets

What is Profit?
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There are only three ways to make more money in 
a veterinary business:

 Work more ‐ Increase the number of hours and 
days worked 

 Charge more ‐ Increase the fees charged or 
spend more time on the most profitable 
services

 Spend less ‐ Decrease the expenses incurred 
while doing the work

Increasing Profitability
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 Profit is highly dependent on the owners’ 
decisions about pricing, inventory 
management, discounting and expense 
management 

 Many veterinary business owners look 
proudly at the amount of gross revenue their 
practice produces, and neglect to look at 
their profitability 

Increasing Profitability 
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 Veterinarians are empathetic, kind and giving 
human beings ‐ often, they feel that making a 
profit on others’ misfortune is wrong

 The viability and value of a practice is 
markedly impacted by its profitability 

Why Profit is Important
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 Similar businesses in the same industry in the 
same location can have very different valuations 
because they can have very different profitability 

 Many professional services businesses 
(engineers, accountants, dentists, etc.) have 
profit margins of 20% or more. Veterinarians 
should aspire to this level of return as well

Why Profit is Important
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 The value of a practice depends on profitability

 Many practice owners need the sale of their practice 
to fund their retirement 

 Many are surprised at the time of retirement that 
their practice is worth much less than they expected 

 Low profit = low value

Profit = Value
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Valuation of a Practice
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Heisenberg Principle

Simply be aware of and paying attention to things will 
effect their outcome.
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Expenses:

• COPS

• Payroll & Employee Costs

• Administrative Costs

• Collection Costs

• Facility & Equipment Costs

Revenues – Expenses = EBITDA

EBITDA – Interest, Taxes, 
Depreciation & Amortization = 
Net Ordinary Income

Profit &Loss 
Statement

Revenue
Professional Service Revenue 1,800,000                       90.00%

Drug and Supplies Revenue 200,000                          10.00%

Total Revenues 2,000,000               100.00%

Expenses

Cost	of	Professional	Services
Cost of Retail Drugs and Supplies 100,000                          5.00%

Cost of Drugs and Professional Supplies 450,000                          22.50%

Laboratory and Imaging Costs 40,000                            2.00%

TOTAL COPS 590,000                         29.50%

GROSS PROFIT 1,410,000               70.50%

Veterinarians 500,000                          27.78%

Veterinary Technicians/Assistants 140,000                          7.00%

Office Staff 65,000                            3.25%

Employee benefits 120,000                          6.00%

Payroll Taxes 70,500                            3.53%

Other Employee Expenses 57,000                            2.85%

TOTAL Payroll and Employee Costs 952,500                         47.63%

TOTAL Administrative Costs 90,000                           6.00%

TOTAL Fee Income Collection Costs 24,000                           1.20%

Rent/Lease 36,000                            1.20%

Maintenance Contracts 20,000                            1.00%

Practice Vehicle Expense 60,000                            3.50%

Utilities 3,600                              0.20%

Insurance 12,000                            0.60%

Telephone 10,000                            0.60%

Other 3,000                              0.15%

TOTAL Facility and Equipment Costs 144,600                         7.25%

Total Expenses 1,801,100               90.06%

Net Ordinary Income (EBITDA) 198,900                   9.95%

Depreciation 30,000                     1.50%

Net Income 168,900                   8.45%

Facility	and	Equipment	Costs

ABC	Equine	Practice

Income	Statement	‐	Profit	and	Loss	Statement	12/31/2018

Payroll	and	Employee	Costs

Administrative	Costs

Fee	Income	Collection	Costs
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“100 Pennies”
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 One hundred pennies represent the total 
amount of revenue that your practice produces 

 The number is 100 because it is 100% of revenue 
from sales 

 Imaginary piles of pennies will represent the 
major segments of expenses for a veterinary 
practice 

“100 Pennies”
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How many pennies would you move into a pile for the  Operational Costs 
called Cost of Professional Services  (COPS)?

 Drugs

 Medical supplies

 Laboratory costs

 Imaging costs

 Feed & Bedding

 Medical Waste

Operational Costs ‐ COPS
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How many pennies would you move into a pile for Employee costs? 
This includes veterinarians’ pay for their veterinary work.

 Salaries & Wages

 Payroll Taxes

 Benefits

 CE

 Staff parties

 Etc.

Employee Costs
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 How many pennies would you move into a pile 
for Administrative costs?

 Licenses

 Dues & Memberships

 Office supplies

 Accounting 

 Legal fees

 Postage & Shipping

 Etc.

Administrative Costs 

FAEP Ocala 2020
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 How many pennies would you move into 
a pile for Fee Collection costs?

 Credit card fees

 Bank charges

 Returned check fees

Fee Collection Costs 
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How many pennies would you move into a pile for 
Facility and Equipment costs?

 Rent

 Building maintenance

 Vehicle expense

 Equipment leases

 Service contracts

 Utilities

 Telephone

 Insurance

 Internet/website expenses

Facility and Equipment Costs
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The remaining pennies are profit. 

What is paid from your profit pile?

 Taxes 

 Loan principal and interest payments

 Discounts

 Employee Raises and Bonuses

 New equipment bought with cash

 Return on investment for being a business owner

How many pennies do you have left?
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Even a practice with a robust 20% in 
profit can end up with little return to 
owners after these other costs

Profit
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Benchmarks

2007 Heinke ‐ 

Ambulatory

2007 Heinke ‐ 

Hospital 

2007 Heinke ‐ 

Composite

2014 Chalk ‐ 

Composite

2014 Clark ‐ 

$1‐2M 

Composite

COPS 26.6% 23.1% 24.2% 25.7% 22.9%

Gross Profit 73.4% 76.9% 75.9% 74.3% 77.1%

Payroll & Employee Costs 44.0% 46.6% 46.6% 47.9% 34.3%

Administrative Expenses 4.4% 4.8% 4.5% 5.3% 7.2%

Facility and Equipment Expenses 6.9% 13.0% 11.3% 10.2% 5.9%

Fee Income Collection Costs 1.2% 1.2% 1.2% 3.4%

EBITDA 16.8% 11.3% 12.3% 11.0% 19.0%

Equine Benchmarks ‐ Averages
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Revenue Wholeness = Maximum Potential Achieved

 Not diminished by missed charges
 Services 

 Dispensed items

 Call charges or outpatient fees

 Not diminished by discounts

 Not diminished by missed opportunities for 
additional services valued by client

Concept of Revenue Wholeness
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$2,000,000 Revenue
Full Potential

Category: Expense $ Expense %**

COPS*  $500,000 25%

Staff $430,000 21.5%

Doctors $520,000 26%
$520,000

Facility/Equip $200,000 10%

Administration $110,000 5.5%

TOTAL: $1,760,000 88.0%

PROFIT: 12.0%
$240,000

Revenue Wholeness and Profit

** Adapted from Chalk Cullum Associates Composite 
Benchmark Equine Practice Income Statement

* COPS includes pharmaceuticals, medical and surgical 
supplies, laboratory expenses, and husbandry costs. 
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$2,000,000
(Full Potential)

$1,900,000 
(‐5% Potential)

Category: Expense $ Expense % Expense %

COPS  $500,000 25% 26.3%

Staff $430,000 21.5% 22.6%

Doctors* $520,000 26%
($520,000)

26%
($494,000)

Facility/Equip $200,000 10% 10.5%

Administration $110,000 5.5% 5.8%

TOTAL: $1,760,000 88.0% 91.2%

PROFIT: 12.0%
$240,000

8.8%
$167,200

Revenue Wholeness and Profit

* Doctors’ compensation based on 
% of production, so remains at 26% 
including benefits throughout the 
exercise.

FAEP Ocala 2020

$2,000,000
(Full Potential)

$1,900,000 
(‐5% Potential)

$1,800,000
(‐10% Potential)

Category: Expense $ Expense % Expense % Expense%

COPS  $500,000 25% 26.3% 27.8%

Staff $430,000 21.5% 22.6% 24%

Doctors* $520,000 26%
($520,000)

26%
($494,000)

26%
($468,000)

Facility/Equip $200,000 10% 10.5% 11.1%

Administration $110,000 5.5% 5.8% 6.1%

TOTAL: $1,760,000 88.0% 91.2% 95%

PROFIT: 12.0%
$240,000

8.8%
$167,200

5%
$90,000

Revenue Wholeness and Profit

* Doctors’ compensation based on % of 
production, so remains at 26% including 
benefits throughout the exercise.FAEP Ocala 2020

$2,000,000
(Full 

Potential)

$1,900,000 
(‐5% 

Potential)

$1,800,000
(‐10% 

Potential)

$1,700,000
(‐15% 

Potential)

Category: Expense $ Expense % Expense % Expense% Expense%

COPS  $500,000 25% 26.3% 27.8% 29.4%

Staff $430,000 21.5% 22.6% 24% 25.3%

Doctors* $520,000 26%
($520,000)

26%
($494,000)

26%
($468,000)

26%
($442,000)

F/Equip $200,000 10% 10.5% 11.1% 11.8%

Admin. $110,000 5.5% 5.8% 6.1% 6.5%

TOTAL: $1,760,000 88.0% 91.2% 95% 99%

PROFIT: 12.0%
$240,000

8.2%
$167,200

4.6%
$90,000

0.4%
$17,000

Revenue Wholeness and Profit
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$2,000,000
Full 

Potential

$1,900,000 
‐5% 

Potential

$1,800,000
‐10% 

Potential

$1,700,000
‐15% 

Potential

$1,600,000
‐20% 

Potential

Category: Expense $ Expense % Expense % Expense% Expense% Expense%

COPS  $500,000 25% 26.3% 27.8% 29.4% 31.3%

Staff $430,000 21.5% 22.6% 24% 25.3% 26.9%

Doctors* $520,000 26%
($520,000)

26%
($494,000)

26%
($468,000)

26%
($442,000)

26%
($416,000)

F/Equip $200,000 10% 10.5% 11.1% 11.8% 12.5%

Admin. $110,000 5.5% 5.8% 6.1% 6.5% 6.9%

TOTAL: $1,760,000 88.0% 91.2% 95% 99% 103.6%

PROFIT: 12.0%
$240,000

8.2%
$167,200

4.6%
$90,000

0.4%
$17,000

(3.6%)
($57,600)

Revenue Wholeness and Profit
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Invoice Review 

 Before finalizing an invoice, review it for 
errors

 Methodically review the sequence of events 
of the call or examination or day of 
hospitalization

 Sedation administered and dispensed supplies 
and medications are a large source of missed 
charges in most practices

Ways to Achieve Revenue Wholeness

FAEP Ocala 2020
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Ways to Achieve Revenue Wholeness

Be careful with Dispensed items!

 Grocery stores have low margins (industry 
average is 1.3%)

 Can of peas cost to store $0.84

 Can of peas price to consumer $0.85

 Profit of $0.01 

How many cans of peas do they need to sell to break even if 
ONE can is shop‐lifted? 

84

FAEP Ocala 2020

Invoice Auditing 

 Choose a group of invoices of a particular 
type

 Review 15‐30 medical records and associated 
invoices

 Share findings with practice team members

Ways to Achieve Revenue Wholeness
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Ways to Achieve Revenue Wholeness

Client # : Date:

Patient Name:

DVM: Tech:

Code
1811 $
456 $

$
$
$
$
$
$

Code Discounted Price
2254 $ $

$ $
$ $
$ $
$ $
$ $

$

Blaze

Jones Susan

Total Invoice Amount:          174.10

Invoice	Audit	Tracking

18267 04/15/15

Client Name: Smith, Bob

Total	Missed	and	Discounted	Charges $ 56.00

Total	as	a	Percentage	of	Amount	Invoiced 32.17%

20.00 36.00
Total	Price	Deviation: 16.00

Services/Products	that	were	Inappropriately	Discounted

Description Standard Price
SMZ Tablets - 100 20.00 36.00

Total	Missed	Charges: 40.00

Services/Products	Client	Received	that	were	not	Invoiced

Description Standard Price
Sedation IV 25.00
Dormosedan - 0.5 ml 15.00

FAEP Ocala 2020

Ways to Achieve Revenue Wholeness

 Minimize discounting

 Unplanned vs planned

 Be intentional, not reactionary

 Annual discount accounts for each doctor 
to “spend”

 Recognize trade‐offs (e.g. pay raises vs 
client discount)

Discounting

Compassionate 
Listening and 
Validation

FAEP Ocala 2020

Minimizing Discounting
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The 1% Difference

Murray Lyons & Kelly Lyons – The 1% Difference

 Small changes can have a big impact on 
profitability 

 A 1% change can change bottom line results by 
much more than 1%

FAEP Ocala 2020
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 Increased profitability sometimes 
doesn’t require big changes 

 However, changes in your income 
statement can affect your business 
in a positive or a negative way

The 1% Difference
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 In order to clearly see the power of changes, 
we can explore with 5% changes to different 
aspects of the income statement 

 We’ll utilize the income statement of a 
hypothetical ambulatory equine practice that 
has a gross revenue $2,000,000

The Power of Small Changes

FAEP Ocala 2020

Increasing service fees 5%

EBITDA increases by 50.3%. 

5.00% INCREASE FEES

Revenue
Total Revenues 2,000,000           100.00% 2,100,000    100.00%

Expenses
TOTAL COPS 590,000                   29.50% 590,000            28.10%

GROSS PROFIT 1,410,000           70.50% 1,510,000    71.90%
TOTAL Payroll and Employee Costs 952,500                   47.63% 952,500            45.36%

TOTAL Administrative Costs 90,000                     4.50% 90,000              4.29%

TOTAL Fee Income Collection Costs 24,000                     1.20% 24,000              1.14%

TOTAL Facility and Equipment Costs 144,600                   7.23% 144,600            6.89%

Total Expenses 1,801,100           90.06% 1,801,100    85.77%

Net Ordinary Income (EBITDA) 198,900               9.95% 298,900       14.23%

Depreciation 30,000                  1.50% 31,500          1.50%

Net Income 168,900               8.45% 267,400       12.73%

50.28%

Decade	One	Equine	Practice

Income Statement ‐ Profit and Loss Statement 12/31/2015

CHANGE

CHANGE TO EBITDA
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 In our example, for every 1% increase in fees, we 
get a 10% multiplier on bottom line! 

 Our 5% fee increase resulted in a 50.3% increase in 
EBITDA. 

 And the lower the profit is, the bigger the impact 
an increase in revenue will have. 

 If we look at a practice that has no profit at all, 
increasing fees 5% will increase EBITDA by over 
8000%!

Increasing service fees 5%

FAEP Ocala 2020

Increasing service fees 5%

5.00% INCREASE FEES

Revenue
Total Revenues 1,800,000           100.00% 1,890,000    100.00%

Expenses
TOTAL COPS 590,000                   32.78% 590,000            31.22%

GROSS PROFIT 1,210,000           67.22% 1,300,000    68.78%
TOTAL Payroll and Employee Costs 952,500                   52.92% 952,500            50.40%

TOTAL Administrative Costs 90,000                     5.00% 90,000              4.76%

TOTAL Fee Income Collection Costs 24,000                     1.33% 24,000              1.27%

TOTAL Facility and Equipment Costs 144,600                   8.03% 144,600            7.65%

Total Expenses 1,801,100           100.06% 1,801,100    95.30%

Net Ordinary Income (EBITDA) (1,100)                   ‐0.06% 88,900          4.70%

Depreciation 30,000                  1.67% 28,350          1.50%

Net Income (31,100)                -1.73% 60,550          3.20%

8181.82%

Decade	One	Equine	Practice

Income Statement ‐ Profit and Loss Statement 12/31/2015

CHANGE

CHANGE TO EBITDA

FAEP Ocala 2020

Increasing revenue through increases in fees has the greatest 
single impact to the bottom line. 

Increasing service fees

FAEP Ocala 2020
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 Applying 5% changes to other aspects of the 
income statement by reducing different 
categories of expenses has an impact > 5%, but 
nothing increases EBITDA like increasing fees

 Do it all! Reducing expenses AND maximizing 
revenue is the key to best profitability

Other Small Changes

FAEP Ocala 2020

 Not achieving revenue wholeness can have 
drastic effects on your practice’s profitability

 Ways to increase your revenue include:

 Awareness

 Invoice review

 Invoice auditing

 Medical records review

 Minimizing discounts

In Summary

FAEP Ocala 2020

 Failure to capture all the revenue from 
the work you do has marked effects on 
the profit your practice earns

 Profit affects:

 Practice Value

 Ability to fund equipment purchases, 
raises, etc.

 Viability of the business

In Summary

FAEP Ocala 2020

 Small % increases in revenue and 
small % decreases in expenses can 
have a big effect on profit

 So can the opposite!

In Summary

FAEP Ocala 2020

Questions?

FAEP Ocala 2020
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