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controllinG coStS iS Key coMPonent
of Practice’S lonG-terM SucceSS

although labor costs are a prac-
tice’s largest overhead expense,
controlling other aspects of over-
head should not be overlooked.
Practices need to effectively
manage—not simply reduce—these
costs to maintain their present
viability and ensure future success.

Controlling fixed costs
occupancy costs include
rents/mortgage, property taxes and
insurance, utilities, housekeeping,
and maintenance. although most
occupancy costs are fixed, they can
still be managed or improved.

if you lease, keep in mind that
most leases contain provisions for
increases in rent, but few have
provisions for decreases. if the local
commercial lease market experi-
ences a significant decline (as many
have during the past year), do not
hesitate to approach the property
management company for a
decrease in rent or for some other
type of adjustment.

if you own the building, you
may be able to refinance your mort-
gage at a lower rate. you may also
use your equity as collateral to
borrow funds for other capital
items at a rate lower than a straight
equipment lease.

Keep in mind that physicians are
a practice’s most important—and
costly—asset. When building a new
facility, design it to maximize their
efficiency. a few extra dollars spent
on design and construction may
quickly be recouped.

to help control utility costs,
consider installing motion detectors
or door switches to turn lights on
and off in closets. use program-
mable thermostats and limit access
to the controls. in an office, hot
water heaters can generally be set
several degrees lower than in a
home, resulting in additional
savings. depending on your loca-
tion and your utility carrier,
installing solar panels can reduce
energy costs and usually pay for
themselves in 6 to 8 years.

lowering insurance premiums
the best method to control medical
liability insurance costs is through
legislative action. on average, states
that have enacted strong tort legis-
lation have the lowest medical
liability insurance premiums. Work
with other providers in your state
to lobby for reform.

Shopping for medical liability
insurance may provide savings from
time to time, but often the costs of
tail coverage on transfer make this
option unreasonable. Many
carriers, however, do have
programs that may reduce your

premiums. Some insurers apply
credits if physicians or staff attend
risk management classes; others
consider reductions for use of quali-
fied electronic medical records or
participation in community health
information networks. Physicians
who have reduced their practice
hours or work only in clinic may
qualify for lower rates. contact
your carrier and request informa-
tion on ways to lower your
premiums.

keep supply costs down
Medical offices can experience
significant losses due to waste and
theft. Pens, paper, and other office
items may be taken out of the office
and never returned; some
employees may help themselves to
samples and other noncontrolled
drugs. let your employees know
this conduct is not acceptable.

do not allow hoarding or secret
stashes of supplies; this can lead to
unnecessary supply costs. Some
items are so well hidden that they
are never found; medicines pass
their expiration date, and other
materials deteriorate or are ruined
by improper storage. instead, estab-
lish and maintain par levels for
both medical and office supplies for
each authorized holding area in
your office.

Purchasing cooperatives can
often help reduce supply costs. the
aaoS group purchasing plan offers
members significant savings across
a broad range of medical, surgical,
pharmaceutical, and office supplies.
(See “leverage your buying power
to control costs,” September 2009
AAOS Now for more information,
or visit www.aaos.org/esurg)
hospitals often allow physicians
with staff privileges to order
through their pricing networks.
local office supply and discount
stores are another option.

don’t just consider price when
selecting suppliers. the level of
service provided may have value
over and above the savings you get.
among the services you should
expect are assistance in maintaining
inventory and selecting items,
lower-priced alternative suggestions,
unused inventory trade-outs, instal-
lation help, and immediate
responses to urgent needs.

the value of purchased services,
especially professional services from
an accountant or attorney, is much
more subjective. nonetheless, you
should evaluate and quantify your
return on investment to ensure
you’re not paying for more service
than you need (table 1).

Track your spending
your financial reporting system can
be your best tool in tracking and
benchmarking practice spending on
supplies and services. the Medical
Group Management association
(MGMa) and the american
association of orthopaedic
executives (aaoe, formerly
boneS) conduct annual surveys
that provide useful comparative
information. external benchmarks
should be used to help identify
potential areas for improvement on
a macro level, but are not absolute
standards. internal longitudinal
benchmarks are generally more
suited to micro level evaluations,
such as appropriate staffing or
supply usage in a department.

Many commercial computerized
accounting programs allow you to
customize the chart of accounts
(coa). the MGMa’s Chart of
Accounts for Health Care
Organizations can be used as the
basis for your own coa, and you
can establish subaccounts to track
expenses at a more detailed level
(table 2) than possible just using
the MGMa coa. there are gener-
ally two common ways to accom-
plish this task. one is to use
subaccounts.

classifications can often be used
in addition to, or instead of, subac-
counts. classifications are generally
used to identify cost centers and are
especially useful for tracking ancil-

editor’s note: this is the second of two articles examining ways
that practices can manage overhead costs. the first article “don’t
simply reduce overhead…manage it!” appeared in the october
2009 issue of AAOS Now and focused on managing support staff
costs and compensation. this article provides tips for controlling
other overhead costs.

Table 1: Which is the better deal?

Your Needs (annual basis)

Bank reconciliations 60 hours

General accounting 12 hours

Tax/Financial reporting 20 hours

Annual return/year-end services 20 hours

TOTAL 112 hours

Joe Accountant, CPA

Charges: $125/hour

Total cost: $125 x 112 = $14,000

Big CPA Firm

Accountant charges: $200/hour for annual return & general accounting

Bookkeeper charges: $40/hour for bank reconciliation & tax/financial
reporting

Total cost: ($200 x 32) + ($40 x 80) = $9,600 See OVeRHeAD, page 30
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