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Don’t simply reduce overhead…manage it!
By Dale A. Reigle

LABOR COSTS ARE KEY IN MANAGING OVERHEAD

You’ve no doubt heard that “If you
increase your medical revenue by
$1.00, you make $0.50 after over-
head. If you reduce your expenses
by $1.00, you get $1.00.” The logic
is appealing, but misleading. The
adage would be true if your practice
only existed for a single moment.
The $1.00 you save is saved once.
The $0.50 you earn is earned over
and over again. For this reason
overhead should be managed, not
necessarily reduced.

Staffing: A major expense
Support staff compensation, which
includes contract labor, is the
leading expense category in virtu-
ally every practice. Managing labor
costs should, therefore, be one of
your top concerns. Because
“managing” is defined as the judi-
cious use of means to accomplish
an end, this is a particularly apt
description of how to approach
labor costs.

Certain labor costs are fixed. In
general, a practice requires core
office staff members whether one
patient is scheduled per hour or five
patients are scheduled per hour.
Similarly, certain benefit costs, such
as employer-paid insurance
premiums and accrued time off, are
generally considered fixed costs.

Some labor and benefit costs are
semivariable. These costs can be
adjusted, to a certain degree, by

judicious management of the
resources. One example is sending
some staff members home when
workload does not require a full
complement of personnel. This not
only reduces salary costs, but can
also reduce benefit costs that are
tied directly to salary, such as
pension contributions.

You can also turn some fixed-
benefit costs into semivariable costs
by changing your benefit plan. Paid
time off that is accrued based on
hours worked (with an annual
maximum), as opposed to a set
number of hours per year based on
longevity, may enable you to reduce
time-off costs.

Most practices have no true vari-
able labor costs. Staffing levels can
be adjusted over time through
hiring and firing, but generally
cannot be totally controlled on an
hour-by-hour or patient-by-patient
basis.

Benchmarking staff
Traditionally, staff benchmarks
have been based on either physician
full-time equivalent (FTE) or total
medical revenue (collections). More
recently, comparative data has
become available on a per-patient
or per-relative value unit (RVU)
basis. These are not particularly
good benchmarks for staffing levels
across the board. Ideally, a bench-
mark should be based on a closely
related measure of workload. An
example of a good, relatively
consistent workload benchmark for
staffing is the “by line” measure-
ment used to measure transcrip-
tionist productivity.

Benchmarking against other
practices is often helpful. The lack
of an appropriate external bench-
mark, however, should not deter
you from using an internal bench-
mark that helps reveal trends and
opportunities. In some cases,
directly measuring a unit of produc-
tivity is not cost-effective. If the cost
of collecting the data exceeds its
benefit (a subjective measurement),
consider using a proxy measure.

For example, a coder generally
takes about the same amount of
time to code a carpal tunnel release
as to code a trigger injection. The
revenue on a carpal tunnel release,
however, is approximately nine
times higher than the revenue on
the trigger injection. As a result,

benchmarking coder FTE based on
revenue may not be a good proxy
measure. Benchmarking by number
of procedures billed may be a better
proxy.

Benchmarking should always be
used as a means to identify trends
and aberrations, not as an absolute
measure. A coder working prima-
rily with the total joint surgeon may
be able to code many more proce-
dures than the coder working with
the spine surgeon.

Table 1 is an example of our
practice’s quarterly tracking of
staffing levels. These benchmarks
may or may not be applicable to
your particular practice. You
should examine your practice and
determine the best workload
proxies that can be collected in a
cost-efficient manner. If a bench-
mark is not helpful in evaluating
your practice or if the result of the
evaluation is never put to use,
collecting the data is a waste of
resources.

Look behind the numbers
If all you want to do is cut costs to
control overhead, you may view the
increase in the number of medical
assistants (MAs) as a negative. But
if you want to manage overhead,
you could look at the number of
MAs in the context of needing

Editor’s note: This is the first of
two articles looking at ways that
practices can manage overhead
costs. This article focuses on
how to manage support staff
compensation; the second article
will provide tips for managing
other overhead costs—such as
occupancy expenses, medical
liability insurance costs, and
supply service costs.

Table 1: Staffing Levels by Quarter

Average Total MD Total Staff Front Office Bus. Staff Total
Total Total Number of Total Staff* FTE per per 1K MAs per X-Ray Staff Staff per per 1K Staff per
Physician Staff Staff per per $1M 1K Patient Patient 1K Patient per 1K 1K Billable Billable Admin
FTE FTE* Physician Revenue Visits Visits Visits Films Billed Visits Visits FTE

2004 Avg 11.47 60.50 5.28 26.77 1.38 7.30 1.03 1.00 3.11 1.64 15.37
2005 Avg 10.37 58.87 5.70 25.41 1.26 7.16 1.08 0.99 2.98 1.52 18.21
1st Qtr 2006 11.30 65.71 5.82 25.45 1.29 7.51 1.10 1.07 3.29 1.47 21.27
2nd Qtr 2006 11.30 63.61 5.63 22.77 1.35 7.60 1.12 1.08 3.20 1.52 20.59
3rd Qtr 2006 10.40 61.18 5.88 22.25 1.17 6.89 1.04 0.96 2.94 1.45 19.67
4th Qtr 2006 11.06 64.39 5.82 23.32 1.40 8.17 1.19 1.11 3.32 1.87 20.57
2006 Avg 11.02 63.72 5.79 23.45 1.30 7.54 1.11 1.05 3.19 1.58 20.52
1st Qtr 2007 11.40 62.41 5.47 23.32 1.33 7.31 1.06 1.09 2.96 1.63 20.40
2nd Qtr 2007 11.40 66.07 5.80 20.42 1.23 7.13 1.12 1.02 3.00 1.39 18.51
3rd Qtr 2007 12.72 67.47 5.30 23.50 1.63 8.64 1.37 1.02 3.88 1.41 16.26
4th Qtr 2007 13.75 71.72 5.22 21.61 1.32 6.89 1.16 0.75 2.96 1.33 17.08
2007 Avg 12.32 66.92 5.45 22.21 1.38 7.49 1.18 0.97 3.20 1.44 18.06
1st Qtr 2008 13.60 72.77 5.35 20.21 1.32 7.08 1.30 0.80 2.94 1.32 17.66
2nd Qtr 2008 13.60 73.09 5.37 19.73 1.21 6.53 1.17 0.80 2.71 1.20 17.96
3rd Qtr 2008 13.60 77.31 5.68 21.33 1.20 6.85 1.24 0.88 2.88 1.20 16.63
4th Qtr 2008 13.60 78.48 5.77 20.20 1.31 7.57 1.43 1.01 3.08 1.21 15.24
2008 Avg 13.60 75.41 5.55 20.37 1.26 7.01 1.29 0.87 2.90 1.23 16.87

* PAs included as Support Staff

See OVERHEAD, page 33
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