PUT YOUR
MONEY TO WORK

Calculate Your
ROI Before You Buy
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uring my recent presentation on veterinary medicine com-

pensation models, a Michigan State University student asked
why 25% of production is used as a rule of thumb for com-

pensation and benefits. “Why not a higher percentage?” he asked.

| explained that practice owners need to evaluate where gross profit is
distributed among various expense categories (eg, Cost of Product Sold
[COPS], Cost of Goods Sold [COGS], payroll, utilities, equipment). Most
aim for a net income between 16%-18% of gross revenue, although the
average practice nets closer to 10%.

Although the student’s question revolved around compensation, practice
owners often use “rules of thumb” to make decisions, including not only
payroll but also equipment purchases. With any practice investment, we

must measure return on investment (ROI).

Another such rule I personally agree
with is that we should not buy a
piece of equipment we cannot pay
off within a year. Anecdotally speak-
ing, if we cannot pay off most pieces
of equipment in that timetable, there
is a lack of demand, under-usage by
the team, or our price point is off.

Practices often invest excess earnings
(ie, a percentage of net income) into
the practice as new equipment, build-
ing renovations, marketing efforts, or
team benefits, but it is important to

know the ROI.

Many practice owners may be famil-
iar with ROI but not know exactly
what to do with it. ROI usually im-
plies a financial return (ie, getting
more financial benefit from an in-
vestment than that investment costs).

The ROI does not have to be short-
term; for example, when repainting
a practice, the cost of paint and labor
is unlikely to result in direct finan-
cial ROI, but the expenditure is a
good use of capital because the facil-
ities will match the service and expe-
rience levels desired for clients.

Cost of Investment

The goal of practice owners is to end
the quarter or year with net income to
enable them to evaluate the practice
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and determine where and how the ex-
tra cash would be most beneficial.

I have been involved as an owner in
several practices where my partner, a
recent graduate from the "ivory
tower" of veterinary school, was en-
amored with having cutting-edge
equipment and facilities. Thus, I
have had frequent opportunities to
calculate expected ROI on expendi-
tures; for example, I recently evalu-
ated the cost of purchasing an
electronic bull ejaculator at a Kansas
mixed animal practice.

This $1,850 piece of equipment costs
little compared with a new computer
system or digital radiograph ma-
chine. Too many practices take too
lightly such “small” investments, and
before too long, the practice is lit-
tered with seldom-used equipment
gathering dust.

Important Questions

To help combat poor investments,
whether equipment, facility renova-
tions, marketing, or human resourc-
es, first ask the following questions:

1. Where are you with period (daily,
weekly, monthly, quarterly,
annual) production goals?

2. If you are not reaching your
financial or service-based goals,
why not? Lack of clientele? Lack of
veterinarian or team member
training? Lack of equipment?

3. If you are hitting your goals, how is
your bank account? (I suggest you
keep at least one month’s expenses
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in the account; however, this is not
a magic number and some suggest
a larger cushion, so discuss the
amount you should keep in your
account with your CPA.)

If your practice is not performing at
the expected level, you must diagnose
why. I do not believe in throwing
money at a problem, but I am a firm
believer that well-thought-out invest-
ments can help solve some prob-
lems—think of the “You have to
spend money to make money” adage.
If you are reaching your goals and
maintaining a healthy bank account
balance, you have money to invest.

Do the Math

Next, follow this process:

1. Review your list of potential needs/
expenditures.

2. Consult your mission statement
because before investing in
equipment, renovations, or your

It you are
reaching your
goals and
maintaining

a healthy

pank account
pbalance, you
have money to
Invest.

team, you need to determine if
that investment will help achieve
your mission.
3. Settle on a potential expenditure.
4. Test the feasibility of that expendi-
ture with the following process.

Using the electronic bull ejaculator

as an example:

a) Total Cost of Expenditure =
Cost of equipment ($1,850) +
marketing to promote the new
equipment and service + team
training time + cost of veteri-
narian’s time (in this case, 15
minutes per bull = “opportunity
cost”) + cost to use equipment
(eg, reagents for laboratory
equipment)

b) Determine Price Point =
$57.50 per bull

¢) Determine Usage Volume:
How often will this piece of
equipment be used?

d) Calculate Break-Even Point =
(price point x usage volume) —
total cost of expenditure

5. Research equipment models,
contractors, and benefit plans to
determine the best deal, which not
only refers to price, but also to
quality, post-sale support, and
team training,

You should aim to pay off a new piece
of equipment within 12 months. If
an expenditure will not pay for itself
within this timeframe, re-evaluate.
With the electronic bull ejaculator
where a new service was being intro-
duced, the practice elected to lease an
ejaculator for $100 for one week to
determine client demand. Any pur-
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chase should be based on initial cli-
ent interest.

Another of my practices used the above
equation to determine the feasibility of
purchasing a digital x-ray machine,
even though the cost of investment
was much higher.

If the expenditure is facility-related
(eg, adding more space, remodeling
existing space), calculate gross reve-
nue per square foot (the average is
$336") to determine the benefit. For
example, we recently remodeled our
food storage room into another exam-
ination room because when we calcu-
lated gross revenue per square foot, we

realized it should be higher.

PEER
REVIEWED

Knowing how to calculate the
return on any investment will

help you take care of your team,
oractice thorough medicine, and
address patient and client needs.

Conclusion

Reflecting back to the student’s ques-
tion, practice owners need to be the
best possible fiduciary stewards of their
practice’s revenue. Knowing how to
calculate the return on any investment
will help you take care of your team,
practice thorough medicine, and ad-
dress patient and client needs. [

Editor’s note: Stith Keiser is the founder and
manager of My Veterinary Career (powered by
AAHA), which matches veterinarians and practice
managers, at no charge, with practices across North
America. He is also a partner in several mixed and
small animal practices where bis responsibilities
include financial sustainability, strategic planning,
and team management.
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Voyce™ is the breakthrough wearable

band that provides comprehensive insight
into key physiological factors allowing
for proactive and preventative care. Now
you can provide diagnoses supported by
additional objective, reliable data. Voyce
provides-actionable.insights to support

. early diagnosis and treatment of illness,
disease and pain—dramatically improving
your efficiency and quality of care.
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