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5 Strategies For Improving

Your Bottom Line

Mick Kling, OD
Impact Leadership

On behalf of Vision Expo, we sincerely
thank you for being with us this year.

Vision Expo Has Gone Green!

We have eliminated all paper session evaluation forms. Please be sure to
complete your electronic session evaluations online when you login to
request your CE Letter for each course you attended! Your feedback is
important to us as our Education Planning Committee considers content
and speakers for future meetings to provide you with the best education
possible.
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Practice Management and
Transition Advisor, Vision Source
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MLOAATBATAP: Money Left Over After All The
Bills And Taxes Are Paid
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Profit (and Loss)  Vs.

WCOME $1,000,000
coGs $280,000
People $250,000
Place $80,000
Things $120,000

Net Operating Income $270,000

Owner Comp (W-2) $75,000

Assoc Comp (W-2) $75,000

Interest Expense $25,000

Depreciation $50,000

Practice “Profit”

on this!

Cash Flow
WNCOME $1,000,000
coGs $280,000
People $250,000
Place $80,000
Things $120,000
Net Operating Income $270,000

L BEADAI

Assoc Comp (W-2) $75,000
Owner Draw $60,000
Bank Note (P+I) $60,000

Equip Loan (P+) $24,000

Practice Cash Flow ($24,000)

poct eaderip Al eRGheserved. 2023

‘ Profit...taxes owed
GAAP s o tCash Flow




Defining Profit
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Defining Profit

Revenue ($)
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Strategy #1:

Maximizing Gross
Profit Margins

Impact Leadership. Al ght Reserved. 2023 \-—/
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LNCOME $1,000,000

Defining Gross
Profit Margin sy

coGs $280,000
I Gross Profit $720,000 I
eopTe TI50,000

Place $80,000

Things $100,000

Net Operating Income $290,000
Owner Comp (W-2) $75,000
Assoc Comp (W-2) $75,000
Interest Expense $25,000
Depreciation $50,000
Practice “Profit” $65,000

Impact Leadership. All Rights Reserved. 2023

14

Pricing Strategies

Pricing Strategy Advantages Disadvantages
" . Best gauge of what the market
Competitive Analysis will bear Time Consuming
N “Just tell me what to charge” May not truly reflect what the
MSRP / Rep Recommendation market will bear
) Easy to calculate; Easy to May not truly reflect what the
Multiple of Cost P market might bear
) Best financial strategy for the ’ Slightly more difficult to
Target Gross Profit Margin business / understand/calculate
e —
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Calculating Gross Profit Margin

Profit Margin: The amount by which revenue from sales exceeds costs in a business.

Ratio of a company's profit (sales minus all expenses) divided by its revenue.

Profit Margin Formula:
Step 1: Sales — Expenses = Profit (GAAP)

Step 2: Profit/ Sales *100 = Profit Margin (%)

Example:
Sales: $400 Step 1: $400 - $125 = $275 (Profit)
Expense: $125 Step 2: $275/ $400 *100 = 68.75%

Impact Leadership. All Rights Reserved. 2023
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Calculating Gross Profit Margin

Profit Margin: The amount by which revenue from sales exceeds costs in a business.

Ratio of a company's profit (sales minus all expenses) divided by its revenue.
Retail Pricing Formula:

Wholesale Cost / (1.0 - Target Profit Margin) = Retail Price

Example:
Wholesale Cost: $100 Retail Price = $100/ (1.0 - 0.65) =.$285
Target Profit Margin: 65%

Impact Leadership. All Rights Reserved. 2023
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Frame Pricing Strategies

X 2 25 26 27 28 29 3 31 32 33 34 3s
Retall $200.00 $250.00 $260.00 $270.00 $280.00 $290.00) $300.00 10.00  $320.00 $330.00 $340.00 $350.00
$100.00 Margin ($)  $10000  $150.00  $160.00 = $170.00 =~ $180.00 = $190.00] $200.00 1000 | $22000 | $230.00  $240.00 = $250.00
Magn (%) sox 6ok 62 | 6%  6ax 66 e7%  fesx 6o 20 % 7
I——
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Controlling Frame Expenses

Frames - Inventory

Lenses
- True Variable Expenses
Contact Lenses
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Set A Frame Spend Target
COGS Target 28% Data from your P&L
Lenses -8% ,
Contact Lenses -10%
Frame Spend 10%
Target
Set a frame spend target of 10% (or less) of the 5
previous month’s revenue for the next month. i
21

Calculating Frame Turn Rate

The ber of times i y is sold ( lly in a year).

Formula:
Total frames Sold / Ave Frame Inventory = Turn Rate

Example:
Frames Sold = 1500

Average Frame Inventory = 600

1500 / 600 = 2.5 X

Impact Leadership. All Rights Reserved. 2023
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Calculating Frame Turn Times

T eon | sanrorz |

1000

Number of Frames

Wholesale Investment ($80/Frame)

Frame Turn

Inventory Cost

Retail Revenue (3X Markup)

Profit

Return On Initial Capital Investment

Impact Leadership. All Rights Reserved. 2023
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Frame Turns and Profitability

[Famets | proft s

Wholesale $50 Wholesale $150
Retail $150 Retail $450
Profit per Frame $100 Profit per Frame $300
Turns per Year 8X Turns per Year aX
Annual Profit $800 Annual Profit $1,200
Annual Investment $400 Annual Investment $600
ROI 200% ROI 200%

Impact Leadership. All Rights Reserved. 2023

50%
Increase
in Profit
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Measuring Days Sales of Inventory (DSI)

Formula:

Average Inventory Value / Total COGS * 365 = DSI

Example:

Ave. Inventory Value = $60K
Total COGS = $150K

$60K / $150K *365 = 146 Days (Inventory turns every 146 days)

Impact Leadership. All Rights Reserved. 2023
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Lens Package Pricing Analysis - Updated 7.15.2023
progressives - Wholesale

Lens Pricing Strategies

Progressives - Retail

9/14/23
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g Strategy

Competitive Analysis

Best gauge of what the market

Advantages

will bear

Contact Lens Pricing Strategies

Disadvantages

Time Consuming

MSRP / Rep Recommendation

“Just tell me what to charge”

May not truly reflect what the

market will bear

Multiple of Cost

Easy to calculate; Easy to May not truly reflect what the

Pt

market might bear

Best financial strategy for the ‘,
Target Gross Profit Margin business /

Slightly more difficult to

understand/calculate

S —
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Formula:

Wholesale Cost /(1.0 - Target
Profit Margin) = Retail Price

Example:
Wholesale Cost: $35
Target Profit Margin: 45%

Retail Price = $35/ (1.0 -
0.45) = $64

Contact Lens Pricing Strategies

Impact Leadership. All Rights Reserved. 2023
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COGS - Measuring Gross Profit

Frame Profit = $64,823 - $22,201 =

Profit Margin = $42,632 / $64,823 * 100 =
£6%

Impact Leadership. All Rights Reserved. 2023

Setting up your financial software to
track Income Sources

* Create a production report from your PM software

* Apply the percentages of production for frames, lenses, contact
lenses and professional services to the actual receipts (money in
the bank)

* Make a general journal entry into your practice financial
software to reflect these amounts

* Not perfect, but if tracked consistently over time, trends will
emerge

Impact Leadership. All Rghts Reserved. 2023
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Strategy #2:

Manage People Costs

How many people do | need?

How do | know they are productive?

Impact Leadership. All Rights Reserved. 2023
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How many people do | need>

L/ * 1 FTE = $150,000 Practice Revenue

Ave Hourly Wage = $18.00 = 25% People Costs

New Rule? 1 FTE = $200,000 Practice Revenue = $24.04/HR

Impact Leadership. All Rights Reserved. 2023
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Legacy Employees

l Compensation

Value

Money mmp

Impact Leadership. Al Rights Reserved. 2023
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Labor Efficiency

Total Collections

= Labor Efficiency Ratio (LER)
Total Non-OD Payroll

$60,000
et 3.64 Target > 4.0

$16,500

Impact Leadership. Allights Reserved. 2023
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LER by POS“‘IOI‘I Labor Efficiency Ratio (LER)
An associate doctor is your :

most valuable asset and driver 7

for growth. .

Every $1 invested in OD

compensation results ‘
$6-7 in revenue. S
b
Our next most valuable team
member (opticians) drives $4-5 : I
in revenue for every $1 N
Invested EntireOfice Admin Ogtidans oDs
Impac Leadersip. All ighs Resenved. 2023

Collections per Staff Hour

Total Collections

=— Collections per Staff Hour
Total Non-OD Staff
Hours Worked

$60,000
—_— — $94 Range $85 - $150

640

Impact Leadership. All Rights Reserved. 2023
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Optician Productivity

Vision Source Frame Sales Survey Results*

7.6 3.0 2.6

Selling one additional frame per day (Retail $200)
=$50,000 additional frame revenue

*N = 28 practices; High = 4.8; Low = 1.2

Impact Leadership. All Rights Reserved. 2023
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How many opticians do | need*?

Frame Capture Rate Frames Sold Per Year Frames Sold Per Day Opticians Needed
3 12

30% 750

40% 1000 a 15
50% 1250 5 1.9
60% 1500 6 23
70% 1750 7 2.7

If I hire more opticians, will | sell more frames?

*Assumptions: $1M Revenue; $400/Exam; 2500 exams per year

Impact Leadership. All Rights Reserved. 2023
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Outsourcing People ,
<) HelloRache

B

DROATALYST®
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Strategy #3:

Managing Occupancy Cost

Occupancy Costs: What's Included-

Rent Repairs/Maintenance
Utilities Property Taxes
Security Janitorial

Impact Leadership. All Rights Reserved. 2023
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Occupancy Costs: What should they Be»

Target < 10% of collections
Is my rent too high for my practice>
o Annual Occupancy Spend / 0.1 = Practice Size Required
Example:
Occupancy Costs: $80,000
$80,000/ 0.1 = $800,000

Impact Leadership. All Rights Reserved. 2023
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Do | have too much space?
Is my rent too high for my practice?
Sales Per Square Foot (SF)
Practice Revenue / Office Size (SF) = Sales Per SF
2 conee

Practice Revenue: $1,000,000
Office Size: 2500 SF

$1,000,000 / 2500 = $400/SF

Impact Leadership. All Rights Reserved. 2023
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Do | have too much (or not enough) space-

Sales Per SF

$500,000 $1,000,000 $1,500,000
$250 2,000 SF 4,000 SF 6,000 SF
$500 1,000 SF 3,000 SF
$750 666 SF 1,333 SF 2,000 SF
$1000 500 SF 1,000 SF 1,500 SF

Impact Leadership. All Rights Reserved. 2023
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Strategy #4:

Manage Operating Costs

AN
.
Operating Costs: What's Included>
Meals & Entertainment Marketing
Medical / Optical Supplies Automobile Expense
Office Supplies. Bank Charges
orees D s
Toves < Gonations "
e B e
Aliance [ Royalty Fees Insurances

Impact Leadership. All Rights Reserved. 2023
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Discretionary Spending

Auto expenses

Donations —
Continuing Education

Personal cell phone e o
One-time repairs

Travel and meals

Personal Taxes

Excessive owner compensation

Adjustment to staff wages

Personal legal/accounting fees

Impact Leadership. All Rights Reserved. 2023
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Loss Aversion
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Strategy #5:

Manage Your Debt

THE number #1 cause of
cash flow problems:

Impact Leadership. All Rights Reserved. 2023
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Simplified Profit and Loss Statement
Income $1,000,000 % of Revenue
COGS -$280,000 28%
People -$250,000 25%
Place -$80,000 8%
Things -$120,000 12% o
Net Operating $270,000 27% %
Income &
Doctor’s Compensation (W-2) $170,000 17% g
Available for Debt (P+1) $100,000 %
This is pre-tax income! é
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How Much Debt Is Too Much?

The Formula:
Annual Debt (P+I*) / Practice Revenue = % Debt

Example:
Practice Revenue = $800K
Total Annual Debt Payments (P+l) = $56K

$56K / $800K = 0.07 * 100 = 7%

Red Hag

<5% 5-10% >10%

Impact Leadership. Allights Reserved. 2023

*Principal + Interest
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Simplified Profit and Loss Statement

Income $1,000,000 % of Revenue
COGS -$280,000 28%
People -$250,000 25%
Place -$80,000 8%
Things -$120,000 12% o
NetOPerati& pre_tax income! *27%*® e i
Doctor’s Compensation (W-2. $170,000 17% ;:;j
Available for Debt (P+1) 100,000 107 ;E
g
H

Taxes = 30% = $30,000 Left Over = $70,000 = 7%
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Create A Debt Snowbdll

Step 1: List your debts from smallest -
to largest regardless of interest rate.

Step 2: Make minimum payments on Py
all your debts.

Step 3: Pay as much as possible
(anything extra) on your smallest
debt.

Step 4: Once smallest debt is paid
off, apply that payment to next
smallest debt until each debt is paid. s

Impact Leadership. All Rghts Reserved. 2023
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5 Strategies For Improving

Your Bottom Line

Action #1: Measure Gross Profit Margin
Action #2: Measure People Costs

Action #3: Measure Occupancy Costs

Action #4: Challenge Operating Expenses
Action #s: Create a Debt Reduction Stratgey

Impact Leadership. All Rights Reserved. 2023
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5 Strategies For Improving

Your Bottom Line

Mick Kling, OD
dr.kling@invisioncare.com
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