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8 Common 
Cash Flow Pitfalls

Mick Kling, OD
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Financial Disclosures

Impact Leadership

Vision Source – Practice Management and 
Transition Advisor
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$1,000,000 Practice w/ 18% Net?

Or 

$600,000 Practice w/ 30% Net?
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The Cash Flow Pinch
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Cash Flow = Inflow – Outflow

Cash Flow Management is…collecting as fast as 
you can and paying as slowly as you can.

It’s all about timing…
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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%

Net Operating $270,000 27%
Income

Doctor’s Compensation (W-2) $170,000 17%

Practice Net Profit $100,000 10%
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Profit  
vs.  

Cash Flow
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NET (Before OC)
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Cash 
Flow 

Pitfalls

Declining 
Collections

Owner’s 
Comp

Too Much 
Debt

Frame 
Inventory

Legacy 
Employees

Pre-Paid 
Expenses

Wasteful 
Spending

Occupancy 
Costs

Impact Leadership - impactod.com
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Pitfall 1

Declining Revenue 
(Collections)
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4 Primary Causes of 
Declining Revenue Too Few 

Exams

Decrease in 
Collections per 

Exam

Poor 
Collection 
Practices

Reduced doctor 
availability 

Recall Strategy is Key

Lost Sales 
Opportunities

Collections, Copays, A/R 
and Billing Practices

Short months and 
Vacations

DECLINING 
REVENUE
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Pitfall 2

Owner’s Comp Too High
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Determining Fair Market Compensation
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Pitfall 3

Too Much Debt
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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%

Net Operating $270,000 27%
Income

Doctor’s Compensation (W-2) $170,000 17%

Available for Debt (P+I) $100,000 10%

This is pre-tax income!
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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+I) = $56K

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

< 5% is manageable
5-10% is concerning
> 10% is a red flag 
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Pitfall 4

Overspending on Frames
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Controlling Frame Expenses
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Setting A Frame Spend Target

COGS Target 28%
Lenses -8%
Contact Lenses -10%                       

Frame Target                    10%
Spend

Set a frame spend target 
of 10% of the previous 
month’s revenue for the 
next month.
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Pitfall 5

Legacy Employees
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Time
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Legacy
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US Chamber of 
Commerce Report 
July 15, 2022
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US Chamber of 
Commerce Report 
July 15, 2022

Contributing Factors:

• Increased savings
• Early retirement
• Lack of childcare
• New business starts

29

Pitfall 6

Pre-Paid Expenses

30

Pitfall 7

Wasteful Spending
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P = Profitable R = Replace U = Unnecessary

Eradicating 
Your Expenses
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Pitfall 8

Occupancy Costs Too High

33

34



8/29/22

12

35

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%

Net Operating $270,000 27%
Income

Doctor’s Compensation (W-2) $170,000 17%

Practice Net Profit $100,000 10%

15%

3%
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The Cash Flow Buttons
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Now What? 

ü Plan for short months and vacations

üCollect Co-Pays, Submit Claims On Time

üReview your own compensation

ü Commit to a Debt Freeze

ü Set a Frame Budget

ü Reconsider Betty’s Role

ü Stop Early/Pre- Payments and Wasteful
Spending

üGrow Into Your Location or Move
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Mick Kling, OD

Email: 
mkling@visionsource.com
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