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D
ermatologists in practice are undoubtedly familiar with
the concept of return-on-investment or ROI. In fact,
ROI is a part of everyday life for just about everyone.
Whether consciously or unconsciously, you likely base
nearly every purchase from groceries to airline tickets

on at least a modified calculation of ROI. Aside from those occa-
sional impulse buys, you probably often ask yourself questions like:
Will I really have enough opportunity to wear those shoes? Do I
enjoy my favorite brand of peanut butter that much more than the
brand on sale?  Is it worth the extra money to fly first class on a two-
hour flight to Cleveland?  How about on an eight-hour overnight
flight to Europe?
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From calculating ROI to assessing staff support 
of a new endeavor, here’s what you need to know

before making important practice decisions.
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As these day-to-day examples suggest, financial decisions
often depend on consideration of numerous factors—not all
strictly monetary, and they can have significant short- and
long-term implications. Given the potential impact of financial
decisions on a practice, the variability of relevant factors that
influence those decisions, and general uncertainty about calcu-
lation of returns, it’s easy to see why many dermatologists dread
financial decision-making and sometimes leave key decisions to
others.           

To demystify the concept of ROI and its calculation and to
help you take back control of your practice’s financial decisions,
we’ve broken down the key financial and practical elements of
decision-making.

Know the Terms
When it comes to calculating returns, you may hear a few dif-
ferent terms bandied about. An economist’s or accountant’s
definition of the terms may be slightly more nuanced, but the
following thumbnail definitions work for practice planning
purposes. 

When practice planners talk about “return on investment,”
they typically refer to the net benefit (or deficit) realized as a
result of an expenditure or undertaking. If you purchase a
scratch-and-win lottery ticket for $1.00 and win $5, you real-
ize a $4 or 400% return on your initial investment. 

Of course, that’s ROI calculated after the fact. For practice
planning purposes, you’ll want to forecast the likely ROI for a
particular plan of action, say adding staff or purchasing equip-
ment. A pro-forma is a structured, comprehensive estimation
of ROI. The pro-forma spreadsheet identifies and quantifies
direct and indirect, tangible and intangible costs in order to
predict the possible net effect of a given action. A pro-forma
may even include calculation of return based on a few different
scenarios, plugging different assumptions—more or fewer
patients, higher charges for a procedure, purchase v. rental
costs—into the calculations to predict results.

A break-even analysis is another way to tackle the issue of
return on investment. Rather than predict the total effect of an
action or decision, the break-even analysis looks at the same
key indicators in order to determine the specific point at which
expenses and revenues even out. If your particular practice sit-
uation allows you to achieve beyond this point, your endeavor
will yield positive returns. If you fall below this point, you’ll
experience losses. 

The “revenue-per-patient-encounter” analysis is a quick and
easy way to start thinking about possible revenues and the feasi-
bility of incorporating a product or service.  If the estimated rev-
enue-per-patient-encounter for a particular service is $25 and
you predict demand of roughly three patients per week, the pal-
try income of $300 monthly may not justify any further consid-

eration of the service. In a comprehensive ROI calculation, rev-
enue-per-patient-encounter is actually one component. 

Know Your Community
Now you’ve had a refresher course on the lingo, but before you
undertake any extensive data collection and numbers crunch-
ing, you need to take a look at your community to assess the
viability of any new service or procedure, says Brett Coldiron,
MD of Cincinnati, OH. “The first thing I would do is gauge
the community,” he says. “Look to see who’s already doing the
procedure and call to find out how quickly you could get in as
a patient.” Ample access to a given procedure or service gener-
ally signifies that there’s little room for competition or oppor-
tunity for you to provide the same or comparable service.

“Context” is also important, Dr. Coldiron observes, espe-
cially when it comes to cosmetic services versus medical ones.
You have to know the attitudes, interests, and demands of your
community. For example, Dr. Coldiron observes, “In much of
the Midwest, people really aren’t that interested in cosmetic
procedures.” That doesn’t mean there’s no interest or that a
determined physician can’t generate buzz. But it does show that
practices need to truly evaluate opportunities from the stand-
point of patient/public interest and access.

Know Local Regulations
You can also save a lot of time by checking into relevant local
regulations before conducting any financial analysis, Dr.
Coldiron notes. If you’re considering hiring a nurse to admin-
ister laser hair removal, for example, you must be sure your
state medical board would even permit him or her to do so.

On a related note, consider how your staff will respond to a
new service or procedure. If current staff will be affected by the
practice change or addition, do your best to make the impact
either positive or neutral.  One way to sweeten the pot for staff
is to consider offering incentives when and where appropriate.
This is usually possible with cosmetic services.  “Most staff
don’t like change, and if they have no stake in it, why would
they embrace it?” Dr. Coldiron asks.

Know the Facts
Once you know that your community, your local regulators,
and your staff will allow the addition under consideration, it’s
time to start gathering hard data. The value of any prognostic
ROI calculation depends on the reliability of the data used.
There’s always a “right answer”:  any initiative will prove prof-
itable with the right number of patients at a particular cost per
service.  But those “right” numbers may not be the real num-
bers for your practice; determine facts as accurately as possible
for your practice and community.

When you have access to solid data about demographics or
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patient volume from your practice, use it. But when you
don’t, “you have to have realistic estimates,” says Kevin Smith,
Director of the Allergan Practice Consulting Group.
Pharmaceutical, cosmeceutical, and device manufacturers can
be great resources. They can provide information about target
patients and likely consumers, he says. “Then you have to do
a little data mining within the practice,” he adds.

For example, a laser manufacturer can tell you the age range
and other demographics of the “typical” patient seeking a par-
ticular  procedure. Scour your records to see how many poten-
tial patients exist in your patient rolls.

It’s equally important to identify and calculate  all associat-
ed costs. These include costs of associated labor, marketing, and
supplies and equipment, to name a few. Determine who will
perform the procedure (physician,  PA or NP, or medical assis-
tant) and the associated cost per time unit to provide the serv-
ice,  Mr. Smith says. Don’t forget about bonuses that might be

tied in as well. In a bonus scenario, demand will drive up com-
pensation, throwing a new variable into the calculation.

Pay attention to costs for purchase or rental of equipment as
well as supplies and maintenance, Dr. Coldiron says. In light of
the rate of technological advancement, he generally recom-
mends equipment rental to avoid ultimate ownership of obso-
lete devices. Plus, rental agreements generally include favorable
maintenance and repair contracts. 

Identify and calculate even minimal expenses. Will you adver-
tise in the yellow pages? What will that cost? Dr. Coldiron offers
a caution regarding non-specific advertising: consider monetary
costs as well as other consequences. Are you prepared to deal with
all the types of patients yellow page ads may attract?  

Know What to Do with Results
Once you, your staff, and/or advisors cull all the relevant data,
plugging the numbers into a spreadsheet permits analysis of the

Three Opportunities to Consider Right Now
Most discussions of practice opportunities focus on cosmetic services and procedures, but there are medically-based opportuni-
ties for practice development. 

Don’t Scratch that Niche. Often overlooked, says Dr. Coldiron, is the opportunity to develop a medical niche for a dermatology
practice. Some obvious options are to specialize in pediatric dermatology or Mohs surgery. But psoriasis or skin cancer are other
areas of emphasis that could prove beneficial to a practice.

Niching gives a practice a marketing advantage; the provider is the expert in that community or region. Besides the ability to draw
patients to the practice, a well-established niche can confer management benefits onto the practice. Dr. Coldiron points out that
specialized practices develop a certain flow—the staff develops efficiencies and the practice operates more effectively.

Infuse Life into Your Practice. An emerging opportunity worth considering right now is to establish an infusion center, Dr. Coldiron
suggests. With infliximab (Remicade, Centocor) already used off-label and currently anticipating FDA approval for psoriasis and
alefacept (Amevive, Biogen-Idec) requiring in-office injection, this is a great  opportunity for a dermatologist with interest in psori-
asis. Additionally, IVIg is used to treat dermatologic diseases, such as idiopathic thrombocytopenic purpura, Kawasaki’s disease,
and dermatomyositis. Recent updates to the infusion codes make the notion of developing an infusion clinic even more attractive,
and establishing infusion capabilities doesn’t require a significant investment in equipment or office updates.

Consider a Concierge. A growing trend among internists that could easily adapt to dermatology is the establishment of medical
concierge services, says Dr. Coldiron. Just like programs offered by credit card companies and hotels, medical concierge services
focus on providing the customer—or patient—convenience, efficiency, and rapid response. 
Patients enroll in the concierge for a flat annual fee—about $1,500 per patient per year is the number Dr. Coldiron hears often. The
enrolled patient enjoys prompt telephone call responses, more rapid scheduling, and other “perks,” including perhaps access  to
the physician via e-mail. Medical services provided (exams, procedures) would be charged and paid just as for any other patient
(insurance, self-pay, etc.).

Given the chronic, relapsing nature of many dermatologic conditions, including psoriasis and eczema,  patients may be willing to
pay extra money for more rapid medical response to flares. “A clever dermatologist could develop a concierge medical approach
and do very well,” Dr. Coldiron suspects.

              



financial feasibility of the new undertaking. The table above is a
sample break-even analysis for the addition of a PA. (A sample
pro-forma for the purchase of a laser is available online at
www.candelalaser.com/wave/2004_12/roi_feature.html; compa-
ny representatives can help interested physicians complete a prac-
tice specific pro-forma: jane.smith@candelalaser.com.) 

Sometimes results clearly indicate that a new undertaking is
viable and worth pursuing. Other times, the results suggest a
new undertaking would produce a financial loss. Decisions in
such cases are usually easy. 

But what if the results are unclear? Perhaps you’d only break
even or experience a minimal gain or loss? What if it may take sev-
eral years of loss before a service becomes lucrative?

When data offer no clear indication of feasibility, the dermatol-
ogist or practice partners have to weigh all the various short- and
long-term implications of proceeding with the new endeavor, Mr.
Smith says. “You have to consider that this is not attractive and you
are not going to break even,” Mr. Smith says. “Then you need to
take a close look at why you would want to proceed.” Provided
there’s no clear indication of significant financial loss, reasons to
pursue an unprofitable enterprise may be to give the practice a tech-
nological, marketing, or patient care advantage over other practices
or non-specialists in the community. 

Know the Timeframe
A worthwhile calculation of returns will look ahead to long-term
opportunities and possibilities. It’s common sense that you’d want
to estimate the income from a laser purchase one year, three years,
and five years out, but in some scenarios it’s easy for the affected
parties to be short-sighted. This is especially true for younger
physicians—particularly those just out of residency—weighing

employment opportunities. Some might be too quick to sign on
the dotted line when a quick analysis of salary versus debt proves
favorable. But contracts can cover a long period of time, and what
seems financially favorable now may not be so attractive in three
years.

Before signing any contract, hire a contract lawyer to review
it, Dr. Coldiron recommends. Such legal services are usually
costly, but they are worth the expense to ensure that the contract
is fair and financially rewarding over the long-term. Any contract
should be simple and easy to read, he says, and extend the right
to audit the books to any employed physician paid a bonus.

Know the Benefits
ROI analyses need not be time-consuming or particularly costly.
Your practice manager, a staff member, or you can identify,
research, and gather many of the key variables. For those factors
you don’t know, turn to trusted practice consultants, professional
societies, local colleagues, and device and pharmaceutical compa-
nies for access to their data. Many analyses can be handled in-
house, but big decisions warrant review by your accountant,
financial advisor, or practice consultant—someone who can dou-
ble check the numbers and help analyze the feasibility of the
opportunity. 

Remember that the ultimate decision to proceed with a new
initiative or to squelch it depends on consideration of numerous
factors—not just on financial considerations. Nonetheless, esti-
mated returns are a critical element of decision-making and may
provide a clear-cut answer whether a particular practice change is
viable. Understanding the elements of ROI, its calculation, and
other key considerations can help you make use of these valuable
practice planning tools.
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Break-Even Analysis: Addition of a Mid-Level Provider Clinical Practice

1,500 $65 $97,500 $9,750 $87,750 $91,500 $0 $101,250 ($3,750)

2,500 $65 $162,500 $16,250 $146,250 $91,500 $0 $107,750 $54,750 

3,000 $65 $195,000 $19,500 $175,500 $91,500 $2,000 $113,000 $82,000 

3,500 $65 $227,500 $22,750 $204,750 $91,500 $33,000 $147,250 $80,250 

4,000 $65 $260,000 $26,000 $234,000 $91,500 $38,500 $156,000 $104,000 

5,000 $65 $325,000 $32,500 $292,500 $91,500 $45,000 $169,000 $156,000 

5,500 $65 $357,500 $35,750 $321,750 $91,500 $48,000 $175,250 $182,250 

Variable Costs - Office Supplies,Medical Supplies, Billing etc.10%
Fixed Costs - Compensation plus taxes, benefits, space cost, pension, etc. * Ball Park of  135% of salary
Incremental Costs - Productivity Bonus, Additional Staffing, i.e. Med Assist $30K (Driven by volume)

Patient 
Encounters

Total
Costs

Net
Income

Revenue
Rate

Incremental
Costs

Practice
Revenues

Variable
Costs

Contribution
Margin

Fixed
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