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Capstone (midterm)

5 people you need in your infrastructure

1. attorney

2. banker

3. accountant (tax)

4. insurance agent/company (malpractice & casualty/liability insurance)
5. marketing (graphic design) person who can help you create an up-front professional image



-make sure you own these materials
Finding Your Dream Location


-locus = 70-80% of patients come from geographical zone


-small town: locus is 10-20 mile radius

*-ideal chiropractic population: 25-54 years of age

-target minimum ratio = 2500:1
-median household income = $40-50k
-consider 5 year population incr/decr

http://www.easidemographics.com/

-“EASI Site analysis”

-“free complete report & analysis”
http://www.superpages.com/
http://www.mrsc.org/Subjects/Econ/profiles/ed-skagit.aspx

http://www.skagit.org/skagit-county-demographics.php
http://www.claritas.com/MyBestSegments/default.jsp?ID=30&SubID=&pageName=Segment%2BLook-up
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-due next week (assign 4, page 26):

-financials


-don’t worry about start-up cash (leave as $0)


-start-up expenses:  just plug in numbers that seem reasonable

-don’t put anything under buildings/land (b/c not purchasing the real estate)


-nothing goes under inventory


Tools(macros(security(medium


-startup costs are typically b/n $15-40k



-most landlords/developers will do the build out for you

-mgmt and organization

-to delete balloons:  View( toolbars(Reviewing ….on the toolbar:   Show(Balloons(Never


-advisory council should not be chiropractors, but small business people who understand cash flow & community

-your role: patient care


-“b/c I have little or no business experience, I understand that I need small business advisors…”  (40min)

-10% of business plan grade goes toward readability, format & spelling


-be consistent with formatting


-use single-sided pages


-single-spaced paragraphs with line breaks b/n paragraphs


-break into logical paragraphs; no indentation


-leave only one space after periods


-use full sentences (no notes nor lists)

-bullet points should be part of a full sentence


-use introductory sentence before tables and graphic components


-go beyond just answering the questions, but rather provide discussion


-use 3rd person (the doctor, dr. Tucker, he, etc)



-use first and last name the first time you use your name (in each section)



-after that then just use Dr. [last name]


-spell out numbers one through ten


-never use “k” for thousand


-don’t include cents


-“chiropractic” or any other profession (dentist, medical doctor, etc) should never be capitalized


-doctor is also lower case, except when abbreviated “Dr.”


-citations:  use “According to…”-paraphrase the info or use exact quote with quotation marks



-don’t use superscripts/footnotes



-reference the source at the end of the sentence in parenthesis (period after parenthesis).



-web addresses in citations should NOT be underlined

-explain unique professional terms


-limit acronyms (and spell out the first time used)


-LLC’s don’t have “stockholders,” rather they have “members”

-don’t rely on spell-check

Sole proprietor


-simple, and easy to start

Partnership


-not a good choice


-personal assets not protected if you get sued

LLC (limited liability company)

-members

-file articles of organization with the secretary of state’s office


-stand alone entity that gives you some protection


-if you get sued, then personal assets are likely still protected


-taxed at personal tax rate


-money flows to you as an owner’s draw

Corporation


-stockholders


-must have a stock log (must issue stock certificates)


-must have a board of directors and a corporate seal



-president, secretary, treasurer


-protection of personal assets as long as you are operating in the proper manner
S-Corp



-informal board of directors (can have 1 director and 1 stockholder)


-taxed at personal tax rate

C-Corp

-must have 3 different board of directors (for president, secretary, and treasurer)

-separate tax structure


-salary is tax deductible


-only worthwhile considering (tax-wise) if you’re generating over $400-500k per year

-contracts are only as good as your ability to pay an attorney to enforce them
-with business contracts, the shorter the better
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-by knowing your community, you can determine your “brand”

-check outside signage laws

-typically, the higher-end communities don’t allow outside signage

-Philip Kotler – author of the Bible of marketing

Need to have this phrase in your business plan:

-“according to ‘marketing management – analysis, planning, implementation, and control’ ” …

Innovators (2.5% of population) – always want the latest, newest thing (regardless of the cost)

Early adopters (13.5%) – educate themselves to get the service they want

Laggards – price is the most important

Price sensitivity: the farther/deeper you get into the population, the more sensitive they are on price
-how is your practice unique from the practices already there
-why does your location need your practice?

In business plan:

-explain ages, demographics, lifestyles and how your practice matches these lifestyles

http://www.claritas.com/MyBestSegments/default.jsp

US = percentage of the entire USA

Segment = percentage for that particular segment

Index = difference b/n the segment and the US average
-difficult to get to the rich people b/c they have learned to shut out the sales people

Product service plan


-how does it benefit the customer?


-put chiropractic passion into this writing


-discuss purpose of chiropractic as a whole


-don’t say anything negative (about other professions)


-identify, by name (name the town) where your practice will be located


-why is another practice needed?


-why is this practice going to work?


-state whether or not you are a startup practice or buying an existing practice

-need malpractice, casualty, and liability insurance

-length of the loan is based on the length of the lease


-ie if you only have a 3-year lease, then you’ll only get a 3-year loan


-assume: 3-year fixed rate lease with the option to renew at ~5% increase
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-a typical practice sells for around 65% - 85% of one year’s gross


-will typically lose 40% of patient flow

-LLC has members, not board of directors

REVIEW for midterm

-what form of legal structure does not require board of directors?


-sole proprietor, LLC

-what legal structure requires a board of advisors?


-none

-what form of legal structure allow tax to be taxed at owner’s tax rate


-sole prop, LLC, S-corp

-of 5 adopter categories, which is most sensitive to price?


-laggards

-why might some lenders have a less than positive view of chiropractors?


-high default rate (52%)


-historically, not prepared to enter the borrowing process

-why would you offer hours that differ from the other chiro’s in town?


-to get to the population that is not getting to a chiro 


-or due to convenience of the hours of the population

-5 stages of adoption and innovation, where is chiropractic?


-could be in interest, or in awareness


-be able to explain why you feel it is in what category

-why should you explain why you need a board of advisors?


-to address your weakness and inexperience in business


-advisors will also be a source of referrals

-why must you designate a specific target market in your business plan?


-you can prove the group of people that will identify you as their chiropractor


-to set you apart


-identify on whom will you focus and how your practice is structured for that group

-what do chiropractors do?

-change people’s lives, and improve the quality of life of individuals

-what are the official responsibilities of members of board of advisors?


-none (they are informal)

-what are the responsibilities of the board of directors?


-to maximize the wealth of the shareholders

-what are 5 characteristics of ideal chiro population?


-25-54yo


-female


-45-50k/year


-home-owner


-educated

-good chiro website to check out:


Camelotchiropractic.com

2/19/09

30% of business is cash business

70% is 3rd party payer


-on average, you collect 65% of this 70% in 2 months (time of collection = 2 months)

RMA says profitability = 12.1%

Doctors salary = 11-25% of total billings

ie. assume total billings is $200k, first year


-DC salary = $50k/year (assume upper end)


-profit = $24k (which is added on top of the DC salary)


-then max operating expenses (overhead) = $10,500/month ($126k / 12)

-working capital = empty bucket of cash that you fund for the life of the business


(most chiro’s use a line of credit for working capital, but that is not recommended)

-term loan initially goes into working capital

-3 places cash can go: take it, pay bills, or buy stuff

-assume net collections = 65% (bad debt = 35%)

-assume 3 months of operating expenses as working capital ($32,000)

-startup expenses ~ $22k

-therefore total initial amount to open the practice = $54,000


-once you make that initial loan, then you finish borrowing for at least 3 years

-you have to come up with 20% of total project cost = equity = your investment into the project


Debt = 80%


Equity = 20%

-we must come up with $10,800 cash to make this project work

-if you get denied by a bank, then get it in writing and ask them what you need to make the loan work

-accounts receivable = money billed but not yet collected


-usually after 4-5 months, you can sell them to a collections agency for 10-15%

-accounts receivable / total billings x 360 = average days of collection

-what it costs to open, to stay open, and how many patients we need

-typical practice spends $1000/month on marketing and advertising (probably primarily yellow page ads)

-difference b/n start-up cash and startup expenses = working capital

-total project cost = startup cash

(round up the numbers)

Assignment for next week:

“operating expenses” x 3 years


“operating control plan” (page 45)


-bill our patients as frequently as possible (not once a month)



-pay suppliers the day the payment is due



-accountant should be responsible for accounts receivable management 




-within 4-6 months, you need to turn accounts receivable over to collections agency




-if age of AR is 30-60 days old, then they’re worth about 90%




-if 60-90 days, then likely 60%




-if over 90 days, then maybe worth 40%




-don’t tell a lender that you will extend credit, otherwise need to define specific criteria



-practice needs to have a written policy manual (written procedures) for your employees and for training



-states requirements for continuing education (from fclb.org)



-retail sales and inventory are not considered


-don’t manage complaints, but be aware of the complaints and follow up with them afterwards



-mention HIPAA



-when will practice be open (just pick a date)




-need to enter community and market ahead of that date



-potential problems of new practice are the changing dynamics of the location




-what will you do if your practice fails? Move somewhere else? Sell your stuff?
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-credit scores: between 350 and 850


-650 is required to get a loan
-690 is above the average score
-late payments are the biggest event that has an effect on your credit score

-student loans don’t hurt credit (as long as you’re making timely payments)

-a mortgage loan improves your credit score

-checking your own credit reports does not hurt your score

-3 credit bureaus: transunion, equifax, experian
-late payments (paid within 30 days of due date) will not be reported to the credit bureau

-often high credit balances (available balances) can hurt you


-ie a lender might be afraid of you maxing out your credit cards after borrowing for a house

-it does not help your credit to pay your bills early

-anything reported to the court system (like past due alimony payments) never come off your credit report, unless you can get a court order to get it removed
-to cancel a credit card, write them a letter, certified mail, return receipt requested

-and tell them to report it to one of the three credit bureaus

-sales projections based on market research
-average number of new patients a chiropractor sees in a year ~140

-minimum ideal patient to chiro ratio = 2500:1


-assume 140 NP/year (12 NP/month) if your ratio is better than 2500:1

-if ratio is less than 2500:1, then:

-explain competitive advantage and make a reasonable (credible) assumption what our NP visits will be

-sample financial (& tx) plan: pg 66-67

-average monthly income from each NP
-long term patients are much more profitable than just the average new patients


-NP’s are important b/c a percentage of them will turn into a long-term patient

-assumption: each new patient will come to us for 24 visits (32 visits according to 11th annual survey)
“revenue assumptions”


-first month, assume 6 NP’s (about half of what a typical practice brings in)


-all about billing, not cash flow


-in 2nd month, see patient an average of 8 times


-3rd month: see patient twice, and re-exam


-4th-10th month: see patient average of once a month


-month 2: 8 NP’s


-month 3: 10 NP’s


-month 4-12: 12 NP’s

-baseline

-monthly revenues must tie together with the prices laid out in the marketing plan

-a certain number of the NP’s will come back to see us, after the 10 month plan


-assume 15 in year 2, and 20 in year 3

-assignment for next week:

-“revenue assumptions” and “sales” from excel worksheet


-go to “page set up” and set it to “landscape”, and set scaling to “71%”


-go to print preview before printing, to confirm that it will print on one sheet

-make some notes explaining your numbers, b/c in the next assignment we will have to write up these explanations

-know how to calculate net profit for final exam
-the difference b/n profit and cash flow = timing
-profit has nothing to do with timing

-profit = billings minus expenses
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-complete financial plan due next class, and text explaining all of it (assignment 8)

-explain sales, income, cash requirements, statistics, research, where stats come from


-don’t turn in a ratio sheet

-line 64 cash flow statement


-typically between month 2 and month 7 when practice can start to sustain itself

Mike Whitmer, NCMIC

Risk Management

4 elements for malpractice to exist


-doctor needs to owe the patient a duty ( doctor-patient relationship



-did the patient consider the doctor as the PCP for that particular condition?



-and are they willing to forgo any other treatment?


-breach of duty ( breach of standard of care


-what would a reasonably prudent doctor in a similar situation (& similar community) have done?



-colleges, other experts & state statutes set the standard of care


-causal connection

-damages
Policy coverage provides for:

Indemnity – indemnifying the person suing you



-any money paid


Defense (attorney)



-NCMIC chooses the attorney and also pays for it

Limits of policy ( how much liability coverage you have
Limits are stated in 2 numbers (indemnity only):



-first number: amount of coverage against any single claim



-2nd number: amount of total coverage per policy year


-$1 million / $3 million is the most common
-hammer clause:
-if settlement amount was agreed upon and doctor refuses to settle, then insurance will not pay more than that settlement amount
-NCMIC does not have hammer clause, but just consent to settle clause

Most common types of claims:

1) disc injuries (31%) – most common allegation is that the chiro caused the disc herniation

2) fracture (15%) – the doctor-patient relationship is what determines whether or not doctor will get sued

-if good cmu, then patient will understand that the doctor did not meant to do it

-the worst thing to do would be to freak out and ignore the patient, hoping to never see them again

3) stroke (12%) – often the problem is documentation
4) strain/sprain/soft tissue injury (12%)

5) failure to diagnose (7%) – typically cancer

-the biggest issue with x-rays is the quality



-if have x-ray in office, then need to be religious about the maintenance (keep logs up to date)

Vicarious liability

-you are responsible for your employees/partners and their actions

www.startingintopractice.com

www.cevantive.com

Risk Management Strategies


1) Documentation


-your records need to be legible



-specialists can date your ink and determine whether or not you have altered your records


-electronic records



-if using Microsoft Word, then records will not be as credible in court (because you can edit it at any time)




www.chiroeco.com

( buyers guide with a listing of the available vendors

www.dcproductreview.org



-needs to be crystal clear what you did and on what date


2) Patient communication


-effective communication leads to lower incidence of malpractice incidence


3) Informed consent


-lack of informed consent is nearly always an allegation in lawsuits



-IC is more than just a form, rather it is a communication process whereby you communicate the risks and the 

patient shows that they understand the risks

4) Professional boundaries





-in most cases, the doctor is guilty


-in many cases, the doctor dated the patient (always inappropriate b/c of the unequal balance of power)


5) Professional liability insurance


-claims made policy only covers claims made while the policy is in effect



-if cancel the claims made policy, then need to buy tail coverage
Typical NCMIC costs for coverage

Year

Occurrence Coverage

Claims Made
1



$1676





$562

2



$1676





$1053

3



$1676





$1446

4



$1676





$1567
5



$1676





$1607
Discounts


First year of licensure: 75%


2nd year: 40%


3rd year: 25%


4th year: 15%

-if plan on canceling your policy within a few years, the occurrence coverage is better choice

-if plan to practice for at least 10 years, then claims made policy will be better choice
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Considerations when buying a practice:

-if something cannot be verified on a tax return, then it doesn’t exist

Break-even analysis (pg56)


-use numbers from year one in the year-end income statement


-monthly patient revenues (pg 67)


-bad debt expense is a “variable expense”, because it is a percentage of billings


-whatever expense that is not a percentage is called a “fixed expense”

-Fixed expense = total operating expense – bad debt expense + interest expense


-Variable expenses = bad debt / net sales = 24.5%

Break-Even = how much do I need to generate in billings in order to become profitable?

Break-even ($) = Fixed expenses / (100% – 24.5%) = Fixed expenses / 0.755

Break-even (NP) = BE ($) / amount of money each patient will generate = number of new patients needed to break-even
-business lending is very much based on relationships

-you need to know the lender and he/she needs to know you


-the first indicator to determine credit-worthiness is personal credit score



(credit scores are between 300 and 850)

-if you need $60k for your business plan, and a banker will only loan you $40k, then it is guaranteed failure


-no reputable banker will do that to you

-in small business loans, there are no prepayment penalties
Executive Summary


-number 1 rule: cannot be over two pages

-talk about community


-what makes your practice different from others in town?

-forming an LLC simply to take advantage of tax structure


-advisors are the key support people


-“working capital is used to fund the operating cycle of the practice”


-don’t talk about prepaying a loan
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Speaker: Jason Klein (Regions Bank)

Process of Getting a Business Loan

-general project cost sheet:


-working capital


-equipment (have exact break-down)

-leasehold improvements

-SBA loan (under $150k) – guaranteed by federal government

-bank is more willing to take risk because of this guarantee


-need credit score of 660 to 680 to get SBA loan

-term of loan: typically 10 years
-goal is to not spend any money until business loan is approved

-life insurance is typically required to get a loan (needs to be at least the amount of the loan)

-need 2-3 years of business tax returns in order to get a conventional business loan (rather than SBA loan)
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-the difference b/n profit and cash is TIMING (profit does not include timing: profit = sales minus operating expenses)
-typical practice starts to generate a profit in month 6
-debt coverage ratio ( 1.25:1


-annual debt service x 1.25 = the minimum amount of cash that your practice should be spinning off

FINAL Review

-understanding credit scores

-good score: above 700


-national average: 690-695

-break even point


-so you know how many patients you need to bring in

-the only variable expense that a practice typically has: bad debt

-what section of business plan is always weakest: marketing

-3 financial statements: income statement, balance sheet, cash flow

-most commonly used: income statement

-what if financial projections are nothing similar to RMA standards


-then need to address why they’re not similar

-receivables average 90 days, we’re short on cash and we want to borrow money


-won’t be able to get more money


-chiro industry standards: account receivables of 60 days

-practice runs out of cash in year one, but we come back in year 2, is that okay? No

-once practice goes negative cash, then it is assumed that you fail

-SBA loans are expensive low interest loans to help small businesses get started


-SBA: more expensive and longer term

-differences b/n cash and profit


-include “timing” somewhere in the response

-on which statement are the liabilities? Balance sheet

-expenses? income statement


-income statement shows profit

-know what is included on which financial statement

-bring a calculator to final exam

-due next week: pg 64


-don’t staple, and don’t bind it


-cover sheet with all contact info included


-start page numbers on page 2, not on cover sheet


-all numbers must be consistent 


-in first paragraph of executive summary, identify yourself first and last name, city, and state


-if numbers are not the same as national averages, then need to explain why you’re better or worse

-gross sales / net profit should be less than 20%



-if above 20%, then increase your salary


-include CV







the guy with the bow tie


