
46 Practice Trends FA M I LY P R A C T I C E N E W S •  D e c e m b e r  1 ,  2 0 0 7

C L A S S I F I E D S
A l s o  Av a i l a b l e  a t  w w w. f a m i l y p r a c t i c e n e w s . c o m

B Y  M A R K  N E E D H A M , M . D.

If you’ve ever wondered whether you
should buy a DXA machine or start of-
fering botox in your practice, read on:

Learning how to calculate the net present
value of that venture would go a long way
toward helping you figure out if it’s truly
a good move. 

For all their training and experience in
clinical decision making, physicians are no
better than anyone else at making business
decisions if they lack the necessary quan-
titative tools. 

And yet, I’ve seen plenty of my col-
leagues invest their time and money in sig-
nificant practice-changing ventures with-
out first rigorously evaluating them, only
to wonder a year later why they aren’t
making any money. 

The most common mistake is making
decisions, not blindly, but partially blind-
ly. I’m referring to the physician who de-
cides to buy a dual-energy x-ray absorp-
tiometry machine because the age and
demographic profile of his or her patient
population would seem to make the pur-
chase a no-brainer. But there are a lot
more factors to consider besides the ideal
patient population.

Why do I recommend using a net pre-
sent value (NPV) equation in particular?
Because it’s a fairly straightforward way to
take into account the risk and opportuni-
ty costs of any venture.

The first step is figuring out cash flow.
For example, say the DXA machine you’re
eyeing costs $100,000 and is good for 10
years of use before it needs to be replaced.
Let’s say that payers will reimburse you

$100 for each scan. And based on your pa-
tient population, you may estimate that
you will be performing x number of scans
per year.

Next, figure out what the cost of each
of those scans will be. If you have to hire
a technician, factor in his or her salary
and benefits, the cost of that person’s
training, and the cost of any supplies. In
addition, consider what the marketing
costs will be.

The second step is figuring out oppor-
tunity costs. Will be you be giving up time
or space, or both?
Reading DXA scans
doesn’t take much
time, but space may
be an issue. If you
place the machine in
an exam room, what
is the opportunity
cost of giving up that
space? Will it reduce
the number of pa-
tients who can be seen each hour?

Sometimes the opportunity costs may
not be as obvious as you think. Take the
example of a colleague of mine who is
considering adding colonoscopy to his
practice.

Let’s assume that, on average,
Medicare reimbursement is $225, and
that he can perform two colonoscopies
per hour. Factor in the time that it takes
to travel to and from the colonoscopy
center—as well as the inevitable no-
shows—and it may appear that the op-
portunity costs of providing colonoscopy
are too great. 

That would certainly be the case if his

time could instead be spent seeing four
patients per hour at $110 each, without
the travel time. On the other hand, when
he is away at the colonoscopy center,
perhaps an exam room is freed up for a
colleague to see more patients, a factor
that may shore up the deal, at least in a
large practice.

The third step is to evaluate what that
cash flow is worth to you over time. Let’s
say you expect $20,000 in income from the
DXA scanner each year for the next 10
years. Ask yourself: Is $20,000 a year worth

$100,000 to me now?
Calculating the dis-
count rate—which is
your estimate of the
risk of your pro-
ject—can help an-
swer that question.
So let’s say much of
your practice’s pa-
tient population
comprises post-

menopausal women. But there are 10 oth-
er physicians in your area, as well as a few
hospitals, that offer DXA scanning, so
there is no shortage of competition. In this
case, the discount rate is quite high.

The fourth step is doing a sensitivity
analysis, which is a way of testing your es-
timates. 

After you’ve made estimates in good
faith, you may then discover that your dis-
count rate is 12%. In other words, you’re
not super confident, but the venture isn’t
a flier either. Based on that estimate, you
find that your NPV is $200,000, which is
more than what you expect to pay for the
machine, a favorable finding. The higher

the NPV is over the initial cash invest-
ment, the more confident you can be that
you will make money. The beauty of this
NPV number is that it can then be used
to compare projects, say one that may last
3 years versus another that will last 10
years.

You can also go back and change your
assumptions and see how the changes al-
ter the NPV. If Medicare reimbursement
for DXA scans is reduced by 10%, for ex-
ample, or if the number of scans you ex-
pected to perform each year is cut by
10%, what does that do to the NPV? If it
veers into the red, don’t do the deal.

A low NPV may give you bargaining
power. In negotiations with the DXA ma-
chine vendor, a low NPV will substantiate
why you’re will to pay only $70,000 for the
machine, or you may more clearly see the
wisdom of purchasing a lightly used, re-
furbished machine instead.

Physicians don’t tend to calculate NPV
because it’s time consuming, and it’s not
as challenging or as exciting as a clinical
problem. But a lot of money may ride on
it and it will help you know if your finan-
cial intuition is correct. 

My advice: Go online, learn about net
present value.

Crunch the numbers yourself, or hire
someone to do it for you. But be aware of
all the tools at your disposal before you cut
that check. ■

DR. NEEDHAM is a family physician in
Santa Monica, Calif. He teaches a course on
net present value at the annual meeting of
the American Academy of Family
Physicians.
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Should You Do This Deal?

Go online, learn about net
present value. Crunch the
numbers yourself, or hire
someone to do it for you.
But be aware of all the
tools at your disposal.

PROFESSIONAL OPPORTUNITIES
Saratoga - Glens Falls, NY.
BC/BE Family Practitioner to join a well-
established, hospital-employed practice.
Outpatient only. Hospitalist service at
Glens Falls Hospital, a 410-bed community
hospital with full spectrum of specialists
available. Easy access to Lake George and
the Adirondacks. Outdoor and cultural
opportunities year-round. Just 3 hours to
NYC, Boston, and Montreal.
Contact: Jennifer Metivier, 518-926-1946
or jmetivier@glensfallshosp.org
Not a J-1 Opportunity.

BEAVER DAM and
WAUPUN, WISCONSIN

St. Mary’s / Dean Ventures, Inc. (SMDV)
has more than 30 regional clinics,
which provide convenient care to out-
lying communities in Southern Wis-
consin. The clinics in Beaver Dam and
Waupun are both seeking a family
medicine physician. Obstetric skills
are highly preferred. With shared call,
the after-hours phone calls are limited
due to a nurse triage program. In addi-
tion to our four-day work week, you will
receive a two-year guaranteed salary,
the potential for bonus, and a complete
benefits package. Our attractive loca-
tions are just a short drive to desirable
Madison.
For more information, contact
Joanie Hill at 800-678-7858, x63318
or e-mail jhill@cejkasearch.com
www.cejkasearch.com
ID# 28789-29014FN.

Northeastern NY, Adirondack
Mountains, Lake Champlain Region
Outstanding practice, family & recreation
opportunity! Elizabethtown Community Hos-
pital (www.ech.org) seeks FP or IM for 25-
bed hospital, well appointed clinics, with
great MD and support staff. Work in the
High Peaks of the Adirondacks; “old-style”
patient and family oriented practice with
security of employed position. ECH is affil-
iated with CVPH, a regional referral center
45 minutes away. Contact: Zaidee Laughlin,
800-562-7301, Lzaidee@cvph.org

NEW JERSEY
Interesting opportunities for primary care
physicians allow choices of hospital-based,
salary or ownership of your practice with fi-
nancial and practice management assis-
tance from the hospital. Coverage is 1:4
or better. Location is 45 minutes to Philadel-
phia and 40 minutes to the NJ shoreline. Ex-
cellent schools, quaint almost old-fashioned
town lifestyle (a good thing) and very rea-
sonable cost of living.

Wanda Parker
The HealthField Alliance
30 Main Street, Suite 307

Danbury, CT 06810
866-232-2333 Toll-free

203-778-3333
healthfield@mindspring.com
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