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Veterinarian Financial
Planning and COVID-19

Making financial decisions during the COVID-19 crisis

based on actual numbers can help you stay in business.

Brought to you by

Many of you are feel-
ing anxious about the
COVID-19 pandem-
ic and the economic
recession that we
are careening into. Your concern and
anxiety, which might be accompanied by
some sleepless nights, can be improved
by thinking hard about your financial
situation and having a plan.

Just those steps can help you feel more
calm.

In this article we'll delve into your
finances, determine where you might be
headed based on where you have been
and where you are now, and offer you a
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way to determine a solid financial foun-
dation in order to rebuild your future.

Make a Plan

The plan you create will need to be
flexible, because you will need to change
it as conditions change, which they likely
will. Your plan needs to be based on
conserving cash. That needs to be your
primary goal. In order to conserve cash,
you will need to trim expenses, because
you are likely to have diminishing reve-
nue.

Your expenses are in five categories:

o Cost of Goods/Professional Services

« Employee Costs (which includes pay

for all veterinarians)

o Administrative Costs

o Fee Collection Costs (mostly credit

card fees)

« Facility and Equipment Costs

Of these, only the first two are variable
and are costs that you can control.

Fee Collection costs vary with the pay-
ments you receive. The others are mostly
fixed expenses.

For example, your state license, your
liability insurance or your electric bill
don’t vary much if at all based on how
much work you do and how much
revenue you earn. Your lease, if you
have a facility, will stay the same, as will
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your computer software subscription
and cell phone bills. Because of this, the
expenses you can control are mostly in
employee costs, and some that can be
manipulated in the Cost of Goods/Pro-

Figure 1

Owner Compensation. You can see what
happens as the revenue goes away, even
with the expense adjustments.

If this veterinarian has a lot of per-
sonal expenses, he will have trouble

him for paychecks, and he feels respon-
sible for their well-being. All the fixed
costs remain the same, with the excep-
tion of fee collection, which varies with
the revenue.

You can see that in this sce-
nario, where the veterinar-
ian is paid 22% of revenue

Total Revenues 100.0% $ 37500000 $ 300,000.00 $ 26250000 $ 22500000 $ 187500.0 and 100% of net income,
Expenses . .
cops 25.0% s 93750.00 $ 75000.00 $ 6562500 $ 56250.00 $ 46,875.0 that he gets into financial
Employee Costs 35.0% $ 131,250.00 $ 105,000.00 $ 91,875.00 $ 78,750.00 $ 656250 trouble much earlier. It is
Administrative Costs  5.0% s 1875000 $ 18750.00 $ 18,750.00 $ 18750.00 § 18750.0 . . . ,
: s c d J ossible this practice won't
Fee Collection Costs  1.2% $ 450000 'S 360000 S  315000°S 270000 $ 22500 P p ]
Facility & Equipment  7.5% s 2812500 § 2812500 $ 2812500 $ 2812500 § 281250 De able to continue for long.
Total Expenses 73.7% $ 27637500 $ 230,475.00 $ 207,525.00 $ 184,575.00 $ 161,625.0 The time to cut expenses
EBITDA 26.3% $ 9862500 $ 69,52500 $ 54,975.00 $ 40,425.00 § 258750 bef ¢
Interest $ 300000 § 300000 § 300000 § 300000 $ 30000 S D€fOreyourunouto
Loan Payments s 12,000.00 $  12,000.00 $ 12,00000 §$ 1200000 $ 120000 money.
Net Income $ 8362500 $ 54,5500 $ 39,975.00 $ 25425.00 $ 10,875.0 In your practice, compare
to last year’s gross revenue
Owner compensation § 16612500 § 12052500 § 9772500 § 7492500 § samso in the same month to know
what % your revenue has
Figure 2 fallen. You need to trim

expenses to make up for

Total Revenues 100.0% $ 37500000 $ 300,000.00 $ 262,500.00 $ 225000.00 $ 187,500.00
= that loss.
xpenses
CoPs 25.0% S 93,750.00 $ 83,750.00 $ 73,750.00 $ 63,750.00 $ 53,750.00 Remember that unem-
Employee Costs 35.0% $  131,25000 $ 131,250.00 $ 131,250.00 $ 131,250.00 $ 131,250.00 : .
Administrative Costs 5.0% S 18,750.00 $ 18,750.00 $ 18,750.00 S 18,750.00 $ 18,750.00 ployment 15 avallable fOI'
Fee Collection Costs  1.2% $ 450000 " 360000 "$  3,15000 % 270000 $ 225000 your employees.
Facility & Equipment  7.5% $ 2812500 $ 28125.00 $ 2812500 $ 2812500 $ 28,125.00 Many states learned in
Total Expenses 73.7% $ 27637500 $ 265475.00 S 255,025.00 § 244,575.00 S 234,125.00 i .
EBITDA 26.3% S 95,62500 § 3452500 § 747500 § (19,575.00) § (8662500 2008 that having folks still
Interest $ 3,00588U 1 300000 $ 300000 $ 300000 $ 3,000.00 working part-time and
Loan Payments $ 1200000 $  12,000.00 $ 12,000.00 $ 12,000.00 $ 12,000.00 lecti ] ‘
Net Income §  83,62500 § 19,525.00 § (7,525.00) $ (34,575.00) § (61,2500 COLCCUNG UNEmploymen

Owner Compensation S

fessional Services category.

Figure 1 is an example of a solo
practice with average expenses showing
what happens as revenue drops, both
with expense adjustments and without.

In this scenario, the veterinarian
makes sure to keep drug and supply
purchases no more than 25% of revenue
and employee costs at no more than
35% of revenue.

The practice has principal and interest
payments totaling $15,000 per year.

The veterinarian was making 22%
of the revenue plus 100% of the net
income before the financial downturn.
This is represented in the line called
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166,125.00 $  85,525.00

$ 50,225.00 $ 14,925.00 $ (20,375.00)

meeting his obligations.

If the doctor is too worried to look
carefully at the practice performance, or
he doesn’t understand the relationship
between revenue, expenses and profit,
and decides that hope is a good strategy,
Figure 2 shows what could happen.

As net income drops, this veteri-

narian doesn’t order the same amount
of pharmaceuticals he normally does.
Therefore, his drug and supply costs de-
crease. However, they are still purchased
at a rate higher than 25% of his actual
revenue (his practice normal). He also
makes no adjustments in his staff costs
at all, because they are depending on

part-time was better than
their employer’s laying them
oft altogether. Thus, unem-
ployment will often pay for
hours lost when you cut
work hours for employees. Check the
website of your state’s unemployment
division.

Same Scenario, Bigger Practice
Here are also the scenarios for big-

ger practices, a three-vet ambulatory
practice and an eight-doctor hospital
practice.

With the higher costs of a facility, you
can see that the big practice can get into
trouble pretty quickly. Note in Figure
3 that the veterinarian compensation
pool is split here equally since individ-
ual revenue production is unknown,
and the owner compensation pool will
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Figure 3

Total Revenues 100.0% $  1,200,000.00 $ 960,000.00 $ 840,000.00 $ 720,000.00 $ 600,000.00
Expenses
cops 25.0% $ 300,000.00 $ 240,000.00 $ 210,000.00 $ 180,000.00 $ 150,000.00
Employee Costs 45.0% $ 54000000 $ 432,000.00 $ 378,000.00 $ 324,000.00 % 270,000.00
Administrative Costs  5.0% $ 60,000.00 $ 60,000.00 $ 6000000 $ 60,000.00 $ 60,000.00
Fee Collection Costs  1.2% $ 14,40000 "$  11,520.00 '$  10,080.00 '$  8,640.00 '$  7,200.00
Facility & Equipment  7.5% s 90,000.00 $ 90,000.00 $ 90,00000 $ 90,000.00 5 90,000.00
Total Expenses 83.7% S 1,004,400.00 $ 833,520.00 $ 748,080.00 $ 662,640.00 $ 577,200.00
EBITDA 16.3% $ 19560000 $ 126,480.00 $ 91,920.00 $ 57,360.00 $ 22,800.00
Interest $ 750000 $ 750000 $ 750000 § 7,500.00 $  7,500.00
Loan Payments S 24,000.00 $  24,000.00 $ 24,000.00 $ 24,000.00 $ 24,000.00
Net Income $  164,100.00 $ 94,980.00 $ 60,420.00 $ 25,860.00 $ (8,700.00)

With 3 DVM-C Pool |$ 26400000 |$ 211,200.00 | $ 184,800.00 | $ 158,400.00 | $ 132,000.00
Per DVM if equal prodi $ 88,000.00 | $  70,400.00 [$  61,600.00 [ $ 52,800.00 | $ 44,000.00
Owner ROI C Pool $ 16410000 [$ 94980.00 |$ 60,420.00 | $ 25,860.00 [$ (8,700.00)

Figure 4

Total Revenues 100.0% $  1,200,000.00 $ 960,000.00 $ 840,000.00 $ 720,000.00 $ 600,000.00
Expenses
cops 25.0% $ 30000000 $ 275000.00 $ 250,000.00 $ 225000.00 $ 200,000.00
Employee Costs 45.0% $  540,000.00 $ 540,000.00 $ 540,000.00 $ 540,000.00 $ 540,000.00
Administrative Costs  5.0% s 60,000.00 $ 60,000.00 $ 60,000.00 $ 60,000.00 $ 60,000.00
Fee Collection Costs  1.2% $ 14,400.00 $  11,520.00 "$ 10,080.00 "$  8640.00 $  7,200.00
Facility & Equipment  7.5% s 90,000.00 $ 90,000.00 $ S90,000.00 $ 90,000.00 $ 90,000.00
Total Expenses 83.7% S 1,004,400.00 $ 976,520.00 $ 950,080.00 $ 923,640.00 $ 897,200.00
EBITDA 16.3% $  195600.00 $ (16,520.00) $ (110,080.00) $ (203,640.00) $(297,200.00)
Interest $ 7,500.00 $  7,500.00 $  7500.00 $  7,500.00 $  7,500.00
Loan Payments S 24,000.00 $  24,000.00 $ 24,000.00 $  24000.00 $ 24,000.00
Net Income $  164,100.00 $ (48,020.00) $ (141,580.00) $ (235,140.00) $(328,700.00)

With 3 DVM-Compensation Pool S 264,000.00 [$ 211,200.00 [$ 184,800.00 [$ 158,400.00 [ $ 132,000.00
Per DVM if equal production $ 88,000.00 [$  70,400.00 |$ 61,600.00 | $ 52,800.00 | $ 44,000.00
Owner Compensation Pool $ 16410000 [$ (48,020.00) $ (141,580.00)| $ (235,140.00)| $ (328,700.00)

Figure 5

Total Revenues 100.0% $  5,000,000.00 $ 4,000,000.00 $3,500,000.00 $ 3,000,000.00 $ 2,500,000.00
Expenses
cops 25.0% $  1,250,000.00 $ 1,000,000.00 $ 875000.00 $ 750,000.00 $ 625,000.00
Employee Costs 45.0% $  2,250,000.00 $ 1,800,000.00 $1,575,000.00 $1,350,000.00 $ 1,125,000.00
Administrative Costs 5.0% $ 250,000.00 $ 250,000.00 $ 250,000.00 $ 250,000.00 $ 250,000.00
Fee Collection Costs ~ 1.2% $ 60,000.00 $ 48,000.00 $ 42,000.00 $ 3600000 $ 30,000.00
Facility & Equipment ~ 12.0% $ 600,000.00 $ 600,000.00 $ 600,000.00 $ 600,000.00 $ 600,000.00
Total Expenses 88.2% $  4,410,000.00 $ 3,698,000.00 $ 3,342,000.00 $ 2,986,000.00 $ 2,630,000.00
EBITDA 11.8% $ 590,000.00 $ 302,000.00 $ 158,000.00 $ 14,000.00 $ (130,000.00)
Interest $ 7,500.00 $ 7,500.00 $ 7,500.00 $ 7,500.00 $ 7,500.00
Loan S 24,000.00 $  24,000.00 $ 24,000.00 $ 24,000.00 $  24,000.00
Net Income $ 558,500.00 $ 270,500.00 $ 126,500.00 $ (17,500.00) $ (161,500.00)

With 8 DVM-Compensation Pool $  1,100,000.00 [ $ 880,000.00 [$ 770,000.00 | $ 660,000.00 [ $ 550,000.00
Per DVM if equal production $  137,500.00 [$ 110,000.00 [$ 96,250.00 [$  82,500.00 [ $  68,750.00
Owner ROl Compensation Pool $  558500.00 [$ 270,500.00 [$ 126,500.00 |$ (17,500.00)[ $ (161,500.00)

be split according to percent of owner-
ship among the partners, which is also
unknown.

Figure 4 shows what happens without
cost cutting.

The owners of this practice have to
start dipping into their compensation as
veterinarians to meet the obligations of
the practice—with just a 20% decrease
in revenue! As the revenue drops
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further, the pain increases and could
be untenable. Realizing the actions that
must be taken and taking them early in
the crisis is essential.

For the big practice, Figure 5 shows
the scenario.

As long as cost cutting occurs
promptly, this practice can stay profit-
able until revenue falls 40%. Certainly,
if the owners are living high, or they are

paying college tuition or a big mortgage,
they will personally feel a huge pinch,
but their business won't fail.

Figure 6 shows what happens without
intervention.

This practice will rapidly circle the
drain, and the owners might be in
significant trouble personally with their
finances unless they can secure financ-
ing. Bankruptcies could occur.

Therefore, no matter the size of your
practice, your crisis financial plan must
include trimming expenses to match
loss of revenue. You also can choose to
(or might need to) supplement your
earned revenue with funds from a Line
of Credit (LOC) or other loan.

The Small Business Administration is
offering loans at 3.75% up to $2 million
with a 30-year term. You can learn more
at www.sba.gov/disaster.

You might wish to engage your ac-
countant to navigate this for you, as the
application might have figures you are
unsure of.

If you have a relationship with your
local banker, reach out to see what
resources they can offer you if you need
an infusion of cash. Our federal gov-
ernment is likely to support banks in
offering good terms and interest rates.

How to Reduce Expenses
Cutting staff is one of the things I know
you don’t want to do, even during a
financial crisis. You worked hard to find
them, they are part of your practice fam-
ily, they work well as a team.

Then look at your weekly payroll.

There are benefits that workers can get
through unemployment from the state
where you have been paying unemploy-
ment taxes for years. In order for there
to be a business to come back to, if your
revenue is dropping, you might need to
reduce hours or lay them off now, before
you can’'t meet payroll and your business
is in crisis.

With associates, most employment
agreements can be renegotiated to
move them to part-time and pay them
a pro-rated amount based on their base
salary. They are unlikely to leave you,
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Figure 6

Total Revenues 100.0% $  5,000,000.00 $ 4,000,000.00 $3,500,000.00 $ 3,000,000.00 $ 2,500,000.00
Expenses
CoPS 25.0% $  1,250,000.00 $ 1,150,000.00 $1,050,000.00 $  950,000.00 $  800,000.00
Employee Costs 45.0% $  2,250,000.00 $ 2,250,000.00 $2,250,000.00 $ 2,250,000.00 $ 2,250,000.00
Administrative Costs  5.0% $ 250,000.00 $ 250,000.00 $ 250,000.00 $  250,000.00 $  250,000.00
Fee Collection Costs  1.2% $ 60,000.00 $ 48000.00 $ 42,000.00 $ 36,000.00 $ 30,000.00
Facility & Equipment  12.0% $ 600,000.00 $ 600,000.00 $ 600,000.00 $  600,000.00 $  600,000.00
Total Expenses 88.2% $  4,410,000.00 $ 4,298,000.00 $4,192,000.00 $ 4,086,000.00 $ 3,930,000.00
EBITDA 11.8% $  590,000.00 $ (298,000.00) $ (692,000.00) $ (1,086,000.00) $ (1,430,000.00)
Interest $ 7,500.00 $  7,500.00 $  7,500.00 $ 7,500.00 $ 7,500.00
Loan Payments $ 24,000.00 $  24,000.00 $ 24,000.00 $ 24,000.00 $ 24,000.00
Net Income $  558500.00 $ (329,500.00) $ (723,500.00) $ (1,117,500.00) $ (1,461,500.00)

With 8 DVM-C ion Pool $  1,100,000.00 [ § 880,000.00 [ $ 770,000.00 [$  660,000.00 [$  550,000.00
Per DVM if equal production $  137500.00 [ 110,000.00 [ $  96,250.00 [$  82,500.00 |$  68,750.00
Owner ROI Compensation Pool S 558500.00 | $ (329,500.00)] $ (723,500.00)[ $ (1,117,500.00)[ $ (1,461,500.00)

especially if you continue to fully pay for
their benefits during the downturn.

You could reduce the number of
hours your office is open for phone calls
and have your office staff work remotely
answering a forwarded phone. If some
staff have kids at home due to closed
schools, they might be unable to work
this way. The Families First Act will
require you to pay them for 12 weeks, as
of April 2, and take a credit for the total
from your payroll tax obligation. If you
pay for your employees’ health insur-
ance, you will be able to take a credit for
that, too. Guidance on this law is still
emerging.

Inventory

Your industry partner reps are import-
ant to your business right now. Keep a
good stock of items your industry part-
ner reps tell you could be unavailable in
the future months, but otherwise keep
your inventory lean and be prepared

to stock back up once your revenues
increase.

If you bought a season’s worth of vac-
cines at the AAEP convention, explore
extending your payment for them since
the spring rush is likely to be delayed. If
you have a large inventory of hyaluronic
acid, you might want to return it, as few-
er joint injections are likely to be needed
due to cancelled competitions. However,
keep in mind that some veterinarians
are finding this extended “down” time
from competition offers horse owners
the opportunity to treat horses before
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the fall campaigns begin.

If you have leases or loans on diagnos-
tic equipment, don’t wait until you are
out of cash to renegotiate your obliga-
tions. Make the calls now. Perhaps you
can pay interest only for six months. It is
possible you might be able to negotiate a
lower interest rate.

The same applies to your credit cards,
if you carry balances. Call and ask for
a lower interest rate. You might not
receive one, but it does no harm to ask.
You might be forced to pay minimum
payments on credit cards for a few
months. Again, preserve your cash. You
might desperately need it.

Schedule farm calls as efficiently as
possible in order to save on travel costs.
Postpone elective purchases such as
weekly car washes, but do not neglect
vehicle maintenance such as oil changes
and new tires when needed.

If you have been contemplating a
big-ticket purchase, now is the time to
wait. No one has a crystal ball to know
how bad this downturn will be or how
long it will last. If you must make a pur-
chase, try to find something previously
owned that might be less expensive right
now. Then once the economy and your
practice are back on solid footing, you
can revisit the equipment you want to
add to your practice.

Communication

Your staff and clients are anxious and
worried, too. In the absence of facts,
paranoid thoughts fill the void. If your

staff is working remotely, communicate
with a Zoom meeting or conference
call weekly on the same day at the same
time. If you are working in situ, meet
weekly (keeping appropriate distanc-
ing from one another). Be reassuring.
Say “This is what I know today. It may
change by next week, but here’s the plan
for the upcoming week” Don't lie and
tell them everything will be okay. Share
what you have learned about unemploy-
ment benefits and eligibility, new devel-
opments from your state government,
and any other pertinent information.

It is important to be flexible and ready
to pivot to a new reality. This won't last
forever, but while it does, you must be
ready to make hard choices.

Communication with your clients is
critical too. Send them a message that
contains the following pieces:

o Assure them that you are there for
them and their horses (and other
animals if in a mixed practice), but
with some different procedures (if
you have adopted some). Explain
why. If you aren’t doing elective
surgery, explain the need to pre-
serve personal protective equipment
(PPE) for human caregivers on the
front lines.

Explain to them how you are caring
for your staff because clients have
interacted with them and often feel
fondness for them. Knowing you
are taking good care of your people
will help them feel good about your
practice.

If you have different payment poli-
cies, explain them in a positive way.
Consider saying “If you are con-
cerned about finances because you
have lost your job, please reach out
to us so we can make a plan. Were
all in this together” Because 70-90%
of employed Americans will not lose
their jobs, according to predictions,
and horse owners are often from a
wealthier demographic, and people
are searching for ways to help oth-
ers, you might consider creating an
“Angel Fund” to help pay for care for
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horses (or other animals) owned by
those that have become unemployed
or ill with COVID-19. Continue to
communicate regularly with your
clients, even if your message is just a
short update that you are still doing
well and hope they are too.

With non-clients, getting a credit
card on file before traveling to attend an
emergency is just good business. You
really cannot afford to spend your cash
if it is uncertain that you will be paid.

Take-Home Message

Take care of yourselves. Preserve cash by
reducing your expenses. Communicate
frequently, kindly and transparently
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with staff and clients with a mindset that
we are all in this together. But remember
in airline terms, you can’t help others
with their oxygen masks until you put
your own on. If your business fails, you
will be unable to help all the people
depending on you.

A Message From Our Sponsor
Merck Animal Health

AtMerck Animal Health, we are commit-
ted to doing all that we can to help you
during these challenging times, while
simultaneously prioritizing the safety of
our own employees. The Merck Animal
Health equine team is currently offering
complimentary virtual CE opportunities

to veterinarians and veterinary techni-
cians, as well as one-hour educational
seminars via WebEx for your clients.
Contact your equine sales representa-
tive to learn more and arrange a time.
Finally, we are committed to equipping
you with additional resources you may
need to get through this difficult time,
such as this article from Dr. Grice, and
by partnering with EquiManagement to

bring you the 2020
series. Our thoughts are with
all those who have been impacted by
this outbreak. Thank you for everything
you do for the horse. Please contact
your Merck Animal Health sales
represen-tative with questions or call
customer service at 1-800-521-5767.
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