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Executive Summary

Reaching $5 million in revenue is a major milestone for any medical practice. It indicates
market validation, operational strength, and growth opportunity. However, it also marks a
crucial turning point when the informal systems that brought you here won’t be enough to
take you further.

Currently, practices face a common paradox: they are too large to operate without advanced
HR and financial systems, yet often too small to justify hiring full-time executives for these
roles. The result? Leaders spend 20-30% of their time on administrative HR and financial
tasks—time that should be dedicated to clinical excellence, strategic growth, and patient
care. This white paper offers the benchmarks and frameworks you need to assess your
practice's financial and human capital health, identify gaps, and make informed decisions
about building the infrastructure for your next growth phase.

Understanding Practice Overhead

Before diving into specific benchmarks, it's important to understand how overhead works in
physician-owned practices. According to MGMA data, total overhead expenses typically
consume approximately 60% of practice revenue. This includes all operating costs: staff
wages, benefits, rent, supplies, technology, billing, and administrative expenses. The
remaining 40% represents physician compensation and profit.

A crucial distinction: in physician-owned practices, owner compensation derives from profits
after overhead, not from payroll. This contrasts significantly with hospital-employed models,
in which physician salaries are treated as an operating expense. The benchmarks in this
paper are tailored specifically for physician-owned practices with $5+ million in revenue.

Staff Cost Benchmarks: Your Largest Controllable
Expense

Staff-related expenses represent the most significant portion of practice overhead—
approximately half of all operating costs. For a physician-owned practice, getting these
numbers right is essential to maintaining healthy margins while delivering excellent patient
care.

Target Staff Costs: 25-30% of Revenue

For a $5 million practice, this translates to $1.25M to $1.5M in total staff compensation,
including wages, benefits, and employer taxes. Practices consistently above 32% should
consider this a strategic priority requiring attention.

Staff Cost Distribution

Category % of Revenue Dollar Range ($5M)
Support Staff Wages 22-26% $1.1M - $1.3M
Staff Benefits & Retirement 3-6% $150K - $300K
Total Staff Costs 25-30% $1.25M - $1.5M
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Staffing Ratios

MGMA benchmarks indicate that the typical practice has approximately 4.5 to 5.0 support
staff per full-time equivalent (FTE) physician. This includes clinical support staff (medical
assistants, nurses), front office personnel (reception, scheduling), and back-office staff
(billers, administrators). Practices with higher staff ratios are not necessarily inefficient—
MGMA data show that physicians with the highest incomes often employ more staff, which
helps them be more productive and focus on revenue-generating tasks.

Key Variables That Impact Your Ratios

» Specialty Mix: Procedure-heavy specialties require more clinical support staff.

» Payer Mix: Medicare-heavy practices often need additional billing and
documentation support.

* Geography: High cost-of-living markets push wage rates significantly higher.

* In-House vs. Outsourced Services: Practices that outsource billing or lab work will
show lower staff costs but higher purchased services.

* Technology Investment: Practices with robust EHR and automation may operate
efficiently with fewer administrative staff.

The Complete Overhead Picture

While staff costs are the largest single component, understanding your total overhead
structure is essential for strategic planning. Here's how the typical $5 million physician-
owned practice allocates its operating expenses:

Typical Overhead Distribution

Expense Category % of Revenue Dollar Range ($5M)
Staff Costs (wages + benefits) 25-30% $1.25M - $1.5M
Facility (rent, utilities, maintenance) 5-8% $250K - $400K
Medical Supplies & Equipment 4-8% $200K - $400K
Billing & Revenue Cycle 4-7% $200K - $350K
Technology (EHR, IT, software) 2-4% $100K - $200K
Insurance & Professional Fees 3-5% $150K - $250K
Other (marketing, training, misc.) 2-4% $100K - $200K
Total Overhead 55-60% $2.75M - $3.0M
Available for Physician Comp/Profit 40-45% $2.0M - $2.25M

A 5% reduction in overhead on a $5M practice puts $250,000 back into
physician compensation or practice reinvestment.
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Benefits Management: The Hidden Competitive Advantage

In healthcare, your ability to recruit and retain talent directly impacts the quality of patient
care and practice profitability. While staff benefits typically account for just 3-6% of revenue,
they disproportionately drive employee satisfaction—and administrative headaches.

Benefits Spending Benchmarks

Benefit Category % of Payroll Industry Trend
Health Insurance 8-12% Rising 5-7%/year
Retirement Contributions 3-6% Stable

PTO & Leave Programs 6-8% Expanding
Professional Development 1-2% High ROI area

Strategic Benefits Considerations

Total Rewards Philosophy: Leading practices are moving beyond transactional benefits to
comprehensive total rewards strategies that include flexible scheduling, career development
pathways, and wellness programs. These investments often yield better retention than
equivalent salary increases.

Benefits Administration Complexity: At the $5 million level, managing benefits in-house
becomes increasingly complex. COBRA administration, ACA compliance, leave
management, and open enrollment require specialized expertise that often doesn't exist
within the practice.

Cost Containment Strategies: Without dedicated oversight, practices often overpay for
benefits or miss opportunities to optimize plans. A fractional HR leader can usually identify
10-15% savings in benefits costs within the first year through strategic vendor negotiations,
plan design adjustments, and better utilization management.
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Productivity Metrics: Measuring What Matters

The productivity of your workforce ultimately determines financial health. These metrics help
identify both high performers and areas requiring intervention.

Key Performance Indicators

Metric Target Range Warning Sign
Staff per FTE Physician 45-5.0 Context-dependent*
Staff Costs as % of Revenue 25-30% Above 32%
Employee Turnover Rate 15-20% Above 25%
Time-to-Fill (Clinical) 45-60 days Above 90 days
Overtime as % of Payroll 2-4% Above 6%

*Staffing ratio note: Higher ratios aren't necessarily problematic. MGMA data shows
practices with the highest physician incomes often have more staff, enabling physicians to
focus on revenue-generating activities. The key is whether your ratio supports optimal
productivity.

The Hidden Costs of Turnover

For healthcare organizations, turnover costs go well beyond recruitment expenses. Each
clinical staff member leaving typically costs about 50-100% of their annual salary when
considering recruitment, onboarding, training, lost productivity, and disruption to patient care.
For a practice with 25% turnover on a $1.25M staff payroll, this results in $150,000-$300,000
in hidden costs each year.

A 10% improvement in retention can translate to $50,000+ in annual savings
for a $5M practice.
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The Case for Fractional Executive Leadership

The challenges outlined in this paper—optimizing staff costs, managing benefits
strategically, improving productivity metrics—all require executive-level expertise. Yet most
$5 million practices face a fundamental constraint: the cost of full-time C-suite talent often
exceeds $150,000-$200,000 annually (plus benefits), creating an untenable ROI for
organizations at this scale.

The Fractional Model Advantage

Fractional HR and financial leadership offer a strategic solution: executive-level expertise at
a fraction of the cost, scaled precisely to your organization's needs and growth path.

Why Growing Practices Are Choosing Fractional Leadership

1.

Right-Sized Investment: Access senior expertise at 20-40% of full-time cost, scaling
hours as your practice grows.

Immediate Impact: No 6-month learning curve—fractional leaders bring proven
frameworks and industry benchmarks from day one.

Strategic Focus: Free physician leadership to focus on clinical excellence while
experienced operators handle HR and financial complexity.

Risk Mitigation: Professional compliance management across employment law,
wage and hour regulations, and healthcare-specific requirements.

Flexibility: Engagement can expand or contract with your needs—no severance
concerns, no benefits overhead.

What Fractional HR Leadership Delivers

Talent acquisition strategy and execution—reducing time-to-fill by 40-50%.
Compensation benchmarking and structure optimization.

Benefits strategy, vendor management, and cost containment.
Performance management systems that drive accountability.

Employee relations and conflict resolution.

Compliance and risk management.

Leadership development and succession planning.

What Fractional Financial Leadership Delivers

Financial modeling and forecasting for growth planning.
Cash flow management and working capital optimization.
Revenue cycle analysis and improvement.

Cost structure analysis and margin improvement.
Banking relationships and financing strategy.

Board and investor reporting.
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Self-Assessment: Is Your Practice Ready?

Consider the following questions to evaluate whether fractional leadership could benefit your
organization:

1. Are physician owners spending more than 10 hours per week on HR or financial
administration?

2. Do you know your current staff cost ratio and how it compares to the 25-30%
benchmark?

When was the last time you conducted a comprehensive benefits cost analysis?
Is your turnover rate above 20%? Do you know the actual cost?
Are open positions taking longer than 60 days to fill?

Do you have documented performance management and compensation structures?

N o o kW

Are you confident in your compliance posture across employment regulations?
If you answered "no" or "I'm not sure" to three or more of these questions, your practice

would likely benefit from a strategic conversation about building HR and financial
infrastructure for growth.
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About Waterloo Human Capital Management

Waterloo Human Capital Management provides fractional HR leadership for healthcare
organizations navigating growth. With over 30 years of experience across healthcare,
financial services, and technology—including senior leadership roles at organizations like
UBS and Siemens—we bring enterprise-level expertise to practices that need executive
capability without executive overhead.

Our Track Record

* 53% reduction in clinical hiring time
» 73% decrease in employment litigation costs
* 95% retention rate for high-potential talent

Start a Conversation

If your practice is approaching or has exceeded the $5 million milestone and you're ready to
build the infrastructure for sustainable growth, I'd welcome the opportunity to discuss your
specific situation. A 30-minute consultation can help clarify whether fractional leadership is
the right fit for your organization's current needs and future goals.

Mitchell Douglass
Managing Director
Waterloo Human Capital Management

mitchell@waterloo-hcm.com

Visit our Website

© 2025 Waterloo Human Capital Management. All rights reserved.

Benchmarks sourced from MGMA DataDive and industry research. Individual practice results may vary based on specialty,
geography, and operational model.
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