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Cambridge Practice Consultants

mydentalconsultant.com
Dunedin, FL • 800-595-2380
Profit Sharing Program

Information:  This is intended to give you a “guideline” for compensating staff using a Profit Sharing system.  You should evaluate your make-break point closely and raise or lower the percentage accordingly. I recommend that you use 21% as the starting point for calculating payroll + benefits +employment tax for all staff.  
How the Profit Sharing system works:

Open the spreadsheet you were given with Microsoft Excel and follow along.  If you do not have Excel there is a free program on the internet at http://www.openoffice.org/ . You can download the office suite that includes a word processor, spreadsheet and presentation software that reads Microsoft file formats. (The Microsoft Office compatible programs they give away would cost around $300). Or you can purchase Microsoft Office, it’s your choice.  I use both Open Office and Microsoft Office.  Note: You will need a high speed internet connection to download the programs due to the file size.

The first item we will review is " Staff Pay Profit Sharing Basis %" and below it " Matching Payroll for State and Federal:

	Profit Sharing Calculation Work Sheet

	
	
	
	

	Staff Pay Profit Sharing Basis %
	21.00%

	
	


Figure 1
Figure 1 shows Staff Pay Profit Sharing Basis % is set at 17%.  This is an arbitrary figure I have chosen as a starting point based on my observations from other practices

Monthly Collection & Staff Pay Columns

Figure 2 shows collection in January of 2003 was $60,000.  The staff pay during that month was $8,500.  Using the 8% figure 8% of $8,500= $680.  This amount shows up in the payroll taxes column.

In our example the health and benefits amount paid by this doctor during the month of January was $400.

There was no contribution to a 401(k) and so that amount is zero.

	
	
	
	
	Pay Roll
	Health & 
	

	Month
	Year
	Collection
	Staff Pay
	Taxes
	Benefits
	401K

	Jan
	2003
	 $              60,000 
	 $           8,500 
	 $        680 
	 $         400 
	 $            -   

	Feb
	2003
	 $              50,000 
	 $           8,500 
	 $        680 
	 $         400 
	 $            -   

	March
	2003
	 $              61,000 
	 $           8,500 
	 $        680 
	 $         400 
	 $            -   


Figure 2

"Total Actual Compensation" Column

The Total Actual Compensation” is computed as follows,(see Figure s2 &3):

· Staff pay

$8,500

· Matching Payroll taxes: $680

· Health and benefits: 
   $400

· 401(k) benefits:
    -0-

· Total Compensation: $9,580
	Total Actual
	% of Collections
	Profit Sharing
	17.00%

	Compensation
	Paid to Staff
	Amount
	of Collection Amount

	 $           9,580 
	15.97%
	$620 
	 $               10,200 

	 $           9,580 
	19.16%
	($1,080)
	 $                 8,500 

	 $           9,580 
	15.70%
	$790 
	 $               10,370 


Figure 3

"Percent of actual collections paid to staff" column computation:

· Total actual compensation was $9,580.

· Collections for the month of January was $60,000.

· $9,580 divided by $60,000 equals 15.97%

"Profit Sharing Amount" column computation:

In the next column of Figure 3 we see that 17% of collections would have been $10,200.

The total compensation paid to staff was $9,580.

$10,200 -$9,580 equals $620 that is available for Profit Sharing for that month.

Profit Sharing versus Bonus System

The basis of this system is not a bonus but a "profit-sharing system".  The staff in this example is allocated 17% of the amount collected.  However, as you'll see later, if there is a negative amount because the staff percentage was say 18% that negative balance will be carried forward and will have to be made up before the next Profit Sharing allocation is paid.

Review Figure 4 and you'll see that in the month of February the office collected $50,000.

	
	
	
	
	Pay Roll
	Health & 
	

	Month
	Year
	Collection
	Staff Pay
	Taxes
	Benefits
	401K

	Jan
	2003
	 $              60,000 
	 $           8,500 
	 $        680 
	 $         400 
	 $            -   

	Feb
	2003
	 $              50,000 
	 $           8,500 
	 $        680 
	 $         400 
	 $            -   

	March
	2003
	 $              61,000 
	 $           8,500 
	 $        680 
	 $         400 
	 $            -   


Figure 4

When this amount is calculated you'll see that the “Profit Sharing Amount” is now a negative amount of -$1080 in Figure 5. For another Profit Sharing allocation can be paid out in this office that $1080 needs to be made up.

	Total Actual
	% of Collections
	Profit Sharing
	17.00%

	Compensation
	Paid to Staff
	Amount
	of Collection Amount

	 $           9,580 
	15.97%
	$620 
	 $               10,200 

	 $           9,580 
	19.16%
	($1,080)
	 $                 8,500 

	 $           9,580 
	15.70%
	$790 
	 $               10,370 


Figure 5

Making Up Negative Amounts in the Profit Sharing Amount Column

The next month in March the Profit Sharing calculates out to $790 in Figure 5.  However, since there is $1080 that has to be made up, no Profit Sharing would be paid in the month of March.  There is still an additional $290 negative balance that is needed to make up before paying out the next Profit Sharing.

In this system the staff is rewarded for increased production but shares in the penalties of lower production. This from my experience is the basis of any good Profit Sharing system.

Profit Sharing allocation for each staff member

Open the spreadsheet “Profit Sharing Calculation” and review the information below.

In the spreadsheet shown in Figure 6 you'll notice there are three "tabs" at the bottom of the program. (See the box “Tabs” and the arrows point to the “Tabs”)

Below you'll see the second tab entitled "Staff Profit Sharing Allocation".  If you click on the tab you'll see the following screen.
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Figure 6


In Figure 7 the Profit Sharing amount for the month was $830.

There was a negative balance of $100 that had to be made up from the previous month and that is entered in that column.

The total Profit Sharing for the month is then $830 minus the $100 or $730.

Using a point system this Doctor has decided to give his office manager 25 points and each full-time staff member 15 points and part-time staff members 10 points.

One point is calculated by dividing the total number of points, in this case 80, into the total Profit Sharing amount which is $730.  Which means each point is worth $9.12.  The office manager is allocated 25 points multiplied by $9.12 equals $228.

	
	Staff Profit Sharing Calculation Work Sheet

	
	
	
	

	Profit Sharing Amount For This Month:
	 $       830.00 

	Negative Balance Brought Forward From Previous Month(s):
	-$100.00

	Total Profit Sharing Amount For This Month:
	 $       730.00 

	
	
	
	

	
	
	
	

	 
	Staff Member
	Profit Sharing Points
	Profit Sharing Amount

	1
	Mary Jones-Office Manager
	25
	$228

	2
	Alice Smith-Receptionist
	15
	$137

	3
	Jane Olson-Full Time Assistant
	15
	$137

	4
	Bonnie List-Full Time Assistant
	15
	$137

	5
	Karen Johnson-Part Time Assistant
	10
	$91

	6
	 
	0
	$0

	7
	 
	0
	$0

	8
	 
	0
	$0

	9
	 
	0
	$0

	10
	 
	0
	$0

	11
	 
	0
	$0

	12
	 
	0
	$0

	13
	 
	0
	$0

	14
	 
	0
	$0

	15
	 
	0
	$0

	16
	 
	0
	$0

	17
	 
	0
	$0

	18
	 
	0
	$0

	19
	 
	0
	$0

	20
	 
	0
	$0

	 
	Totals:
	80
	$730


Figure 7

Breakeven and Profit Sharing Projection

The final worksheet in this spreadsheet is called "Breakeven & Profit Sharing Projection".  Click on this tab in the spreadsheet and you'll see the worksheet below(Figure 7):
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Figure 7

By entering the amounts in the first section you'll find your "breakeven point".  This is the collection amount needed before the Profit Sharing will actually start.  Using a compensation of $8500 for staff pay, $890 for taxes and $400 for health the total compensation is $9790. Usiing 17% as the Profit Sharing % amount  the office would need to collect $56,353 before the Profit Sharing would start. Change the percentage to see various “breakeven scenarios”.

There is a Profit Sharing projection feature which in this case the Doctor entered the value of $65,000 to see how much Profit Sharing would be paid if his office collected that amount.  In this case the office Profit Sharing would've been $1260.

CAUTION:
Do not implement this system without my input.  Using the attached step-by-step program follow the instructions and e-mail me your spreadsheet after you have entered your monthly figures for the last 12 months.

Profit Sharing Implementation Program Steps

Purpose:
To create and implement a Profit Sharing system that rewards the staff for exceptional collections that also increases the doctor’s profit margin and personal income.

Program information: It is vitally important that you do not implement this program without getting a final OK from me before sharing the information with your staff. 

Vital Targets: 

1.
Do each step of the Operating Targets to full completion before doing the next action.

2.
Check off each step when completed and initial.

Operating Targets:

1.
Read through the attached write up entitled "Profit Sharing Program".

___________________

Initial/Completion Date

2.
Open the Microsoft Excel spreadsheet for Profit Sharing calculations that was given to you.

___________________

Initial/Completion Date

3.
Enter your collections amounts for the previous 12 months. 
___________________

Initial/Completion Date

4.
Enter the total amount staff pay in the corresponding column for each month

___________________

Initial/Completion Date

5.
Continue entering information in each one of the columns for health insurance and any retirement benefits in the correct columns.

___________________

Initial/Completion Date

6.
Call your accountant and find out what you pay on matching taxes and FICA etc... or you can get this information from your payroll reports.

___________________

Initial/Completion Date

7.
Cambridge clients only: Save the spreadsheet and then e-mail me a copy for my
review at: Mike@mydentalconsultant.com

___________________

Initial/Completion Date

8.
Cambridge clients only:  I will review the spreadsheet and recommends a percentage for you to use for the staff pay.

___________________

Initial/Completion Date

9. Cambridge clients only:  Once we have agreed upon the percentage you will now know approximately what the collection amount that must be obtained before the Profit Sharing "kicks in".

___________________

Initial/Completion Date

10.
Inform your staff of the approximate collection total that needs to be reached for the Profit Sharing to be paid out.  Give them examples of how much Profit Sharing each will expect to receive based on various levels of collections.  Note: Do this one-on-one with each staff member if you are using different point values for the various staff members.  If everyone is getting the same amount you can then share this with them as a group.

___________________

Initial/Completion Date

Attachment 1

	Profit Sharing Calculation Work Sheet
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Staff Pay Profit Sharing Basis %
	17.00%
	
	
	
	
	
	

	Matching Payroll for State and Federal %
	8.00%
	
	
	
	
	
	

	
	
	
	
	Pay Roll
	Health & 
	
	Total Actual
	% of Collections
	Bonus

	Month
	Year
	Collection
	Staff Pay
	Taxes
	Benefits
	401K
	Compensation
	Paid to Staff
	Amount

	Jan
	2003
	 $              60,000 
	 $           8,500 
	 $        680 
	 $         400 
	 $            -   
	 $           9,580 
	15.97%
	$620 

	Feb
	2003
	 $              50,000 
	 $           8,500 
	 $        680 
	 $         400 
	 $            -   
	 $           9,580 
	19.16%
	($1,080)

	March
	2003
	 $              61,000 
	 $           8,500 
	 $        680 
	 $         400 
	 $            -   
	 $           9,580 
	15.70%
	$790 

	April
	2003
	 $                     -   
	 $                -   
	  
	 $            -   
	 $            -   
	 $                -   
	 
	 

	May
	2003
	 $                     -   
	 $                -   
	  
	 $            -   
	 $            -   
	 $                -   
	 
	 

	June
	2003
	 $                     -   
	 $                -   
	  
	 $            -   
	 $            -   
	 $                -   
	 
	 

	July
	2003
	 $                     -   
	 $                -   
	  
	 $            -   
	 $            -   
	 $                -   
	 
	 

	Aug
	2003
	 $                     -   
	 $                -   
	  
	 $            -   
	 $            -   
	 $                -   
	 
	 

	Sept
	2003
	 $                     -   
	 $                -   
	  
	 $            -   
	 $            -   
	 $                -   
	 
	 

	Oct
	2003
	 $                     -   
	 $                -   
	  
	 $            -   
	 $            -   
	 $                -   
	 
	 

	Nov
	2003
	 $                     -   
	 $                -   
	  
	 $            -   
	 $            -   
	 $                -   
	 
	 

	Dec
	2003
	 $                     -   
	 $                -   
	  
	 $            -   
	 $            -   
	 $                -   
	 
	 

	 
	Totals
	 $             171,000 
	 $         25,500 
	 $      2,040 
	 $       1,200 
	 $            -   
	 $         28,740 
	16.94%
	 $             330 


Tabs
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