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>> Medical practices are businesses 
with unique needs and chal-

lenges. As such, the successful imple-
mentation of well-considered plans is 
critical to ensuring the practice achieves 
its goals. Owner-physicians, whose 
training likely did not include business 
management, depend on their admin-
istrators (i.e., managers, executive direc-
tors, and CEOs) to ensure their business 
is achieving its objectives and remaining 
operationally and financially sound.

Naturally, owner-physicians who rec-
ognize the significant role their adminis-
trator plays in the practice’s success want 
to reward these individuals accordingly. 
However, it can be challenging to cre-
ate a performance-based program that 
compensates appropriately for a job well 
done and motivates the administrator 
to continue moving the organization 
forward. In many cases, physician-owners 
relieve themselves of this burden by task-
ing the administrator with drafting his or 
her own bonus program.

To create an incentive program that 
will be embraced, administrators in 
this position would do well to consider 
the perspective of the business owner 
while bearing in mind the purpose of 
incentives—focusing people on the 
achievement of goals. Given that each 

practice has a unique set of goals, it 
follows that there is no one-size-fits-all 
incentive program. Once in place, such 
programs should be reviewed/revised 
annually to reflect the evolving goals 
and standing of the practice.

SET GOALS FIRST
When designing an incentive pro-

gram, the first step is to gain a clear 
understanding of the practice’s goals 
and the actions required to achieve 
them. While they differ from practice 
to practice, ultimately, goals will be 
focused on accomplishing one result: 
increasing shareholder value. Therefore, 
goals for an administrator should be 
nearly identical to the aims of the prac-
tice itself. Below are some common 
overlapping goals. 

• Increase revenue by XX percent 
over the previous year.

• Increase profitability by XX per-
cent over the previous year.

• Meet or exceed budgetary targets 
for net income for the year.

• Introduce a new service line or 
implement a specific program by 
MM/DD/YY.

Notice that all these goals are specific, 
measurable, achievable, relevant, and 
time-bound (SMART). Goals serve as a 
roadmap for where you want to go—
specific goals provide clear direction, 
whereas vague or ambiguous goals are 
ineffectual. As Yogi Berra said, “If you 
don’t know where you’re going, you’re 
going to end up somewhere else.” 
Establishing SMART goals is a simple 
but effective roadmap for goal success.

DESIGNING THE BONUS SYSTEM
When an administrator has a bonus 

component to his or her compensa-
tion, it is usually because the practice’s 
overall compensation philosophy 
includes performance-based incen-
tives or profit-sharing. Therefore, the 
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administrator’s bonus amount is commonly part of the total 
bonus pool available for distribution. The most common 
methods for creating bonus pools are:

1. A percentage of company profits;
2. A flat, predetermined amount based on budgets and 

volumes; or
3. A percentage of base salary.
For an incentive to influence behavior, the amount 

must be substantial enough to catch the attention of the 
recipient. A general rule of thumb, regardless of the meth-
odology used to establish the bonus amount, is that the 
available bonus should be at least 10 percent of the base. 
Listed below are a few other considerations that should be 
accounted for when establishing bonus compensation and 
deciding how to disperse funds. 

1. Clearly define profits. Since owners often have discre-
tionary business expenses (e.g., meeting travel) over 
which the administrator has no control, it is important 
to clearly define expenses and profits for purposes of 
the bonus program. For example, if the administrator’s 
bonus is to be a percentage of all compensation avail-
able to doctors (and discretionary business expenses are 
included in the doctors’ compensation), then the per-
centage available for the administrator’s bonus would be 
lower. Meanwhile, if the bonus is based on profits after 
physician salaries are paid, a higher percentage might be 
in order. Figure 1 (below) demonstrates these differences; 
in the first case, a bonus of two percent is paid, and in the 

second, the percentage is seven percent.
2. Establish minimum expectations. When bonuses are 

strictly a percentage of profits, a minimum threshold 
should be set. Remember, a leader’s primary respon-
sibility is to enhance shareholder value. Knowing this, 
does it make sense that the administrator can still 
receive a substantial bonus if the doctor’s compen-
sation is down compared to the previous year? To 
address this issue, the bonus program might include 
the following stipulations:
•  If profits are below 95 percent of the previous year, 

there will be no bonus. 
•  If profits are between 95 and 104.9 percent of the pre-

vious year, 50 percent of the available bonus amount 
will be distributed. 

•  If profits are at or above 105 percent of the previous 
year, 100 percent of the available bonus amount will 
be distributed.

3. Change the incentive program when significant 
changes are planned for the practice. Sometimes the 
practice plans for flat (or even decreased) profit levels 
based on future actions. Perhaps the practice has decid-
ed to replace equipment or invest in geographic expan-
sion for long-term practice success, but either action 
will reduce short-term profits. Meanwhile, flat profits 
might be the result of a planned implementation of an 
electronic health record (EHR) system, which includes 
a significant increase in expenses and a decrease in pro-
ductivity for a few months. Big projects such as these 
are very demanding on practice administrators, and it 
can be discouraging for them to put in the extra work 
and not have a chance to earn a reward. If the usual 
bonus program is a percentage of profits, owners may 
want to consider establishing a flat bonus amount for 
the year dependent upon the successful implementa-
tion of the goals they have set forth.

4. If using a flat bonus amount, define goals. Clear goals 
are necessary, as they ensure all parties clearly under-
stand what must be achieved to earn the bonus. Many 
refer to this type of program as a Management by 
Objectives (MBO) program. In this type of incentive 
plan, specific objectives are defined for the administra-
tor at the beginning of the bonus period (typically a 
year), along with a total potential bonus. At the end of 
the incentive timeframe, the objectives are measured, 
and the bonus is paid out based on the predetermined 
weighting of the different goals. A sample of an MBO 
bonus program is shown in Figure 2. As you will see, five 
MBO categories are identified and weighted based on 
importance to the practice. The administrator of that 
practice achieved some of the objectives but fell short 

Bonus paid based on percentage of all available amounts 
for physician compensation

Practice Net Collections $2,100,000

Practice Expenses (58% expense ratio) ($1,218,000)

Amount available for doctors’ compensation $882,000 

Administrator bonus 2% $17,640

Bonus paid based on profits available after physician  
compensation

Practice Net Collections $2,100,000

Practice Expenses (58% expense ratio) ($1,218,000) 

Net Profit $882,000

Allocation for doctor salaries*  
(e.g.,30% of collections)

($630,000) 

Profit for owner distribution $252,000

Administrator bonus 7% $17,640

*Salaries might include production bonuses.

Figure 1
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on others, resulting in a payment of 60 percent of the 
potential $20,000 bonus.

5. Use budgets. As practice management consultants, 
we have observed that financial discipline, including 
the annual establishment of financial goals and a cor-
responding budget, is one of the attributes of successful 
practices. A good budget accounts for any projected 
changes in practice patterns or planned investments so 

it can address many of the issues related to administra-
tor bonuses. When budgets are used, the administra-
tor’s bonus may be largely based on meeting or exceed-
ing budgetary net income targets.

6. Avoid simple, discretionary-only bonus plans. 
Question: When can a several-thousand-dollar bonus 
be a disincentive to an administrator?  
Answer: When the previous year’s payment was 

TARGET

Goal Measurement Weight

Increase net collections by 5% over the 
previous year

(Current year collections less previous year’s collections) divided by previous 
year’s collections

30%

Keep operating overhead percentage 
at or below 60%

Total expenses (exclusive of physician compensation and physician benefits) 
divided by net collections

30%

Achieve positive results on patient  
satisfaction surveys

Average practice ratings for 90% or more of survey questions are above the 
national benchmarks = 50% of this measure; more than 95% of respondents 
answer yes to the question “Would you recommend us to a friend or family 
member?” = 50% of this measure

20%

Maintain healthy practice environment Staff turnover rate is at or below 15%. Staff satisfaction surveys indicate above 
average in at least 90% of the ratings. (Both required for credit on this measure.)

10%

Performance review Physician feedback rating averages at least 3.5 points on rating form. 10%

RESULTS

Goal & Target Actual Weight Possible 
Points

Points 
Earned

Increase net collections by 5% over previous year Results: Net collections increased 3.5% 
(did not hit target)

0.3 30 0

Keep operating overhead percentage at or below 60% Results: 58% (goal reached) 0.3 30 30

Positive results on patient satisfaction surveys:
90% or better on rated questions 95% or better “Yes” 
answers

Results:
85% (did not hit target) = 0% of points 
97% (goal reached) = 50% of points

0.2 20 10

Maintain healthy practice environment. Staff turnover <15%
Staff satisfaction surveys above average in at least 90%

Results:
Staff turnover = 12% (goal achieved) 
Staff satisfaction = 93% (goal achieved)

0.1 10 10

Performance review
Physician review average >3.5

Results:
Average 4.2 (goal achieved)

0.1 10 10

Total: 1 100 60

Eligible Bonus Amount $20,000

Percentage from MBOs 60%

BONUS EARNED $12,000

Figure 2. Administrator MBO Bonus Program for Fiscal Year
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higher, and there is no perceptible reason for the lower 
amount. This situation often happens when bonuses 
are paid based on what the doctors “feel like paying” at 
the end of the year. Factors unrelated to the manager’s 
performance (i.e., stock market plunges or family health 
challenges) can affect the generosity of owner-physi-
cians and result in a disappointed administrator. An 
end-of-year monetary “gift” to a manager is a nice pres-
ent, but it should not be confused with a true incentive 
plan that rewards the accomplishment of practice goals.

7. Review the program annually. Incentive programs can 
quickly turn into entitlement programs if they are not 
revisited regularly and tied to specific objectives. For 
this reason, they should be reviewed—and if necessary, 
revised—every year to ensure they continue to meet 
the needs of the practice.

POSITIVE RESULTS
No one incentive plan is perfect for every practice situ-

ation, but thoughtful consideration, careful planning, and 
regular review of management’s bonus programs will align 
administrator and owner goals and increase the chances 
that both will be realized. In cases where the administrator 
is challenged to create the incentive program, it is incum-
bent upon him or her to do so from the perspective of the 
business owner(s) and with the goals of the organization in 

mind. Ideally, these performance-based programs will lead 
to positive results for the owners, the administrator, and 
the practice. n
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