Using the fee setting formula
I am convinced that if most veterinarians knew how to determine their fees, they would all be charging more and would be more comfortable with the fees themselves. When determining your fees for services other than those services that are “shopped and exposed”, there is a formula you need to use to determine the baseline fee for your services. This formula is:


Overhead cost per minute

+

Direct Costs

+

Return on Time to the Doctor

Overhead cost per minute: For the sake of this formula, overhead costs are all your expenses, less compensation to doctors (both owners and associates) including any related costs such as continuing education, dues, licenses, etc. less inventory costs. The resulting figure is then divided by the number of hours you have doctors scheduled in the practice during the same corresponding period of time. Your last calculation is to divide that resulting figure by 60 so that you can get to your overhead costs per minute. 
So first, determine the following four figures during a specific time frame (one year) —
  

  A: All Expenses (refer to your financial statement)
  

  B: Doctor (owner & associate) compensation (and all related costs)

  

  C: Inventory Costs

  

  D: Number of scheduled doctor hours (both office hours and surgery)
Now plug those figures into the following equations:

A – B – C = Expenses
Expenses ÷ D = Hourly Cost
Hourly cost ÷ 60 = Overhead cost per minute
Direct Costs:  These are your inventory costs. The formula says to double these costs, because you have “costs of ordering” such as the time and expense to call in the order, unpack it when it arrives, pay the invoice, etc. All of these add substantial costs and therefore we must double the cost of the inventory product used when determining a base line fee.
  

  E: Inventory Costs

E x 2 = Direct Costs
Return on time to the Doctor: This is paying the doctor for his or her time. We will normally break this down into “in-hospital procedures” such as daily doctor professional care and medical work ups, and the other category would be surgery. In the area of surgery we will have two sub categories, “soft tissue or general surgery” and “orthopedic or major surgery”. The fee for the doctors’ time is normally expressed in a “per minute” charge, from the time they make their first incision to the time they cut their last suture. These fees are determined by the practice based upon their doctors’ skills and experience. In-hospital fees generally are $3 to $4 per minute and surgery fees typically fall between $6.00 and $9.00 per minute. The faster and more accomplished the doctor, the higher the per minute fee will be.
So, let me show you how this formula works. Let’s say we wish to determine a fee for cytology in your practice. The first question we must ask is how long does it take to do a cytology? If it’s an ear cytology, we need to obtain the sample, probably stain the slide and then read it. We should not include the time it takes the slide to dry, just the actual working time. Let’s say all this takes 6 minutes. If our overhead costs were $3.00 a minute, then so far we have $18.00.

Now we must add in our direct costs. We have a scalpel blade, microscope slide, cover glass, and stain. Let’s say those cost around $2.00 total—we need to double this so that makes it $4.00. Adding that to our overhead costs puts us up to $22.00.
We next have to add on the return on time to the doctor. If we choose $3.00 a minute and it takes the doctor four minutes to read the slide, then we must add $12.00 to the base line fee, giving us a fee of $34.00. 

What happens if we charge $34.00 for this service? We “break even”. Are we in business to break even? No, so we must add a profit margin onto this fee. I normally recommend that you double the overhead and direct cost figure then add the return on time to the doctor. So we would double the $22.00 to $44.00 and add the $12.00 for the return on time to the doctor. So our fee for a cytology in this practice would be $56.00.  

You will note that one of the largest components of any fee is our overhead costs. This is a fact of life, we are a very capital intense business, these costs must indeed be factored into determining your fees. The next time an employee asks how you can charge $24.00 for a vaccine that costs $4.00, explain the fee setting formula with them. Let them know that you are not administering the vaccine in the parking lot, you are working in a very expensive building filled with equipment and instrumentation—that is why we are charging $24.00!
