
should be investigated and explained 
using the analysis in Exhibit 3. 

If you do not determine the cause of 
the problem, you cannot correct the 
issue long-term. Such problems can 
perpetuate and drive down practice 
revenue. 

You cannot be sure your practice is 
optimizing revenue unless you adopt 
a financially sound method for cal-
culating and analyzing annual gross 
revenue. Once this figure is calculated, 

Collection Analysis Approach
Budgeted Performance

Beginning Accounts Receivable $3,438,429

Gross Annual Charges  16,504,456

Less Ending Accounts Receivable (3,345,585)

Total Adjudicated Claims  16,597,300

Less Contractual Fee Adjustments    9,556,830

Total Collectable      8,040,470

Adjusted Collection Percentage    90%

Expected Receipts   $7,236,423

Current Performance Evaluation:

Total Adjudicated Claims $16,597,300

Contractual Write-offs ( 9,332,805)

Total Collectable 7,264,495

Adjusted Collection Percentage  86%

Actual Receipts 6,247,466

Expected Receipts 7,236,423 

Annual Shortfall 988,957

(Note: The difference in the two calculations 
is due to the liquidation of accounts receivable 
in the current year.)
Exhibit 2

actual collections should be com-
pared to the budget each month and 
variances should be explained. If you 
rely on last year’s data, you likely are 
perpetuating last year’s errors and 
overlooking existing problems in your 
billing operation. 

Only by systematically quantifying the 
issue can you determine the extent 
of the problem, develop effective 
long-term solutions, or monitor the 
problem to verify that the solutions 
you incorporate are being effective. 

This result is the true benefit of this 
type of analysis. Every practice should 
be evaluated from this perspective, 
because billing and collections are a 
significant driving force for physician 
compensation, recruiting, staffing, 
and expansion.

Budget Variance Analyzer
Annual Procedures      159,814
Average Charge Per Procedure $103.27
Contractual Write-off Percentage 51.54%
 $50.05
Adjusted Collection Percentage    90%
 $45.04
Projected Annual Receipts $7,198,253
Actual     
Actual Receipts $6,247,466
Budgeted Receipts $7,198,253
Budget Shortfall ($950,787)
Net Decrease in A/R $92,844
Less Contractual W/O @ 51/54% $47,852
 $44,992
Collection Percentage @ 90% 90%
Difference Due to A/R Changes $40,493
Contractual Write-off: Budgeted at 
   51.54%, Actual @ 56.23%
Total Adjudicated Claims for Period  $16,597,300
  -4.7%
Reduced Resolved Amount              ($778,413)
Adjusted Collection Percentage    90%
Difference due to Contractual 
   Write-off Percentage ($700,572)
Adjusted Collection Percentage
   Budgeted at 90%, Actual @ 86%
Total Collectable for Period $ 7,264,495
Increase in Collection Percentage -4.0%
Difference Due to Adjusted 
   Collection Percentage ($290,580)
Total from Collection Variances ($950,659)
Exhibit 3

new salary is added, you are not maintain-
ing income levels; rather, you are taking a 
pay cut. Over time the Marginal Approach 
can be devastating to your practice. 

Exhibit 1 illustrates a typical practice we 
encounter; the light blue area represents 
lost revenue. 

Experiencing the phenomenon in Exhibit 
1 does not mean you need to fire your bill-
ing company; that is, unless they cannot 
explain the shortfall. For example, what if 
your practice signed a new contract giv-
ing deep discounts to your biggest payer. 
This contract would have a negative af-
fect on revenue and explain the decrease 
from year to year. Exhibit 2 illustrates 
how this case is properly analyzed. If 
the drop in revenue cannot be explained 
using an analysis like Exhibit 2, then the 
reduction in practice revenue is most 
likely due to your billing company ap-
plying the Marginal Approach. 

When evaluating a radiology practice’s 

accounts receivables, one must take as a 
given that in today’s environment of high 
managed care, it takes more resources 
and time (not less) to force managed care 
to abide by the contracts that they have 
entered into with your practice. (In other 
words, it takes more time to get them to pay 
you appropriately.) This situation means it 
takes more work for the billing company 
to collect each dollar of client revenue. 
The Marginal Approach dictates that these 
billing companies not pursue the harder-to-
collect dollars; the remainder is written off 
as contractual adjustments.  Again, a drop 
in accounts receivable does not mean the 
billing company is applying the Marginal 
Approach.  Remember, the cost of carrying 
accounts receivable is borne by the billing 
company, not by the practice.

The Macro Approach, used by Advocate, 
considers the total practice instead of 
taking a micro view as with the Mar-
ginal Approach. The first step in the Macro 

n a past issue of Perspectives we explained how the “Marginal Approach” to 
billing has a negative effect on practice revenue. We felt this management phi-
losophy warrants additional attention based on its dangerous consequences. 

The Marginal Approach to billing is a term used to describe a management philosophy 
adopted by many service providers in the billing industry. In this method, profits of the 
billing company are maximized at the expense of the group’s revenue. For example, 
assume the average payment per procedure for your practice is $40 and your billing 
company is charging you 9.5% of net 
collections. The billing firm wants to 
achieve a net profit margin of 10%. If 
they subscribe to the Marginal Approach, 
the billing company would be willing to 
spend only $3.42 ($40 x 9.5% x 90%) to 
collect each procedure. They spend only 
that amount by collecting easily obtained 
revenue; they do not pursue balances that 
are costly to collect. 

Determining whether your billing com-
pany is using the Marginal Approach is 
relatively straightforward. If your billing 
company is using this approach, over 
time you will find that practice procedure 
volume is increasing at a faster rate than 
your collections. The assumptions un-
derlying the Marginal Approach are very 
basic – procedure volume is increasing at 
a faster rate than collections. This situa-
tion means you must read more cases just 
to maintain current income levels. The 
growth in your practice volume is mask-
ing poor billing performance. 

But the Marginal Approach is even more 
dangerous, because sooner or later you 
will need an additional partner. Once the 
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Exhibit 1

Radiology Associates of USA
Revenue Shortfall Analysis

 2004 Monthly Revenue     $ 525,000

Impact of:

 Change Average Charge Per Procedure   $  3,400

 Change in Procedure Count        $    12,340

 Change in Average Payer Mix        $  3,174

 Effect of New Managed Care Contracts    $  (45,000)

Expected 2005 Monthly Revenue         $   498,914

Actual 2005 Monthly Revenue          $  468,000

Monthly Revenue Shortfall             $ (30,914)

Exhibit 2

THE BILLING INDUSTRY

WHAT EVERY RADIOLOGIST SHOULD KNOW
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1.  Not all billing companies provide the same level of service. Make sure you   
  will receive proper management attention and management reporting. Ask   
        for a sample of the management reports that you will receive on a monthly basis. 

2.   Ask how they quantify and report on claim denials.

3.   Ask how they quantify and report whether insurers are paying the proper  
  amounts.  

4.  Ask them about their management philosophy. Compare their answers to  
  their competitors.

5.  Do they bill for one or two specialties? Or are they a data-processing firm,  
  processing claims for many specialties? 

6.  Beware of the company with very low fees. You will get what you pay for.

7.  Beware of companies with multiple products, like software and billing.   
  These are two very different businesses and one area usually gets all the  
  attention, causing the other product line to under-perform. 

8.  Find out how long the company has been in business. Beware of the new  
  company. A new firm has a lot of glitches to work through, and you do not  
  want to be the guinea pig.

9.  Meet their management personnel and ask how the company handles   
  subspecialized management disciplines within their organization.   
  Ask about such topic specialties as information technology, coding, finan 
  cial analysis,and staff audits.

10. What sort of communication do they plan between your group and their  
   billing company?

11. What is their initial clean claim submission rate and how do they monitor  
   improvements? 

12. Do they have the proper bonding and insurance?

13.  Try to get a feel about whether they are an innovative, proactive company.   
  You don’t want just a data-processing firm. Do they understand their business  
  and yours?

14. Do they routinely audit their personnel?

15. Most important –check their references. References can tell you the  
  real story.

Tips for Selecting a Billing Company 
A physician’s decision to change billing services is never an easy one. 
Fear of a transition is the main reason most radiologists are unwill-
ing to move to a better billing option. This fear is usually based on the 
negative experience of a colleague regarding a particular billing service. 
Advocate has extensive positive experience with the process of transitioning 
our clients’ radiology practices. We have developed many special manage-
ment tools that have made our transitions smooth and seamless. 

There are many questions that one should ask a perspective billing 
service. Once your practice makes the decision to explore other billing 
options, consider the following:

You will never be sure unless your 
practice adopts a financially sound 
method for calculating a proper 
gross revenue budget. Once a 
budget is prepared, actual collec-
tions should be compared to the 
budget each month and variances 
should be explainable. You should 
never base expected revenue on 
past performance. The method 
used should use practice data ele-
ments to independently calculate 
the revenue budget.  If you base 
the budget on last year’s revenue, 
you may be simply perpetuating 
last year’s errors or inefficiencies. 
You could be overlooking existing 
problems in your billing op-
eration. Without proper analysis, 

problems can go undetected and 
lead to significant loss of revenue. 
Advocate uses two methods to 
calculate how much revenue a 
practice should generate. We use 
these two different approaches 
simultaneously to look at the 
practice from different financial 
perspectives and to validate the 
revenue expectation. These ap-
proaches use not only historical 
billing data elements but also 
data from other sources specific 
to the practice. 

The first method, the payclass ap-
proach, uses the practice payclass, 
volume of procedures, and dollars 
charged (as illustrated in Exhibit 
1). The second method, the col-

lection analysis approach, uses the 
practice charges, accounts receiv-
able, net payment, and contractual 
write-offs (as illustrated in Ex-
hibit 2). The contractual write-offs 
should be determined based on 
the contract and federal programs, 
not by historical write-offs. The lat-
ter method not only projects what 
the practice should collect but also 
analyzes current performance. 

The results obtained from these 

two calculations should be very 
close and will indicate optimal 
collections for the practice. The 
final result obtained should be the 
practice’s revenue budget. Any per-
formance variances from the budget 

THE BOTTOM LINE:

I S  Y O U R  P R A C T I C E

O P T I M I Z I N G  R E V E N U E ?

Approach is 
to determine, 
based on the 
mix of pro-
cedures and 
payers, what 
the practice 
should gen-
erate in total revenue. This revenue num-
ber converts to a monthly revenue budget 
and budgeted revenue per procedure. Based 
on this expected revenue and the practice 
specific factors listed previously, a billing 
company can determine a fee for its services 
that will ensure the proper collection level 
for the practice. In this way, a billing com-
pany knows that they will remain profitable. 
With the Macro Approach, there will be 
some procedures pursued that the billing 
company will have “lost money” collect-
ing. But taken as a whole, practice revenue 
is maximized and the billing company 
maintains a superior reputation in the mar-
ketplace. The Macro Approach consistently 
generates the highest level of collections. 

A billing service that uses the Marginal 
Approach puts its profits before client 
collections. Clearly over time the Mar-
ginal Approach can be devastating to 
your practice. Determining whether your 
billing company or in-house billing de-
partment is using the Marginal Approach 
is relatively straightforward. Again, the 
assumptions underlying the Marginal 
Approach are very basic – procedure 
volume is increasing at a faster rate than 
collections.  The Macro Approach, used 
by Advocate, considers the total practice 
instead of taking a micro view as with 
the Marginal Approach. The Macro Ap-
proach ensures that practice revenue is 
maximized; the billing company makes a 
profit and maintains a superior reputation 
in the marketplace.

In today’s radiology employment market, 
everything must be done to maintain a com-
petitive compensation package to retain 
and hire new physicians. In that regard, the 
Marginal Approach is not a viable long-
term strategy for any practice. By leaving 
“dollars on the table,” the practice loses its 
competitive edge when it comes to recruit-
ment, retention of physicians, and pursuing 
other profitable ventures.
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Payclass Approach
Annual Charges:  $16,504,456

Annual Procedures:   159,814

% of      Collection Budgeted
Payclass        Practice Ratio   Collections

Self Pay       5.52% 46.7%     425,458

Blue Shield      8.05% 37.1%       492,914

Commercial    14.08% 78.1%   1,814,909

Managed Care   33.37% 46.9%   2,583,035

Medicare    31.14% 29.4%   1,511,009

Medicaid      7.84% 28.6%     370,070

Projected Collections    $7,197,395

Current Collections     $6,247,466

Annual Shortfall     $   949,929

Shortfall Percentage                 13.2%
Exhibit 1


