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This paper discusses the techniques and tools required to evaluate and monitor your practice.  


It makes a strong case for active practice management and illustrates some of the tools needed 


to do so.  It starts with the external point of view, as in the case of a banker considering making 


you a loan. Financial statements are briefly discussed, emphasizing their translation from financialease


to English.  Some of the more common and useful financial ratios are then explained at a specific point in time, and, as successive values over time for internal managerial purposes. Then the internal office financial perspective gets examined with emphasis on creation of an intuitively obvious managerial report, using financial parameters, practice statistics and trend graph analysis to help guide the practice


to increased profitability.





YOUR PRACTICE AS AN ASSET





Your practice is a valuable asset in two respects.  First, it provides the work environment that


generates your personal income.  Second, it has inherent value.  Some of this inherent value lies


in the current market value of medical equipment, minus any money owed.  The other aspect of 


inherent value is goodwill, or the worth of the practice as on going concern which allows you to 


sell it to another practitioner.





Despite the importance of the practice to the practitioner, some essentially run without a manager.  This is like an orchestra without a conductor in that the individual facets of talent have no common pathway to make music.





 Many other practices evolve over time reactively, and are not what the practitioner would have proactively defined as ideal. 





ECONOMIC REWARDS OF A WELL RUN PRACTICE





Most medical practitioners are not well trained in business.  Lack of time beyond clinical duties also


limits the practitioner as a “hands on” manager.  However, your services are provided in an underlying business environment. Let’s consider the financial rewards since they are the most tangible. Table One shows the financial benefit of improving practice performance one percent,  in three key parameters.


 This example uses a practice with $500,000 per year of gross fees, a 20% contractual write off rate, 3% of bad debt and 70% of overhead.  The money available for pre tax practitioner salary is $116,400:





1) 80% (100% minus the 20% of contractual write off ) of 500,000 in gross fees is $400,000.


2) 97% (100% minus the 3% of bad debt) of 400,000 is $388,000.


3) 30% (100% minus the 70% of over head) of 388,000 is $116,400.





The financial leverage inherent in a practice makes even small improvements in performance yield dramatic bottom-line or  “in pocket” results.  Table 1 shows that cutting overhead 1% nets the practitioner an extra annual $3,880 of potential salary.  Likewise, decreasing bad debt 1% yields $1200.  A simultaneous 1% improvement in both parameters yields $5,120, all for the same amount of patient care with no additional malpractice liability. Notice that increasing gross fees, the area most practitioners think of when discussing practice management, has the least impact of the three key parameters.  Conversely, many practitioners complain that managed care erodes and limits their traditional patient bases.  While outside the scope of this article, good services marketing can improve any practice’s gross fees, even in today’s environment.  The key to this is superb patient service, of which the clinical result is only a component.  Making the patient’s total perceptions exceed their prior expectations insures a full appointment book.





The rewards of a well run practice transcend financial considerations.  Other benefits include:


a better, more consistent clinical result.


improved patient perception which increases referrals and decreases liability 


less employee turnover.


less stress.


more free time for the practitioner.





EXTERNAL EVALUATION





Financial Statements





Financial statements are usually provided by an independent accountant.  External parties, like banks, often use these tools for evaluation of the practice.  Financial ratios, examined later in the chapter, are the cornerstone of utilizing these statements.  Interpretation of these documents is discussed later.  Financial statements have potential problems, and are often suspect for several reasons: 





1)	first they rely on unverified information from the practitioner.  A practice’s internal bookkeeping, even with the highest of intentions, is often sloppier than an accountant might hope.  Professional liability with the IRS, and time constraints, keep the average accountant from doing anything but merely compiling figures given them.  The standard disclaimer on their financial statements loudly proclaims this fact.  





2)	second, most accountants are generalists in that they service other industries, like hog farms and flower shops, besides health care.  Specialization developed in health care for a good reason: it became too complex for a single person to have a comprehensive grasp on all of it.  The accounting industry has not followed suite.  Thus, they often have little direct experience in the health care profession and certainly not enough to differentiate between the subtleties of the various sub specialties.  





3)	third, accountants generally limit their scope of service to merely interfacing with the government for you, on tax issues.  Thus, their statements reflect tax position which is only one component of the practice’s total financial condition. While important, this is hardly all your accountant is capable of.  See the sidebar on what your accountant can do for you when asked.  





The common result of this is financial statements, though accurate for tax compliance, being less than optimal for managerial purposes.  Unfortunately, many practitioners never even look at their financial statements or ever learn how to interpret them.  The accounting expense is viewed as a necessary evil for tax compliance.  This is a shame because such information, properly derived and presented, can be an important managerial tool.  The following is a concise presentation of what each type of statement is, along with the common problems encountered in interpreting them. 





The Income Statement (Profit and Loss Statement) reports what income came in, what expenses occurred, and the difference between them, within a specific time period.  The most common use for this statement is the “bottom line”, or net profit, for tax purposes.  Sometimes multiple time periods are presented for comparison.  Sometimes the percentages of each category is also presented. 





While obviously important, such a limited goal of tax compliance can diminish the income statements use for internal managerial evaluation.  Since this is the most important accounting statement to the average practitioner, it deserves more discussion than the other two reports. The most common significant limitation of the accountant rendered income statement, even with trained interpretation, is poor classification and categorization.  For tax purposes, many types of expenses can be grouped together and still render a correct figure.  It is common to see income statements that categorize expenses into illogical groups.  This may occur because 1) the accountant does not understand your practice, 2) cannot or will not customize the accounts or 3) has encountered a lack of proactive input from the practitioner.  Furthermore, if you have the accountant enter your checks into a software program, additional blending of categories can occur as low level employees incorrectly key in your information.  Such “blending” of categories negates an opportunity to objectively see where all the money goes.  





Over time, an income statement, set up with intuitively obvious expense categories, yields an aggregate, bird’s eye view of cash flow.  Gradually, spending patterns emerge.  Commonly, if the only attempt to control expense has been on a check by check, best effort basis, significant savings can be achieved, without being overly anal,  after an appropriate data base is built.  This is often not a single dramatic thing, but more often $10 a month here, $200 a year there.   These things add up. Even a one percent savings, on a $300,000 per year practice, puts an extra $3,000 back in your pocket with no additional work or liability.  Remember, if your expenses (exclusive of physician salary) run 33% of the gross money taken in, every one dollar of expense saved has about the same affect on the practice as generating three dollars of income.  With contractual write off  (the amount a third party payer forces you to deduct from your gross fees), each dollar in saved in expenses can easily have the same affect on the practice as four dollars of services rendered.





The best way to build yourself such a tool is by doing the accounts payable yourself using an electronic check register program, like Quicken-R or Quickbooks-R.  Once this accounts payable program is operational, a properly trained staff member can generate most of the checks in house and maintain proper categorization.  Here, you produce a true cash flow statement, which can be easily modified by your accountant into tax format.  Such programs allow for customized categorization of expenses which can be a powerful managerial tool. The trick is to think of how you will ultimately use these categories.  Who else is better qualified to determine that but the practitioner?  In some practices income classifications can also be useful, although the specialized accounts receivable programs generally do a good job on this.





The Balance Sheet gives a “snapshot” of the practice  at a specific point in time.  This timing is  different than the Income Statement which uses a period, not point, of time.  The balance sheet uses the formula:  Assets (what you own) equal Liabilities (what you owe) plus Owner’s Equity (what you have left).





The third type of financial statement is the Statement of Cash Flows.  This statement reconciles the change in financial position between two balance sheets.  Opinions vary, but it is the least useful to the average practitioner.





TURNING FINANCIALEASE INTO ENGLISH





Even with great accounting, financial statements can be difficult to interpret.  Let’s start with the


Net  Income Statement.  The main interpretation issue here is depreciation, and its relative, amortization.  Depreciation merely takes the cost of a tangible asset, like equipment, and divides this expense into the successive time periods over which the asset is expected to help produce income.  Logically, if you’re trying to figure up true practice costs, a piece of durable equipment often helps produce income long after it was purchased.  There are several methods of depreciation.  Generally, practice financial statements use the deprecation methods and time frames allowed by the IRS.  These have no relationship to the true life span and productivity of the item.  For internal managerial purposes you can assign your own type, and duration, of depreciation.  The dual bookkeeping is often worthwhile.  The actual cost of the equipment is reflected on the balance sheet





Let’s say you bought a piece of equipment three years ago for $10,000.   For tax purposes, the government forces you to deduct this expense equally over five years.  Thus for the last three years you depreciated  (write off/deducted) $2000 on your taxes, each year [10,000/5], despite the fact you paid the whole $10,000 long ago.  In the next two years you also can take a $2000 deduction a year to obtain, belatedly, the entire deduction for the initial expense. The original $10,000 is entered on, and accounted for, in the balance sheet.  The government does allow a certain amount of depreciation expense to be deducted in the current year, if desired by the tax payer, under Section 179.  Thus, if other assets purchased during the year do not exceed the limit ($19,000), the practice could deduct the entire $10,000 expense of the equipment in a single year.





Amortization is the same concept as depreciation but applied to intangible assets, like goodwill.


Many a practitioner has wondered where all that net income his account says he made, actually is.  Most times a true “cash” net profit never existed, it was only an accounting artifice for tax purposes.  Depreciation often causes discrepancies between “check book” profit, which is how much cash you actually have left over after paying the bills, and taxable income.  Initial financing of the asset also confuses matters.  A standard installment loan payment, like a mortgage, has two components in it: principal, the amount actually put towards the face value of the loan, and interest, the expense of borrowing the money.  Initially the percentage of each payment constituting interest is high, and this decreases during the course of the loan.  Conversely, the percentage of principal repaid with each payment increases.  An extreme example of this “cash flow” profit and taxable interest discrepancy, is buying equipment with a loan, but depreciating it completely through the use of Section 179 in a single year.  Wonderful for that first year.  However, in the following years, only the interest component of the loan is deductible, and your taxable income exceeds your true cash flow because the principal, though paid that year, is unavailable to reduce it.  This discrepancy is greatest in the last year of the loan, where the bulk of loan payment is principal.





Other Income Statement translation problems include different accounting methods:





1)	Cash method.  Here, money is counted only as you deposit it, and “spent” only as you write a check.  Simplistic, but intuitively obvious, this resembles your check register. Unfortunately, the true cash flow method is seldom seen.  Most accountants use a tax modified version of the cash flow method, as required by the IRS for tax reporting purposes. 





2)	Accrual method.  Here, income is counted as you earn it, so your accounts receivable is counted as income when you treat patients, despite receiving no cash for it as yet. Expenses get entered as you incur them I.E. you enter a supply order as an expense as its placed, not just when you pay for it.  This method affords logical treatment of a wider variety of accounting issues than does the cash method, and the IRS requires it once certain criteria are met. 





3)	Modified cash (tax) method.  This is the cash method modified by depreciation and amortization as required by the IRS.





 The following Balance Sheet problems sometimes arise:





1)	Asset valuation.  Commonly, balance sheets reflect “book” or “tax” value of assets.  This is the historical value (what you paid), minus what you wrote off  (depreciated or amortized) for tax purposes.   Let’s use the same piece of equipment, used in a previous example, bought three years ago for $10,000.   Again, for tax purposes, the government forces you to deduct this expense over five years.  Thus for the last three years you depreciated (wrote off/deducted) $2000 on your taxes [10,000/5], for a total of $6000 [(10,000/5) x 3].  The current book or tax value reflected on the balance sheet is $4000 (10,000-6,000). Note this probably does not match the current market value of the equipment.


 


2)	Assets are usually combined into groups, so that a single asset can be evaluated only by examining the accountant’s work papers.   Second, these groupings originate to suite the accountant’s software which results in categorization different than the way the practitioner thinks of the assets.





3)	The Book (tax) value is not immediately apparent because the historical price is listed in the asset section, followed by an entry labeled “accumulated depreciation”.  Sometimes the math is a little harder to follow than just the $10,000 - $6000 of our example. The book value and historical value may have no relation to the true current market value of the asset.  A piece of land you paid $100,000 stays on the books as $100,000 despite the fact the neighborhood has eroded it to $75,000, or conversely, escalated it $125,000.  The resulting $25,000 gain or loss is never reflected in the balance sheet.   A 20 year old building may have a book value of $49,000 ($100,000 purchase price minus accumulated depreciation of $51,000), but is really worth $110,000 in the current market.  With buildings, improvements are not listed in the value of the building, making interpretation even more difficult.





4)	Some assets are intangible.  Lets consider goodwill for example.  Goodwill is basically the value of the practice as a going concern minus the book value of the assets.  In a mature practice, where accumulated depreciation has decreased the book value of the assets below true market value, and, the reputation of the clinic allows selling it for a premium price, goodwill can be considerable but not reflected in the balance sheet.





COMMON FINANCIAL RATIOS USED FOR EVALUATING YOUR PRACTICE





Financial ratios are figures or percentages derived from components of the financial statements.  Even with the inherent limitations, financial ratios are the cornerstone of interpreting financial statements.  They are being increasingly used by external sources to value and evaluate practices.  Thus, it behooves you to understand them.  Some financial ratios are valuable in the managerial report: a time series of certain practice financial ratios helps reveal its trends, strengths and weaknesses.  All practice information, including financial ratios, should be integrated into the “big picture” and undue emphasis on a single facet may skew interpretation.





These financial ratio values are “benchmarked” to values obtained by surveys which become “industry standard”.  As described above, the average practice’s financial statements have some inherent problems making the derived financial ratios suspect.  The government regulates, and the accounting industry strongly guides, the accounting principals used to generate publicly held company’s financial statements.  This makes them more uniform and accurate than the average financial statements of a health care practice.  Note that bench mark figures in publicly held companies are based on published financial statements.  Surveys add another level of unreliability in using financial ratios for health care practices.





Financial ratios fall into four main classifications: 1)	liquidity and solvency; 2) asset management; 3) debt management, and 4) profitability ratios.





LIQUIDITY AND SOLVENCY FINANCIAL RATIOS





The two most useful are the: Current Ratio and the Current Liabilities to Net Worth.





Current Ratio:





Current Assets


____________             =  Current Ratio


Current Liabilities





The Current Ratio measures short term solvency.  Unfortunately, practice financial statements often do not segregate out current and long term assets and liabilities accurately. Current assets include cash on hand, the percentage of accounts receivable you can reasonably expect to collect, and short term investments like a 3 month CD.  Current liabilities are notes payable and loans due within one year.  This ratio should be at least one, preferably higher.  A banker or venture capitalist probably wants to see this be in the range of about 1.3 to 1.5.





Short term solvency has an impact on the ability to pay current obligations, which dramatically affects credit, which is an essential tool to controlling practice expenses.  Thus, it is an important figure to track internally over time.  Establish your definitions which allows consistent calculation of the Current Ratio. For example, if you enter gross fees into accounts receivable and then adjust off for contractual write off and bad debt, use the last six month’s figures of these adjustments to establish the true eventual cash value of your accounts receivable. 





Current Liabilities to Net Worth:





Current Liabilities


 _____________     =  Current Liabilities to Net Worth


Net Worth





This should be low, probably beneath .5, but not zero.  Net worth, or owner’s equity, is often distorted on the financial statements, as most practitioners take out all the money “left over” as salary or distributions.  This can be especially true if the practitioner holds major assets personally, like the building (a common scenario), and “leases” them to the practice.  Bankers circumvent this by evaluating the practitioner and practice simultaneously.





ASSET MANAGEMENT FINANCIAL RATIOS





The four most important are the: 1) Average Collection Period, 2) Fixed Assets Utilization, 3) Fixed Assets to Net Worth, and 4) Total Assets Utilization ratio.





Average Collection Period:





Total Accounts Receivable


______________________  =  Average Collection Period


Average Daily Charges (those not collected on the day of service)





The acceptable figure depends on the type of practice.  A practice that handles a lot of personal injury cases has a higher number than an one that deals mostly in cash. Note that the total accounts receivable is inherently over valued if it includes eventual contractual write off and bad debt.  Average daily charges would very on the time period sampled and can be difficult to obtain.  This is a vital practice parameter however, and, it is well worth setting up the process to obtain and track the required figures.  Tracked over time (see the later section on trend graph analysis), it provides essential monitoring of the entire collections and billing process.  For internal managerial purposes, the top dollar, third party payer components should be tracked individually as the aggregate figure my not immediately detect a rapid change in a single insurance company.





Each extra day of this parameter means someone else is enjoying the float or interest on your money for an additional day.  10 extra days of  $50,000 in accounts receivable means at least an additional expense to you of $120 a year, if you could have banked this at 8% APR.  Since a practice with protracted collections usually has cash flow problems, this probably translates out to $270 if you’re borrowing money at 18% APR. 





Fixed Assets Utilization:





Net Revenue


___________      =   Fixed Assets Utilization


Net Fixed Assets





This shows how productively a practice utilizes its assets.  Obviously, you would like any asset you invest in to render as much as possible in additional revenue. Asset evaluation issues (like accumulated deprecation described above) and true practice assets being held by the practitioner for tax purposes, make the managerial use of this figure marginal.





Fixed Assets to Net Worth:





Fixed Assets


___________   =   Fixed Assets to Net Worth


Net Worth (Doctor owner’s equity)





A higher ratio indicates a greater investment in fixed assets which, conversely, may indicate low working capital.  This is a great concept in publicly held companies with strict accounting, but less useful to the average practitioner.  See the potential problems of fixed asset evaluation (and ownership), and net worth described above.





Total Assets Utilization:





Net Revenue


___________   =   Total Assets Utilization


Total Assets





This is similar to the Fixed Assets to Net Worth described above, but eliminates some of the asset evaluation problems.  If the proper definitions are consistently employed, this is a good figure to track internally over time.  An example of an appropriate definition might be any asset originally costing over $250 that is in current use, including any held “artificially” by the practitioner for tax purposes.  While a “soft” figure, it has value as an indicator of productivity.





DEBT MANAGEMENT RATIOS





The two most common are: 1) Total Debt to Total Assets and, 2) Total Liabilities to Net Worth.





Total Debt to Total Assets:





Total Debt


__________   =   Total Debt to Total Assets


Total Assets





Obviously, less debt is generally preferable, so this ratio should be low.  Remember debt can be a useful managerial tool if used wisely, and a Total Debt to Total Assets figure of zero might have negative implications.  A banker looks for a low figure since he is being asked to provide more debt and wants to ensure his investment.





Total Liabilities to Net Worth:





Total Liabilities


____________   =   Total Liabilities to Net Worth


Net Worth





This can be a useful figure if appropriate definitions are used and some practitioners track this internally.  Generally, a lower is better.





PROFITABILITY RATIOS


These include: 1) Profit Margin and 2) Return on Investment Ratios





Profit Margin:





Net Income


__________  =  Profit Margin


Net Revenue





Generally expressed as a percentage, this figure reflects how much profit the practice makes on each dollar of revenue, usually gross fees.  When the practitioner’s salary encompasses “what’s left over” this is zero.  For internal purposes it can be considered as potential practitioner salary over gross fees.  Obviously, higher is better.





Return on Investment:





Net Income


__________   =    Return on Investment


Total Assets





This reflects how well assets are used to generate net income.  Again, one would strive to make the most money with a given asset, making this figure as high as possible. This concept appears in a break even analysis where the expected return on investment on an individual asset is calculate before buying it.  Sometimes it makes sense to refer potential gross fees to outside sources, despite inherent clinical expertise, because of the equipment cost involved.  Other times, traditionally out sourced services now performed in house help the practice.





Internal Monitoring


A prudent practice manager keeps close, regular tabs on the business, especially in today’s dynamic health care environment.  Failure to do so results in a practice that loses opportunities for income, pays out too much in expenses and endures unnecessary stress.  How much personal responsibility will you take for the care and growth of your most valuable asset?





A good tool used in many other types of businesses is a managerial report.  This helps you work smarter, not harder. Such a report gathers all the data important to the manager in one place, on a regular basis, in a format that is intuitively obvious.  Once formulated, the staff can update virtually all of the information for you, making the ongoing time requirement minimal.





Different aspects of the practice may require different time frames.  Usually this falls into weekly, monthly and quarterly categories.  Accounts receivable logs and reports, the check register, and cash flow planning are good candidates for weekly review.  The trend graph analysis report described in the next section is generally a monthly category.  Your accountant’s financial statements may get quarterly review.





Remember the 90/10 Rule which states that 90% of progress is made in the first 10% of time 


expended.  The law of diminishing returns sets in quickly after that.  Setting limits of time and


energy for practice management, both high and low, is appropriate. Proactive prevention of “brush fires” is generally more time and resource efficient than putting them out.  





Trend Graph Analysis





Your practice’s history can help you predict its future performance.  Trend graph analysis charts practice statistics, and/or financial parameters, and/or derived figures thereof (ratios) over time. This makes practice trends visually emerge from an otherwise nebulous collection of data, before they might otherwise become apparent, and, aids in strategic planning. Practitioners, either by nature or training, intuitively understand a graph.  Newer practice accounts receivable software offer various graphing capabilities, and these should be checked out for usefulness.  However, the ability to highly customize your data’s presentation is usually worth the extra effort of using a separate spreadsheet program.  These graphs constitute the bulk of a managerial report.





Trend graph analysis is also useful for marketing and collections parameters.  It can be used to track retail trends too if this is a significant aspect of the practice.  Expense monitoring and control is more efficient through a properly categorized accounts payable program (electronic check register).





Required Spreadsheet Skills





Only basic spreadsheet skills are required, and, trend graph analysis is a good project to learn these with.  Windows-R based programs generally have excellent intrinsic tutors, wizards, assistants etc. to help with the basics.  After market programs are available to help you learn.  Try your local University’s business school for a personal tutor to help show you the basics. Spreadsheets are versatile, and, once learned, have many other professional and personal uses. You should be able to do the following: 





·	point, click and drag with a mouse


·	enter data


·	format numbers


·	delete


·	copy


·	lock and unlock cells


·	create a data table


·	create a graph


·	format graphs


·	create a trend line.  





Trend graph analysis requires four steps.  Setting it up properly is the key, and this requires some time and thought.  The first phase is to determine what information might be managerially useful.  The staff can generally gather the data for you.  Usually this involves obtaining data like how many new patients were seen per each calendar month during the last two years. If figures are not readily available, establish a process that at least makes them makes them so from now on. 





Next, these figures are entered into a spreadsheet table.  Other derived relationships, i.e. the ratio of new patients to established patients seen per time period, are calculated within the spreadsheet and appended to the table.   Graphs are then created and formatted.  The spreadsheet table and graphs become a template which only requires a minute to update in the next time period.  All the internally derived ratios and graphs then automatically update, as well.


 


Interpretation requires integrating the information presented into the practice’s big picture.   Isolated parameters can be misleading.  For example, just keeping track of the number of new patients seen doesn’t tell everything you need to know by itself.  If that number goes up, one might assume the practice is doing great, and, it may well be.   However, managed care may be paying less collections on these patients while simultaneously restricting follow up care.  A proper analysis would include the number of existing patient visits, average gross fees generated per new and existing patient visit, average collections per patient visit, absolute collections, percent of contractual write off, and percent of bad debt write off.  Fortunately, the doctor is in an excellent position to integrate multiple factors into the big picture. Of course, any analysis without appropriate follow up action is futile.  Obtained information helps you guide the practice by implementing reinforcement strategies to 


stressing strategies to help prevent negative outcomes occurring.





While trend graph analysis yields useful information, it has some inherent limitations and soft data may result from some calculations.  For example, all components of the accounts receivable cycle, for a single patient, seldom occurs all within a given time evaluation frame.  Say you perform $100 of services for a patient in June.  She pays $10 in cash and you file her insurance.  In July, the insurance company forces you to write off $9, per your contract with them, and pays $74 on the claim.  You bill the patient for the remaining co payment.  However, in September you decide the remaining $7 (100-10-9-74=7) is uncollectible and write it off the books.  June’s report would show the gross fees and $10 of collections but would not compare this with the same patients contractual write off, insurance payment or bad debt.  Note that if the practice handles billing and collections in a consistent manner, valid trends still appear despite the lack of any “hard” figures.  Also ratios, like the percent of collection, while not absolutely correct for a given time period (because of the inherent delay in insurance payments), still have managerial use. Aggregate payments, such as a batch insurance check for multiple patients/claims, and practitioner down time, like an annual two week dive trip in June, will skew figures.





Determining What Information is Managerially Useful





“Backing” into a managerially useful report is perfectly appropriate.  It can be hard to anticipate all of the information you will need or use.  Trial and error eventually renders the “best” format and content of a managerial report.  There is always a way to present information so its intuitively obvious to a particular practitioner.  Therefore, “over produce” the first report by graphing more data, and, in multiple ways.  Then, see what makes the most sense to you in the least amount of time (i.e., graph absolute dollar change in collections from January this year compared to January last year, and, the percent change of those same figures). These take only seconds to produce.  As you become more adroit at interpretation, some of these charts may clarify analysis.  If not, they’re easy to delete.  





What Kind of Information to Collect





First, decide on a time period that is useful to you, the practicing physician.  Monthly figures are appropriate for most parameters in a health care practice.  Weekly figures can create more detailed information without much more effort, and, the increased number of data points helps smooth the curve. Remember, once you set up the templates, the staff can track the data how far back you want to collect information.  Usually two years of monthly figures yields decent results.  Diminishing returns occur as you further back and get more detailed.  Associated usefulness really depends on the practitioner’s interest and managerial style.  





On the clinical side of the practice, we can suggest collecting the following data:





1)	the number of new patients seen per time period.  Further sub categorizing these by type of patient or insurance may be appropriate in some cases.  Remember, you would have to segregate the billing and collections in the same manner.  Most accounts receivable programs can easily provide such information, and, the actual trend graphing goes quickly once you know how.





2)	the number of previously established patients seen per time period.  Again, this could be further differentiated if useful to the practitioner.





3)	gross fees generated per time period.   Remember this sub categorization has to match the way you classified patients above.   





4)	collections actually taken in per time period.   Some practitioners segregate out cash payments collected for the service, on the day of service.  This helps enforce a policy of collecting more “up front” from the patient.





5)	amount of contractual write off per time period.  This is gross fees generated that a third party forbids you to collect.  If you can match this to the type of patient, as above, and/or the gross fees associated, one can track the amount of contractual write off in more detail.  Otherwise a major dip in just one third party payer could go buried in the aggregate figure.





6)	amount of bad debt per time period.  This the amount of gross fees you are legally entitled to, but cannot collect from a patient secondary to non contractual issues.  Note the difference in bad debt and contractual write off.





7)	amount of accounts receivable present at the end of each period.





The retail side is more tricky and the clinical aspects above are a better place to start.  Much of retail data can be tracked via your accounting or accounts payable program. This could be used to eventually maximize your retail profit.  It pays to be familiar with your accounting software if the practice has a significant retail component. 





While outside the scope of this chapter, other useful items can be correlated to help show practice efficiency.  For example, staff gross salary as a ratio of gross fees and/or collections, helps monitor the amount of revenue produced by each dollar of staff salary.  This is analogous to the asset utilization financial ratios explained above.  The current ratio, explained above, can generally be derived without the financial statements.  Tracking this with a trend graph may help keep the important topic of short term liquidity in mind.  





Constructing A Spreadsheet Table





Table Two shows an abbreviated table that can be used to produce graphs like Figure One.  The primary figures you enter, render other derived figures.  Simple formulas entered in these cells calculate the desired values.  Such figures automatically recalculate if you change the associated primary figures.  Some of these underlying formulas have been left visible in Table Two to demonstrate their use.  These cells should be locked to prevent accidentally changing or deleting the formulas.  Some of these secondary figures include:





1)	absolute change between this year’s time period and last year’s time period.  Consider generating change figures whenever different time periods are being compared.  On graphs with a compressed axis (large changes between major tick points on the axis), calculating the change between consecutive time periods clarifies the picture.  These changes form another data series which get graphed with the original, but on a secondary Y axis because of their lower range and scale.  Figure 1 uses the actual figures as data labels adjacent to the plot points.





2)	percent change.  Very similar to number one above.  Remember to correlate absolute change and percent change back to each other since a one percent may not sound like much, but, can mean thousands of dollars annually.  Conversely, a large percent of change in some parameters may be misleading (like the percent change in the new patient section of Table 1), if the base you derive them from is small. 





3)	correlation of two parameters.  For example, tracking the percent of new patients (from the total number of patients seen per time period) helps integrate, at least to me, these two classifications of patients.  This could corroborate your concerns that the new managed care program limits the gateway for new patients into your practice.





4)	ratios (i.e., the amount of average gross fees generated per new patient).





5)	indicators (i.e., the average amount of total collections per new patient, established patient and total (combined) patients seen).  While not absolutely accurate (see the above explanation of soft data), these can help predict trends, aid in strategic planning and visually present changes in reimbursement rates.





The chart created in a spreadsheet stays linked to those cells the data is in.  Your chart will automatically update if you change these figures, a desirable feature.  Therefore care must be taken not to break this link when it comes time to get rid of the oldest month’s figures, and, add the newest month’s figures.   Deleting an entire row at the bottom and inserting a new row at the top, while logical, destroys the table-chart linkage by changing the cell “addresses”.  To keep the cell references intact, you must clear the contents of the row of cells at the bottom (not delete the row itself) with the old information, cut and paste the remainder of the table down an entire row and then add the new data in the top row.  Sophisticated analysis would import time extracted data from a true data base program: elegant but not really necessary.


	


With your underlying table, and subsequent charts, consistent formatting is essential.  Initially there is a lot of data, and a myriad of charts, that can easily confuse some one.  Consistent formatting eventually saves you stress and time when you actually utilize your work to manage your practice.





Examination of Table 1 shows the basic data organization necessary for graphing.  Remember the staff may eventually work with your template, so make it understandable. With clients, we use sets of 12 consecutive calendar months exclusively as the time period.  So, all data is in one, very wide table.  If you decide to chart different time periods (weeks are very appropriate), or, different numbers of the same time period, a separate table needs to be constructed for each style.  





Note the underlying formulas, displayed in bold as examples, instead of the actual derived figure.  Copying and pasting these formulas makes filling in all the derived data series a snap.  For example, the absolute change columns were filled first by entering the simple subtraction formula only once in the new patient section, copying it the remainder of that column, and, then copying that entire column to the absolute change columns in the other sections.  This also insures, assuming you entered the original formula properly, they are all correct.  Once these are in place, merely changing the primary data automatically updates the entire table.  Remember to protect these cells from accidental deletion or erroneous data placement.





References automatically duplicate the contents of another cell.  Thus, you can just change the item once and the information appears everywhere you referenced it without transcription error





1)	As demonstrated in cells J4 to M4 of Table 2, the references of B4, C4, D4 and E4 would display 96/97, 87/98, CH and %CH respectively.  When you change B4 to 97/98, 97/98 would automatically appear in J4 too. 





2)	Other uses of references include duplicating data as a convenience when used in other calculations (even though you can graph non adjacent data series), and, repeating the months as row labels for ease of reading in wide tables. 





Notice the labels are kept short (and consistent) to conserve space on the subsequent graph’s axis and legend.  The headers refer to the related graph and help organize the table.  Similar columns are colored to differentiate them, and, act as spacers between the related series for each graph.   The numbers at the right hand side merely convert time periods into data that the spreadsheet uses for calculations - see the figures beneath Figure 2.





Create excess data on the off chance it might come in handy when interpreting the overall picture.  Any distractions or delays during actual interpretation of the graphs is frustrating.  When  a column is determined worthless, still keep it filled with markers to remind you it is an invalid parameter.  You can set your monitor’s display (a view function) to always show the left hand (months) column regardless of where you are in the table and eliminate needless horizontal scrolling.





Graph creation is a snap with most spreadsheet programs.  First, simply highlight the columns (data series) you want graphed, including both the month names for the X axis labels, and, the labels in the legend.  Then select the type of graph you want.  Next, select an area where you want the chart placed.  Finally, you format it.





We find multiple data series, horizontal line graphs to be the most intuitive.  The most common type is Chart 1, which, in addition to plotting the two primary time data series, also graphs the change between them using a secondary Y axis on the right hand side.  Try creating different types of charts, or even combinations, with the same data.  Then pick the one or two that make the most intuitive sense.  Generally, simpler is better.  Fancy and exotic charts look good, but quick and intuitive interpretation is the main objective.  Don’t put appearance before function.





Organize chart placement in any logical manner.  Charts that fall into more than one category can be duplicated if that eases interpretation.  Place graphs of no immediate interest on a separate spreadsheet work page for instant reference if and when required for clarification of the primary report.





Individual components of the graphs can be formatted to your tastes and needs.  Again, formatting goes beyond mere appearance, and can increase (and certainly decrease) functionality of the charts.  Once you create one graph the way you like it, the graphs, producing a consistent looking project that is easier to interpret.  Remember, your chart is linked to the figure placed or derived in the spreadsheet table: update the table and the same graph appears but with the new data.





The implications of formatting transcend visual pleasantry.  Formatting can and should be customized to best enable your ability to quickly spot trends.  Here are some of the chart components to play with as labeled in Chart One .





1)  appearance of each data set.  This includes: 





a)	the shape color and size of data markers


b)	the appearance of the connecting line (solid, dashed), its color and thickness


c)	what axis its plotted on primary or secondary.


d)	presence of data labels, and the type face, size and color of such labels


e)	actual chart type (i.e., a bar series can be overlaid with a line series).                                                                               





2)	plot area appearance:


a)	background - solid, pattern and color.


b)	grid lines.  Use thin, light gray, dashed horizontal grid lines.  Anything heavier


           detracts from the data.  Anything less makes the data values less obvious.  In


           some case (Chart Two), vertical gridlines are required.


3)	chart title:


a)	this should be brief, descriptive and obvious, but not too space consuming.


            Remember you’ll have a series of charts that superficially look alike. 


4)	legend:


a)	We always include one, but with consistent formatting it becomes superfluous. 


            You might try no legend, per se, but have a page wide standard that appears as a


             reference.  I make mine small which keeps it from detracting space in the plot


             area.


5)	axis:


a)	scale is the important point here.  Your spreadsheet will automatically set this,


            but, the lower limit of zero may be inappropriate and require manual resetting.      


            You can use different scales on different graphs, but keep these consistent from


            report to report.  If your collections have never dropped below 20G per month,


            consider raising the minimal value on the axis to 15 or 20G.





b)	where the data crosses the axis. Offset the intersection from the plot area borders


            to ensure readability of my first and last data points, especially if using data


            labels.





c)	size, type face, color and placement of axis labels.  Consistency, space and 


            readability are the key figures.





Graphs visually display trends well, but the underlying value of the data points can be lost.  Sometimes this deficiency can be adequately addressed by showing the data values.


	


Often, it is helpful to display the value and time period of the greatest and/or least figure in a data series.  This offsets the tendency to lose actual values in trend graphing  The average value of a data set can be useful.  See these values under Figure One.  Spreadsheets can extract such information from any group of numbers by the use of functions.  Functions are merely prepackaged equations and procedures that you plug values, or the range of cells in which the data series resides, into.  Note the examples of underlying functions displayed.   





Eventually, you would pare down what information is displayed.  For example, for Chart One, the figures of the combined periods is not helpful.  As a step between having these figures present (which clutters the report), and eliminating them, you can have the spreadsheet hide the content of those particular cells.





Spreadsheets can also produce trend lines on your graph to emphasize the direction a data series is going. In fact, multiple types of trend lines are available.  Linear regression produces straight lines that are easier understand. Trend lines are statistical analysis techniques, but the computer does all the work and merely presents the requested line.  Chart Two uses the data in last 12 months and extrapolates this out four months into the future.  Again, the desired values are called out beneath the graph.  Spreadsheets can calculate trends from a data series and extrapolate the values for future periods.  In Chart Two, the value of the extrapolated figures is not obvious from just the trend line.  Since the exact figure can be used for planning, calculate these using another function.  See the example left of such a forecast function.  Note the spreadsheet doesn’t use the months per se to calculate this value.  It uses the number values assigned to the rows as seen at the far end of Table 2.





How you define the underlying data series obviously affects the resulting trend line.  Smoothing techniques etc.) can produce too many scenarios.  If multiple scenarios are employed, keep the type of trend line constant and use the last 24 months, 12 months and six months as your data series.


Simultaneously, your data can be used to model “what if” scenarios: 





1)	 if  I improved patient service such that the number of established patients rises 10% over the next year, what will that mean in terms of actual collections?  These are easy to generate but are outside the scope of this article.





2)	 if  I decrease the average length between routine exams 5%, what will that mean in terms of patient flow (for staffing issues) and actual collections?





These scenarios are a great motivator, as very small, easily achieved improvements can mean thousands of dollars available for practitioner salary annually.  The large financial base of your practice leverages the financial rewards of these small improvements dramatically in your favor.





Here’s an example of how to use trend graphs.  The discussion here is reactive, as most new clients do not present to an accountant until conditions deteriorate markedly.  Regular use of managerial reports by the practitioner often detect practice trends earlier, allowing proactive institution of preventive and/or stabilizing strategies to be implemented.  Earlier prevention is always better than later correction. 





Collections are the first thing practitioners, at least those who do not have a regular, logical method of evaluating their practice, see going bad.  Lets’ examine the possible underlying etiology of such an observation.  Note that by  the time such an observation is made, clear indications of eventual collection deterioration have been present a for a long time. 





VERIFY THE PROBLEM (GRAPH 1)





The trend analysis graph of collections shows a decrease this year compared to last year.  Adding trend lines to the two primary data series shows a stable, albeit erratic, collection trend during the twelve months in the 96/97 period.  The trend line for 97/98 has a negative slope.  The change in November


and February of this year’s time periods bucks the historical trend by dropping instead of rising. Absolute collections have decreased in eight months of the 12 during 97/98. A valid problem exists and warrants investigation and action.





QUANTIFY THE PROBLEM





Collections are down $5470,  -2.21% in the last 12 months, compared to the prior twelve months.  Two percent is about the usual level a financial constraint is felt in the check book.  If this negative trend continues, collections will be about 10G in 98/99 over 97/98.  Since many practice expenses are fixed,


 the money left over for practitioner salary or perks, after expenses, is even more adversely affected than collections itself.





CHECK THE PARAMETERS WHICH MONITOR THE COLLECTION PROCESS ITSELF (GRAPH 2)





The collection graph itself shows large rises and drops between months, probably more than mere seasonality would account for.  The amount of patient/insurance refunds is consistently low, often literally zero, implying not enough money is being collected up front.  It is better is to use a stamp sending back money you already have, than, expending resources chasing money you may never get.  Also note that bad debt and contractual write off is erratic implying inconsistent collections administration.





Conclusions: billing and accounts receivable administration is not consistent or optimal. 





NUMBER OF PATIENTS SEEN (GRAPHS 3 & 4)





Gross fees or retail sales must occur before any collections take place.  Gross fees arise from charges or sales arising from providing services or goods to new and existing patients.   In this case:





The trend line superimposed on the graph of new patients seen this twelve month shows a modest improvement.


The trend line superimposed on the graph of established patients shows almost no change.


The graph of the total number of patients seen shows similar results as the new patient graph previously discussed.


The graph concerning the mix of new patients and established patients, shows an increase in the ratio of new patients seen compared to established patients, and conversely, a decrease in the percentage of established patients seen compared to new patients.





Conclusions:	collections are down despite more total patients being seen.  The retention rate of new patients is slipping and the attrition rate of new patients is increasing.





GROSS FEES AND SALES GENERATED PER PATIENT (GRAPH 5)


Gross fees generated per new patient and established patient appears stable with a very modest upward trend despite no internal fee schedule increases. Gross retail sales per anything are down somewhat.  This alone accounts for about 20% of the collections drop.  Retail sales need to be revitalized, or, money from sales is being pocketed.





ARE ALL LEGITIMATE FEES MAKING IT TO THE BILLING DEPARTMENT?





Currently no way to know for sure.  Since gross fees are stable and even improved, this does not seem to be a problem.  Check for internal controls on this when the billing and collection processes are reviewed. Back office staff should routinely check that all services they observe being rendered are recorded.





ARE ALL FEES AT THE FRONT DESK BEING ACCOUNTED FOR?





Are some claims being misplaced before submitting?  Currently, there is no way to know for sure.  However, super bills are not currently sequentially numbered.  Super bills are not reconciled to the appointment back.





WHAT IS THE CONTRACTUAL WRITE OFF DOING?


	


The contractual write off graph (GRAPH 1) has a progressively positive trend.  In addition, it appears jagged and irregular.  This appears to account for over half of the noted collections drop.  BINGO.





HOW IS THE ACCOUNTS RECEIVABLE TURN AROUND TIME DOING?





This is not currently being tracked.  A quick before and after calculation shows an increase of about four days over the last 12 months.  Either insurance company(s) are paying slower, or, the practice is filing on a less timely basis. 





HOW IS THE BAD DEBT DOING?





This is clearly erratic, but absolutely is historically appropriate.  In the aggregate, this was  $1466 in the last 12 months.  Not too bad, but a little proactive effort and organization should recoup much of this.  Why not collect more of what you earned?





ARE THE COLLECTIONS MAKING IT TO THE BANK?





Probably, but this currently relies on the honesty of  single staff member. Four problem areas were detected in the investigation:





	1)	increased contractual write off


	2)	decreased retail sales


	3)	erratic billing and collection procedures


	4)	decreased patient retention





INCREASED CONTRACTUAL WRITE OFFS





The largest detriment in this practice is the increased contractual write off with probable limitation on scope/frequency of reimbursable services.  Today, you must often see more patients in less time to keep your income stable.  True but a bit pessimistic.  Good data helps predict what you need to keep your practice lucrative.  Streamlined patient flow and additional marketing will keep you “even”.  Investigate which providers are the most restrictive.  Usually it is just a few third parties.   Sometimes these can be shamed into changing policy with a concerted effort of multiple patients and practitioners. Another alternative is to expand your patient base in other areas and avoid these companies.  In any geographic area, one provider overcomes all these barriers and becomes the practice of choice.  It might as well be you.





DECREASED RETAIL SALES





Check out you competitors.  Are you offering everything you can to your clientele?  Are your sales people knowledgeable?  Is there a marketing niche you can fill?   Is there a sales course offered at the local University’s business or graduate school?  Even if your competitors do have the same “high tech” items, you’re still on the cutting edge in the patient’s perception if they hear/see it from you first. 





Does the clinical side of the practice help promote retail sales or is it a “touchy” subject.  There is no reason your retail department cannot compete with major chains, especially with the clinical gateway to it.  Price is not the only benchmark consumers base purchasing decisions on.  





ERRATIC BILLING AND COLLECTION PROCEDURES





Further examination of the collections and billing process shows  no clear practice guideline for this vital function. Many other practices evolve over time reactively and are not what the practitioner would have proactively defined as ideal. Fair and consistent written internal policies make life easier for everyone.  





Read the last sentence again.  Subsequent random checks verify compliance.  In this case, the doctor often doesn’t write the .  This information is sometimes hard to reconstruct secondary to the elapsed time.  Greater cooperation of the doctor in filling out the super bills, greater cooperation of the doctor in allowing the staff time to clarify such matters, and, better fee training of the back office staff, with instruction and training to verify each observed service is on the super bill,  will eliminate most of those problems.





If super bills are sequentially numbered, the billing software can report any missing ones.  A sequential stamper is cheap, cost effective investment.  Checking the superbills against the appointment book on a daily basis would help accomplish the same thing.





A receptionist well trained in billing often makes her salary by catching fees she suspects should be on the chart.  This is a good thing to institute as a check point.  Good inter staff communication allows the receptionist to verify her suspicions without disturbing the doctor. The front desk rarely collects money from clinical patients in the belief she will get this after the insurance pays.  While not currently a major problem, it is better to use a stamp sending back money you already have, than wasting time on trying to collect money you’ll never get.  Establish a fair co payment policy by knowing what each insurance company will likely pay and collect the balance up front.  Done properly, within fair limits, patients accept this as a sound business practice.





Office personnel sequester charts pending additional documentation before submitting to billing.  Solution: the entire chart is not always needed for billing, or, a list of expected documentation is kept instead of making notes on each chart. Claims submission now occurs every other Thursday for claims through Wednesday morning.   A better procedure is a written guideline for submitting all of last week’s claims the following Tuesday (or on your day off).  Simultaneously, staff meetings point out how and where claims get way laid and subsequently can then be instituted.  This may be as simple as making the staff aware of how their actions affect each other.





Incoming payments are posted sporadically.  Establish a fair plan and stick to it.  Daily is best.


Insurance write offs are posted appropriately but patient billing occurs every other Thursday, so some patient bills go out two weeks late.  Received payment erodes parabolically with elapsed. time.


Collection reminders are done once a month, and then with a two-week grace period.  Thus some patients are not reminded until six weeks after they receive a bill and perhaps 10 weeks after service has been rendered.  Once a week is better.





No collection policy on bad debt exists.  It is better to proactively establish a fair collection policy than deal with each case independently when emotions may run hot.  Timing and number of written/phone contacts is established with guidelines on when to write off, go to small claims court, writ of execution etc. A check of associated retail sale expenses reveals no major embezzlement is occurring.  It’s said that opportunity is the greatest promoter of dishonesty.  Would you walk by an unguarded, open bank vault day after day if your child needed expensive medical treatment you could not otherwise afford?  A proactive system that assures staff they will not be suspected of stealing.





DECREASING PATIENT RETENTION





The decrease in the percent of returning patients is critical. Some of this may be secondary to third party payment allowances.  If such constraints are detrimental to the patient’s well being, they can be educated and encouraged to return at their own expense.  Even one additional established patient visit per week means an extra 50, times whatever your average fee is per visit, dollars per year.  





Even where there is excessive intra and inter professional competition, third party restriction on payments, a less than optimal location etc., a practice can retain patients by providing service where patient perceptions exceed their expectations.  This is internal marketing, the most cost effective and dignified way to promote the practice.  In most cases internal marketing, positive or detrimental, affects the patient’s perceptions, despite equal clinical results.  Kindness, empathy, improved staff training, responsiveness etc. can make your practice the best choice to a certain percentage of patients.  These patients provide more income, actively market for you and create a more pleasant, positive environment.  Remember, internal marketing goes on constantly whether you’re aware of it or not.   Just structuring the environment such that positively perceived outcomes occur regular, and, place safeguards to prevent negative perceptions from occurring, at least most of the time.





Your practice needs hands on management.  A managerial report is a good tool for managing your practice in a time efficient manner.  Trend graph analysis is a valuable component of a practice’s managerial report.  It can help spot both negative and positive trends earlier than they would otherwise become apparent. Trend graph analysis helps with the differential diagnosis of the underlying etiology behind such trends so preventive or supportive strategies can be implemented.  





How to Waste Money





1)	have no consistent billing policy.  Design appropriate controls and implement monitoring so all services get billed, bills are accurate, bills are sent in a timely fashion, and accounts receivable gets checked for potential problems regularly.





2)	have no consistent collections policy.  Your chances of getting paid erode progressively with time.  Collect more cash up front.  Don’t be afraid to institute phone reminders of past due balances.  Become familiar with your county’s small claims process, especially the techniques available IE writ of execution, to have the Sheriff seize property for you.





3)	have no internal controls.  See the sidebar on these.  Proper controls help insure good things happen consistently, and, minimize chances of bad things like embezzlement happening.





4)	bounce checks.  Each incident can cost up to $50 in bank and vendor fees along with time and stress to remedy the situation, more if attorneys get involved.  Criminal charges against you are also possible.  Use an electronic check program like Quicken, get online service that helps you calculate the checking balance daily, and, arrange with the bank to set up overdraft protection at a reasonable cost.





5)	run up a lot of employee over time.  Have a reasonable schedule that prevents you from paying time and a half whenever possible.





6)	fail to claim all legitimate deductions for tax purposes.  Let’s say you spend $1000, out of your own pocket, a year on legitimate business meal expenses instead of running these through the clinic.  Remember, meal expenses are only 50% deductible, making this a dramatic example.  Maybe you think the relatively small amount of each meal is too trivial to track, or, the hassle of tracking meals is too cumbersome.  At your marginal tax rate, plus payroll taxes, the clinic has to pay greater than $1500 up front for you to net the $1000.  It gets this extra $500 back in tax savings eventually.  If the practice pays directly, it only costs $1000 up front and produces a $500 deduction (half the cost of the meals), making the eventual cost around $750.  Let Uncle Sam pick up the tab occasionally.





7)	don’t have the most advantageous business entity for the practice.  This decision depends on the state you practice in, the goals of the clinic, and your own personal tax position.  For example, if the practice needs to save up money for a down payment on a building, it may make more sense to be a C corporation than an S corporation.  While the C corporation pays “double taxes”, it probably does so at a lower rate then the marginal tax rate of the practitioner to whom this money would flow with an S corporation.





8)	don’t make timely payroll and unemployment tax deposits.  Cascading penalties on late 941 payments start a viscous cycle with the IRS, often increasing eventual cost 15% or more, excluding additional accounting fees.  The government feels you are holding employee’s money in trust, and, that not depositing it is criminal embezzlement.  Imagine that.





9)	don’t pay off the practice’s credit card bills in full each month.  This starts an expensive cycle of paying expensive interest on expensive interest.  Credit cards are a great tool, but abuse of them costs big money.  





10)	pay vendors late.  Most vendors charge 18% interest on unpaid balances.  A habit of late payments inevitably makes itself known in your Dunn and Bradstreet report, and erodes credit.





11)	don’t take advantage of vendors “early pay” discounts.  A 2% discount, even at 30 day net terms, is a substantial reward for having adequate cash flow and paying responsibly.





12)	don’t do retirement planning, estate planning, or overall general tax planning.  Proactive planning often nets significant, legal tax savings.  


	


WHAT YOUR MBA TRUST® ADVISOR CAN DO FOR YOU?





Your financial accountant or present advisor can do more than just compile your bookkeeping into tax format.  For someone who works to live, instead of living to work, health care practitioners have more power to control their own destiny than most of America.  Many people work as hard as they can and adjust their life style accordingly: life happens to them.  Instead, try imagining what you want life to be like at a certain point in the future.  I want a house in X neighborhood, with a full recording studio and indoor/outdoor pool, vacation three weeks a year, etc.  If you can’t dream it, it probably won’t happen.  Proactive planning sometimes makes such dreams more affordable too.  Have your accountant help you “back in” to what your practice has to be doing to support that life style.  This will probably result in a spreadsheet that you can play “what if?” scenarios with.





Also consider asking about the following:





	1)	if your current business entity, S or C corporation for the practice and the state you live in. C corporation for example, is the most advantageous for your practice.  The answer depends or your long range plans





	2)	if you’re taking all the legal deductions allowable, professional and personal.  It is surprisingly common for people to under claim deductions.  Remember, most accountants only look for “red flags”, expenses that are present but shouldn’t be.  They may not think about the converse: what is not there but should be. 





	3)	proactive tax planning.  This is not the same as retroactive restructuring in March.





	4)	performing a break even analysis before completing a major purchase.





	5)	different ways to finance major purposes.  Issues include cash flow, immediate tax ramifications and long term tax implications.





	6)	setting up a cash flow projection system that you can perform yourself on a regular basis.





BANKERS VS MEDICAL PRACTITIONER’S: (A CASE OF PERSPECTIVE)





Consider a banker evaluating  you and your practice for a loan.  Bankers sometimes get a bad reputation. Aphorisms like, “banks won’t loan money unless you don’t need it,” typify this perception.   Bankers are different than practitioners in the following ways:





1)	bankers are well trained financially.  Practitioners usually are not.  In fact, medical professionals have earned a stigma of being poor business people by, historically, over paying for products and services.  Some of us are even disdainful about the business aspects of the practice.  Anticipate this perception by the banker. A bit of home work on the practitioner’s part, along with prudent use of an accountant or business manager, can ameliorate this potential disadvantage.





2)	bankers tolerate risk less than the average practitioner.  This stems from the practitioner’s belief in his own intangible strengths, like skill and dedication along with the inherent risk in entrepreneurship.  





3)	bankers want to cover their assets of course, but don’t really want a loan going bad.  Conversely, a practitioner may feel that it is no concern of the banker’s how a loan is handled, since the underlying collateral more than covers the loan should adverse conditions ensue.  A bad loan signifies poor judgment and makes the banker look bad to their superiors.  Second, they are generally not in the business of seizing collateral, like medical equipment, and trying to resell it.  Red tape makes this a hassle while limiting their profit.  They much prefer you living up to the loan agreement.





4)	bankers generally do not understand the current trends and dynamics of your profession.  Bankers have to justify their decisions to superiors.  Educating them on what it is you do, and the business environment you do it in, helps them “sell” a loan to the bank.





Now, consider your banker’s reaction after you improve practice performance by one percent,


through trend analysis, in three key parameters; gross fees, contractual write-offs and overhead expenses.





CONCLUSION





The appropriate use of  the financial ratios and managerial accounting techniques outlined in this chapter are not familiar with most medical practitioners, today. They will become more important in the future, as physician-executives or physician-owners seeks to achieve maximum profits and economic efficiencies from his or her ongoing medical practice operations.





*From: The Business of Medical Practice. (Editor) Marcinko, DE. Springer Publishing, New York, 2001. All graphs, tables, charts, and spreadsheets cited in this paper can be obtained from this textbook.





THE END
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