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coming year, thousands of employees will
have deductibles on their medical insur-
ance coverage of $1,000 or more. In a

recent article in the Boston Globe, Liz Kowalczyk wrote that several
Massachusetts health insurers are seeking approval from the Divi-
sion of Insurance to establish deductibles as high as $7,500 a year.
Since the accounts receivable is most likely an organization’s largest
asset, a change in a reimbursement trend such as this could signif-
icantly alter the cash flow of your practice. 

Managing, measuring, and interpreting financial information
has always been one of the most important responsibilities of a
practice manager. Now more than ever, managers must have
reporting, collections, and monitoring procedures in place. 

Briefly, the process requires:
• Establishing benchmarks by documenting goals – financial, 

administrative, and development.
• Collecting financial information that summarizes 

productivity, contractual adjustments, write offs, and accounts
receivable data. 

• Comparing percentages and ratios to benchmarks.
• Interpreting and monitoring data and statistics.

BENCHMARKING
Benchmarking is defined as “measuring your performance against

that of best-in-class companies, determining how the best-in-class
achieve those performance levels, and using the information as a
basis for your own company’s targets, strategies, and practices that
lead to superior performance.” (Pryor, 1989) In other words, it is
the “search of industry’s best practices that lead to superior perfor-
mance.” (Evans, Lindsay, 2002, p. 413) 

Practice managers face the challenge of establishing benchmarks
in an industry where variables such as the marketing mix and
third-party reimbursement cuts are the norm. Such variations
cause percentages and ratios to vary from practice to practice,
region to region, and specialty to specialty. Even so, defining the
“yardstick” is not impossible. Many practices measure against two
benchmarks: 1) the current goals compared with prior period
percentages and ratios, and 2) the current goals compared with
industry benchmarks, such as those provided by associations. 

To be effective, benchmarks should apply to all areas of your prac-
tice, such as financial, administrative, development, and produc-
tivity. These documented goals serve as improvement objectives.

During the year, benchmarks provide a point of reference – a
target. (Evans, Lindsay, 2002, p. 414) 

COLLECTION MEASURES
The following calculations are fundamental, yet crucial measures

of the financial status of your practice. (Tinsley, 37-48)

GROSS COLLECTION
Gross Collection Percentage =     Collections   

Gross Charges

The gross collection percentage, considered the most impor-
tant measure, calculates the practice’s production and actual
cash collected. Consequently, review and compare gross collec-
tions on a monthly and year-to-year basis. In addition, your fee
schedule and marketing mix affects this percentage; therefore,
evaluate both periodically. 

If the majority of your market mix is in managed care and you
have a high gross collection percentage, it is an indication that
your fee schedule may be too low. On the other hand, a practice
with a large market mix of indemnity patients should expect a
higher gross collection rate.

CONTRACTUAL ADJUSTMENTS
Contractual Percentages = Contractual Adjustments

Gross Charges

A contractual adjustment is the difference between what a
physician charges and what the insurance carrier allows. The
ideal measure is to account for each market mix’s contractual
adjustment. In addition, preparing and reviewing a managed
care comparison spreadsheet – comparing the fee schedule of the
practice with the allowed schedule of managed care provider –
is recommended. 

Including bad debt with contractual adjustments, a common
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