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Introduction
The business pressures on physician practices are constant: 
tightening payment, complex regulatory rules, and capital exhaustion following the 

pursuit of EHRs. Compared with acute care peers, physician practice leaders face 

higher volumes of receivables and receivables of lower dollar value. At the same 

time, shifts toward value-based care delivery have intensified demands on physi-

cians and are reshaping the competitive landscape as strategic collaborations across 

the care continuum continue to take place.  

As part of its commitment to advancing the financial management of health care, 

The Healthcare Financial Management Association seeks to inform members and 

others throughout the industry of opportunities to support performance improve-

ment of organizations operating in or serving the healthcare field.  In this spirit, 

this HFMA eBook brings together a variety of perspectives around elevating 

physician practice performance. Readers will find advice to aid practice-hospital 

integration, key metrics for monitoring performance and developing meaningful 

targets, tips for managing payer contracts, methods to measure productivity, and 

strategies for helping staff avoid burn out.  

For more HFMA resources or to learn about membership, see hfma.org. 
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insurance programs for hospitals/healthcare entities,  
physicians, and ancillary healthcare providers

ProAssurance.com
integrated healthcare liability risk specialists
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Essential Elements for Physician 
Revenue Cycle Management
Organizations that do not engage in 
thoughtful preliminary planning 
regarding revenue cycle operating 
standards for physician practices can 
find themselves with acquired practices 
that are both difficult to manage and 
unprofitable. Inadequate planning and 
preparation can lead to poor perfor-
mance in physician billing operations, 
as reflected in cash collections that are 
lower than desired, high accounts 
receivable balances, frequent write-
offs, and patient and physician dissatis-
faction. Such performance can necessi-
tate major investments to right the 
physician revenue cycle ship. 

As such, physician practices and 
hospitals that acquire them should take 
key action steps in the early stages of 
building an integrated enterprise to 
ensure essential elements of a well-run 
professional fee billing operation are 
securely in place.

Element No. 1: Capable 
Management
As a health system’s physician enter-
prise expands to include more practices 
across a variety of specialties and 
locations, the complexity of the billing 
operation increases significantly. This 
environment, in turn, requires a 
revenue cycle director with a level of 
management skill and sophistication 

typically not found in smaller, indepen-
dent physician practices, where billing 
managers (assuming a dedicated billing 
manager even exists) may have little or 
no formal training or experience in 
larger organizations. 

Several areas related to physician 
revenue cycle operations require new 
skills. For example, a health system’s 
physician practice revenue cycle 
director should be able to:

• Ensure appropriate visibility of 
front-end processes that have an 
impact on the revenue cycle, such as 
patient registration and insurance 
verification, through the use of 
relevant operational performance 
metrics

• Establish and enforce performance 
and productivity standards for billing 
functions such as coding, charge 
entry, insurance follow-up, and 
payment posting

• Provide input on decisions regarding 
IT system selection and configuration

• Analyze data to identify, diagnose, 
and resolve billing issues 
expeditiously

• Exercise appropriate influence on 
matters pertaining to revenue cycle 
processes and procedures not only 
within the billing office, but also 

across a large and sometimes 
bureaucratic organization

The person who performs these duties 
should be much more than an effective 
manager of the physician billing shop; 
he or she should be a leader whose 
opinion is sought and respected by 
physicians, peers, and executives. 
Without effective leadership from the 
revenue cycle director, it will be much 
more difficult to establish any of the 
other essential elements described 
herein. 

Unfortunately, revenue cycle manage-
ment is often a thankless role with an 
unclear career path and therefore does 
not always attract top talent. Conse-
quently, as physician practices are 
rapidly consolidated under hospital or 
health system ownership, the demand 
for people with the requisite skills is 
almost certain to exceed the supply, and 
it will be common to find revenue cycle 
managers (and even directors) who 
struggle to see the way forward for their 
operation.

Element No. 2: An Appropriate 
Organizational Model
In an effective revenue cycle operation, 
activities are organized in a way that 
ensures the right skills are available 
where they are needed while allowing 
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for effective oversight. Among the most 
important decisions are those address-
ing questions of centralization versus 
decentralization and insourcing versus 
outsourcing.

Centralization versus decentralization . 
If the merger or acquisition creating the 
integrated enterprise is an early one and 
the hospital has never handled 

professional fee billing for physicians, 
decentralized billing operations—in 
which the practice sites continue with 
their legacy billing systems under a 
single tax ID—may be appropriate. 

Decentralized billing also may be 
warranted, at least in the near term, 
when the organization takes on a 
practice whose billers have 

specialty-specific expertise that does 
not exist elsewhere in the organization.

However, as the organization grows, so 
does the need for a centralized and 
functionally organized billing office to 
ensure each task is addressed and 
economies of scale are achieved. A 
centralized approach can promote 
increased expertise within the 

SUGGESTED DELINEATION OF REVENUE CYCLE RESPONSIBILITIES

Clinic Manager

Decentralized  
Front-Office  
Operations

 — Registration

 — Cashiering

 — Charge Entry

 — Scheduling

 — Eligibility 

 — Verification

 — Referrals and 
Authorization

 — Financial  
Counseling

 — Claims 
Submission

 — Statements

 — Cash Controls

 — Reporting

 — Mail  
Distribution  
and Clerical

 — System  
Maintenance

 — Patient  
Inquiries

 — Patient  
Follow-Up

 — Insurance  
Follow-Up

 — Denials  
Management

 — Claims Edits

 — Payment  
Posting

 — Credit 

 — Balances  
and Refunds

 — Adjustment 
Posting

Revenue  
Enhancement

Customer 
ServiceData Control A/R Cash 

Applications

Billing Office 
Manager

Director of Clinic 
Operations

Director of
Revenue Cycle

Coding 
Education and 

Support

Decentralized Centralized



ESSENTIAL ELEMENTS FOR PHYSICIAN REVENUE CYCLE MANAgEMENT

Elevating Physician Practice Performance SPRINg 2015 8

organization as a whole, reduce errors, 
provide flexibility for new payment 
methodologies, and minimize exposure 
to compliance issues.

Most organizations find success in 
deploying a hybrid strategy that 
leverages economies of scale while 
simultaneously locating functional 
responsibilities where they can be 
performed most efficiently, as is shown, 
for example, in the exhibit on page 7.

The rationale for a hybrid model is that 
revenue cycle performance typically 
improves when all billing functions 
follow common guiding principles, 
which is most easily accomplished when 
these functions and the staff who 
perform them are managed as part of a 
single team. In a hybrid model, 
functions that do not require face-to-
face patient or physician interaction are 
centralized, while locally managed 
clinical support staff are still expected 
to adhere to common revenue cycle 
policy. This reporting relationship 
ensures that financial matters do not 
become a secondary priority, particu-
larly among staff who have other 
patient-facing duties, such as check-in. 

Hospital-based organizations are often 
tempted to centralize operations further 
by merging back-office functions for 
facility and professional fee billing 
operations. Although this type of 
consolidation can be accomplished 
successfully within the customer service 
and patient collections functions, 
consolidation beyond those functions 
should generally be avoided. 

Professional and hospital billing 
operations are in some ways similar, but 
they are sufficiently specialized that 
billing staff rarely have the skills 
required to perform both effectively. 
More important, due to its high-volume 
and low-dollar nature, professional fee 
billing would almost certainly take a 
backseat to hospital billing if the two 
operations are commingled.

Insourcing versus outsourcing . Health-
care organizations that outsource 
portions of their revenue cycle opera-
tions typically do so to access advanced 
practice management capabilities more 
quickly or more economically than they 
could if they developed the operations 
on their own. 

When deciding whether outsourcing the 
revenue cycle is appropriate, organiza-
tions should consider three factors: 

• The current competence of staff in 
professional fee billing

• The adequacy of the current electron-
ic health record (EHR) or billing 
system

• The ability of the current staff and 
systems to expand with the growth of 
the physician enterprise 

If two or more of these factors display 
significant weaknesses that cannot be 
strengthened quickly, then outsourcing 
may be the best option. Health systems 
also would have good reason to consider 
outsourcing the revenue cycle if the 
current in-house costs are higher than 
benchmarks or if collections percentag-
es have deteriorated. 

Nonetheless, outsourced billing is by no 
means a panacea, and the buyer should 
proceed with caution when selecting a 
billing agency. One of the most common 
misperceptions about outsourcing the 
billing operation is that it provides a 
turnkey solution requiring little 
involvement from the clinic or health 
system staff. Although less hands-on 
involvement is needed when the billing 
operation is outsourced (e.g., for staff 
recruiting and training), the require-
ment does not go away altogether, and 
the relationship with the billing agency 
demands ongoing attention. 

Moreover, most billing agencies are 
paid a percentage of collections—an 
approach that would appear to align 
incentives, but may not always work in 
practice. Because the billing company 
keeps only a small fraction of what it 
collects, claims that are difficult to 
collect are actually money losers for the 
billing company, so the company has an 
incentive to write them off rather than 
make an effort for a small and uncertain 
return. Given these considerations, no 
healthcare organization should out-
source billing functions without  
first having negotiated a sound, 
performance-driven contract that  
holds the vendor accountable.

Element No. 3: Consolidated 
Practice Management Systems
The impact that IT decisions can have 
on the revenue cycle is also important to 
consider. Allowing acquired practices to 
continue using their existing practice 
management systems may be necessary 
in the short term, but this situation can 
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quickly go awry. Maintaining disparate 
systems challenges economies of scale 
and the ability to monitor performance 
across multiple practices and promptly 
identify problems in the revenue cycle. 
The most effective approach is to 
transition all acquired practices to a 
single practice management system that 
enables the following:

• A consistent approach to primary 
workflows (e.g., registration and 
demographic collections, eligibility 
verification, A/R follow-up)

• Automation to facilitate the billing 
flow (e.g., electronic remittance 
posting, prioritized work queues)

• Management of all workflows at the 
site of service and remotely (e.g., 
centralized business office, schedul-
ing call center)

• Submission and management of both 
CMS-1500 and UB-04 claims forms 
to accommodate provider-based 
billing

• The ability to monitor whether 
payments are in accordance with 
contract terms

• Integration with an EHR

• Easy segmentation of performance 
where multiple tax IDs are in use 
(e.g., charge and collections volumes, 
A/R), while still creating efficient 
work queues that enable staff to 
manage billing effectively

Element No. 4: Transparency, 
Standards, and Controls
A key advantage of a large coordinated 
revenue cycle model is that it enables 

the division of labor and specialization 
of skills to a degree that is not possible 
at a smaller scale. For organizations to 
realize this benefit, they must carefully 
manage productivity, backlogs, process-
ing time, and error rates. This point is 
true not only for the billing office but 
also for the clinics themselves.

Clinics should be held responsible for 
certain tasks, such as those shown in the 
exhibit above. Moreover, when possible, 
edits and denials related to front-office 
errors should be routed back to the 
clinic for resolution. Although this 
process may increase the lag time for 
correction, it ensures that staff know 
about their errors and resolve them, 
rather than becoming lax because 
“someone will fix it on the back end.”

Similarly, appropriate standards and 
controls should be established for 
billing office staff. Establishing and 
enforcing productivity standards is 
among the most important management 

steps for physician billing office 
managers, yet it also is all too commonly 
overlooked. Standards are needed not 
only to ensure that workers are being 
fully engaged, but also to aid in person-
nel planning. Without productivity 
standards, there is no rational basis for 
determining how many staff members 
are needed and when to hire.

In general, it is best to implement two to 
four key control measures for each 
function. Because these controls are so 
data-driven, they require a sophisticat-
ed reporting and analytical infrastruc-
ture. Unfortunately, most practice 
management systems still do not have 
robust reporting capabilities, necessi-
tating the implementation of “bolt on” 
business intelligence tools or the 
extensive use of spreadsheets to manage 
data. This issue is further confounded if 
the practice uses multiple systems. 

A major challenge in running an 
effective revenue cycle operation is in 

REVENUE CYCLE ACTIVITIES OCCURRING IN THE CLINIC

Function Example Control

Registration and demographic verification
Eligibility verification*
Authorization verification* 

Time-of-service collections
Charity care and cash discounts
Coding, charge capture, and charge submission

Last verification date
Eligibility denials rate
Services authorized in advance of 
service date
Copayment collections rate
Audit process
Charge lag

*Some organizations find efficiency in managing eligibility verification and the referral authorization 
process centrally .  Nevertheless, even with a centralized team, front-desk staff are the last safety net to verify 
whether a patient is eligible for seeing the provider and should confirm whether these centralized activities 
have been completed .
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engaging leaders throughout the 
organization in their roles regarding the 
revenue cycle. This effort requires 
periodic management reviews whereby 
leaders can track revenue cycle perfor-
mance and identify where errors are 
originating and what is being done 
about them. 

It also requires an effective reporting 
and analytical infrastructure to ensure 
that these review sessions are effective. 
The revenue cycle director’s leadership 
in facilitating these sessions also is 
essential. 

Element No. 5: An Appropriate 
Coding and Compliance Model
The professional fee coding process is 
no easy task: More than 7,500 CPT 
codes and 13,000 ICD 9 diagnosis codes 
are currently available, and myriad 
complex payer and regulatory guide-
lines must be followed. Moreover, 
physician practices use a wide array of 
resources and processes to complete 
this work; some groups require 
physicians to select codes via an EHR or 
encounter form, while others use 
support staff to abstract directly from 
the medical record. 

Each approach has its benefits and 
limitations. In short, the “tug-of-war” 
that occurs as a result of trying to 
maximize revenue without crossing any 
compliance boundaries—while simulta-
neously trying to manage overall billing 
costs—can be daunting. Finance leaders 
are familiar with many of the challeng-
es, as inadequate attention to coding 
has always tended to have costly 

repercussions, such as an increased 
billing lag and unnecessary denials.  
Yet new challenges have also been 
introduced with recent focus of the U.S. 
Office of Inspector General on evalua-
tion and management coding, which 
signals the likelihood of greater scrutiny 
on physician billing in the ambulatory 
setting, thereby adding the high costs 
for audits and recoupment to the list. 

Experience shows that better-perform-
ing organizations maintain coding 
programs that are designed to balance 
regulatory compliance with revenue 
maximization and take several key 
attributes into consideration, such as 
those shown in the exhibit above. In 
short, they make sure the documenta-
tion for each visit supports the coding 
submitted for payment.

Appropriate investment in coding and 
compliance will ensure that the charge 
submission process is efficient, claims 
are billed and adjudicated appropriate-
ly, and risk and subsequent expense are 
mitigated. These enhancements also 

will improve patient and provider 
satisfaction. 

A Critical Early Consideration
Developing an effective physician 
practice revenue cycle requires 
sophisticated leadership skills, 
including strategic vision, organiza-
tional design, management discipline, 
and infrastructure development. Most 
important, developing a smoothly 
functioning revenue cycle process can 
have a profoundly positive impact on 
the bottom line of the organization. It 
therefore is well worth the time and 
attention it requires—not just after a 
practice acquisition has been finalized, 
but from the very start of the process. 

Adapted from Colton, B ., and Wofford, D ., 
“6 Essential Elements for Physician Practice 
Management,” hfm magazine, Healthcare 
Financial Management Association, September, 
2013 .

REVENUE CYCLE ACTIVITIES OCCURRING IN THE BILLING OFFICE

Function Example Control

Insurance follow-up
Patient follow-up
Payment posting
Refunds
Customer service

Days since last follow-up activity
Outbound call volume per day, by worker
Transactions posted per day, by worker
Refunds processed per day, by worker
Inbound call volume per day, by worker

*Quality audits are a necessary complement to work standards for ensuring that staff do not sacrifice 
accuracy or take process shortcuts in pursuit of volume goals . Accordingly, volume targets may need to be 
adjusted depending on the level of accuracy required or desired .
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Core KPIs for Physician Practice 
Management
Benchmarking is critical to achieving 
physician practice management (PPM) 
excellence. But benchmarks are only 
useful if information is actionable. 

The Healthcare Financial Management 
Association recommends the following 
tips to get best results when bench-
marking PPM performance.

• Use industry-standard metrics – or 
KPIs – that allow for valid compari-
sons among a broad group of 
hospitals. 

• Ensure calculations needed to apply 
the metrics are clearly defined and 
come from an objective resource. 

• Cover the entire scope of the revenue 
cycle from registration to collection.

• Draw on a significant number of 
facilities to establish your peer groups 
and performance targets. Too small a 
pool will skew the targets you set. 

• Identify valid peer groups using 
demographic factors that truly 
differentiate revenue cycle perfor-
mance. For example, more important 
than geographic location is likely 
payer mix and net patient revenue.

• Ensure that all benchmarking data 
are routinely scrubbed and audited. 

• Use timely comparative performance 
data. 

• Identify and calculate the ROI on 
specific improvement opportunities.

To aid physician practices with these 
efforts, HFMA has developed the MAP 
(Measure, Apply, Perform) initiative 
(hfma.org/map). Under MAP, HFMA 
released industry-standard KPIs that 
can track a practice’s revenue cycle 
performance using objective, consistent 
calculations, or MAP Keys. The MAP 
Keys were developed by a task force of 
industry experts, representing system 
and practice leadership among diverse 
organizations. The following sections 
highlight the purpose of these PPM 
MAP Keys, how they are defined, why 
they are important, and potential 
considerations when striving to 
improve performance on the particular 
MAP Key. MAP Keys for PPM are:

• Point-of-Service Collection Rate

• Percent of Patient Schedule Occupied

• Total Charge Lag Days

• Professional Services Denial 
Percentage

• Practice Net Days in Accounts 
Receivable

• Practice Cash Collection Percentage

• Practice Operating Margin Ratio

• Total Physician Compensation 
Percentage of Net Revenue

Point-of-Service 
Collection Rate
This MAP Key provides insight into the 
practice’s opportunity to decrease 
collection costs, accelerate cash flow, 
and increase averages. Calculation of 
point-of-service collection is an 
average of total point-of-service 
collections and total (all self-pay) 
patient cash collected on a monthly 
basis. Point-of-service collections 
cover the entire period spanning from 
pre-service through the completion of 
service and include monies paid for 
prior services, such as past due balanc-
es. Patient cash collected includes the 
full self-pay portion over a period of 
three months.

Indicators for Performance 
Improvement
Little or no point-of-service collection 
is a red flag. But the total amount 
collected is less important than the 
frequency of posting up-front cash, 
check, or credit-card payments, notes 
Rick Carter, president and senior 
consultant for Equation Consulting, Salt 
Lake City. “You can add up all the 
point-of-service postings and divide by 
the total number of encounters to get a 
batting average in terms of how 
successfully the practice is collecting 
payment at the time of service,” he says. 
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A “batting average” below 75 to 80 per-
cent is cause for concern.

Common Troublemakers
• Failing to ask for payment at revenue 

cycle points of contact with patients 
(e.g., at the time of appointment 
scheduling, appointment confirma-
tion, and time of service)

Action Steps
What should you do if point-of-service 
collection performance is not meeting 
goals? 

“The simplest and probably the most 
direct way of improving the point-of-
service collection rate is to make sure 
staff ask all patients for confirmation of 
payment responsibility and the 
corresponding payment. That involves 
investments in technology and educa-
tion,” says Sarah Hull, associate 
director, Navigant Healthcare. 

Acquire insurance verification technology . 
“Many practices have technology that 
processes electronic inquiries with 
insurance companies,” Hull says. “So 
when doing insurance verification, staff 
can confirm the standard demographic 
information and patient payment 
responsibility and then ask the patient 
while the patient is in front of them: 
‘You still are responsible for $250 on 
your deductible. How would you like to 
pay that today?’”

Educate staff about the importance of 
asking for patient payments . “Look at 
staff contact points in the revenue cycle 
as being payment touch points with 

patients,” says Hull. “The first touch is 
scheduling. Many people think, and 
rightfully so, that the scheduling process 
should concentrate on the patient care 
side of the business. In reality, patient 
care staff are part of the revenue cycle 
team and have a responsibility toward an 
effective revenue cycle. So when a 
patient is on the phone to schedule an 
appointment, staff have an opportunity 
to ask for information on copayment and 
co-insurance responsibility when asking 
about insurance coverage. It is a natural 
extension of obtaining scheduling 
information and the opportunity to start 
the payment request and collection 
process with the patient.” 

The second touch comes with appoint-
ment confirmation. “Appointment 
reminders are another opportunity to 
confirm insurance coverage, find out if 
there is patient responsibility for 
payment, and remind the patient that 
payment is requested at the time of the 
visit,” Hull adds. 

The third touch point is at the time the 
patient presents for service. “Asking 
patients for confirmed patient payment 
responsibility should occur at each visit. 
That said, sometimes copayments are 
required only for certain services; often 
not if the patient is receiving preventive 
or wellness care,” notes Hull. “In some 
practices, you wouldn’t want to collect a 
$10 copayment only to have to turn 
around and refund it because the 
patient wasn’t responsible for a portion 
of the visit. So there may be a rational 
reason for not asking for payment at the 
time of care.” However, there are ways of 

walking staff through a series of 
questions and documenting when they 
should ask for payment, she adds. 
“Appropriate collection takes a good 
understanding of coverages with a 
concerted effort to document that 
coverage, strong education, and 
dedicated time,” she says. “Some 
practices say it’s not worth the effort, 
but that should be analytically deter-
mined. The short answer: The point of 
education is to make sure staff under-
stand they have a responsibility for 
successful collection of patient pay-
ments and provide examples of how to 
do that well.” 

Monitor point-of-service collections by 
staff member . “In the short term, you 
want to monitor the process of point-
of-service collections to be sure all 
payments were entered,” says Carter. 

“There should be a feedback mechanism 
that would tell the front-desk worker the 
number of their postings relative to total 
encounters. The CFO would want to 
review point-of-service collections each 
month, gather the billing data, and look 
at payment postings for the time of 
service divided by the total number of 
office visits.” says Carter.

Percent of Patient 
Schedule Occupied
This MAP Key identifies opportunities 
to maximize the utilization of patient 
appointment slots and improve clinical 
practice productivity. It is calculated by 
comparing the number of patient hours 
occupied with the number of patient 
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hours available, and it averages this 
information every week.

Indicators for Improvement
Setting patient schedule occupied at 
95 percent capacity is a high-perfor-
mance threshold, while performance 
below 90 percent capacity raises 
concern about physician productivity.

Common Troublemakers
• Failing to account for differences in 

thresholds of performance for certain 
types of physicians or service lines, 
e.g., specialists versus primary care 
physicians

• Failing to account adequately for 
physicians’ administrative or 
educational duties

Action Steps
So what should you do for physicians 
who aren’t meeting patient schedule 
goals as desired?

Analyze the reasons why physicians are 
not available . Geisinger Health System, 
an integrated health services organiza-
tion based in Danville, Pa., looks at the 
ratio of administrative time to total 
patient hours available. “We consider 
the norm for administrative or educa-
tional time to be about 5 to 7 percent. 
We determine who is falling outside that 
window and why, and then we work with 
clinic operations to remove barriers or 
disconnects,” says Barbara Tapscott, 
vice president of revenue cycle. 

Understand the no-show and late 
availability rate . “Ideally, everyone wants 
every minute of every schedule 

occupied, but that is unrealistic. We 
have physicians who are called at the 
last minute to tend to emergencies, and 
there are also patients who cancel. We 
manage that as best we can by using a 
wait list of patients who may be called to 
fill an appointment slot when it 
becomes available,” Tapscott says.

Manage by clinical practice or service 
line . “At Geisinger, our financial and 
operational leaders are very attuned to 
the individual challenges at the 
service-line level, so we can offer 
solutions that will be specific to the 
service line,” she says. “There is great 
emphasis on ensuring that every 
available slot is occupied, but manage-
ment of the schedule varies by service 
line and a specialist schedule, for 
example, will be different from the 
schedule for a primary care physician.” 

A Scheduling Success Story
Physicians in the neurosurgery service 
line are often called away from their 
office practices to cover a trauma case, 
and patient appointments have to be 
canceled at the last minute while the 
physician is diverted to the emergency 
department. To address this common 
challenge, the neurosurgery service line 
at Geisinger Health System implement-
ed a process for patients who were 
coming back for a follow-up visit with 
their neurosurgeon. “If the neurosur-
geon was not available, an advanced 
practice professional under the 
supervision of another physician would 
handle the visit,” notes Tapscott. “We 
could therefore accommodate the 
patient who needed medical advice in 

the office and the emergency case that 
needed the neurosurgeon. We make 
extensive use of advanced practitioners 
to fill in the gaps on the patient schedule 
to the extent that they are allowed to 
practice.”

Total Charge Lag Days
This MAP Key measures charge capture 
workflow efficiency and identifies 
delays in cash. It is calculated by 
determining the total number of days 
from the revenue recognition date less 
the date of service by CPT code and the 
total number of CPT unit of service 
codes billed. The metric averages these 
totals every month. 

Indicators for Performance 
Improvement
Charge lag days greater than 7 is a 
threshold for performance. Charge lag 
days greater than 30 is a red flag, as 
charges that have not been coded within 
30 days are at great risk for being lost to 
capture.

Common Troublemakers
• Unclear documentation

• Missing documentation

• Inability to code records

Action Steps
So what should you do when physician 
practices aren’t meeting goals as 
desired?

Report charge lag by physician and by 
service line . Doing so will help you find 
opportunities for closing the gap 
between service delivery and billing and 
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to capture revenue as quickly as 
possible. Geisinger Health System 
extensively manages charge lag, 
according to Tapscott. “We report on 
physician activity and productivity in 
each of our clinics and for each of our 
physicians on a daily basis, so we know 
what happened yesterday and can 
identify what is holding up charge 
capture and why,” she says.

Measure and provide feedback to 
physicians . “Sharing results, articulating 
expectations, and measuring perfor-
mance against those expectations are 
probably the most powerful actions 
anyone can take to reinforce for 
physicians the importance of capturing 
charges,” Tapscott adds. 

“Physicians can see 20 or more patients 
a day. If they forget to close the accounts 
on just five patients, then there is no 
charge generated for one-fourth of the 
day,” she notes. “Daily tracking can 
quickly alert practice staff to such 
oversights and provide a meaningful 
display of the need for urgent 
intervention.” 

Similarly, data-based feedback can be 
useful for communicating importance 
of documentation completeness. 
“Surgeons can go from one surgery to 
the next, and so it may take a couple of 
days before they dictate their operative 
reports. We track performance and put 
values behind it, so physicians recog-
nize the services they delivered don’t 
count to the practice’s financial 
performance until they document 
them,” Tapscott says.

Remove barriers to quick and efficient 
coding by adding coding staff or training . 
Examining coding trends can also 
provide insight into sources of delay. 
Routine coding backlogs should be 
addressed by adding more coders or 
directing education to improve coding 
efficiency. 

Some providers have found coding 
outsourcing to be an effective way to 
address backlogs contributing to charge 
lag. When Geisinger Health System was 
short-staffed in radiology coding, for 
example, the clinical enterprise decided 
to outsource radiology readings to an 
offshore coding service. “Because the 
service is in another hemisphere, we 
can code radiology services today for 
today and drop the bill the next day,” 
notes Tapscott. 

A Charge Lag Efficiency Success 
Story
Technology that electronically captures 
charges can be a key tool to improving 
lag days. Geisinger Health System has a 
wide mix of primary care and specialist 
physicians who see patients in regular 
office visits as well as surgeons who 
practice at Geisinger’s hospitals. Each 
of these physicians can report on their 
service delivery through the system’s 
electronic health record. The EHR 
electronically flags areas of a patient’s 
medical record that lack documenta-
tion. It also provides so-called smart 
phrases that are common to a particular 
clinical service. “If a physician fre-
quently uses certain text, he or she can 
point and click and bring the text down 
into the report,” Tapscott explains. 

The health system also employs 
hospitalist physicians in facilities that 
are not linked with the Geisinger EHR. 
As a result, says Tapscott, “We were at 
the mercy of the hospitalists to remem-
ber to carry cards about their patients in 
the pockets of their lab coats, and we 
would have to wait until the physicians 
came back to a Geisinger campus and 
dropped off their paper records.” 

The solution? The hospitalists were 
given tablet computers so they could 
interface with a facility’s EHR and 
download their patient census.  
“The hospitalists can document their 
medical visits and consults with patients 
at the hospital and have the information 
wirelessly sent to us so we can capture 
the charges. We also can reconcile 
hospitalists’ patients with the hospital 
census, so we don’t have to worry that a 
physician might lose or forget to turn in 
a card about a patient,” she says. Within 
a year of the tablet technology being 
added, Geisinger Health System 
reduced charge lag for its hospitalists 
from 15 to 4 days. 

Professional Services 
Denial Percentage
This MAP Key tracks payer denials and 
the impact on cash flow. It also trends 
payment and process improvement 
opportunities. The professional services 
denial percentage determines the 
average monthly units of services that 
were denied based on CPT codes and 
the average monthly number of CPT 
codes billed. Only those codes that 
resulted in denial or delay of payment 
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are included on a per managed care 
contract or allowable service basis. 
Denials for anesthesia services are not 
included. 

Indicators for Performance 
Improvement
Denial rates vary widely depending on 
physician specialty. Denials for some 
specialties, such as obstetrics and 
gynecology, can be as high as 20 
percent. Denials for primary care 
practices can be 10 percent or below. As 
a rule of thumb, a denial rate of 15 
percent affects practice profitability. 

Common Troublemakers
Obtaining an accurate reflection of 
denials for a multispecialty practice can 
be challenging. “The denial rate for a 
multispecialty group practice may be 5 
percent, but that overall rate may 
include a 20 percent denial rate for 
obstetrics and a rate of 1 percent for 
family practice. You need to look at 
denial rates by type of specialty,” notes 
Hull, with Navigant Healthcare.Typical 
reasons for denial include:

• Inaccurate information, both 
registration/demographic data and 
billing data (for example, modifier 
attachment to CPT code)

• Need for better billing education or 
accountability

Action Steps
What should you do if denial perfor-
mance isn’t meeting goals?

Target red-flag performance immediately . 
“This is not like A/R, where you may 

want to wait a month or two to see 
whether you simply have normal 
variation or something more concern-
ing, such as the start of a trend that is 
outside normal process expectations. 
When the denial rate is high, it should 
be looked at immediately,” Hull says. 
“There are two areas to address with 
denials: why they are occurring and 
preventing them in the first place.”

Segregate denial rates for primary 
care—internal medicine, pediatrics, and 
family practice—from those for special-
ties that have potentially higher denial 
rates . Take surgery, for example. “Look 
at the denial rates for surgery individu-
ally and see how they roll up to the 
total,” Hull says. “Determine whether 
your denial rate is greater or less than 
the denial rate for a surgical practice. 
Doing so allows you to take an aggregate 
measure and get more granular, so you 
can look at a benchmark that is more 
directly related to the specialty that may 
be causing the increase in denials.” 

Verify information before the bill goes 
out the door . “The most common reason 
for denials is incorrect information: ID 
numbers are incorrect, CPT codes or 
modifiers are not put in the right place, 
names are spelled incorrectly, or names 
don’t match what is printed on the 
patient’s insurance card,” Hull says.

Focus on type-of-service denials . “Staff 
need to understand the regulations 
around billing to make sure it is being 
done correctly in the first place,” says 
Hull. “The abundance of managed care 
plans, stricter Medicare and Medicaid 

regulations, and the need for frequent 
authorizations for payment can increase 
denial rates if not proactively managed. 
Identifying denials associated with 
billing processes and drilling into the 
reasons allows clinics to error-proof 
processes, decreasing future denials.”

Assess staff performance . “You may 
have, for lack of a better term, a ‘lazy’ 
biller who isn’t on top of processes, and 
a lot of nonvalue-added time is spent 
dealing with denials. You can’t fix the 
problem unless you monitor individual 
performance and then take corrective 
action,” Hull says.

Don’t assume the insurance company is 
right . “Monitor unclaimed revenue 
reports and appeal denials when 
warranted,” says Hull. “The reality is the 
insurance company may not be correct 
issuing denials. For example, the 
insurer’s systems may not be up to date. 
If you believe your bill is correct based 
on your agreement, then appeal.”

Practice Net Days in 
Accounts Receivable 
(A/R)
This MAP Key calculates the average 
number of days to collect payment on 
services that have been rendered. It also 
measures the effectiveness and 
efficiency of the revenue cycle. 

The metric determines, from the 
balance sheet, the average monthly net 
patient services A/R. It obtains, from 
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the income statement, the average daily 
net patient service revenue. 

Net patient services A/R excludes 
uncollectibles as well as discounts for 
third-party payers and discounts for 
charity care. Also excluded are credit 
balances, non-patient A/R-related 
third-party settlements, and non- 
patient A/R. Net revenue is defined as 
patient service revenue less bad debt.

Indicators for Performance 
Improvement
Red flags for performance improvement 
include a steady increase in one or more 
A/R categories over a period of two or 
more months and an increase in A/R 
greater than 120 days despite otherwise 
stable A/R in other buckets.

Common Troublemakers
• Changes in managed care plans or 

stricter Medicare and Medicaid 
regulations can delay authorization 
for payment and increase denials

• Incomplete credentialing informa-
tion for physicians involved in a new 
managed care plan can delay billing

• A breakdown within the revenue 
cycle, particularly involving denials 
or point-of-service collections, can 
increase days in A/R

Action Steps
What can be done if A/R days are on the 
rise?

Scrutinize the billing process . “If days in 
A/R are going up, you need to ask why,” 
says Hull. “There are many correctable 

causes. It’s a matter of examining 
details at each step of the revenue cycle 
process. For example, that could mean 
going as far as back in the cycle to 
determine whether physician provider 
numbers are correct or looking toward 
the end of the cycle to assess whether 
managed care contractuals with payers 
are impacting potential collectables.” 

Evaluate encounter tracking . “You need 
to find out if there is an issue with 
providers who aren’t getting their 
encounters in on a timely basis, causing 
a delay getting the bill processed as 
quickly as possible,” she notes.

Correct problems with physician 
credentialing . “If you have a physician 
who isn’t completely credentialed and 
have to wait for pieces of information, 
then it may delay the bill getting out the 
door for a number of weeks. You can 
retroactively bill the payer, but it’s 
easier if you establish an efficient 
credentialing process that focuses on 
having the data early on,” Hull says.

get strong Medicare billing expertise . 
“Medicare has very strict rules around 
being able to bill for services. The 855 
process is not an easy one,” she says. “A 
clinic or physician practice is well 
served by having somebody who is 
skilled in the completion and submis-
sion of 855s.” 

Dot the I’s and cross the T’s . “You may 
have a provider who changes from one 
location to another or adds a location. 
You have to make sure the location 
information is updated with all the 

payers so their systems are accurate and 
can properly process claims,” notes 
Hull. “These are the kinds of things that 
create headaches if they’re not done 
well and proactively.”

Practice Cash 
Collection Percentage
This MAP Key measures revenue cycle 
efficiency (of collection), supports the 
valuation of current accounts receivable 
(A/R), and predicts income on a 
monthly and annual basis. The calcula-
tion is: 

practice cash collection percentage = 
actual patient service cash collections /  
net patient service revenue

The metric is obtained from actual 
patient service cash (collection) 
information from the practice manage-
ment system and net patient service 
revenue from the income statement. 
Total cash is reported from the patient 
cash account. Gross charges are 
included less deductions. Deductions 
include (insurance) contractual 
allowances as well as bad debt and 
charity care discounts. The calculation 
excludes pay-for-performance, prior 
year settlements/adjustments, and 
includes bad debt recovery. 

Indicators for Performance 
Improvement
A cash collection percentage near or at 
100 percent is the desired indicator and 
generally represents high performance. 
Cash collection rates consistently below 
the 98th percentile need to be evaluated 
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Practice Operating Margin Ratio

This MAP Key measures the financial 
performance of a physician entity on an 
accrual basis . It determines net income 
from operations and operating revenue 
annually . Operating income includes 
revenue from patient care services, other 
operations, and government 
appropriations .

Practice operating margin ratio is 
important for revenue cycle managers to 
track because the indicator shows where 
a physician practice stands in terms of the 
operations of the healthcare 
organization as a whole .

This metric raises a number of issues, 
however, related to the balance between 
operating losses and the value of a 
physician practice to a hospital or 
healthcare enterprise, and the ways to 
communicate with physician groups and 
set in place processes to improve 
operations . 

HFMA asked James Heffernan, FHFMA, 
to discuss these issues . Heffernan is CFO, 
Massachusetts general Physicians 
Organization (MgPO), Boston . MgPO 
is a multispecialty group practice that 
provides services for Massachusetts 
general Hospital and Partners 
Healthcare System as well as staffing 
other hospital services throughout  
the region .

HFMA: Many physician practices 
operate at a loss, but the loss is acceptable 
to the hospital leadership because of other 
considerations, such as patient service 
coverage in the community . What are 

some factors that determine how 
acceptable a loss is?

Heffernan: Some hospitals have the 
idea that a physician organization will 
always generate a loss, but that is not 
always the case . Losses can be due to a 
combination of factors: payment levels, 
scale of the service, coverage issues such 
as in trauma, and market compensation 
among other issues . The impact of these 
issues can be quantified and budgeted . 
However, if a hospital continues to 
support a physician practice and the 
practice still loses money, then you have a 
management problem . 

But my expectation and my experience is 
that you can set almost a fixed amount for 
the loss from a physician’s practice . Once 
you set that number and provide it to the 
physicians, the group will tend to improve 
on performance . It hasn’t always worked 
from the start, and it may take awhile to 
get there . There will be ups and downs, 
the same way hospital performance goes 
up and down . But it is an improving 
situation . 

If a hospital thinks it is worthwhile to invest 
in a physician group to provide access to 
medical services for patients, then it 
should expect the group to produce a 
bottom line within the context of the 
investment the hospital is willing to make . 
There is a value that is imputed to having 
physicians available, to being able to 
provide access to a level of service or a 
skill a hospital wouldn’t otherwise have . 
That value can be quantified . 

HFMA: What are some processes that 
can help improve operating margin 
performance?

Heffernan: One of the first places to 
look is at revenue measures: Are you 
generating the revenue that’s appropriate 
for the specialty? Are you collecting 
everything? If you aren’t generating 
revenue, then you start looking for 
productivity or staffing issues . Are you in a 
unique situation where salaries and staff 
are particularly high for some reason? 
You can walk through the income 
statement and target opportunities . 

HFMA: How are discussions between 
the hospital and practice leadership 
handled?

Heffernan: The corporate CFO and 
other hospital CFOs and physician group 
CFO are typically involved in discussions 
to establish the overall targets for 
performance . The large-scale targeted 
margins are set more as a strategic 
planning activity and then reaffirmed in 
the form of an annual review of financial 
performance . So if you are hitting your 
budget contributions, it doesn’t become 
a monthly or quarterly discussion .  
There may still be regular discussions 
concerning the operational and financial 
performance of various subspecialties .  
It is not necessary to manage each 
practice with a true accrual income 
statement . A modified cash statement is 
adequate and frankly easier to explain at 
the practice level .

continued on page 18
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to determine the reason for the 
limitation in performance or to identify 
opportunities to increase cash yield 
from net revenue. This analysis should 
be done in parallel with an understand-
ing of A/R days outstanding, preferably 
from an unadjusted metric. For 
example, if days outstanding for the 
physician practice A/R is in the range of 
30, then it is desirable for the collection 
rate metric value to beat the high end of 
98 to 100 percent of net revenue. This 
value, with a low A/R days outstanding, 
speaks to a highly efficient collection 
cycle provided:

Revenue loss due to technical and 
clinical denials is not included in 
contractual adjustment values.

Self-pay collection rates for co-pay-
ment, co-insurance, and deductibles 
(which are increasingly on the rise in 
professional services benefits) are 
correctly stated and not absorbed in bad 
debt and charity write-offs.

If the A/R days outstanding is running 
above 35 and certainly above 40 days, 
then the monthly collection rate would 
be expected to exceed 100 percent, says 
Mark Pulczinski, member of HFMA’s 
Physician Practice Management Task 
Force and associate chief-revenue  
cycle, UVA Health System in  
Charlottesville, Va.

A high days outstanding indicator 
presents an opportunity to improve 
monthly collection rates until an A/R 
days outstanding benchmark of 30 days 
is achieved. 

The cash collection percentage needs to 
be viewed as a trend from month to 
month, at minimum, because there will 
be natural variations in performance 
over time, and the collection value from 
one month should be examined in 
connection with the previous month’s 
revenue statistic, Pulczinski adds.

Breaking down a projected net revenue 
model into the actual components of 
cash collection categories, as in the 

exhibit 0n page 19, enables benefi-
cial segmentation of the receivables, 
identification of goals, and performance 
that will link to working groups across 
the revenue cycle continuum.

Common Troublemakers
Some items that may affect cash 
collection rates are listed below:

• Unbilled accounts related to provider 
enrollments. These can create dips in 
cash collection performance, due to 
increases in held A/R.

• Scheduled changes (calendar 
fluctuations) related to changes in 
coding. Calendar fluctuations are a 
normal management issue that must 
be addressed on an ongoing basis. 
Included in this category would be 
scheduled chargemaster updates, 
contract changes, and cyclic visit 
changes. 

• Ineffective front-end cash collec-
tions. Poor front-end cash collection 
can produce a lag in overall cash 
collection and increases in bad debt 
and charity.

HFMA: What do you think is the most 
important factor when hospital financial 
executives are dealing with physicians?

Heffernan: When you show the 
physician group their net income, they 
take a lot of responsibility for it . But you 
have to be careful how you report 
financial information to the physicians . If 
you always show your physician groups 

operating at a loss within the healthcare 
system, then there will be a negative 
cloud over the physician practice . 
Morale within the physician groups will 
be poor . 

Physicians don’t like to be viewed in any 
way as laggards . They’ve never been 
laggards in their lives . Obviously, you 
can’t make it seem like a practice is not 

having a loss by giving it credit for other 
revenue or referrals . But you can 
emphasize the ways the physicians are 
providing a service to the institution . So 
useful phrasing may be something like, 
“We value the services you provide as X . 
Now you have to live within a budget 
based on that support .” It provides a 
reasonable goal that can be achieved .

continued from page 17
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PROJECTED NET REVENUE VS. CASH COLLECTIONS — ALL PATIENT SERVICE SOURCES

Department Sep-13 Oct-13 Nov-13 Dec-13 Jan-14 Feb-14 Total FY

Projected Net Revenue and Collections for FY 2014

Pre-Arrival Collections $       50,245 453,400 50,000 55,324 52,045 57,423 685,736

Point of Service Collections 61,005 62,450 60,120 64,035 59,155 67,488 805,933

Insurance Collections—First Pass 10,791,250 11,237,450 10,681,640 11,577,823 10,786,400 12,116,404 144,691,892

Denied Claims Collections 323,738 337,124 309,768 335,757 302,019 339,259 4,025,980

Statement/Extended Bus . Off . 
Collections

323,738 337,124 320,449 347,335, 323,592 363,492 4,340,757

Bad Debt Collections 129,495 134,849 128,180 138,934 129,437 145,397 1,736,303

Projected Total Net Revenue 
Collections

11,679,470 12,162,396 11,550,156 12,519,207 11,652,648 13,089,464 156,286,600

Total Projected Cumulative Collections:  $156,286,600

Actual Collections

Pre-Arrival Collections 51,534 52,563 54,345 53,859 54,500 56,785 323,406

Point-of-Service Collections 59,545 62,300 58,977 64,900 61,870 68,098 375,690

Insurance Collections—First Pass 10,750,795 10,985,675 10,795,098 11,354,000 11,010,459 12,090,786 66,986,813

Denied Claims Collections 415,785 398,565 315,000 325,090 335,908 340,876 2,131,224

Statement/Extended Bus . Off . 
Collections

287,560 357,000 315,098 325,000 320,143 345,000 1,949,801

Bad Debt Collections 115,795 145,000 135,000 135,000 125,000 138,909 794,704

Actual Cash Collection Totals 11,680,834 12,001,103 11,673,518 12,257,849 11,907,880 13,040,454 72,561,638

Total Actual Cumulative Collections:  $72,561,638

Actual Collections as a Percentage of Net Revenue

Pre-Arrival Collections 102 .21% 98 .43% 108 .69% 97 .35% 104 .72% 98 .89% 101 .56%

Point-of-Service Collections 97 .61% 99 .76% 98 .10% 101 .35% 104 .59% 100 .90% 100 .38%

Insurance Collections—First Pass 99 .63% 97 .76% 101 .06% 98 .07% 102 .08% 99 .79% 99 .70%

Denied Claims Collections 128 .43% 118 .23% 101 .69% 96 .82% 111 .22% 100 .48% 109 .42%

Statement/Extended Bus . Off . 
Collections

88 .83% 105 .90% 98 .33% 93 .57% 98 .93% 94 .91% 96 .73%

Bad Debt Collections 89 .42% 107 .53% 105 .32% 97 .17% 96 .57% 95 .54% 98 .56%

Actual Cash Collection Totals 100 .01% 98 .67% 101 .07% 97 .91% 102 .19% 99 .63% 99 .87%

Actual Cumulative Collections as a Percentage of Net Revenue:  99.87%
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• Poor denial management processes 
that are not tracked, recovered or 
address prevention

• Underpayments that are not tracked 
and collected

• Changes in contracts payment terms, 
shifts in patient responsibility, and 
increases in the chargemaster that are 
not understood or incorporated 

• Volume fluctuations, new programs, 
and services

• Issues surrounding system upgrades, 
claims clearinghouses, and regulatory 
changes

• Changes in net revenue valuation 
methodology 

• Shifts in payer mix and changes in 
payer to financial class alignment 

• Turnover of key employees

• Lack of education and succession 
plans

While certainly not exhaustive, this list 
presents a cross section of items that 
may require review and critical analysis 
to improve collection rate performance.

Action Steps
So what can you do to improve perfor-
mance in this area?

Analyze and communicate . “You’ll need 
to look at core areas contributing to the 
metric’s performance. You need to track 
the areas that are known to cause 
problems to determine improvement 
opportunities,” Pulczinski says. 
Additionally, revenue cycle and 
financial management understanding 

and communication on issues and 
variances need to be a routinely 
scheduled event, not just a month-end 
discussion or reactionary review.

Monitor, track, and compare unbilled 
receivables . “Unbilled accounts should 
have a minimum of a mid-week 
monitor, if not a daily monitor. 
Unbilled receivables should be evaluat-
ed to determine the reasons, and they 
should be tracked by type of reason. For 
example, provider enrollments unbilled 
versus front-end claim editing are two 
unique categories that are often blended 
into a consolidated value. This is one 
area, simplistic as it  may be, that 
creates problems,” Pulczinski says. 
“Suspended accounts waiting for 
front-end claims editing to clear the 
financial system is another that requires 
differentiation by type, service area, 
and physician to determine opportuni-
ties to improve accuracy and 
throughput.”

Unbilled accounts need to be viewed as 
part of a total picture that includes 
Medicare/Medicaid enrollment require-
ments that create holds in A/R, and a 
variance that needs to be tracked. “A net 
revenue value at the time of charge may 
sit unbilled for 30, 60, or 90 days while 
waiting for provider enrollments to be 
completed,” he says. “These delays create 
performance lapses that should be 
recognized. And once recognized, they 
should be reported monthly to the 
appropriate stakeholders in revenue 
recognition and finance and clinical 
leadership as appropriate.”

Recognize the effects of calendar- 
specific coding changes . As an example, 
Centers for Medicare and Medicaid 
Services (CMS) Bulletins and alerts that 
change codes and go into effect in 
January create higher denial and 
rejection rates in January and February. 
These may and should be anticipated, 
and changes should be made within the 
practice management chargemaster. 
However, organizational management of 
these changes does not mean the payers 
are prepared or that rejections have not 
been made in error. Prompt analysis is 
needed to determine and report root 
causes of problems, both to direct 
corrective action and also to apply 
internal reporting to managed care/
contact management, claims follow-up, 
and A/R review notes.

Track claims production and accuracy . 
“Timely claims release, managing the 
payer acceptance/rejection report, and 
managing the denial pathway from the 
front-end payer rejection to remittance 
(back-office) denial—those are trace-
able items that may be monitored, often 
on a weekly basis, in order to have a 
view of the process and on a monthly 
basis to provide a trend report up-
stream,” says Pulczinski. 

A monthly trend report is, however, not 
frequent enough to make operational 
changes,” he adds. “A/R management 
requires interactive feedback from 
qualified team members, management 
tracking, and notification of what’s 
working and what’s not. Waiting to see 
blips in the radar at month-end creates 
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reactive versus proactive analysis and 
solutions,” he says. 

Treat cash posting as a quality transac-
tion, not data entry . “Investment in 
training and integrating the work of the 
transaction team with claims submis-
sion, claims follow-up, and statement 
and credit balance management always 
pays dividends by creating reliability in 
the transaction value applied to each 
claim,” notes Pulczinski. “This in turn 
categorizes to accurate cash and 
financial reporting of payment and 
adjustments by plan code and financial 
class roll up, which increases the 
integrity of the revenue projections.”

Report underpayments and track 
revenue loss from denials . Accurately 
tracking denials and lost revenue from 
denials provides critical information for 
improving cash collections. Denials that 
result in lost revenue and are blended 
into “correct” contractual adjustments, 
into general categories, or bad debt 
ultimately negate the “true available” 
collection rate. “Always look for the 
delta of opportunity,” Pulczinski adds.

Track point-of-service collections to 
identify opportunities for improvement . 
Comparing performance in this area by 
practice will often provide insight into 
missed opportunities. Notes Pulczinski: 
“Do the drilldown: Examine whether 
underperformers are notifying patients 
that copays will be due at time of service 
during scheduling. Does the office have 
a written copay collection policy 
posted? Is the practice offering multiple 
means for receipt of payment (cash, 

check, charge, payment plans, and 
medical loans)? Does front-desk staff 
have appropriate scripting to ensure 
consistent communications?”

“Scripting, training, and dress code of 
collectors are crucial components to 
collecting patient cost share,” he adds. 
“Also, be prepared to assist with financial 
counseling and governmental funding 
sourcing and application assistance.”

Total Physician 
Compensation as  
a Percentage of  
Net Revenue
This MAP Key provides insight into 
ability to afford physician compensa-
tion in relation to the revenue of the 
physician enterprise. It compares total 
physician salary, including benefits and 
net patient service revenue, on an 
annual basis. Total physician salary 
excludes professional liability insur-
ance. Net patient service revenue 
includes revenue generated by physi-
cian extenders.

Indicators for Performance 
Improvement
Possible opportunities for improvement 
are seen when there is variation in net 
revenue from a benchmark median or 
75th percentile, discrepancy between 
productivity as measured by physician 
work relative value units and compen-
sation percentage, and variation in 
compensation in comparison to budget, 
practice by practice, or month by month 
over a trend period. When such 

instances occur, leadership should drill 
down into performance to identify the 
source of trend or variance.

Common Troublemakers
• Reductions in revenue that may be 

due to changes in payer mix 

• Varying accounting systems

• Practices that include ancilary services 

“One of the rationales for employing 
physicians in some markets is that 
existing private-practice physicians 
may not accept Medicaid and Medicare 
patients” says David Nowiski, CFO, 
physicians strategy, Catholic Health 
Partners. “A major reason why we 
employ physicians is to help meet 
community health needs, regardless of 
payer mix. The employed physicians 
will see all patients and eliminate voids 
in service availability for segments of 
our community.” 

However, the payer mix may change 
when physicians are employed, and they 
start seeing more Medicare, Medicaid, or 
self-pay patients. “This change in payer 
mix often drives down net revenues 
worked on a worked relative value unit 
basis and exacerbates losses,” he says.

Accounting systems that vary from 
practice to practice also can be a 
challenge. Clinical practices use many 
different types of methods to report 
operations metrics, including physician 
encounters, worked relative value units, 
adjusted worked relative value units, 
expenses, and benefits. “Some practices 
charge overhead expenses; some do 
not,” notes Nowiski. “If they are in the 
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hospital space, some organizations do 
not charge rent to the practice, so 
practice operating income does not 
truly reflect the cost of the operation.” 

Also, consider practices that include 
ancillary services. “Ancillary services 
can be a huge driver of variation in net 
revenue when calculated on a per-
worked relative value unit basis,” says 
Nowiski. “Practices that include 
ancillary services will normally have a 
much higher revenues and reimburse-
ment rate per worked RVU than those 
that do not have ancillaries.” 

Action Steps
So what should leadership do if this 
metric is not performing as desired?

Standardize practice account reporting . 
“Until you develop dedicated policies 
and definitions so all your physician 
practices are accounting and reporting 
for things similarly, trying to under-
stand variation from physician to 
physician and practice to practice is 
difficult,” says Nowiski. 

Identify the causes of variation in trend 
data over 13 months . Says Nowiski: “We 
have found it a challenge to find 
meaningful benchmark data, so in 
addition to outside metrics, we baseline 
against prior years. There should not be 
great variability in how you compare to 
last year’s budget. If there is, then you 
need to ask: What is driving it? Has 
compensation changed? Is net revenue 
up or down? Is production (worked 
RUVs) up or down? What are the denial 
rates? Is there a significant amount of 
aging A/R that is becoming less 

collectable over time? Are there charge 
capture issues that may be leading to 
performance that is below expectations? 
Have we seen payer mix shifts or 
changes in managed care contracts?”

Understand how payer mix affects 
payment . “Determine your payment 
rates on a payer by payer basis and 
compare them to Medicare as a bench-
mark: How do your managed care 
contracts compare against Medicare?” 

Also, factor in payer mix when doing 
quarterly benchmarking on the net 
revenue per provider per worked relative 
value unit, at least in comparison with 
Medical Group Management Association 
(MGMA) statistics. One of Catholic 
Health Partner’s pediatric practices was 
significantly below the lowest quartile 
benchmarks. “When we did a deeper 
dive, we found that the payer mix for 
those services was skewed toward 
mission-based clinics aimed at low-in-
come individuals, many of which had no 
source of payment,” Nowiski says.

“With this information, we were able to 
reinforce our belief that it is our 
mission to provide such services in the 
marketplace, he says. “As a result, we 
recognized that an increased number of 
Medicaid patients would mean lower 
payment rates for this practice than for 
practices with similar numbers of 
Medicare patients and significantly 
lower payment rates than for practices 
with more managed care patients.  
The information helped us rationalize 
how we compared with historical 
(pre-acquisition) revenues and 
benchmark data.”

Do the standard blocking and tackling of 
charge capture . “Reducing denials 
negotiating managed care contracting 
rates that are appropriate for the 
marketplace, and making sure that all 
the services are billed for are all 
functions that come into play,” he says. 

A Net Revenue Success Story
Standardizing accounting and reporting 
is a key step toward understanding 
physician compensation in relation to 
net revenue. Catholic Health Partners 
spent 6 to 9 months implementing 
reporting standards for applying 
overhead, correctly capturing worked 
and adjusted worked relative value 
units, and allocating benefits on a 
per-physician basis. “One of the major 
items was how to value A/R,” notes 
Nowiski. “Some practices were valuing 
A/R on a gross basis regardless of the 
payer mix or aging. Others would do it 
for aging accounts but not for payer mix. 
We worked with our finance staff to 
determine the best practice for valuing 
A/R. We now use our own zero balance 
accounts to look historically payer by 
payer and by aging to calculate our 
reserves in an automated fashion.”

“Now we are in a much better position 
to diagnose, understand the drivers, 
and take more timely corrective actions, 
when possible,” he says. 

This article was adapted from material provided 
to HFMA MAP App subscribers . For information 
about the MAP App, see hfma .org/mapapp .

http://hfma.org/mapapp
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5 Ways Physician Practices Can More 
Effectively Manage Payer Contracts
Physician practices that lack experience 
in managing payer contracts often make 
basic mistakes that can cost them 
thousands of dollars in lost revenue.

From reduced fee schedules and 
changing payer mixes to tie-ins with 
patient experience scores and regulato-
ry rules, threats to physician payment 
are coming from all sides. For some 
practices, another significant threat is 
internal: ineffective payer contract 
management.

Many physician practices—especially 
hospital-based practices that typically 
have no distinct clinical offices—can 
benefit from better managing their 
payer contracts. Across the nation, 
physician practices are making costly 
mistakes related to contract manage-
ment, ranging from “losing” contracts 
and leaving certified letters sent by 
payers unopened to unwittingly being 
underpaid or unnecessarily accepting 
discounted rates for certain insurance 
products. 

Failure to maintain contracts effectively 
can result in stagnant or lower payment. 
Small practice groups can lose tens of 
thousands of dollars in one year, while 
lost revenue for large groups can top 
$100,000. As costs of maintaining a 
practice continue to rise, threats to 

payment can affect a practice’s ability to 
attract and retain physician talent and 
can even challenge the viability of the 
practice. 

Many of these consequences can be 
prevented and rectified by understand-
ing the mistakes physician practices 
commonly make in managing payer 
contracts and by implementing and 
maintaining the infrastructure, 
training, and expertise required to track 
contracts and negotiate terms with 
payers.

Staying Viable
Effectively leveraging payer contracts 
requires an understanding of how 
external forces, such as payment trends, 
can affect negotiations, rates, and 
ultimately revenue. Managing contracts 
effectively requires a combination of 
solid organizational skills and expertise 
in negotiating fair terms.

The mistakes physician practices most 
commonly make in contract manage-
ment have five primary causes.

Disorganization . Signs of disorganiza-
tion include payer agreements and fee 
schedules that are not readily accessible 
and uncertainty by managers as to 
whether the contracts on file represent 
the final agreement. Without a copy of a 

final, fully executed agreement with the 
associated fee schedule(s), determining 
whether a group is being paid in 
accordance with contractual terms is 
not possible. A review of one radiology 
group’s contracts revealed $165,000 in 
underpayments over several years.

Another sign of disorganization is a lack 
of processes for contract review to 
determine whether the rates proposed 
by a commercial payer are below market 
levels. One pathology practice was being 
paid $18 for the group’s highest-volume 
procedure—a procedure that had a 
market rate of $50 to $55 per procedure. 

Physician practices that do not regularly 
review their contracts also are less likely 
to keep track of rate increases that they 
had negotiated with payers, but that end 
up not being implemented. There have 
been numerous instances where payers 
have forgotten to upload the “year two” 
or “year three” rate increases of a 
multiyear contract into their payment 
systems, resulting in underpayment. 
Resolving such issues can take months 
of exhaustive administrative time and 
hurt cash flow. 

Missed deadlines are another red flag. A 
majority of payer contracts include a 
termination provision (e.g., 90 days). If 
a physician practice that desires to 
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negotiate a new agreement fails to meet 
this termination deadline, the current 
agreement typically will continue for 
another year. Under such a contract 
provision, a practice would have to give 
notice by April 1 if it wants to terminate 
a contract that ends July 1; otherwise, 
the group likely would have to abide by 
the same rates for yet another contract 
year. 

It’s also important to ensure that payer 
notices—often in the form of proposed 
amendments—are not ignored. Payers 
often send notices regarding various 
changes, such as fee schedule adjust-
ments. Typically, the group has a limited 
period of time (e.g., 30 days) to object 
in writing to the proposed amendment 
(e.g., lower fees). 

Failure to object to the proposed 
amendment by the deadline typically 
constitutes acceptance of the changes or 
new terms of the contract, which often 
have adverse consequences for the 
group practice. 

For example, one radiology practice 
received certified letters from its payer 
informing the group that the payment 
rate for its Medicare Advantage (MA) 
product would be lowered from 100 
percent to 70 percent of the cur-
rent-year Medicare fee schedule. The 
radiology practice’s dilatory response to 
the notification led to a prolonged 
process to resolve the issue, which 
detracted from efforts to negotiate 
improvements in the payer’s commer-
cial product rates: It took one round of 
negotiations to reestablish the 

agreed-upon MA rates and another 
round to increase payment rates for the 
payer’s commercial products.

Ineffective use of payment accuracy 
tools . Contract management software 
will flag payments that vary from the 

Payer Matrix: A Quick-Reference guide to  
Payer Contract Essentials

The payer matrix is one of the most 
basic but useful tools for successfully 
managing payer contracts for physician 
practices . A payer matrix is essentially 
a table that summarizes pertinent 
contract information for each payer .

A matrix enables physician practices to 
view all the key elements of their 
agreements on one document—
typically one to two pages in length . 
Having a complete and updated matrix 
can be helpful when conducting payer 
negotiations or generating a list of the 
group’s contracted payers . Ideally, this 
matrix would comprise the following 
information:

• Name of payer
• Contracting representative (phone, 

fax, email, and physical address to 
communicate claims issues)

• Credentialing representative
• Effective date of the contract
• Agreement structure (e .g ., group, 

individual providers, via an 
independent practice association/
physician-hospital organization)

• Term of the contract and termination 
date

• Payer’s percentage of the practice’s 
volume

• List of payer products (e .g ., 
commercial, Medicare, worker’s 
compensation) 

• Terms of payment by payer product, 
including effective dates of years two 
and three and associated rates, if the 
agreement is a multiyear agreement; 
carve-out rates, if applicable; and 
exclusions or inclusions of payable 
services

• Timely filing deadline
• Amendment provision, including the 

period of time for the practice to 
respond to proposed amendments 
and the consequences of objecting to 
proposed amendments

• Deadlines for both parties to recover 
overpayments and underpayments

• Preauthorization requirements

If such information is not readily 
available or complete, finding the 
information when challenges arise—
such as determining whom to contact in 
the payer organization to resolve an 
issue—can be difficult . Likewise, without 
such a matrix, it can be challenging to 
determine whether contract terms are 
fair and the practice is receiving 
appropriate payment .

Physician practices should consider 
developing a matrix for each of their 
payers and should regularly ensure that 
the matrix is current and complete .
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“expected” allowed amount. Physician 
practices typically have such tools, but 
they often fail to analyze the reports 
these tools produce or, worse, those 
responsible for managing contracts are 
unaware that they have access to this 
software. Many payers limit the time for 
challenging payments, making regular 
reviews essential. Alternatively, 
reviewing a set of sample payment 
vouchers (e.g., explanation of benefits 
forms) each quarter can serve the same 
purpose. 

Inadequate financial modeling . Practices 
often erroneously include Medicare 
volumes in the financial models they 
create to negotiate rates for a payer’s 
commercial products. Failing to 
differentiate commercial from Medi-
care volumes for any applicable 
commercial payer distorts the data, 
making financial modeling and analysis 
of counterproposals challenging. 

Blind acceptance of discounts . It can be 
time-consuming and confusing to 
determine not only why a payer is 
applying a discount to a practice group’s 
charges, but also whether the group is 
contractually obligated to accept the 
discount in the first place. Therefore, 
physician practices often find it much 
easier to accept without question these 
discounts not only for a payer’s com-
mercial products, but the payer’s 
worker’s compensation and automobile 
claims as well, even when there is no 
basis for such discounts. Accepting such 
discounts without question could result 
in lost revenue.

Overlooking mandatory-participation 
provisions . Physicians in hospital-based 
practices often automatically enter into 
exclusive-service agreements with the 
hospital that require their participation 
in all payer contracts in which the 
hospital participates. This provision 
diminishes a group’s negotiating 
leverage. If, for example, a payer lowers 
its rates of payment, the practice is 
obligated to accept the reduction 
because the physicians have no separate 
negotiating power. 

Strategies for Improving 
Contract Management
Action steps for improving contract 
management in physician practices call 
for a combination of fundamental skills 
and nuanced expertise. Consider the 
following strategies.

Dedicate a resource . Appoint an 
administrative or clinical staff member 
or an external professional to oversee 
contract management. At a minimum, 
this person should be able to fulfill 
fundamental tasks that help to secure 
appropriate payment, such as:

• Ensuring that the most current 
versions of contracts, including any 
applicable amendments, are readily 
available

• Implementing an organized reminder 
system (e.g., a note in an electronic 
calendar) for preparing for contract 
renewal negotiations

• Ensuring that new contract rates are 
loaded into the payer’s payment 
systems, perhaps with a brief memo 

reminding the payer to ensure that 
systems are updated

• Addressing notices from payers in a 
timely manner

Ensure regular communication between 
revenue cycle staff and those who 
negotiate contracts . Those who post 
payments and manage denials have a 
front-row seat from which to view 
recurring payment problems. If these 
billing staff members detect that a payer 
is routinely underpaying (or even 
overpaying) claims or has an unusually 
high number of denials, the issue 
should be brought to the attention of 
those who handle payer contract 
negotiations. Negotiators can, in turn, 
assist the billing staff by verifying the 
findings and the potential causes and 
working with payers to resolve the 
issues globally, rather than one or two 
claims at a time. Revenue cycle staff 
should not operate in a vacuum from 
those who negotiate contracts. Regular 
communication (for example, asking 
revenue cycle staff, “What did you 
notice this week?”) can help to prevent 
serious revenue loss.

Begin tracking performance measures . 
As value-based contracting becomes 
more prevalent, physician practices 
need to be prepared. In exchange for 
rate increases, payers increasingly want 
physicians to demonstrate how they are 
improving quality, safety, and efficien-
cy. By tracking results related to quality 
of care and efficiency, physician 
practices can establish baseline results 
that could put them in a better position 
to negotiate contracts. 
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Adapt to market demands and pressures . 
Price transparency can be a thorny issue 
for physician practice groups, particu-
larly entities such as outpatient imaging 
centers that may face stiff market 
competition. When they have choices in 
a healthcare market, consumers often 
base their decisions on price. By 
agreeing to lower fee schedules, these 
physician groups may be able to 
generate increased volume rather than 
lose volume to lower-priced competi-
tion. The idea is to ensure that prices 
are low enough to maintain or increase 
volume, yet high enough to ensure that 
the entity remains financially viable. 

Stay abreast of payment trends . In a 
weaker revenue environment, it is 
particularly important that physician 
groups be aware of how contractual 
models are changing and be proactive in 
considering how trends may affect 
negotiations. Bundled payments, for 
example, are a growing trend. Under 
this payment model, one fee for a 
specific service, such as a bypass 
surgery, is divided among the facility 
and physician groups, including the 

surgeon, anesthesiologist, and other 
specialists. The stakeholders are 
charged with determining how to divide 
the payment among themselves. To 
negotiate a fair rate, a physician group 
must first determine the average 
amount of payment by payer for the 
service that is being bundled into one 
fee, which requires a strong under-
standing of which procedure codes are 
typically billed with the bundled service. 
Having a solid understanding of 
payment trends means not being forced 
to scramble at the last minute to prepare 
for contract negotiations.

Taking Care of Business
With so many changes taking place in 
health care, it is easy to become 
sidetracked and neglect some of the 
more routine, but nonetheless essen-
tial, aspects of contract management. 
All too often, practices do not follow 
basic steps for ensuring that contracts 
and relevant payer contact information 
are updated and readily accessible. 

The result can be outdated and incom-
plete payer agreements that can chip 
away at already-diminishing revenues.

While managing the contracting process 
requires strong organizational skills, 
the negotiating process also demands 
expertise that physician groups may 
lack. Payer contracts are complex 
documents, many aspects of which 
necessitate special skills and experience 
to interpret and navigate successfully. 
Failure in any of these areas can have 
significant revenue implications for the 
physician practice.

To remain competitive, physician 
practices must excel not only at 
providing top-notch care, but also at 
running top-notch operations. Manag-
ing payer contracts to protect revenue 
will better position physician practices 
to succeed in a weaker revenue  
environment. 

Adapted from Saunders, R ., “5 Ways Physician 
Practices Can Effectively Manage Payer 
Contracts,” hfm Magazine, September 2014 .
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Collected versus Collectable: 
A Key Metric for Managing the  
Physician Practice Revenue Cycle 
By using a little known metric—collect-
ed versus collectable (CVC)—revenue 
cycle leaders can monitor the medical 
practice revenue cycle, manage practice 
performance, and communicate 
outcomes. CVC is cash actually collected 
compared to cash that should have been 
collected based on payer contracts. 

CVC allows revenue cycle staff to 
monitor high-level outcomes while 
managing performance at a detailed 
level. In addition, CVC is easy for 
physicians to understand, so it is a 
useful tool for engaging physicians in 
financial goals. 

Tracking CVC
The CVC ratio is similar to the net 
collections rate, but it enables a more 
accurate review of payments. The basic 
calculation: Divide payments received 
(cash) by all contractually allowable 
payment amounts (see exhibit below). 

To track CVC, you will need data on 
cash-basis payments from payers and 
patients, and contractual allowables by 
payer and by CPT code. Allowables 
should reflect any special payment tiers 
based on unique coding (e.g., lower 
allowables for bundled services or 
assistant surgeon services). 

How is CVC different from net collec-
tions or accounts receivable (A/R)? A 
practice’s net collections rate is 
calculated using payer-classified 
adjustments, so it is dependent on 
accurate payment from payers. Addi-
tionally, the net collection rate includes 
any and all adjustments, including 
noncontractual adjustments such as bad 
debt. The adjustments may be errone-
ously inflated, therefore invalidating 
the metric. In contrast, CVC is calculat-
ed using contractual allowable amounts 
determined from the actual fee sched-
ules. That makes it an accurate indicator 
of effective collections. 

The A/R days measure tells you how 
quickly claims are paid, but not whether 
claims are paid appropriately. It is 
possible for medical practices to have 
very strong A/R and net collections 
numbers, but poor collections on 
allowables. 

Once revenue cycle staff begin examin-
ing CVC, they may find physician 
practices are leaving a lot of money on 
the table. CVC indicates clearly whether 
a physician practice is collecting all the 
money it is entitled to. 

90-DAY CVC CALCULATION

Payments received in May/June/July (90 days) on May allowable charges
Allowable charges generated in May

Source: Health Directions, Oakbrook Terrace, Ill . Used with permission .

Measure CVC in 60-day, 90-day, 180-day, and one-year timeframes . For plans that pay 
very quickly, it makes sense to monitor 30-day CVC . Both numerator and denominator 
should include patient-responsible balances, such as copayments and deductibles . Note 
that “payments received” refers only to payments on allowable charges generated during 
the base month .
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Using CVC to Drive Analytics
CVC monitoring allows finance 
professionals to manage medical 
practice collections proactively. Dips in 
long-term CVC trends or failure to meet 
benchmarks provide an early warning of 
revenue cycle problems (see the exhibit 
above). 

For example, say a health plan is 
consistently paying incorrectly for 
certain office-based procedures. Unless 
these procedures represent a very large 
percentage of total charges, the net 
collections rate will not indicate a 
problem. Even if net collections were 
noticeably low, the standard approach 
would be to examine payer denials. 

In contrast, finance leaders who 
monitor CVC will detect consistent 
underpayment very quickly. Once CVC 
declines, managers can drill down by 
CPT code and identify the specific 

procedures being underpaid. The 
organization can then approach the 
payer with concrete information about 
codes, procedures, and payment 
shortfalls. Payers are more likely to 
address and resolve underpayments 
when presented with data in bulk.

While other metrics are process 
measures, CVC is an outcomes measure. 
This lets you measure the effectiveness 
of your revenue cycle at key points, then 
explore problems using other metrics.

Engaging Physicians 
CVC provides a clear way for physicians 
to understand their practices’ collection 
goals and their actual collection 
performance. CVC metrics can be 
included in physician dashboards (see 
page 29). This is especially import-
ant for physicians whose compensation 
is tied in part to collections. 

Uncovering Contract Problems: 
A Case Study
A large multispecialty practice on the 
East Coast has included CVC in physi-
cian dashboard reports for the past 
several years. Recently, a gastroenterol-
ogist in the group noticed a steep 
one-month decline in CVC, so he called 
the business office immediately. 

Quick analysis showed the problem was 
confined to one payer and a small 
number of codes. Follow-up revealed 
that the payer had recently enacted a 
new policy, bundling certain procedures 
that had always been paid separately. It 
was a relatively minor change, but it had 

a significant impact on this specialist’s 
revenue. 

Contract language enabled the practice 
to reverse this new unfavorable policy. 
Without CVC, the finance department 
may have eventually picked up on the 
problem. But in many large practices, a 
relatively minor change like this can go 
unnoticed for months. 

Supporting Financial 
Management
CVC data supports several important 
financial management functions: 

Projecting practice revenue and cash 
flow . Estimating practice revenue based 
on historical revenue data can be 
inaccurate because this approach does 
not account for actual payment perfor-
mance. The alternative is to apply 
payer-specific CVC rates to receivables. 
This will produce accurate projections 
of payments over the next month and 
quarter and an accurate estimate of 
future revenue.

Preparing for contract negotiations . 
Finance departments can prepare for 
contract negotiations by analyzing the 
CVC ratio. Comparing collected to 
collectable amounts by CPT code, 
physician, and service line will high-
light chronic underpayments that 
should be addressed in the contracting 
process. Where rates are below Medi-
care payment, comparing collectable 
amounts to charges will allow revenue 
cycle leaders to identify specific 
components of the fee schedule that are 
due for renegotiation.

COLLECTED VS. COLLECTABLE 
REVENUE BENCHMARKS

Category Goal

60-day CVC 80 - 91%

90-day CVC 92 - 94%

180-day CVC 95 - 97%

Annual CVC 97 - 99%

Source: Health Directions, Oakbrook Terrace, Ill . 
Used with permission .

CVC benchmark goals can vary based on 
factors such as specialty and payer mix . 
These benchmarks are based on industry 
experience and assessments .
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Managing the revenue cycle under new 
payment models . Because CVC is an 
outcomes measure, finance leaders can 
use it to monitor total performance 
under a contract for specific proce-
dures, diagnoses, and patient groups. 

Custom CVC metrics will show whether 
payment is correct for a particular 
service bundle. CVC also allows you to 

compare bundled payment rates 
between different payers. 

Implementing CVC Tracking
The first step is to obtain all fee 
schedules for existing payer contracts—
or at least fee schedules for your top 
payers that cover 80 percent of provided  
practice services.

The next step is to load the fee sched-
ules into the practice management 
information system or to create a fee 
schedule database using commercial 
database software.

Assign an analyst to set up CVC mea-
sures within the system, monitor the 
metrics, and produce regular manage-
ment reports. Embedding an analyst 
within the hospital finance department 
will enable better management of the 
organization’s employed physicians. 

Driving Results
Once revenue cycle staff start monitor-
ing medical practice CVC, they will 
uncover many process bottlenecks and 
contract problems. Revenue cycle 
leaders must be committed to tackling 
the problems that show up in the data. 
Hospitals that devote resources to a CVC 
initiative will improve the operations of 
their employed physician practices. 
This will allow the hospital to negotiate 
better contracts and strengthen overall 
financial outcomes. 

Adapted from Zielinski, L ., et . al, “CVC: A Key 
Metric for Managing the Physician Practice,” 
Revenue Cycle Strategist, May 2014 . 

90-DAY CVC REPORT: JANE SMITH, MD

Payer Charges 
(Month 1)

Collectable  
(Month 1)

Collected  
(Months 1, 2, 3)

CVC

Aetna $5,910 $3,782 $3,714 98 .2%

Medicaid 6,480 4,134 3,944 95 .4%

Medicare 18,300 7,264 6,777 93 .3%

Cigna 4,670 3,712 3,448 92 .9%

Health Net 2,330 1,920 1,682 87 .6%

Horizon 1,160 1,160 877 75 .6%

Patient 2,950 2,950 2,044 69 .3%

Total $41,800 $24,922 $22,486 90.2%

Source: Health Directions, Oakbrook Terrace, Ill . Used with permission .

This sample dashboard report shows 90-day CVC performance for a physician’s entire 
payer panel . In this example, payers with a CVC rate below 92 percent require manage-
ment attention . 
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Developing Work RVUs for 
Production-Based Physician 
Compensation Programs 
An increasing number of physicians 
choose hospital employment over 
private practice. Of the many variables 
that affect this relationship, the 
physician compensation plan is one 
of the most important. Consequently, 
the compensation plan often presents 
the greatest set of challenges to the 
employed physician and hospital 
relationship.

To compensate physicians in a method 
considered “fair,” many health systems 
have implemented compensation plans 
that tie total compensation to the level 
of clinical work produced. To this end, 
one of the most common means of 
measuring clinical work performed is 
the work relative value unit (RVU).

Because of the importance and use of 
work RVUs as a basis for compensation, 
valuators, physician organization 
finance managers, and other key 
decision makers need accurate work 
RVU data. Although the calculation of a 
physician’s work RVUs is relatively 
simple, seemingly small errors in the 
development of this information can 
have a significant impact on the 
regulatory compliance of compensation 
arrangements, the accuracy of financial 

projections related to employed 
physicians, and trust between physi-
cians and health systems.

The Purpose of Work RVUs
 A work RVU is one of three components 
that constitute the resource-based 
relative value scale (RBRVS), which was 
originally developed by the federal 
government to standardize physician 
payments based on the resource costs 
required to provide clinical services. 
(The other components of this mea-
surement system are the practice 
expense component and the malpractice 
component.) Specifically, work RVUs 
measure the work expended on a service 
or procedure, taking into account the 
time spent to deliver the service and its 
complexity and acuity. Over time, work 
RVUs have become an accepted 
standard of measurement for physician 
clinical productivity and, in turn, a 
means of aligning physician compensa-
tion with clinical work performed.

Production-based compensation plans 
that use physician work RVUs as the 
main factor in calculating compensation 
have increased in usage in recent years. 
The number of production-based 
compensation plans that relied on work 

RVUs as a factor in determining 
compensation was just over 40 percent 
in 2005, and increased to more than 60 
percent in 2010, according to American 
Medical Group Association survey data. 
Consequently, when the Centers for 
Medicare & Medicaid Services (CMS) 
released the 2011 physician fee sched-
ule, it recognized the need for long-
term work RVU stability and did not 
modify work RVUs because of their use 
in physician compensation programs 
(MGMA Washington Connection, Jan. 5, 
2011).

Fair Market Value, Financial 
Projections, and Physician Trust
Health systems that participate in 
federal health programs must ensure 
that financial arrangements with 
physicians meet the requirements of the 
federal Stark Law, anti-kickback 
statutes, and associated regulations. At 
their core, these regulations prohibit 
physicians from being paid for patient 
referrals to a hospital. 

In addition, federally tax-exempt 
healthcare entities must also ensure 
that physician compensation arrange-
ments comply with IRS private inure-
ment and excess benefit regulations. A 
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crucial component to the determination 
of whether a physician’s compensation 
is compliant with these legal and 
regulatory parameters is that it must 
reflect fair market value. Essentially, a 
physician or other provider of medical 
services cannot be paid for the provi-
sion of medical services at a rate that is 
greater than the fair market value of 
those services.

For example, under a work RVU com-
pensation program, one potential issue 
that might cause a regulator to view the 
financial terms of a physician compensa-
tion arrangement to be outside the 
bounds of fair market value is if the 
compensation terms were based on 
clinical services that were not actually 
performed by the physician. 

Another potential fair market value issue 
is if a physician is compensated for 
ongoing clinical services that he or she 
does not personally perform. Each of 

these issues could arise if there are 
errors in the development of work RVUs.

In addition to regulatory requirements 
and the impact work RVUs may have on 
meeting these requirements, a work 
RVU analysis also can affect financial 
projections and physician practice 
profitability. A work RVU projection 
that is either understated or overstated 
because of an error in the calculation 
can result in actual compensation that is 
materially different from the compen-
sation agreement’s original intent, 
consequently affecting the practice’s 
profitability.

Finally, issues associated with the 
operation of a work RVU compensation 
program, particularly when surprises 
occur, can be harmful to relations 
between the employer health system 
and physicians. Physicians enter into 
employment agreements and accept 
financial terms based on expectations 
developed during the employment 

negotiation. If, due to the failure  
to account for nuances in the work  
RVU activity and the associated com-
pensation calculation, actual physician 
compensation does not meet these 
expectations, the trust between the 
health system and the physician can be 
damaged. Health systems invest 
substantial resources in developing 
physician relationships and cannot 
afford to operate a physician compensa-
tion program without assurance of 
accurate and predictable results.

Because of the significant impact work 
RVUs can have in regulatory, financial, 
and relational matters, it is critical that 
valuators and physician organization 
financial managers understand work 
RVU development and compilation for 
physician compensation calculations. 
The following five steps, although not an 
exhaustive list, can be used as guiding 
principles when developing work RVUs 
for a productivity-based compensation 
program.

Challenge stock billing systems .  
A system that accurately captures and 
calculates work RVUs is the cornerstone 
of any work RVU productivity-based 
compensation program. Many physician 
practices have billing systems that can 
calculate and track work RVUs. The 
ability of such systems to provide 
accurate and meaningful work RVU 
figures should be examined with a 
critical eye.

Work RVU credits should mirror 
payment practices. Unless specifically 
programmed, stock billing systems 

EXAMPLE OF A MODIFIER FACTOR TABLE

Modifier Description Modifier Factor

50 Bilateral Procedure 1 .500

51 Multiple Procedures 0 .500

54 Surgical Care Only 0 .700

55 Post-Operative Management Only 0 .200

56 Pre-Operative Management Only 0 .100

62 Two Surgeons 0 .625

80 Assistant Surgeon 0 .160

NC No Charge 0 .000

Q5 Substitute Physician—Reciprocal Billing Arrangement 0 .000

Q6 Locum Tenens 0 .000
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generally do not consider procedure 
code modifiers when calculating work 
RVUs, although modifiers can signifi-
cantly affect payment. For example, if a 
surgeon bills a procedure with a “51” 
modifier (denoting more than one 
procedure performed by the physician 
during the same operative session), the 
payment rate is generally 50 percent of 
the total allowed payment amount.

To the extent payment is adjusted due to 
modifiers, compensation (by way of the 
work RVU development) should also be 
adjusted. These adjustments should be 
modifier-specific and reflect the 
payment policy that the majority of a 
practice’s payers employ to address 
modifier adjustments. One approach is 
to follow the Medicare fiscal intermedi-
ary’s policy regarding modifier reim-
bursement, because many commercial 
payers look to Medicare in setting these 
policies.

As shown in the exhibit on page 31, 
payment adjustment factors due to 
modifiers can range from 0 to 1.5, 
meaning the associated work RVU for 
these procedures can be zero to 1.5 
times the work RVU listed in the 
physician fee schedule. A system that 
does not consider these factors in the 
calculation of work RVUs can create a 
significant misalignment between 
compensation (based on work RVUs) 
and practice revenue streams.

Another common problem found in 
stock billing systems is the use of an 
incorrect fee schedule. Many systems 
come preloaded with the current CMS 

fee schedule and relative value file as of 
the system implementation date, and 
these schedules often are not updated 
on a regular basis. It is important to 
ensure that the correct year’s relative 
value files are loaded into the system 
and to ensure the correct year’s work 
RVU value is being used for each 
procedure performed.

An example of a significant fee schedule 
update affecting physician work RVUs is 
CMS’s shift away from the usage of 
consultation codes. Effective Jan. 1, 
2010, inpatient and outpatient consul-
tation codes were no longer eligible for 
Medicare payment. Among other 
related relative value changes made, 
CMS increased work RVU values 
associated with new and established 
office visits and initial inpatient visits. 
The resulting impact of physician work 
RVUs related to this change can be seen 
across multiple physician specialties, 
underscoring the importance of 
ensuring that fee schedules are up to 
date when such changes occur.

The date of service should be matched 
with the relative value file. Of course, it 
is assumed that the correct RVU value is 
being used in the billing system. 
Nonetheless, providers should validate 
that work RVUs are used for the 
calculation (as opposed to total RVUs or 
some other component RVU).

Perhaps the most complex aspect of a 
billing system is the way it handles and 
notates corrected and rebilled claims. 
Because of this complexity, the user of a 
system-generated work RVU report 

needs to have a clear understanding of 
this process. The risk of not under-
standing the system’s correction 
methodology is that a physician may be 
assigned “double credit” for procedures 
that were not actually performed or 
billed, which can result in a significant 
difference in work RVUs calculated by 
the billing system and actual work RVUs 
performed by the physician.

Ensure that all procedure codes are 
captured . Providers should review work 
RVU reports at a procedure code level to 
ensure that they reflect the full range of 
a physician’s clinical activity. As simple 
as this may seem, employers commonly 
miscalculate historical work RVU levels 
given that detailed procedural data are 
often difficult to obtain before employ-
ment. An example of basing compensa-
tion factors on inaccurate historical 
information illustrates this point: Two 
highly utilized CPT codes were omitted 
from a physician’s historical work RVU 
report used to develop compensation 
terms, causing the employer to overes-
timate the physician’s historical 
earnings per work RVU generated. 
Compensation per work RVU was then 
overstated in the physician’s new 
employment contract, which led to a 
substantial increase in compensation 
under the new compensation program 
where the omitted CPT codes were 
correctly compiled by the new 
employer.

A good way to enhance trust between 
physicians and their employer is to 
allow and encourage physician review 
and even challenge of work RVU 
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compilation at a procedure code level by 
way of monthly work RVU reports. 
Performing monthly reviews at this 
level helps to create transparency and 
allow problems to be identified before 
they become unnecessarily difficult.

Understand procedure code bundling . 
Many physician services are billed on a 
bundled basis, which means multiple 
patient visits are included in a single 
bill. Bundling, or global billing, is 
prevalent with surgical and obstetric 
specialties. In the case of obstetrical 
care, a physician may see a patient 
multiple times for antepartum care, the 
delivery, and subsequent postpartum 
visits. Depending on the payer and 
other factors, each visit can be billed 
separately or the entire episode of care 
can be billed globally after the delivery.

Regardless of the method used, each 
patient visit likely is documented in the 
billing system, so it is important to 
understand how the combination of 
procedure codes and modifiers are used 
to document these visits. Often a visit is 
entered into the billing system with an 
“NC” (no charge) modifier indicating 
there are no charges associated with the 
visit. The purpose of coding the visit 
this way is to record the occurrence, 
while signifying that the claim was not 
billed to the patient or insurance 
provider. When developing a work RVU 
calculation, work RVUs should not be 
assigned to visits with an NC modifier 
because they are intended to serve 
solely as placeholders. Work RVUs for 
the procedure are already represented 
in the global procedure code’s work 

RVU value and counting the work RVUs 
for these interim visits will cause total 
work RVUs to be overstated.

The example in the exhibit on page 34 
illustrates how this issue can affect the 
work RVU calculation. In this example, 
a hypothetical obstetrics practice uses 
evaluation and management codes with 
NC modifiers to document each office 
visit. However, the practice’s billing 
system does not account for this 
modifier when assigning work RVU 
credit, resulting in an excess of 
approximately 12 work RVUs per case. 
Over the course of a year, a discrepancy 
such as this can add up to a substantial 
number of incorrect work RVUs 
credited to a physician. To remedy this 
discrepancy, the exhibit further 
illustrates how a “smoothing effect” can 
be employed to incrementally assign 
work RVU credit to each visit while 
ensuring that total work RVUs for the 
case are accurately stated.

Bundling is not limited to obstetric 
care, and NC claims can be entered into 
the system for various reasons. It is 
critical to understand the nature of a 
practice’s global billing, why a claim has 
been designated as NC, and how to best 
assign work RVU credit, if at all, for the 
related clinical activity.

Exclude procedures not performed by 
the physician . Often, a midlevel provid-
er, such as a nurse practitioner, a 
physician assistant, a locum tenens 
physician, or a substitute physician, will 
bill procedures under another physi-
cian’s national provider identifier (NPI) 

number. When examining a physician’s 
productivity, providers should ensure 
that work RVU credit is counted only for 
work that was personally performed by 
the physician.

Procedures performed by another 
provider but billed under a physician’s 
NPI number should be noted with the 
appropriate procedure code modifier for 
the given circumstance (or otherwise 
noted within the billing system), and 
should not be counted toward the billing 
physician’s work RVU calculation.

Consider clinical time spent performing 
activities with no assigned work RVUs . 
Capturing clinical productivity may not 
always be as straightforward as convert-
ing CPT codes to work RVUs. A physi-
cian may perform procedures that are 
either not listed in the CMS relative 
value file or listed but assigned zero 
work RVUs. Essentially, if the practice 
receives revenue from any such 
activities (excluding designated health 
service activity), then work RVU credit 
can be considered for the work 
performed.

Work RVUs for these procedures can be 
assigned in various ways. One method 
involves determining a reasonable work 
RVU per unit based on effective 
collections for units of care provided. 
Another uses work RVU values from 
similar procedures as a proxy.

Benefits Will Result
Work RVU productivity compensation 
programs for employed physicians are 
an excellent means of employer/
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EXAMPLE OF A GLOBAL BILL FOR OBSTETRICS

Patient Activity CPT Code 
in the 
System

Modifier 
in the 
System

CPT Code 
Description

Incorrect 
Work RVU 
Credit (2011 
Work RVUs)

Correct Work 
RVU Credit 
(2011 Work 
RVUs)

Correct Work RVU 
Credit-Smoothing 
Effect* (2011 Work 
RVUs)

Initial Visit 99203 Office/outpatient visit, 
new

 1 .42  1 .42 1 .42 

Antenatal— Visit 1 99213 NC Office/outpatient visit, 
established

 0 .97  -   1 .32 

Antenatal— Visit 2 99213 NC Office/outpatient visit, 
established

 0 .97  -   1 .32 

Antenatal— Visit 3 99213 NC Office/outpatient visit, 
established

 0 .97  -   1 .32 

Antenatal— Visit 4 99213 NC Office/outpatient visit, 
established

 0 .97  -   1 .32 

Antenatal—Visit 5 99213 NC Office/outpatient visit, 
established

 0 .97  -   1 .32 

Antenatal—Visit 6 99213 NC Office/outpatient visit, 
established

 0 .97  -   1 .32 

Antenatal—Visit 7 99213 NC Office/outpatient visit, 
established

 0 .97  -   1 .32 

Antenatal—Visit 8 99213 NC Office/outpatient visit, 
established

 0 .97  -   1 .32 

Antenatal—Visit 9 99213 NC Office/outpatient visit, 
established

 0 .97  -   1 .32 

Antenatal—Visit 10 99213 NC Office/outpatient visit, 
established

 0 .97  -   1 .32 

Delivery 59400 Normal delivery—
global

 28 .69 28 .69 12 .82 

Post Partum—Visit 1 99213 NC Office/outpatient visit, 
established

 0 .97  -   1 .32 

Post Partum—Visit 2 99213 NC Office/outpatient visit, 
established

 0 .97  -   1 .32 

Total  41.75  30.11 30.11 

Difference—Excess Work RVUs   11 .64

* The smoothing methodology uses 12 .82 work RVUs for the delivery, as this amount reflects work RVUs for a “Delivery Only” in the 2011 CMS relative value file .  
The  remainder of work RVUs associated with a global delivery have been divided evenly among the antepartum and postpartum visits . Such calculation yields a work 
RVU value of 1 .3225 for each antepartum and postpartum visit .
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employee goal alignment. As illustrated 
in the examples in this article, such 
programs need to be properly designed 
and administered to avoid a miscalcula-
tion and the associated regulatory and 
physician relationship penalties that 
may result. Therefore, employer 

organizations should invest the time 
and resources necessary to understand 
how work RVUs are derived and the 
details that underlie clinical production 
data. If this investment is made, these 
organizations will be in a position to 
benefit from compliant contracts, good 

physician relations, and a more 
predictable bottom line. 

Reprinted from Midkiff, H ., Cordaro, E ., 
“Developing Work RVUs for Production-Based 
Physician Compensation Programs,” hfm 
Magazine, June 2012 .
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Helping Your Staff—and Yourself—
Manage Burnout
During a recent visit to my primary care 
physician, I noticed that she looked as if 
she needed assistance with her health 
even more than I did. She appeared 
tired, stressed, and burned-out. Her 
staff were also rushed, irritable, and 
lacking a sense of teamwork. I asked 
what the issue was and—instead of an 
office visit for me—it turned into an 
office visit for her.

The practice had recently implemented 
an electronic health record (EHR). She 
was struggling with being constantly 
connected to the EHR and missed the 
“old days” when she could unplug and 
unwind. Her staff were also struggling 
with the time it took to implement the 
EHR and to acclimate to new work 
processes. 

Wisely, the physician concluded that she 
needed to take concrete steps to solve 
the problem. Stress costs American 
businesses approximately $300 billion 
each year, according to the World Health 
Organization. And employees often 
don’t take it on themselves to take time 
off to rejuvenate and refresh, a problem 
typical of the type A overachievers often 
found in the medical profession. 

Tackling Burnout Head On
This physician’s staff is not alone. Sixty 
percent of healthcare workers say they 

are burned out in their jobs, and 21 
percent say they are always or often 
burned out, according to a 2013 
CareerBuilder survey. 

Knowing that her staff might be afraid 
to initiate solutions themselves because 
they feared being labeled lazy or 
uncommitted, the physician took the 
following actions that required her to 
model the stress-reducing behaviors 
that she expected from her staff. 

Offer immediate relief . The physician 
scheduled a day off for the following 
week and then encouraged the rest of 
her staff to schedule at least one day off 
within the next month. Staff were 
willing to cover for another person’s 
duties while they were on vacation 
because they knew they would be 
rewarded with time off as well.

Encourage vacation time . After review-
ing how much vacation time she and her 
staff members had taken over the past 
year, the physician sent notes to 
employees who had amassed more than 
eight days of vacation time encouraging 
them to start scheduling time off. The 
wording in the notes addressed why 
time off is important and how the staff 
workload would be covered. Here’s an 
example of one of her notes: 

Hi Mary, 

Just a little note to tell you how 

much I appreciate your work ethic. 

Your contributions to the office do 

not go unnoticed! I know you care 

about the patients, and I want you to 

know that we care about you. I 

noticed that you haven’t taken any 

personal time off in the last six 

months and want you to know that it 

is important that you get away every 

once in a while and de-stress. 

Please let me know if you are 

planning a vacation, and I’ll help 

you make sure that your work is 

covered so you don’t come back to a 

crazy workload.

Thanks again,

Dr. Smith

Next, the physician scheduled a 
week-long vacation herself to demon-
strate that she was serious about taking 
time off to rejuvenate. 

The result: Staff members coordinated 
to determine the best times for each 
person to be out of the office. Everyone 
scheduled time off except one particu-
larly dedicated employee. Finally, the 
physician stepped in and suggested the 
staff member take a few days off: This 
staff member needed permission from 
her boss to unclench from her duties.
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Develop bench strength . The physician 
was fully aware that some of the vacation 
backlog resulted from employees’ 
concerns about their workloads while 
they were away from the practice. Her 
solution: Develop a cross-training 
strategy to ensure that staff members 
could cover essential duties no matter 
who was out of the office. To accomplish 
the training, the physician set a goal that 
each employee would spend 30 minutes 
each week teaching a new job skill to a 
coworker. Staff quickly accumulated 
new abilities and were able to take over 
job duties when employees took time 
off. For clinical jobs that require highly 
skilled workers, the physician used 
medical staffing agencies to cover 
positions while certain staff were on 
vacation. 

Remind staff that the beach is not a sandy 
office . The physician took a few steps to 
help employees unplug from cell 
phones and laptops while on vacation. 
First, she asked staff to make a list of 
job responsibilities that had to be 
completed before they took time off. 
Nonessential duties were moved to a 
separate list for completion on return 
from vacation or by another staff 
member. Next, tasks that could be done 
in advance were slated as priorities. For 
example, staff could make appointment 
reminder calls a few days early to 
accommodate a day off later in the week. 

In addition, a policy was developed that 
forbade calls to staff who are on vacation 
except during emergencies. Emergen-
cies were defined as situations that 
would have a major impact on the 

practice and could not be handled by 
another staff member.

The physician set an example by 
unplugging during her vacation—except 
for emergencies—by working with other 
physicians to handle patient needs 
during her time off. 

Plan around the business cycle . The 
physician knew from years of experi-
ence that her practice goes through 
predictable workload patterns. For 
example, January to June was her crunch 
time managing an influx of appoint-
ments that patients had delayed over the 
holidays and then, starting in the 
spring, an influx of allergy sufferers 
looking for ways to manage their 
symptoms. However, she had taken for 
granted that her employees shared this 
understanding. Once the physician 
advised staff to take time off during 
slower times in the practice cycle, her 
staff eliminated the stress of being out 
of the office during the practice’s 
busiest times. 

Explaining the business cycle was 
especially important for new hires. New 
employees who started during the hectic 
season assumed the heavy workload was 
normal and worried that they had bitten 
off more than they could chew, leading 
to high turnover. Once the physician 
pointed out that the pace would slow 
down in a few weeks or months, new 
hires became less concerned about the 
workload and their productivity 
increased.

Encourage open discussion about stress . 
Medical professionals are usually the 
last to admit that they need outside 
assistance, especially with a behavioral 
health issue. Knowing this, the physi-
cian called a staff meeting to remind 
everyone about the practice’s employee 
assistance program (EAP). She also 
urged staff to be aware of the following 
signs of burnout in themselves and  
each other.

• Anxiety

• Fatigue

• Disrupted sleep

• Mood changes

• Noticeable change in appetite

• Loss of interest in hobbies or other 
activities outside of work

She told them to never hesitate to refer 
an employee or fellow leader to an EAP. 
“Just knowing that someone else is 
concerned about their mental health 
will lift a weight off their shoulders,” 
she said. 

Reaping the Benefits
By helping employees manage stress 
and burnout, this physician earned the 
goodwill and loyalty of her staff. The 
happier and less stressed her employees 
were on and off the job, the more willing 
they became to go above and beyond at 
work, a benefit to patients and the 
practice’s bottom line. 

Reprinted from Sebastian, C ., MD, “Helping 
Your Staff—and Yourself—Manage Burnout,” 
Leadership, Sept . 22, 2014 .
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