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I
discussed the importance of setting
up a budget for a medical practice in
the June 2006 issue of Practical
Neurology (to read the article, go to
w w w. a v o n d a l e m e d i c a l . c o m /

archive_PNJune2006.htm). This should
be considered the financial roadmap of
your practice that shows the direction
you’re headed in and what you can expect
to see along the way. But just as there are
unforeseen incidents in every trip, it is
critical that medical practices compare
their budgets against the actual financial
performance of the practice to make sure
that the practice is on the right “road.”

Budget variance analysis is worthwhile
to understand how the day-to-day deci-
sions made reflect on the practices finan-
cial performance. In my practice, we
compare the month-end and year-to-date
performance against the budget to under-
stand what is happening and, if necessary,
to take action to improve financial
results. Here’s how we do it. 

Spotting Nuances in the Variance
On the revenue section of the profit and
loss statement, any variance in revenue
can usually be attributed to changes in
patient volume or reimbursement rate. In
our practice, we budget gross revenue
(charges) and volume at the current CPT
code. This allows us to have a set budget
for key practice indicators like office vis-
its, procedures, work relative value units
(WRVUs) and total charges. It also allows
us to fully understand what is happening
with our practice revenues. Consider the
sample monthly performance statistics in
Table 1.

At first glance, it would seem that this

practice is having a good year: charges,
productivity and collections are ahead of
budget. However, a thorough analysis of
the variances tells a little different story
(see Table 2).

By analyzing the charge variance, we
can see that the $150,000 (14 percent)
charge increase is due to changes in rate
and volume. To determine the volume,
we look the budgeted productivity
amount against actual and see that our
practice experienced a 156 (four percent)
WRVU variance year to date. Multiply-
ing this productivity increase by the
budged charge per WRVU gives us the
volume variance (156 x $255.81 =
$39,907). For the rate variance, the
increase of $24.71 in the charge per
WRVU tells us that we are charging more
for each work unit than what we have in
the budget, this could be a result of a
practice wide charge increase that was not
factored into the budget or a change in
the distribution of volume across the

practice’s procedure codes (CPTs). For
this practice, the charge variance due to
rate is $110,093 ($24.71 x 4,456 units). 

Depending on the payer mix and
reimbursement methodologies in place,
understanding this charge variance can be
very important to calculating expected
collections. For example, a practice with a
high fee schedule-based payer mix may
not see increased collections as a result of
increasing their charge rate, because all
charges are paid at a set amount. That
practice may choose to back out the
charge rate increases from their calcula-
tions of expected collections. 

When focusing on collection vari-
ances, we can see that the practice does
not seem to be reaping the benefits of its
increased volume to the level it should.
Based strictly on volume, we would have
expected a collections variance of
$71,429 (Charge Variance of $150,000 x
Budgeted Collection Rate of 47.62 per-
cent). However, since the actual collec-
tion rate is lower than the budgeted rate,
we are experiencing a rate variance of -
$21,429. The calculation for the rate
variance is Total collections plus total
contractuals and write-offs multiplied by
the variance in collection percentage, or
in our example: ($550,000 + $650,000) x
-1.8% = -$21,429. This rate variance
could be due to a change in payer mix, an
increase in payer denials, or other issues
with the revenue cycle of the practice. 

Wagering on Shifting Wages
In most medical practices, salary and
wages comprise most of the actual
expenses. For that reason, it is important
that we understand why variances are
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occurring. If salaries are off of the budget-
ed targets, a practice manager needs to
determine if that variance is related to a
change in the number of employees or
full time equivalents (FTEs), or a change
in the rate of pay that each employee is
receiving. See the statistics in Table 3 for
an example.

A first look through the expenses
would show that the practice is below is
salary budget for the year. However, by
looking into this variance, you can see
that the practice has a staffing vacancy of
1.25 FTEs and is paying its current staff
at a rate that is five percent above the
budgeted amount. This could be a result
of skill mix changes from budget or unex-
pected changes in the actual salary
amount of each employee. Either way, the
practice manager should seek to under-
stand the 1.25 FTE variance to under-
stand if those positions were going to be
filled and to determine its overall effect
on the budget.

Finding Loose Changes
A key concept in expense variance is to

understand whether each expense catego-
ry is fixed or variable. Fixed expenses are
those that do not change with changes in
volume; examples of this would be office
space rent expense, service contracts, and
some practices salaries for administrators
and miscellaneous expenses. Because of
the nature of these costs, you should not
experience a great deal of variance in
these lines items unless your budgeted
inflation assumptions did not hold true.

Variable expenses are those expenses
that change based on practice volume.
Some of these expenses are considered
“straight” variable because they rise or fall
in direct relationship to volume. An
example of this would be the cost of nee-
dles and medication for Botox injections:
For every additional injection you per-
form in your practice, you will incur
additional supply and medication
expense for these items. 

Other variable expenses are considered
“step” variable in that these expenses will
stay fixed at certain volume levels, but
will increase as the volume increases over
a certain level. An example of this might

be the nursing staff, where a nurse could
be sufficient for a office practice with zero
to 2,000 patient visits, but at over 2,000
visits you would need to hire more staff.

This understanding of each cost’s cat-
egory (fixed or variable) is critical to
understanding expense variations. For
fixed costs, all variances can be attributed
to a change in the actual expense of that
item. However, for variable costs you will
need to understand the variances that are
related to increased volume versus the
pure rate. In many cases, increases in vari-
able expenses are good because they
directly result in increased revenue and
practice profitability. The same sort of
analysis as used above for the revenue rec-
onciliation can be used to understand
these changes.

Formulas for Success
Practices that use a combination of finan-
cial budgeting and budget variance analy-
sis are able to better understand their
practices’ performances. The former will
show what they are capable of earning
and what their spending is, and the latter
will help them stay on track with their
projections. And while the numbers may
tell one story at a first glance, it is impor-
tant to take a closer look at the underly-
ing reasons for the changes in trends. 

It is important that all the information
gleaned from these processes is used to
effect change in the day-to-day opera-
tions of the practice. Understanding vari-
ances is only the first step in the process.
The better performing practices will use
this newfound information to institute
operational changes that will reverse neg-
ative variances and improve on the overall
profitability of the practice. PN
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Table 1

Total Charges
Total WRVUs
Total Collections
Total Contractual 
Adjustments and Writeoffs

YTD Period 9
$1,250,000

4,456
$550,000

$650,000

Period 9 Budget
$1,100,000

4,300
$500,000

$550,000

Variance
$150,000

156
$50,000

$100,000

%
14%
4%

10%

18%

Table 3

Total Salaries
Total FTEs
Salary per FTE

YTD 
750,000

10.50
71,429

Budget
800,000

11.75
68,085

Variance
(50,000)

(1.25)
3,343

%
-6%

-11%
5%

Table 2

Charges per WRVU
Collection Percentage

Charge Variance
Rate Variance

YTD Period 9
$280.52
45.83%

Period 9 Budget
$255.81
47.62%

Variance
$24.71
-1.8%

Volume
$39,907
$71,429

Rate
$110,093
($21,429)

Total
$150,000
$50,000

                                           


