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Important Business Lesson from Melville…
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Important Business Lesson from Melville…
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4How Many Do I Have To Sell To Recover The One 
Missing Bottle of Coke?

Revenue $1.00

Cost $0.98

Margin $0.02

Margin %   2.04%

Calculation:  $0.98 / $0.02 = 49 Units

Does not include labor, floor space, utilities and 
credit card fees.



www.PediatricSupport.com 

5

Practice Allocation Methods

Billed Charges or Collections Received
Professional Services vs. Ancillary Services

Building / Lease Square Footage
Janitorial & Utilities

Employees- FTE
Retirement Plan & Health Insurance Benefits
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Cost Accounting Challenges

Combined 
Reporting

Accounting 
System

EMR

Billing 
System
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Cost Accounting Challenges

Billing 
Codes

ICD 
Codes

General Ledger 
Codes
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Make Them All Get Along…



www.PediatricSupport.com 

9

Two Largest 
Expenses… VaccinesLabor
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Labor Cost
Labor Cost Item Direct Employer
Wages - Staff X  
Wages - Physicians X  
Wages - Overtime X  
Bonuses - Staff X  
Bonuses - Physicians X  
Severance Pay X  
Employer FICA   X
Employer Medicare   X
Workers’ Compensation Insurance   X
Federal Unemployment   X
State Unemployment   X
Vacation Pay   X
Holiday Pay   X
Sick Pay   X
Parking   X
Employer Provided Health Insurance   X
Employer Provided Life Insurance   X
Employer Provided 401 K Contributions   X
Employer Provided IRA Contributions   X
Employer Provided Pensions & 
Retirement   X
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02
Details

03
Income

01
CPT Code

Copy of Charges and Revenue by CPT code
or Revenue Center

General Ledger 
Details

Assign Corresponding Income and 
Expenses

Allocation of Revenue and Expenses
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Most Important Variables

Revenue per 
Encounter

Encounters per 
Day

Days per Year the 
Provider Works
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1. Revenue per Encounter
15

Encounter Revenue / Office Encounters

$500,000 / 4,000
$125
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2. Encounters per Day
16

Total Encounters / Provider Days

4,000 / 200
20
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3. Days per Year
17

Count actual days by month

Count weeks & week / 
year
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Need Data!!
18

By Provider:

1. Number of office visits

2. Total revenue generated

Run for an entire 12-month period 
to pick up seasonal variations.
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What Does Revenue Per Encounter Tell Me?
19

Revenue per encounter is an excellent barometer of your financial health.  There are many things 
that influence the revenue per encounter and consequently allow you to see the impact of things 
such as:

Are your claims being processed timely?

Are your claims being paid properly?

Are you being paid fairly?

Is your payor mix excellent, fair or poor?

Are you following proper CPT coding guidelines? 
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Estimate 
Future Revenue?
How Do I Use This Information 
To Estimate Future Revenue?

Now that you have the revenue per encounter by month, 
you will estimate the number of days each provider will 
work along with the number of patients they will see 
each day for a monthly total.  This will calculate the 
expected revenue per month to be used in your practice 
budget. 

For employed physicians, this method can
also be used to validate the numbers used

during your contract negotiations. 
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• One full time Pediatrician

▪ Salary Plus Revenue Generated Bonus

• Two part time Pediatricians

▪ Straight Salary

Single owner Pediatric practice

Three Additional Employed Providers In Practice
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Step 1

Overall practice “Revenue Per Encounter” = $119.16

Estimate 
Revenue
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Step 2
Estimate 
Expenses based 
on previous year
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Before Provider Compensation

24

Revenue                                  $ 1,397,250

Operational Expenses               $ 790,200

Margin                                               $ 607,050
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Margin Before Shareholder Compensation

25

Provider 1      $ 65,000

Provider 2               $ 80,000

Provider 3               $ 160,000   (Plus Bonus)

     $ 305,000
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Step 5
Verify Margin on 
Two Providers With 
No Bonus Potential 
(Providers 1 & 2)
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Cost for Provider 

27

Refinements include 

payroll taxes, benefits, 

CME, malpractice, 

recruitment costs, etc.  

For this example, such 

costs were accounted 

for since we included 

them in the overhead 

rate used.
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Step 7
Determine How Much 
Left for Owner After 
Expenses and 
Providers Paid
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Owner Earnings Breakdown
29
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More Than One Owner?
30

Follow the same logic (Steps 1-7)

Take “Owner Clear” from previous slide and add 
expenses you want allocated to the individual 
owners.

Split amount calculated in accordance 
with Partnership Agreement
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Scenario
31

$83,200 in Expenses for Shareholders 
they want to allocate back to individual 
Shareholder

Three owners

Assume “Owner Clear” = $650,000
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 “Owner Clear” to Establish Distribution Pot

32
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Ways to Divide the Distribution Pot
33

01 02 03 04 05

Even Split

Split based on 
percentage of:
▪ Revenue Generated
▪ Charges Generated
▪ wRVU’s

Blend of Split & 
Productivity
▪ 25% Even Split and 

75% on Revenue/ 
Charges/wRVU’s

“Eat What You Kill”
▪ Individual margin after allocating 

vaccine cost
▪ Occurs when significant age 

variance of provider and/or 
patient population

▪ Sometimes occurs when one 
provider sees disproportionate 
share of Medicaid- which carry no 
vaccine drug costs

Individual Location 
profitability
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Common Method

34

• 25% Even Split and 75% Based on Charges Generated

• Owner Clear = $650,000

• Owner Allocated Expenses = $83,200

•  Distribution Pot= $733,200
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THANK YOU


