
It’s impossible to overstate the
important role benchmarking can
play for a dermatology practice.

Practices that routinely compare or
benchmark actual operating results to
prior periods, budget forecast, and/or
available industry benchmarks are bet-
ter equipped with the insight they need
to identify areas of improvement and
ultimately improve practice perform-
ance.

While the process of benchmarking
involves comparing and measuring
your practice against better performing
practices with a similar provider and
service mix, the absence of useful spe-
cialty-specific data often makes bench-
marking a difficult task for dermatol-
ogy practices. For example, the Medical
Group Management Association’s
(MGMA) Year 2003 Cost Survey
includes only three participating prac-
tices under the category “single-special-
ty dermatology.”

In association with Allergan, Inc.,
BSM Consulting has completed bench-
marking surveys for more than 150
practices and is presently updating the
database with full-year 2004 operating
results. Practices participating in the
Allergan/BSM Program complete an
initial survey that provides us basic
background information on the prac-
tice. In addition, we generally receive
financial statements (balance sheet and
income statement), tax returns, an
employee census, as well as computer-
generated accounts receivable aging
summaries and physician productivity

reports. Upon receipt, our in-house
accounting and financial support staff
analyze and input the information into
a report format, which enables us to
compare operating results and calculate
several management ratios. 

Results to Date
We are in our fifth year of providing
database results
with 180, 189, and
153 participating
practices in 2001,
2002, and 2003,
respectively. Table 1
provides a geo-
graphic breakdown
of participating
practices, while
Table 2 illustrates
the breakdown of
practices by number
of physicians. Table
3 provides a list of
key statistics
presently being
tracked; we calculate the range, mean,
and median for each measure. Table 4
provides a summary of the results.

We are focused on identifying easy-
to-use tools that can facilitate practice
planning and analysis. By correlating
certain key indices, it is possible to cre-
ate ratios or measures that may have
broader application or appeal, such as
collections per patient encounter. To
calculate this measure, we divide total
collections for the practice or given
provider by the number of patient

encounters seen in the practice or by a
given provider. Importantly, we calcu-
late this measure by capturing in the
denominator of the equation only those
patients who end up with an evaluation
and management (E&M) billing code.
In most cases, we believe this will give
us a “good” number to work from. We
understand that by limiting encounter

data to E&M codes,
we are not captur-
ing 100 percent of
the patients that are
seen; however, we
are comfortable that
most visits are being
tallied. Tracking of
E&M codes is rela-
tively easy for most
practices and also
provides a consis-
tent measure of
annual patient
encounters. By
determining an his-
torical collection

rate per encounter, we can forecast
future revenue by building a scheduling
template and encounter forecast and
applying a revenue rate to the projected
total. This tool can also prove helpful
in performing breakeven analyses for
new providers or new locations under
consideration.

Limiting Factors
We acknowledge several limitations in
our survey results. First, there is some
selection bias, since the business con-
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sultants of Allergan identify participat-
ing practices. The good news is we
believe the results may be skewed
toward better performing practices.

Since an objective of benchmarking is
to identify better performing practices,
we believe our published results will
provide an unintended benefit for other

practices that may wish to pursue
benchmarking.

Second, we have observed a lack of
consistency in data reporting.
Although, as noted, we receive source
documents such as tax returns, finan-
cial statements, and practice productivi-
ty reports, we have struggled with the
fact that practices use different data
tracking and reporting systems. For
example, general ledger account cate-
gories for profit and loss statements
vary quite significantly. This often
makes it difficult to identify certain
physician benefits, which one might
argue should not be considered part of
overhead but an element of the doctor’s
compensation package.

Third, data reporting is based on the
cash method of accounting. Since the
vast majority of practices use the cash
method for both tax and management
reporting purposes, we believe it is best
to measure results along this same line.
From an accounting standpoint, the
cash method (recognizing revenue
earned when cash is received and
expenses incurred when actually paid)
has the potential to distort operating
results. For example, practices may at
times be counseled by advisors to defer
or delay income recognition or to accel-
erate expenses as a tax planning strategy.
If a practice processes and collects receiv-
ables in a timely manner while keeping
payables current, cash and accrual-based
operating results will be comparable.

Improving Performance
Many practices have discovered the
value benchmarking brings to improv-
ing performance. A successful quality
improvement initiative normally entails
three essential elements.

1. Focus the initiative on a practice’s
core products, services, and processes.
Isolate and target areas that can yield
the most significant improvements to
focus energy and achieve optimum
results. Communicate results to all par-
ticipants to demonstrate progress and

Table 3: The Key Statistics

General Financial and Practice Information

- Gross Charges - FTE Support Staff

- Adjustments - FTE Physicians

- Collections - FTE Mid Level Providers

- Operating Expenses - New, Established and No Charge Encounters

- Gross Non-Provider Payroll

Performance Measures and Ratios

- A/R Aging Analysis - Non-Provider Payroll Ratio

0 - 30 Days - Net Collections per Full-Time

31 - 60 Days Equivalent (FTE)

61 - 90 Days - Number of FTE Support Staff per FTE Provider

91 - 120 Days - Net Collections per FTE MD/DO

Over 120 Days - Net Collections per FTE Mid Level Provider

- Days Sales Outstanding - Patient Encounters per FTE MD/DO

- Net Collection Ratio - Net Collections per Encounter

- Operating Expenses Ratio
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Table 1: The Participants

Geographic Breakdown of Participating Practices

2001                          2002 2003

Location No. of Practices % No. of Practices % No. of Practices %

East 51 28.3% 61 32.3% 52 34.0%

South 71 39.5% 66 34.9% 59 38.6%

Midwest 29 16.1% 31 16.4% 21 13.7%

West 29 16.1% 31 16.4% 21 13.7%

Table 2: The Survey

BSM/Allergan Financial Benchmarking Survey

2001 2002 2003

Practices with Full Year Results 180 189 153

Survey Practice Mix

Solo 85 88 66

2-3 MD/DO Groups 81 78 69

4 or More MDs/DOs 14 23 18
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encourage continued efforts. 
2. Ensure the individuals who actu-

ally perform the work process under
study are involved from start to finish.
These individuals know the process
best and, consequently, will be most
capable of understanding and analyzing
it. When “mandated from above” (as is
sometimes the case in physician offices)
or when purposes and objectives are
hidden from those who make the
process work, unwarranted resistance
tends to arise, which may result in
inaccurate or unreliable findings.

3. Determine how to apply what has
been learned. Unfortunately, many
benchmarking plans omit this impor-
tant step. Although findings may point
the way to needed change, they do not
explicitly spell out how to implement
such changes. Therefore, invest time on
the front end to lay out a plan that
incorporates data gathering and data
analysis along with an allocation of

resources to support implementation of
process improvement.

Current Initiatives
The American Academy of
Dermatology (AAD) and BSM
Consulting are launching the AAD
Financial Benchmarking Survey. This
program will serve as an adjunct to the
BSM/Allergan benchmarking initiative
and will provide dermatologists another
source of information for comparing
their practice to other dermatology
practices in the areas of financial man-
agement, productivity, and efficiency.
Specifically, the program will analyze
financial and operational data and will
provide a comprehensive report of man-
agement ratios and operating statistics
to participating practices. Dermatology
practices interested in participating in
the AAD Financial Benchmarking
Survey can visit the web site at
www.aadfinancialbenchmarking.com.

The program is free of charge, and par-
ticipation is on a first-come, first-served
basis. The survey is limited to 150 prac-
tices. Practices currently participating in
the Allergan/BSM benchmarking survey
program are not eligible to participate
in this new program.

What It Means for You
Due to the varied nature of dermatology
practices, it’s important to view any com-
parison in the context of practice cir-
cumstances, since service mix, patient
demographics, local market competition,
and other factors greatly influence com-
parisons. Negative variation from the
average or median results does not neces-
sarily mean the practice must change.
On the other hand, positive variation
should not be seen as a license for com-
placency. Rather, the main objective of
benchmarking is to identify and priori-
tize potential areas of practice improve-
ment.
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Table 4: The Results
Summary of Tabulated Results

From the BSM/Allergan Financial Benchmarking Survey

2001 2002 2003

Performance Indicator Mean Median Mean Median Mean Median

A/R Aging Analysis

0 - 30 Days 50.29% 51.32% 55.02% 56.96% 54.37% 56.89%

31 - 60 Days 18.40% 16.97% 14.93% 14.51% 16.91% 15.21%

61 - 90 Days 8.61% 7.55% 7.52% 6.85% 7.73% 6.99%

91 - 120 Days 8.13% 4.97% 7.48% 4.67% 8.99% 4.83%

Over 120 Days 14.57% 14.26% 14.05% 14.26% 12.00% 11.53%

Days Sales Outstanding 46 43 39 36 38 35

Net Collections Ratio* 98.2% 98.6% 101.0% 100.0% 98.9% 99.0%

Operating Expense Ratio 52.6% 51.6% 51.0% 51.5% 52.5% 51.8%

Non-Provider Payroll Ratio 18.5% 17.8% 17.7% 17.5% 17.8% 17.5%

Net Collections per FTE Support Staff $166,813 $152,874 $177,269 $159,462 $187,403 $169,692

No. of FTE Support Staff per FTE Provider 5.46 5.1 5.34 5.00 5.31 4.8

Net Collections per FTE MD/DO $972,473 $864,002 $1,041,788 $928,556 $1,107,636 $994,473

Patient Encounters per FTE Provider 5,453 4,989 5,338 4,915 5,210 4,776

Net Collections per Encounter $174 $151 $178 $160 $194 $169

*Net collection ratio includes receipts for services and/or goods that are not included in the practice management system.
Therefore, net collections are greater than 100% of net revenue.

           


