
 

 
To Budget or Not to Budget, that is the Question 
Written by: Jim P. Kidd, CMPE 
 
During my career, I have spoken with many associates on this topic, and at this time of year, it 
weighs heavily on the minds of many corporations, businesses, and medical practices.  Some of 
my most respected colleagues in medical practice administration do not complete an annual 
budget, while others do so regularly.  What’s the difference?  Why do some successful practices 
“crunch the numbers,” while others, just as successful, do not?   
 
To Budget 
In our practice, we have several reasons, some founded and unfounded for performing an annual 
budget.  For us, it is “habit.”  Long before I arrived, the physicians in my practice became 
accustomed to taking an annual look at the numbers.  While we review our progress monthly, the 
budget for them and for us is a planning tool.  Aside from the “habit” of reviewing the infamous 
spreadsheets, the annual budgeting exercise creates the opportunity to look ahead 12 months – 
both at revenue and expenses.  They like to see what will change and why – whether internal or 
external.  Creating a budget facilitates discussion of the financial realities of our organization and 
provides the owners a little deeper perspective.  
  
There are several methods of budgeting.  In our case, we base the future on history and adjust 
the numbers caused by changing events such as a new doctor, piece of equipment, or payer 
adjustments that will alter both revenue and expenses.  Prior to the budgeting process, we are 
also forced to look at our future more strategically together.  While completing a budget will 
never aid in avoiding all surprises, it does help our organization avoid some surprises and 
maintain fiscal control.  The physicians’ input prior to “crunching the numbers” provides a bit of 
guidance for us as we compile the data and make decisions for the coming 12 months.  In our 
practice, the department managers are also very involved in looking at their own numbers and 
plans as part of our process.  We take a fresh look at salary costs, benefits, operational expenses, 
collections, collection rates, fee schedules as applicable, capital investments, as well as external 
revenue sources.  Don Schreiner, CEO of Rockford Orthopedic Associates reports that his practice 
takes budgeting one step further. He ties annual departmental manager increases to budget 
success.  This may not be feasible for smaller practices, but the incentive certainly keeps an 
appropriate focus on cost controls and revenue generation. 
 
Our owners understand that planning for the next year is an educated guess (especially in health 
care), however, they like the “ruler” it provides in guiding me and them in making appropriate 
financial decisions day to day.  Having a budget in place, for them, also takes them out of most 
operational cost decisions that might otherwise require an approval.  Of course, a limit is and 
should be in place for what a non-physician can approve, whether or not the cost was planned.  
We all have to manage to the bottom line, and a budget, in our practice offers a shoulder on the 
road to keep us on track.  Since the budget affects everyone in the practice, we 
also keep the staff informed, on a quarterly basis, not of the specific numbers per 
se, but whether or not we met budget from a revenue and expense perspective as 
a percentage.  For instance, one of our medical assistants is in charge of ordering 
clinical supplies.  She knows what our monthly expense allotment is, and this 
provides her guidance relative to supply costs. 
 
In the example below, our budget worksheet reflects the budget for the month 
and the year, with comparisons to budget (month and year), as well as last year to date.  In 
addition, the far right column reflects the amount of revenue generated by each provider, as well 
as the amount of net fee for service revenue spent in each category by percentage.  This picture 

 



 

 
provides an at-a-glance picture about the performance of each doctor as well as whether we are 
on target based on the expense targets established at the beginning of the year.  Lastly, it 
provides a quick look at the data should we want to compare to MGMA expense to revenue ratio 
benchmarks. 
 

REVENUE  ACTUAL MONTH 
 BUDGET 

MONTH 
 VARIANCE 

MONTH  ACTUAL YTD  BUDGET YTD  VARIANCE YTD  Prior Year to Date 

 Current Actual 
YTD as % of 

Total Net FFS 
Receipts 

Gross Collections - Dr. B. Pitt 95,452.42$            99,104.44$            (3,652.02)$          177,541.50$           184,334.26$          (6,792.75)$            182,490.91$           29.18%
Gross Collections - Dr. D. Hoffman 71,541.11$            68,656.40$            2,884.71$           139,505.16$           133,879.99$          5,625.18$             117,814.39$           22.93%
Gross Collections - Dr. T. Cruise 80,008.64$            71,352.62$            8,656.02$           157,617.02$           140,564.66$          17,052.36$           129,319.49$           25.90%
Gross Collections - Dr. S. Connery 76,514.28$            70,756.31$            5,757.97$           144,611.99$           133,729.42$          10,882.56$           121,560.05$           23.76%
Total Fee for Service Receipts 323,516.45$          309,869.77$          13,646.68$         619,275.68$           592,508.33$          26,767.34$           551,184.84$           
Dispensary Income 222.41$                 541.68$                 (319.27)$             507.24$                  1,625.03$              (447.20)$               -$                        
Meaningful Use - Medicare 8,000.00$              -$                       44.32$                8,000.00$               -$                       1,844.32$             12,000.00$             
Interest/Med. Records Income 223.68$                 250.01$                 (133.50)$             398.14$                  750.02$                 (995.31)$               299.23$                  
Refunds (Pt & Insurance) (5,489.00)$             (2,500.05)$             (1,779.77)$          (10,758.44)$            (7,500.15)$             (4,669.01)$            (11,025.55)$            -1.77%

Total Net Cash Receipts 326,473.54$  308,161.40$  11,458.47$ 617,422.62$   587,383.23$  22,500.15$   552,458.52$   100.00%
 

EXPENSES

Employee Payroll 92,345.12$            95,000.00$            (2,654.88)$          171,761.92$           190,000.00$          (18,238.08)$          184,300.00$           28.23%
  -FICA/Unemployment 10,157.96$            11,214.00$            (1,056.04)$          18,893.81$             22,428.00$            (3,534.19)$            21,755.16$             3.10%
Accounting 1,000.00$              950.00$                 50.00$                2,000.00$               1,900.00$              100.00$                1,843.00$               0.33%
Bank Charges 653.23$                 700.00$                 (46.77)$               1,215.01$               1,400.00$              (184.99)$               1,358.00$               0.20%
Bill/Pt Statement Processing 525.12$                 400.00$                 125.12$              976.72$                  800.00$                 176.72$                776.00$                  0.16%
Books & Subscriptions 112.25$                 100.00$                 12.25$                208.79$                  200.00$                 8.79$                    194.00$                  0.03%
Dispensary 159.00$                 250.00$                 (91.00)$               295.74$                  500.00$                 (204.26)$               485.00$                  0.05%
Dues 150.00$                 175.00$                 (25.00)$               279.00$                  350.00$                 (71.00)$                 339.50$                  0.05%
Education Employees 239.10$                 200.00$                 39.10$                444.73$                  400.00$                 44.73$                  388.00$                  0.07%
Insurance - Business 1,594.75$              1,400.00$              194.75$              2,966.24$               2,800.00$              166.24$                2,716.00$               0.49%
Insurance - Malpractice 3,500.00$              3,500.00$              -$                    7,000.00$               7,000.00$              -$                      6,790.00$               1.15%
Insurance - Health, Dental, Life, AD&D 4,072.52$              4,500.00$              (427.48)$             7,574.89$               9,000.00$              (1,425.11)$            8,730.00$               1.24%
Interest 345.56$                 400.00$                 (54.44)$               642.74$                  800.00$                 (157.26)$               776.00$                  0.11%
Laundry 85.42$                   100.00$                 (14.58)$               158.88$                  200.00$                 (41.12)$                 194.00$                  0.03%
Legal 378.15$                 250.00$                 128.15$              703.36$                  500.00$                 203.36$                485.00$                  0.12%
Medical Supplies 2,423.21$              2,500.00$              (76.79)$               4,507.17$               5,000.00$              (492.83)$               4,850.00$               0.74%
Mileage - Employees 15.69$                   100.00$                 (84.31)$               29.18$                    200.00$                 (170.82)$               194.00$                  0.00%
Office Expense 845.24$                 1,000.00$              (154.76)$             1,572.15$               2,000.00$              (427.85)$               1,940.00$               0.26%
Postage & Shipping 264.99$                 300.00$                 (35.01)$               492.88$                  600.00$                 (107.12)$               582.00$                  0.08%
Printing/Forms/Medical Records 645.45$                 500.00$                 145.45$              1,200.54$               1,000.00$              200.54$                970.00$                  0.20%
Rent/CAM 8,231.36$              8,300.00$              (68.64)$               16,462.72$             16,600.00$            (137.28)$               16,102.00$             2.71%
Telephone 521.42$                 550.00$                 (28.58)$               969.84$                  1,100.00$              (130.16)$               1,067.00$               0.16%
TOTAL NON-PHYSICIAN 
EXPENSES 128,265.54$  132,389.00$  (4,123.46)$  240,356.30$   264,778.00$  (24,421.70)$  256,834.66$   39.50%
NON PHYSICIAN OVERHEAD % 40.33% 43.07%  39.50% 45.26%  47.55%
INCOME AVAILABLE FOR 
PROVIDER COMP 198,208.00$  175,772.40$  15,581.92$ 377,066.31$  322,605.23$  46,921.85$   295,623.86$  
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Not to Budget 
Choosing not to budget for your practice may also be a sensible choice too.  Some practices 
choose not to create a budget for practical and manageable reasons.  One of the most logical 
reasons from one trusted colleague is that some physicians/staff may feel the need to spend the 
money just because the expense was budgeted.  A frequent quote in our practice is, “Just 
because it’s in the budget, does not mean we have to spend it.”  Certainly, this is a concern or 
mentality that must be addressed when creating a budget for a practice or any business.   
Depending on the type of practice, your expenses may be fairly flat or “predictable.”  If this is the 
case, then a budget may not be a necessary tool for your practice.  In her St. Louis Metro 
Imaging practice, rather than spending the required hours on budgeting, Chris Keefe, CFO, 
focuses her efforts on calculating the impact of reimbursement changes for the coming year.  She 
also forecasts the impact of any significant special projects or situations that might be happening.  
Rather than comparing performance to a budget, she is comparing actuals to the prior year and 
monitoring changes as they occur. 

 



 

 
At Midwest Orthopaedics, Barbara Sack, Executive Director, reports, “When you do not budget 
year to year it does not mean that you pay no attention to the P&L.  If anything, I pay more 
attention to it.  Every month I want to know how we performed compared to the same period in 
prior years and to expectations.” 
  
Barb goes on to report that the lack of a budget allows them to make other decisions and 
implement new projects much more quickly.  As with Chris, Barb regularly compares the P&L 
income and expenses against the prior year to ensure nothing is getting out of control.  Their 
reports likely look very much like the sample cited above, without monthly or annual budget 
columns, and with the variance percentage/dollars reflecting changes from the prior year instead 
of the budget. 
 
Whether or not we choose to have a budget, we as practice executives, must be accountable for 
the expenses and overhead in our practices, both with benchmarks and regular reporting.  It is 
important to keep an eye on the variances, both positive and negative, to maintain perspective on 
what is occurring in the day to day operations of the business. 
No matter your decision for 2015, knowledge is key.  Hopefully this reporting sample and the 
opinions on budgeting help make us all better in managing the uncertainties of healthcare finance 
going forward.   
 
 
 

 


