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Decreasing Accounts
Receivable Depreciation
The Silent Destroyer

Accounts Receivable Depreciation is a silent destroyer of the profit mar-
gins of many hospitals and providers. Accounts are less collectable as
they age. This holds true for both the insurance portion and the patient
portion of the account balance. Data from the US Department of
Commerce indicates that after ninety days accounts start depreciating
faster and at six months, only thirty (30%) of your money will be collect-
ed. Recovery maximization starts when you receive notification that ser-
vices will be provided. Accounts depreciation starts when the patient is
discharged. Start early, recover more, is what collections and reducing
accounts depreciation is all about.

Assessing the Damage

The first step in reducing accounts receivable depreciation is to complete
a quantitative and qualitative assessment to determine your current
state and identify breaks and leakage points. A quantitative review of
an accounts receivable aging will give you a snapshot on the age of your
accounts but it is not sufficient to identify issues and improve your per-
formance. The goal is to complete a qualitative review to identify the
weaknesses or breaks in your procedures that prevent or delay collections
and denials on accounts receivable. Addressing those issues will
decrease your accounts receivable depreciation.

A qualitative assessment should include discussions with Scheduling,
Insurance Verification, Precertification, Registration, Insurance Billing
and Follow-Up, and Denial Management. Discussions with Medical
Records and Ancillary Departments may be required if late charges and
coding are preventing or delaying billing. As insurance billing deadlines
decrease, it is imperative that you get your claims billed timely, follow-up
to ensure the claim was received and identify any issues preventing pay-
ment. Often times, billers are correcting recurring errors when there is a
fix for the problem. Staff may have deviated from defined procedures
because of training issues, system issues, lack of information, or lack of
resources. Claims generation may be delayed due to charge entry and
coding issues. Many qualitative assessments have determined that
management really doesn’t know what is going on at their facility.

A qualitative assessment should provide answers to the following ques-
tions and provide the basis for an action plan:
B What information is scheduling or registration missing?

M Are physicians providing you with patient demographic and insurance
information at the point of scheduling?
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M Are you identifying the patient portion and communicating payment
expectations prior to service?

M Are you requesting patient portions at the point of service?
M Are your charges captured timely?
M Are your claims coded timely?

M What type denials are you receiving?

Implementing the Plan

The key to reducing accounts receivable depreciation and increasing
profit margins is to shorten the cycle times from discharge to billing and
billing to payment. Maximizing recovery is best handled by activities to
prevent default or delinquency, thereby reducing the billing cycle and/or
payment cycle. Internal efforts should focus on default prevention and
cycle reduction times. After the assessment, you can identify breaking
points that increase cycle times, design a plan of improvement, imple-
ment the plan and identify key performance indicators to track progress.
Late charge reports and Discharged Not Final Billed Reports (DNFB) are
valuable tools to track charge entry and coding. Since charge entry and
coding are an integral part of getting bills out timely, but most often
does not fall under Patient Financial Services, it is imperative that you
work closely with other departments to obtain buy-in for procedural
changes, establish and communicate key performance indicators, and
obtain administrative support.

A collection policy should be written, communicated to patients and
staff, and supported by administration. Collection policies should identi-
fy how patient balances will be identified, establish payment expecta-
tions at the time of services, set guidelines for payment arrangements,
and identify service rendering policies if the patient cannot meet pay-
ment expectations. To improve accounts receivable depreciation, the
patient portion should be identified and collected at the time of service.
If patient portion cannot be identified, payment expectations and pay-
ment policies should be discussed with the patient.

After discharge, claims should be billed timely and worked timely to
ensure claim receipt and payment. An assessment may identify process
improvement or education opportunities that allow staff reallocation to
follow-up processes. If reallocation does not allow you to work all your
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claims, you should identify what claims you can work and obtain a ven-
dor partner to assist you with those claims you can't work. When
accounts are not worked, accounts receivable depreciates and agency
recovery potential decreases.

The most commonly outsourced services are Early Out, Bad Debt, Aged
Insurance, Workers Compensation and Liability, and AR Clean-Up
Projects. Careful consideration should be given when selecting a vendor
partner to ensure the vendor is licensed and bonded in the state they are
located as well as the state you are located and has expertise and expe-
rience in the area you need. A great bad debt vendor may not be the best
choice for aged insurance or accounts receivable projects.

Collection agencies are bound by FDCPA on rules of conduct when col-
lecting a debt. Agencies who are collection professionals and members
of ACA International also stress customer service in their collection
efforts. The collection agency you select and the approach they take is a
direct reflection on your facility.
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Although fee rates are a major factor when selecting a vendor partner, it
shouldn’t be the overriding factor. Vendors are in business to make a
profit and may cut collection activities to protect their profit margins if
the business is priced too low. The following should also receive careful
attention when selecting a vendor.

I Prior experience

W Staff expertise (training, education and certification programs)
M Audit processes to ensure FDCPA and HIPPA compliance

M Reputation and references

I Technology (Ability for electronic interfaces, IVR technology, skip trace
software and collection software)

M Collection cycle review
M Performance rates
B Reporting capabilities

M Requirements for managing the vendor

M Processes for providing information required by the vendor
M Feedback

M Bi-lingual staff

M Cell phone clearing unit

M Focus on healthcare receivables as compared to other types of con-
sumer debt

A new relationship begins when the vendor is selected. The relationship
and process must be managed to ensure maximum recovery on your
accounts. Accounts are referred to vendors because facilities don't have
the expertise or the staff to work the accounts. Vendor management and
vendor requests should not require a large portion of management or
staff’s time. A dedicated agency point of contact works best for most
facilities to reduce the time involvement.

There are two final points to consider in working with a vendor partner.
First, vendors usually require information from you to work the accounts.
These may include suit authorization, billing documents, payment verifi-
cation, balance verification, or validation of the debt. Failure to provide
this information impacts the success on account recovery. The proce-
dures for the most commonly requested information should be worked out
at the beginning of the relationship. Providing information to the vendor
timely will only enhance their ability to recover more for your facility.

The final point to consider is the feedback from your vendor. Remember,
the goal of the facility is to shorten the cycle times and prevent default
and delinquency on the cycle times. A vendor partner should provide
feedback on the things hindering collection of the accounts. Although
correction or improvement based on the feedback may reduce accounts
referred, a vendor should work as your partner and know that they will be
tops on your list when services are needed again.
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