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ABSTRACT

Pull iwmplementation >f the Uniform Chart of Accounts
(UCA) for Department of Dsfense (DID) amedical operations was
accomplished by DOD on 1 October 1979. Both before and
after UCA implementation, wmanagers of health care delivery
activities expressed concern about twc of UCA's fundamental
objectives: first, over the appropriateness of using UCA
generated data in making comparisons of internal, interser-
vice, intraservice, and civilian sector cost perforaance;
ard second, on the use of UCA data 2s a mechanisa for meas-
uring efficiency of operations, This thesis is an atteap*
to determine vhether the prescribed cost accourting process
results in information that can be used for thase purposes,
by either managers at the activity lavel, or by planners and
decision makers at the Assistant Sacretary of Defense for
Health Affairs in the fulfillment of its DOD medical opera-
tions oversight function. The major approach is a critical
analysis of the data generated by UCA. The liamitations of
the current process ars discussel and the conclusions

reached on the basis of +the resasarch and analysis are

provided.
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I. INIRODUCTION

A. BACKGROUND

In December 1975, the Department of Defense (DOD), the
Department of Health, BEducation, and Welfare (HEW), and the
Office of Management and Budget (OMB) compla2ted the Report
of the #iljitary Health Cage Study [(Ref. 1]). The Study, a
two and one-half year examination 5f <¢he military health
care delivery system, was commissioned at the direction of
the President in August, 1973. Areas of concern included:

1. The "anticipated physician shortage" resulting from
an and of the "Doctor Draft® in 1973.

2. The "quality of sgstens for planning management,
ggg‘:;aluatzon" of the Military Hea fh Services

3. The "increasing overhead and support costs® associ-
ated with providing health care *o “he military

establishment.
4. "The social equity of nilitarI medical care 2rd com-
gngi%étg wg%h national health care objectives."®

The MNilitary Health Care Study (MACS) contains 1ine
major recommendations "for more affective and efficient
delivery of military health care services in ths continental
United Statas (CONUS) fixed military medical facilities

during peacstime™ [Ref. 2: p.1-9]. The MHCS also criticized

10
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the %"lack of adequate population, workload and cost data,"

and the lack of "comparable information systems™ among “he
Services {Ref. 1: p.71]. ,

Pour specific findings of the study which gave impetus
+0 the creation of the Uniform Chart of Acoun%ts (UCA) ware
as follows:

1. Separate and independent information systeas and data
bases are maintainedl.

2. Different interpretations of the definitiors of common
data elements are made.

3. 1Inconsistencies, definitional problems, and non-
cosparable inputs provide thre2 divergent output
modes.

4. Valid comparisons of sgstens operations cannot, there-
fore, be made. ([Ref. 2: p.1-9

The MHCS therefore recommended that data be collected and
information developed in such a maan2r that a cost per bene-
ficiary could be computed and used as a measure of
efficiency and effectiveness. As a result cf these recom-
mendations DOD established a2 tri-secvice working gzoup ia
July 1976 to develop a uniform cost reporting systes. This
system, the Uniform Chart of Accounts for Nilitary MNedical
and Dental Treatment Pacilities, was implemented at ten tes:
sites on 1 October 1978 and throughout DOD o5n 1 October

~

1979.

n

---------




% The stated purpose of UCA "is ¢~ provida consistent

principles, standards, policies, definitiors, and
requirements for expense and perfdormance accoun+ing and
reporting by DOD fixed military medical facilities" [Ref. 2:
pe1-57. UCA wvas also intended to assist health care
managers "in the measuremznt of productivity, the develop-
ment of performance and cost standards," the promotion of
"cost effectiveness," and the idantification "of areas
reguiring management emphasis® [Ref. 2: Pe1-7]. It was
believed that these goals could be accomplished by devel-
oping common standards for measuring and reporting cost and
pertormance data. These standards w>uld also permit compar-
isons between military tr2atment facilities, 4improve the
identification of medical capabilitiss, and iaprove pocten-

tial areas for interservice support ‘Ref. 2: p.1-7].

B. PURPOSE

A considerable amount 9f time and effort is required a*
medical *reataent facilities %o gathzr and process the data
reyuired by UCA. However, its appropriate use by management
at the local activity and by health care planners and deci-
sion makers at higher authority has not been fully explored.

In 1979 Olson examined *+he UCA data generated by <he *en

12
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test sites to determire if meaningful cost-performance rela-
\ tionrships could be developad which would facilitate coampari-
; sons of hospital performance. Sevaral alternatives were
exanined and recoamerdations were aade which, in Olson's
opinion, would make such comparis>ns more meaningful ¢o
managers at all levels. [Ref. 3}

It is the intent of this thesis to critically analyza
UCA to estimate the value of the information being generatad
and its appropriate role as a tool for asaragament control
* and resource allocation. It is important that the fundamen-
= tals of this system ba understood by managers at all levels

in order to prevent the inappropriate use or application of

UCA data in decision-making.

o
RO

C. CONTENT

Chapter 1II prqvides a brief discussion of recogrized
7 concepts it planning and control theosry and practice as ‘hey
‘ relate *o0 UCA as well as a general overview of the objec-
tives and processes of UCA. Chapter III examines UCA in
relation to recognized principles 5f cost accounting and
highlights the differences and similarities, The analysis
in this chapter focuses on the valua and appropriate use of

L UCA data at the activity level, using UCA data genera+ed by

13
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the Naval Regional Medical Center, Oakland (hereafter
referred to as Oakland) as a basis for +the examination.
Chapter 1IV addresses the appropriate use of UCA data by
medical planners and decision-makers at the 0ffice of the
Assistant Secretary of Defense for Health Affairs
(OASD(HA)). The analysis focuses on the limitations of cos*
per unit of output coaparisons when used as a measure of
efficiency and as a tool for resource programaing or alloca-
s tion. Chapter V contains *he conclusions reached on the
basis of the research and analysis contained in Chapters III
and 1IV. Appendices A through D pr2sent a technical frame-
work of the UCA process providing background to the analysis

conducted in Chapters III and IV.

o D. RESEARCH APPROACH

As a modiaum for conducting ¢this research the Commanding
4; Officer of‘ Oakland made his facility available as 2a basis
for examining the system and its appropriate use by marage~
ment at *he local level. Several o>n site visits were made
to Oakland +to acquaint th2a authors with the procedures used
in the gathering, processing, and reporting of UCA data,
;* During *hese visits, interviews wvere conducted with both the

developers and users of the data. In addition, an entire
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................

year's worth of OCA data was provided, and vas used ex+ten-
sively by the authors in the analysis of UCA at the activity
level. A visit was also made to the Navy Bureaa of Medicine
and Surgery, Washingten, D.C. Discussions were held with

many of the users of UCA data and information was obtained

pertaining to the current and proposed uses of <the data by

4
RO Stre,

oy

decision makers.

A review of the cost accounting literature was conducted
to determine the extent to whiczh the UCA process cenforms to
recognized principles of cost accounting. This review also
provided the authors with information on the type of cost
data that is considered %> be most m2aningful to managers a*
all echelons within an srganization. When combined with the
views and rneeds of manageaent obtained from the above
mentioned interviews, the authors w=2re able to analyze and
evaluate UCA information from both the *heoretical and prac-

tical perspectives.

15
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II. HANAGRUENT CONIROL SYSTENS AMD THE UNIPORN CHART OF
ACCOUNTS

This chapter provides a general overview of some of the
principles of management control and cost accounting as they
relate to UCA. The discussion in this chapter proceeds from
a general discussion of ©planning and cortrol ¢o a more
specific focus on UCA as a cost accounting systenm, and
concludes with a general descriptisn of the objectives and
+he process of UCA. The focus proviied in this chapter will
enable the reader to bettar understand <the analysis that

follows in Chapters III and IV.

A. PLANNING AND CONTROL

Regardless of the purpose, structure, or size of the
organization, all managers engage in a process of planning
and control. Planning identifies what the organization will
do and how it will do it. Control provides a nmeans of
assuring that ¢the results ob+ained are <+hose <*that are
desired [Ref. &: p.2]. Three types of planning and cortrol
found in wmost organizations are idantified by An+hony and
Herzlinger:

" REESEERBHL LI BTttt B
are to be atta ninq these goals. i

16




2. t is defined as *he process by which
%%§§§§%§§€ §§%E§%§ “hat tthe organigatgon carrizs cut
its strategies effectively and efficiently.

3. Qper t is the process of assuri that
sgeiifign%%sﬁgni¥%lcarried gut ef fectively agg 2
efficiently. [Ref. 4: p.2])]

UOCA is concerned with eansuring that *he objectives at
each echelon of management are impla2mentad effectively and
efficiently and wvwith bringing +o management's attention
those areas that may require increased management emphasis
(Ref. 2: pp.1-7). The devalopers of UCA recognized the need
for managemen® control, as illustrated by the following

statement froam the UCA implementing lirective:

maragers need current, accurate, and complete quantitative
data " for decision making conpiring actual erformance
vith objectives, ana yzing significant deviations, and
taking corrective action (Ref. 2: p.1-101].

The Uniform Chart of Accounts appears to be a management
control system and attaapts to provide managers with
informa+ion that will aid in their ability to improve the
efficiency and effectiveness of th2 ailitary health care
delivery systea. Although not specifically desigred to deal
with the day to day operating decisisns tha% are appropri-
ately influenced through operational coantrol, individual
activities have the flexibility to design systeas ir suppor*:
of UCA tha* meet <their own organizational and management
nesds [Ref. 2: p.1-11). This issue will be the emphasis of

Chapter III.

17
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B. EFFICIEECY AND EPFECTIVENESS

The Military Health Care Study (MHCS), <the impetus for
tﬁe developnent of UCA, identified +the need to monitor the
efficiency and effectivenass of the Military Health Sarvices
System (MHSS) [Ref. 1: p.88].

Anthony and Herzlinger [Ref. &4: p.5] have defined “effi-
ciancy® as "the ratio of outputs to inputs, or the amount of
output per unit of irnput", and "eff2ctiveness" as a neasure
of hov well an organizational unit has met its objectivas.
In mos:t cases a measure >f efficiency can bs developed by
relating quantifiable inputs to gquantifiable outputs and
then comparing the results to some standard that represents
the inputs that should have been incurred for the actual
out puts produced. In this respect, UCA attempts to measure
efficiency by computing a cost pa2r unit of output for
various inpatient, ambulatory cars, and ancillary service
accounts. These accounts are identified iz Appendix a.

Effectiveness deals with how well <the outputs of an
organization contribute to the accoamplishment 5f its objec-
tives and in general is much more difficult *o measure. In
many cases it 1is necessarily stated in subjective and

nonguantifiable terns bacause of the difficul*y in

18




quantifying both the objectives of an organizaticn and its
outputs (Ref. 4: p.S]. The MHACS identified four =wmajor
objectives of the Military Health Services System:

1. To maintain a physically- and zentally-fit, combat-
and operationaglg-resayynilitary forcg... !

2. To ensure *he timely availability of trained manpower
and other health resaurcei required %o provids suppor*
to approved combat, mobilizatisn, ard contingency
glans of the military forces vhilg maintain ng a_pro-

essionallg viable and effective military health care
systen that is an incentive for the recruitment arnd
retention of high-quality health professionals in an
all volunteer milifary fdrce...

To provide a g:ograg of health services to all
eligible begeficiaries as currantly authorized by
la and which has d2veloped *hrough practice...

4. To maintain a system of health services that function
as effectively and =2fficiently as possible and ¢o
assure the complete and efficiant utilization of all
Department of Defenses health rasources.

{(Ref. 1: p.15-16]

UCA attempts ¢o0 assist in the accomplishment of the last

objective,

C. HANAGEMENT CONTROL SYSTBANS

Anthony and Herzlinger (Ref. 4: p.14] address four prin-
cipal steps in the managea2n* control process each of which
leads to the next to form a closed loop:

1. Programaing

2. Budgeting

3. Operating (and measurement)

4. Reporting and Analysis

19
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OCA is a cost accounting system that relates ¢o the last
stsp in this process.

During the developaent of UCA the designers considered
the existing accounting and reportiny systems as well as the
"differences in <the military missions, system slzas,
hospital sizes, £fiscal and financial structures, reporting
authori+ies, reporting requirements, and other distin-
guishing <factors" [Ref. 2: Pp. 1-9,1-10]. oca is a
management control systea necessarily imposed upon struc-
tures and systems already in a2xistance rather than being
designed ¢to meet the spacific nesds of each individual
activity. Because of +his, the process fzedback 1looo
between step 4 and step 1 identifiad above was not systemat-
ically developed. The 1limitations in trying *o force the
current UCA structure to complete tha loop for use as a tool

in programming resources will be discussed in Chapter IV.

D. COST ACCOUNTING SYSTENS

"The essence of the management vrocess is decision
making - the purposeful choosing €from among alternative
courses of action to achiavas some objective" (Ref. S5: p.l4].
Managesent control systams and, more specifically, cost
accounting systeas such as UCA, should serve decision makers

within the organization.
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The proper development of a cost accounting systea
reyuires a thorough undsrstanding of the organiza*+iornal
structure of the enterprisa, the processes that take placa

within the organization, and the information requirements of

all management levels [Ref. 6: p.65]. UCA is a gystea that
took the existing fimancial and ornganizational structure of
the three service nedical depactpents and their health cage
facilities and assysed that their oggamization, processes,
and ipformation zeguigements wece sipilar enough Lo DYe

. conpatable vith a common UCA concept. The impact that this

...........
.........
- & el

assumption has upon the decision makars at both the activity
level and at higher authority will be addressel in Chapters
III and IV, respectively.

The mnmajority of 1literature on the subject of cost
accounting primarily addrasses profit generating enterprises
[Ref. 5,6,7) The literature tha: deals with cost
accounting in health care facilities addresses institu+ions
in the private sector (Ref. 8,9,10,11). Comaon uses of cost
data in the private sector incluie: measuring profis;
identifying inventory costs; assisting in “he developmen:t of
pricing policyg controslling =costs in r2sponsibility

centers; and furnishing relevant 3ata for decisior making

21
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[Ref. 6: pp.40-41]. In private sector heal+h care institu-

tions it has been observed that the major use of cost
accounting iInformation has been for establishing and se+tting
prices [Ref. 8] and "to insure that all expenses incurred in
its cperation are covered by the charges to users"™ [Ref. 12:
p.58]. Obviously, UCA lata has limited application for
establishing prices for health servizes within DOD. It is
primarily intended for use by decision makers within the
Military Health Services Systea (MHSS) in evaluating
per formance, measuring productivity, and ensuring the effi-
cient use of resources [(Ref. 2: pp.1-10,1-11]. Although the
use of cost accounting data within the MHASS will not alwvays
be the same as that for either profit generating enterprises
or private sector health care institutions, it appears *hat
the system design concepts and tha actual processes ara

similar.

BE. THE UNIPFPORH CHART OF ACCOUNTS

UCA wvas established to provide a standard accountiag and
reporting systea for all DOD fixed msdical *reatment facili-
+iss that would assist managers in making decisions
concerning the operation of the Military Health Services

Systes. To accoaplish this task, six objectives were

22
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established for UCA. Specifically, these objectives wvere to

provide:
1. 2 single tri-service chart of accounts

2. common definitions of workload, cost elements, and
vork centers

3. a basis for management rapor:s

4. leans of measuring performance for:
nternal gonpntisons
terse*v ce coaparisons
erv_ce com parisons
civil an sector comparisons

S. A mechanism to measure efficiency and cost

6. A common mechanisa for the assig e t of overhead and
ancillary service expenses, [R p.1-13)

Dl

Medical treatment facilities wer2 given the flexibility
t0 design systeas in support of UCA that aet <their
individual needs, consistsnt with th2 reportiag requirements
of the Office of the Aassistant Secretary of Defense for
Health Affairs (OASD(HA)) ([Ref., 2: p.1-11]. The hope vas
*hat this flexibility would provide aanagers at all levels
vith the ability to make better decisions on the operating
activities of <the ailitary health care delivery system
[Ref. 2: p.1-10].

UCA is a cost accounting systam that identifies the
total cost associated with the =medical aission of DOD fixed

nedical treatment facilities, assigns these costs %o work
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centers, and through a stepiown process further assigas
these costs to a number of final operating expense accounts.
UCA alsc identifies, in special program accounts, those
costs that are associated with functions +that are nacessi-
tated by <the military mission of ths activity but are not
related to direct patient care. Appendix A provides 1a
fairly detailed discussion of UZA and provides specific
informa*tion concerning the stepdown amsthodology. Appendix B
provides a detailed 1listing of UCA accounts (work canters)
to whichk all costs must be assigned, and the performance
factor which serves ag a basis for workload data collection.
Appendix C provides guidelines for the appropriate distriba-
+ion of full-time equivalent man-months %o UCA accounts
(work centers). Appendix D provides the sequence which must
be followed in the <closing of <+the intermediate operatiug
expense accounts.

"The end product of UCA is a sabstantial data base of
information and a Medical Expense and Performance Repor*
(MEPR)" (Ref. 2: p.1-13]. The MEPR represents a suaamary of
the data developed during the UCA process, a copy of which

is included as Pigures A.2 and A.3 of Appendix aA.
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The UCA process consists of four basic steps as depicted
in Piguie 2.1 . The first step is the accumulation of
workload, performance, and cost data from information
systems that were already in existence prior to the imple-
mentation of UCA. Although OCA was not designed to alter
the existing structures of the military medical departments
and assumed that existiny financial and management data
collection systems were adaquate to 12t the rejuirements of
UCA, systems *that did ro+ conform weres expected to be "modi-
fied at the earliest opportunity®"  Ref. 2: 9;1-1n].

The second step of the UCA procasss concerns the purifi-
cation of the data accumulated in sta2p one. Ths purpose of
this step is to properly align <the accumulated data so tha*
all costs associated with *the medical mission are properly
recorded and, to ensure +that costs 1no+t related to <+he
medical mission are recarded in the appropriate special
program account.

Step three involves th2 processing of the data that has
been accumulated, purifisd and recorded in the UCA accounts
described above. This stap involves the allocation (step-
down) of costs from support and ancillary workcenters

(intermedia+e accounts) "to> direct patient care services

25
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(final accounts) and 5> those nonpatient care aissions
suppor+ted by the nmedical treatasn* facility (special
progranms)" [Ref. 2: p.1-14]. This process is described in
detail in Appendix A.

The last step of the UCA process involves the reporting
of results. As a result 5f the accumulation, purification,
and processing of the data, a number of data displays are
developed, all of which support the ability of an activity
to compile the Medical Expense and Performance Repcr* which
is submitted to OASD (HA). Several of these dJata displays
are described in Appendix A.

This brief discussion of the UCA process is intended
only to provide the reader with a rud mentary knowledge of
UcA. If more detail is needed or 1esired, the reader is

referred to Appendices A “hrough D.
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III. EVALUATION OF THE UNIFORH CHART OF ACCOUNTS AT THE
AGTIVITY LEVEL

In evaluating OCA within <*+he Military Health Services
System there appears to be two dis+inct levels of managemen*
E\ and decision making. The first involves managemen+
& processes and decisions at the activity and the seccnd are
those at higher aunthority. UCA is a cost accounting system

+hat was born out of a perceived ne2d at the top management

levels within the Military Heal*h Services Systam to be able
to make comparisons betwea2n medical facilities both within
the same Service and between Services, as a means c¢f meas-
uring performance and efficiency. It was also intended to
aid activity managers in making comparisons between prograas
within their activities (Ref., 2: p.1-13].

This chapter will evaluate CA at +*he activity 1level
using data generated by Naval Regional Medical Center,
Oakland, as a basis for di scussion. Because the data used
in this chapter is specific +o UCA r2porting at Oakland, the
specific examples presentad may ©ndo>% apply *o all other
madical facilities. However, it is believed “*hat *the prin-

ciples and concepts presented are applicable ¢o ary military
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health care facility that is subject 0 +he requirements of

UCA.

A. BRESPONSIBILITY ACCOUNTING VS PROGRAN ACCOUNTING

Maragement control systems have two basic types of
account structures: program and r2sponsibility. Progran
accounts collect da*a on the prograas *hat an organization
undertakes. and are designed to meet the needs o¢f plarners
and analysts. The data from prograa accounts is generally
designed for three principal purposes:

1. To make decisions about the rasources that should be
devoted to a program;

2. To allow comparisons of prcgrams between organiza-
tions; and

3. To provide a basis for fees charged or reimbursement®
for services
[(Ref. 4: pp.5,19]

Responsibility account structurss classify irforma*ion
based upon <the responsibility centers tha* are responsible
for incurring the cost and are designed to meet the nzeds of
operating managers. Responsibility account data is gener-
ally used for *he following:

1. "Planning the activities of rssponsibility centers";

2. "Coordina*ing +he work of the several responsibility
centers in an organization"; and

3. "Controlling the responsibility center manager."
[Ref. 8: p.7)]
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Pigure 3.1 Natrix Jrganization of a Rospital.

Por the purpose of discussion, these two structures have
been idertified separately; however, in application *hey are
closely related. A hospital can be viewed as a nmatrix
oryanization which is diviled across product (prograa) lines
such as medical or surgical divisioans, each of which is
served and supported by common suppd>rt divisions [Ref. 13:
pp. 163-160, Ref. U: p.87]. Figure 3.1 demdnstrates *the
relationship. This concept illustrates the close relation-
ship that exists Dbetween program accounts (clinical
services) and ot*her responsibility centers (ancillary and
support services) in a hospital sat*ing. Pape [Ref. 8:

P.33] contends that hospital accounting da*a aust be capable
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of being arranged along srganizational 1lines t¢o allow for
responsibility accounting and along product (service) 1lines
to allovw for product costing purposes.

UCA appears to be a mix of both responsibility and
prograa account structuras. The final produc* >f UCA is the
Medical Expense ard Performance Report (MEPR) which
identifies the costs associated with each of the final oper-
ating expense accounts of 1Inpatient Care, Ambulatory Care,
Dental Care, and Special Prcgrams. UCA assigns all costs to
these final operating 2xpense accoun*s during <the stepdown
process and is consistent with th2 concept of a prograa
accourt structure [Ref. 4: p.79].

UCA is also held to be "a system of cost accounting and
expense reporting that provides management with a basic
framevwork for responsibility accounting" [Ref. 2: p.1-10].
Horagren (Ref. S: P-156] statas that "rasponsibility
accounting...systeas rescognize various decision centers
throughout an organization and trace costs...to the
individual manager who has responsibility for making deci-
sions about the costs in question." Responsibility accounts
correspond *o the organizational units wi+thin an organiza-

+is>n ([Ref. 4: pP.581]. A reviaw of +tha UCA accounts
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contained in Appendix B indicates that many of these

accounts correspond to spacific organizational unifs.

If UCA is to be used in both th2 context of program and
responsibility accounting, <the distinction between the two
structures is iamportant. Although programs and responsi-
bility may be synonymous at the higher levels within the
Military Health Services System, this may not be true as one
moves lcwer in the organization to the operating levels.
For example, Internal Medicine is a final operating expense
account of UCA, yet there is no distinct sirgle resvonsi-
bility center associated with the entire 1Internal Medicine
prograa. Ward personnel comprise 21 significant por+ion of
+he resources required to care for pa<tients adaitted by the
Internal Medicine Service; however, because >f the matrix
organization of the hospital, <they do not ccme under the
management control or ra2sponsibility of the Chigf of
Internal Nedicine. Although the Internal Medicire Servicse
pay consume resources from many diffarent areas and the cos:
of providing those resources is allccated by UCA <o <+h=
Internal Madicine subaccouat (UCA accoun*t 2AA), neither the
Chief of 1Internal Medicine nor the physicians within <*he

Service have any direct control over the operation of the
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ancillary and support work centers <+that provide <thesa

services. While they may control +the number of laboratory
tegsts or x-ray exams that they order, they 4o not control

the costs of providing thasse services.

Both program and responsibility structures appear to
have use within a amilitary health care €acility. A
Coamanding Officer may find prograa information helpful as a
tocl for identifying programs whosa unit costs appear to0 b2

out of 1line with other programs at the facility or with

similar programs at other facilities. He can ther investi-
gate significant variancss and take appropriate corrective
action. The responsibility structure should be useful to
both <the Commanding Officer and 1ld>wer 1level managers in
evaluating the performance of indivijual work centars and
their contribution to ¢the total cost of operating the
facility. Hovever, the decision t> use UCA data to assist
in the maragement of an activity is one that must be made by
activity managers.

The balance of <this chapter will examine UOCA as
currently isplemented at Oakland anl evaluate its poten+ial

use as bcth a prograa and responsibility accounting system.
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B. COST OBJECTIVES

In order to support tke decision process, aanagers mus:
deteraine and define cost objectivss. Cost objectives
should include "any activity for which a separate measure-
ment of costs is desired" [ Ref. 5: p.20]. Although UCA has
identified a set of clearly 3efined cost objectives (work
centers), they appear %5 be 1a3sign2d to suppoart <he deci-
sions and needs o9f higher authority. If UCA is to be useful
+0 managers at the activity level, the cost objectives nmust
support their needs as well.

Por the purpose of making coﬁparisons between facili-
ties, the program structure of the work certers identified
by UCA may be meaningful. However, for the purpose of
management control at th2 activity lavel, +*he davelopment of
additional work centers or const objectives tha* more closaly
correspond ¢to the organizational 1linas of fesponsibility
within the facility wmay ba beneficiail. For exaaple, *he
costs of operating a ward at Oakland is aesigned to the
medical or surgical cost centers on <+he basis of <the
occupied bed days attributed <+<o the particular secvica.
Hovever, the operation of the ward is organizatiorally the

responsibility of the Chief of Nursing Service. An
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accounting report to identify the uni¢ cost per occupied bed
day on the ward may be benaficial in s=valuating “he perform-
ance of the ward. As stated earlier, UCA allows individual
activities the flexibility *o design systems in support of
UCA "to accomodate their own organizational s+%ructurses and

management reporting needs" [Ref. 2: p.1-11].

C. CLASSIPICATION OF COSTS

In order for cost data to be useful to management, costis
must be classified. Whila there ar2 a number of ways tha*
this can be accomplished, <classifications that are commonly
used in “he heal*h care setting include the following:

1. fixed or variable cos*s;

2. unit costs; and

3. direct or indirect costs. [Ref. 10: p.7]
Each of these will be discussed in turn.

1. [Eixed orp VYariable Costs

The ability of an organization +to differentiate

betwveen fixed and variable costs can be useful in evaluating
how changes in activity or volume 0of a cost cen*ter will
affect “he total cost. "If a given -ost changes in total in
proportion to changes in activity, it is variable; if a cos:

remains unchanged in to%al £for a given time pericd despite
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vile fluctuations in activity, it is fixed" [Ref. S5: p.21].
UCA makes no attempt to differentiate between fixed and
variable costs. As a result, the usz of UCA data to predict
total costs based upon changes ia workload or activity are
very limited.
2. Uit Costs

Uni+ costs represant the average cost per unit of
measure and include both variable and fixed costs. A
distinction should be made between these types of cost in
any arpalysis of wunit costs for th2 purposes of decision
making (Ref. 10: p.12]. Horngren {Ref. 5: p.25] notes that
a "common mistake is to regard all costs indiscriminantly -
as if all costs were variable cos*s." For this reason, the
interpretation of unit costs must be done with caution. PFor
example, it is incorrect to concludaz tha* because Oakland's
cost per occupied bed day (0BD) for <Cardiology is $276.76
that each additionmal Cardiology OBD will result in an ircre-
sental cost of that amount. A portion of the cost is fixed
(depreciation, housekeeping, police and fire pratection) and
will occur regardless of an increase in workload while
aro-her portion (laundry, medical supplies) will ornly occur

in direct relation to an increase in 0BD's. Because UCA
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falls to differentiate between the fixed and variable
por+tions of uni+t costs, users of UCA data must recognize
this 1limitation in order to avoid srroneous conclusions
concerning +the effect of changes in <the activity of a
program on total costs.

Caution must also be used when using UCA unit costs
as a basis for evaluating the efficiency of rasponsibilis
centers. Por example, Pigure 3.2 rz2presents an average cost
(unit cost) curve for 2a hypothetical work center 2and is
comprised of both variable and fixed costs [Ref. 14:
pp. 187-191]. It specifias that as output increases, the
cost per unit of output (average cost) will decrease. The
output measure that corresponds to the lowest point on +he
curve represents <the level at which the cost per unit of
output will be the least. Rowever, it does ro* necessarily
represent <+he lowest <+¢otal cost <that could or should be
attained. For illustrative purposes, consider Figure 3.2 t¢
be a hypothetical clinical pathclogy department in a
hospital with a quantity of ou“pu* represened by weighted
procedures (W/®), which is thke UCA outpuf measure for clin-
ical pathology. With an output of 10,000 W/P's tha

department has a unit cost of $9.00 and a *otal cost of
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cost per
+ of
Output(3)

$5.20 1
$4.00 +

uanti of
p

B A ty
7,000 10,000 utput (W/P)

Total Cost at A = 10,000 X $4.00 = $40,000
Total Cost at B = 7,000 X $5.20 = $36,400

Pigure 3.2 Relationship of Onit Costs to Total Costs.

$40,000 (10,000 X $4.00). With an oatput of 7,000 W/P's the
unit cost is $5.20 and ths total cost is $36,400 (7,000 X
$5.20). If the responsibility center manager is being eval-
uated on unit costs, there is an iIncentive to increasa
output (workload) +c¢ drive down unit costs whether or not
that cutput 4is actually required. The Cliniczal Pathology

Department has an incentive ¢to produce 10,000 #W/P's
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regardless of the *otal cost of dJdoing so because +*he uni+
cos* is lower at that output than at 7,000 W/P's. Arn evalu-
ation of unit costs coull be misintarpre+ed as an increase
in efficiency while in reality, uannecessary workload is
adding *o total costs and resulting in inefficiency.
3. Digzect Q¢ Ipdirect Costs

A third differentiation of ccsts can be made with
regard to +he ability to trace a cosz to a specific func-
tion, cost center, or product. Costs that can be “raced to
a single cost objective are direct costs. Costs that are
incurred by two or more cost objectives are indirect costs
and wmust be allocated using scme accep*able allocation
met hod. Indirect costs should be allocated on the basis of
some identifiable causativa relationship +to ths cost objec-
tive [Ref. u: p.-11]). Direct and indirect costs can be
fur+her classified as fixed or variable ¢to provide nmore
precise information conc2rning <cost behavior ([Ref. 10:
p.141].

UCA classifies cost as either direct or indirect ani
then, after an allocation s<epdown process, coaputes unit
costs. All costs are initially designa*ed as direc* costs

of either an intermediate or final operating expense
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;; account. Ccsts included in the intermediate accounts beconms
indirect expenses of the £final operating expsnse accounts
after stepdovn has been coapleted.

The classification of OCA direct costs is determined
more by the ability of the data ccllsction systsm to accumu-
late cost directly by work centers than by the nature of the
cost itself. UCA data for Oakland shows that not all subac-
counts within the Inpatient Medical Accouant (UCA Account Al)
have physician salaries identified with <+them even <+hough
they report workload and compute a <cost per unit of output.
For example, the Neurology subaccouant (UCA Accourt AAJ)
shows a workload of 1313 occupiled b2d days and a cos* per
occupied bed day of $212.73. Howevar, the Neurology subac-
count shovws no direct axpenses and nc physician salaries.
Physician salaries for inpatient Neurolcgy appear o be
accumulated in some other inpatient subaccount. The same is
true for several other subaccounts within ¢he Inpatient
Medical Account. Although these discrepencies »ay be caused
by the difficulty of making accurate dsterminations cof whers
a physician ac*ually spends his +ine, i+ results in a cos+
that is normally considared a2 direct expense [Ref. 10:

pp. 35-43, Ref. 23 pP.3-12] being disregarded iIn <the
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compila<ion of costs for some work centers. In addi+tion,
physician salaries for some of the ambulatory clinics at
Oakland are recorded as 3irect expenses of <h2 subaccounts
@; | vhile others are not. Military physician salary costs for

OB/GYN Clinics are placed in a cost pool <£or later allcca-

+ion while in the case of surgical clinics <hese costs are
identified as direct expenses for +the appropriate subac-
count. Bscause of the varying methods of identifying cos:s,
cost categories take on different msanings between similar
pragram accounts, The us2fulness of the classification of
direct or indirect cost becomes gquestionable unless 1like
costs are identified diractly with comparable subaccounts.
This becomes particularly relevant when making comparisoans
bet ween programs (services) within facilities or batweer
facilities. The greater the number of cos*ts tha* <can be
identified directly with 1 specific work center, the more
valuable will be the information that+t is produced [ Ref. 10:

pP. 33-431].

De ALLOCATION OF COSTS

An essential facet 2f anay cost acccunting system is cost
allocation {Ref. 5: p.495]. In UCA cost allocation is *he
process of distributing ovarhead and ancillary service costs

to the final operating e2xpense accounts.

u
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UCA allocates two distinct groups of costs to the final
%‘ operating expense accounts during the stepdown process. The
first group is support services which for the most part are
indirect overhead «costs over wvhich individual wvork centers
l. have little direct control. The secord group is ancillary
service cost which includes clinically related services such
é; as pharmacy, laboratory, and radioclogy. This group of costs

is directly related to the ¢treatmant of <the patient and

influenced by managers of <clinizal work centers by the

amount of service they use, UCA allocates support services
first and ancillary servicas next. Because the allocation
of both groups of costs occurs simultaneously during step-
down, <*he cost data that is available for analysis mcves
fror a stage of identifying only a portion of what should be
classified as direc* costs to a cost figure that includes a
combination of both direct and indirsc* costs. If +he cost
data is going to be meaningful and useful o managers, the
differentiation between direct and indirect costs should be
maintained during the stepdown procass and displayed as such
on interim management accounting reports [Ref. 10: p.45].
Horngren [Ref. 5: p.162] nctes that a common complain%t of

managers is that they are unfairly charged with costs over
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vhich they have no control. He corcludes that "indiscrimi-
nate cost allocations may undermine <the confidence ' of the

managers in the entire system."

B. MANAGEMENT REPORTS

The Computation Summary, the D2tail Uni* Cost Report,
and the Medical Expense and Performance Report
(MEPR) (described in Appendix 2A) are the final reports gener-
ated by an activity at the completion of the UCA process.
If UCA is to be useful for responsibility accounting, one
would expect the manager 5f a work center which is reported
on the Detail Unit Cost Report to be able %95 make soae
judgement on the relative efficiency of his work center
based upon the data given. Por exaaple, +he Detail Unit
Cost Report generated by Oakland identifies ths costs asso-
cia+ed with Diagnostic Radiology (UCA Account DCA), as shown
in Table I . However, when omne scrutinizes the cos*s repre-
sented in each category, it becomes oshvious that, as a tool
to measure the performance of diagnostic radislogy, *he
information is of questionable value. The first column of
Table II displays *he costs that arz coambined %o create the
total of Direct and Support Expens2s, shown on Table I.

Thease costs include 1ot only oxpenses for Diagnostic
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TABLE I
Detail Unit s goczl og%zgngstic Ra %ology (bChr) -

Direct and Support Costs $1,577,365
Ancillary Costs 1,073,970
Total Expense $2,651,335
Ancillary Workload 395,823
Cost per Unit 6.6982

NOTRB: The ter ancillarg iosts ip this Sasg refers *o
costs tha*t were collected 1in a rad:o o9y cos. pool
and includes components of both direct "and allocat-

ed costs.

Radiology at <the core bhospital but also *he costs €for
radiology services at tha nipe outlying Branch Clinics of
Oakland. Table II also displays the costs that are combined
to create the total of ancillary axpense. Because of *“he
ayriad of costs “hat are aixed in tha ¢otals, an evaluation
of the performance of Diagnostic Raliology bassd upon these
figures becomes difficult. I- is possible for omne to go *o
the Computation Summary %> gaia further iansigh+t into <he
components of the costs; however, *hat report contains very
limited information. A complete undarstandirg of the costs
+ha¢t are included ir <h2 to*als o5n the De*ail Unit Cos*

Report requires a tedious and +ime consuminy process of
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Y TABLE II
Diagnostic Radiol - Bx rse B dowvn - NAVREGMEDCEN
I eh Aot 3 h P L
Direct and Support Ancillary {

Bxpensa Expense

Direct Expense $1,155,984 $795,603
Allocated Costs

- Command Staff 43,1 9,488
s Operatgng Management 2%:2?9 uisga
g nn n-ca*lon 11,575 2,544
- o ian Personnel 1,927 4,464
N ui tar Personnel 11,520 108
d cOlptro 8,778 1,930
N IS 159680 37447
&% NAP ggort 2,733 26
%% Pass ice Support 1,236 12
5 iord Processing - 105,130
o Pife Protec+ion 5,308 81
N ice Protection 5,735 88
» Plant Eanageleni 3,514 54
. Operation of Utilities 93,113 1,131
r! u§ ntenance of Real Property 86,503 23,671
nor Construction 8,136 3,656
Ot er Engxneering Support 8,389 128
Pransportati op -- 174
ua+er1al Services 55,171 17,494
Housekeep lng 1, 241 4,046
Biomedical Repair 9,650 96,031

Linen and Laundry 26,791 _—

Total $1,577,365 $1,073,970 I
GRAND TOTAL $2,651,335
EZTTSEERNZETEREETS

following the costs through the OCA Stepdown Schedule, and
tallying each category of cost. It is not the irntent of
this discussion to advocata +that all cost da*a be displayed
in minute detail on UCA output reporis, but that costs
should be categorized and displayei 3in a nmanner “hat is

us2ful +o rasponsibility center managers and upper level
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managers within an activi*y in evaluating +the performance of

responsibility centers.

P. CONTROLLABLE VS NON CONTROLLABLE COSTS

The issue that will be addressed 3in this section
concerns the costs that should be assigned to the manager of
a responsibility center to provide an indication of how well
he is discharging his duties. Thare are differing views
concerning “he kinds of costs that should be included in the
reports of a responsibility accounting system. The first is
tha+ only those costs that are direstly controllable by the
manager of the responsibility centar should be included and
is ¢the position taken by most advocates of rasponsibility
accounting [Ref. 5: p.161]. “An item of cost is control-
lable if ¢the amount of cost incurrad in or assigrned <+o a
responsibility center is significantly influenced by the
actions of <the nmanager of ¢the responsibility center®
(Ref. 4: p.12]. The second is that noncontrollable cos*s
tha*+ are indirectly caused by the existence of the —esponsi-
bility center should also be includ24. The purpose of the
latter is *to force the manager to try to influence, in a
positive way, cos*s being incurred in other rasponsibility

centers. In any case, contcollable and rnoacontrollabl2
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costs should not be nmingled indiscriminately or responsi-
bility accounting reports. [Ref. 5: pp.161-162]

This distinctior between contrsllable and noncontrol-
lable costs is not clear in the UCA repor+ing system. It is
often difficult to separat2 costs that are controllable from
those that are not. Tha Chief of Radiology Service has
responsibility for the Diagnostic Radiology work center;
hocvever, as seen in Table II , he has vastly differen+
degrees of control over th2 costs that ares included in that
account. He may have a great deal of control over direct
expenses; he has a limit23d amount >f control over material
services and 1laundry expenses based upon his use of these
services; and he has virtually no control over fire protec-
tion, police protection, or plant maiagement. However, they
ars all grouped together, without 1ifferentiation, in the
Detail Unit Cost Report of UCA. Table III illustrates *he
way *the cost data could be displayed. This structure
provides cost data in more detail than the Detail Uni+ Cost
Report yet groups data into controllable and noncontrollable
categories. Branch Clinic data has also been 2xcluded from
Table III and could be displayed separately. The determina-

tion of which <categcries of costs should be included under
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TABLE IIX

pagnostis BGRIRRE cufORt O BRI FIORTRRTO LR BiPenes

Direct Expenses

Rad 159857 coad gaggy (Core Facility * 338,343

Total Direct Expenses 31,265,980

Allocated Costs = Conirollable

ford Processi $105,130
uatergal Servgggs 6&2131
Biomedical Repair 96.031
Linen and Laundry 26,791

Total Allocated - Controllable $292,073

Allocated Costs = Noncontrollable Jvarhasad
Total Allocated - Nconcontrollable $283,080

GRAND TOTAL $1,841,133

the heading of Allocated Controllabla Costs is bes:t left to
the discretion of individual activity aanagers because ther2
appears to be a significant amount >f subjectivity in this
classification. Similar displays could be daveloped for

each responsibility center.

G. COST POOLS
Many individual costs canno% be iirectly identified with

a specific UCA account 5 subaccount and are therefore
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grouped into cost pools prior to allocation. The use cf
cost pools allow for the assignment of costs to cost objec-
tives without ¢the <cost or effort of 3identifying each
individual cost with a specific account (Ref. 5: P«529].
Oakland has established a number of cost vools for its inpa~
tiant wards, ambulatory clirics, ancillary services, and
command and adainistration. These cost pool accounts are in
addition to the standard accounts and subaccounts
established for all ©Uca users. Table IV provides
information on the =size 5f each of tha2se cost pools a%
Oakland and the amount of direct expensas assigned “o then
in relation *o the to*al lirect c¢osts assigned to the rela-
tive final operating expense account.

These cost pools are establish2d to pool costs that
could not be <easily assijned to som2 other intermedia‘e or
final opera*ting expense account. Although the establishmen*
of cost pools make ¢the assignment >f costs a2 nmuch easier
process, it amay also dilute the usefulness of the data. The
pooling process results in an averaging of costs and
“hareby a 1loss of accuracy ([Ref. 5: p.529]. All direc+

costs assigned to a cost pool become averaged over the o%ther
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accounts duripg allocation. Although some ccsts are neces-
sarily accumulated in cost pools, they should be minimized
in crder to reduce the loss of accaracy in the <£inal unit
cost figure. As seen in Table IV, the use of cost pools a:
Oakland is widespread and the degree to which the cost pools

represent a significant portion of the total direc*t cos* for

a particular area is wide ranging.

Oakland uses cost pools to accumulata the costs associ-
atad with +he operation of its waris. Por example, <the
Medical Inpatient Cost Podl (UCA Account AAXA) includes, as
direct expenses, the salaries of th2 nursing staff and wardi
supplies on all ﬂedical’wards. After receiving its allo-
cated share of support and ancillary service costs, the
Medical Cost Pool is allocated t> +he final operating

expense accounts. By aggregating ward costs into one cost

pcol and then allocating the total «cost over the various
subaccounts on the basis of occupiel bed days, any differ-
ences in “he intensity of care providad %o different types
of patients is lost. In general, one would expec* nursing

personnel on Oakland's Medical wards %o devota more time per

P MM § ARSI

occupied bed day *o pulmonary/upp2r respiratory disease

patients than to dermatology patieants; however, by poecling

- 51
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and then allocating vard costs, <each “ype of patient causes
an equal amournt (average amount) Of <cos* to be assigned %o
their respective servica. While it 1is recognized that *he
use of cost pools may be nacessitated by +he difficulty of
differentiating between patients assigned to a common ward
but d%fferent services, managers should be aware +¢ha*
variances in the intensity of cars for different patients

ar2 not reflected in UCA unit cos+ data.

He. STANDARD COSTS

The use of standard cos*ts is a cecntrol device that is
widely used in the business community but has received only
limited attention in nonprofit organizations such as hospi-
tals [Ref. 4: P55 1. - "Standard costs are carcefully
predeterained costs; <+they are targe:t costs, costs tha*
should be a¢tained"” (Ref. S5: p.186]. standarl costs iden-
tify how nmuch cost should be incurred fcr any particular
program, task, or unit of >u“put. They can then be coapared
to actval costs and used in evaluating *he causes of any
variances [Ref. 5: p.187].

While <+he use of s*andard =zosts in a manufacturing
process have been well dsaveloped [Ref. 6: pp.S44-612], the

use of standard costs iIn hospitals is rare. It is
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recognized that because of *ha complexities of <+he health
care industry, ¢the development of =s*andard costs in hospi- |
tals is "a difficult and complsx task." However, starndards
can be a meaningful tool in measuring performance [Ref. 10:
p.69]. Por example, a standard tha+t identifies the appro-
priate amount of nursing labcr per patient on a ward or a
standard that identifies <the appropriate dirsct cost for
each laboratory procedure or radiology exam would be useful
for makirg comparisons with actual <cos<ts and then analyzing
the variances.

There are several methods that can be used to develop
standard costs. Standards can be developed using industrial
engineering methods to deta2rmine basic tasks acd associated
costs. Prank [Ref. 15: pP.38] citzs a study conducted at
Johns Hopkins University Hospital which detailad the costs
of activities c¢f <+he medical staff in <the obstetrical
services. Another method involives the use of statistical
regression analysis which @models cost as a functicn of one
or more variables [Ref. 15: p.38]. A *hird method inveclves
+the ccmparison of costs %5 those "incurred by other similar
orjanizations over the same period of time" [Ref. 15: p.35].

This is <%he approach takan by UCA for comparisons between
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military health care facilities, the merits o€ which will be
discussed in more detail ipn the following chapter. A fourth
method involves the use of iaterral performance data +¢o
generate standards based upon average performance for each
work center. ferzlinger, Moore, and Hall (Ref. 9: p.281)]
usad <the latter method in evaluating a community health
center. Although *they recognizad that the standards that
were developed were avarages and did not represert an
optimal input-output relationship, they d4id provide a mean-
ingful benchmark <£or managers td assess <heir relative
per formance.

While i+ is beyond the scope of this thesis to 3develop
standard costs using any >f the described methodologies, i+
appears that +the developmen* of standards similar to the
last method described could be =2asily accomplished by
individual activities as a means of evaluating their rela-
tive performance. A standard as simple as costs per unit of
output for *he previous accourting paricd could be used as a
basis fcr damonstrating +5 the managar his relative perfora-
ance over *ime,

In using a standard as a means 5f relating actual ccsts

to the amount that should havse beea incurred for a given
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output, one nust recognize +the limitations. Anrthony and
Herzlinger [Ref. 4: p.5] point out “ha%t while standards may
be useful “hey are never perfect for two reasons:

1. BRecorded costs ar2 not a precissly accurats measure of
resources consumed; and

2. Standards are, at bast, onl aggroxianate measuras of
what resource consuaption ideally should have been in
+he circumstances prevailing.

The use of standards would help *o make UCA information
more meaningful and understandable t> operating managers and
would provide a basis for examining and evaluating specific

work centers.

I. SUMMARY

This chapter has examined UCA at the activity level and
focused on how the data generated by UCA car be useful to
health <£facility managers. Althouyh intended to provide
use ful information to all 2chelons >5f management within %he
Military Health “ervices Systea, UCA, as currently imple-
mented at Oakland, appsars to be of limi*ed use to managers
at the activity level. UCA is a cost accounting system tha*
is intended *o provide full costing £for a number of aedical
programs, identified as final operating expense accounts.
In atteapting to meet the raepor*ing requirements of UCA, +he

enphasis has been on identifying all cos*s wi+h these

S5
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acsounts, to the Jdetrimsnt of providing meaningful and
us2ful information to activity managsars. UCA-gesnerated data
has the potential to be a valuable management tocl for both
responsibility and program accountiry at the activity level
i€ properly developed and structurei in +he form of mean-

ingful management reports.
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IV. IHE USE OF THE UNIFOQRN CHART JF AGCCOUNTS BY HIGHER
AUTHORIIY DECISION HAKERS

With the advent of the Uniform Chart of Accounts , it
became possible to relate a measurs of output to an estipats
of actual expenses incurred in tha form cf a cost per unit
of output. Such information could bs used to accomplish two
of the objectives of UCA: 1) <+o provide information which
vould facilitate comparisons between and among the health
care facilities of the thr2e military services and hospitals
in the civilian sector and, 2) +to provide a means for meas-
uring <he efficiency aad cost of <cperations [Ref. 2:
p.1-13]. Since the inception of UCA there has been a great
deal of speculation, aspecially on the part of the health
care managers of the military services, over the <*ype of
subsequent decisions that would ar could be made by the
Office of the Assistant Secretary of Defernse for Health
affairs (OASD (HA)).

Some insigh* was provided in an JASD(HA) aemorandum *o
+«he Surgeon General c¢f +he Navy datel 22 October 1981, which
states that "DoD medical planners will undoubtedly come %o

rely upcn UCA for a broad range of pricing and <cesource
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programning decisions" ([Ref. 16]. I+ has apparently been
assumed tha* by establishing "uniform performance 1indica-
tors, common expense classifications by work centers, and a
cost assigrment methodology" [Ref. 2: p.1=5], UCA will
permit planners and decision makers a+t higher authority to
make comparisonrs of costs per unit of output, and thus
determine <+he relative afficienciess of hospitals. In
theory, such coaparisons would facilitate *the ijentifica+ion
of hospitals whose cost per unit of S>utput was significantly
higher *han average ard, as a result, decisions could then
be made regarding the reprogramming or reallocation of
rasources in an effort to bring +he cost per unit of output
in 1line with other more efficient facilities. In this
light, 0OCA data becomes a potentially powverful management
+ool for the OASD(HA) oversigh* function.

However, gca data must praovide <+he appropriate
informa+ion required for such resource programming and
resource allocation decisions. Specifically, the questionms
which must be answvered ara: Can a cost per uni+ of outpu*
be considered a measure of efficiency in hospitals; and, Can
cross service comnparisons legitimately be made based solely

on UCA data? The purpose 5f this chapter is to ansver <hese
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questions by evaluating the value 5f UCA as a msanagement
control tool for use by OAS D(HA) in its DOD medical overa-

tions oversight function.

A. THE QEASURIEBBT OF BILITARY HOSPITAL OUTPUT

Since, under UCA, the cost per uni* of output plays 2
major role in making hospital comparisors, it is necessary
to examine *he manner in which output is measured, or more
appropriately, approximated. The manner in which costs are
determined at the activity lsvel by <the cost allocation
process has been discussed in the previous chapter. This
section will, therefore, address th2a is<i1e of output meas-
urement and the relationship betweean costs and output as 2
measure of efficiency.

Prior +*o the development of the OUniform Chart of
Accounts, +he Composite Work Uni:t (CWU) was the means by
which military hospitals attempted to measure sutput. Tha
number of CWU's generated by a hospi%al was determined by
the equation:

CWUs = OB + 10AD + 10LB + 0.3CV

wvhere:
08B = Average Daily Jccupied Bed Days
AD = Averaga Daily Admissions
LB = Averaga Daily Live Bicths
59
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CV = Averaje Daily Clinic Vvisits
(Ref. 17: p.3]
Although the services have used tha CWU since 1956, it was
generally recognized as an inferior measure o0f hospital
output. | ts primary shortcomings were <that it did not
reflect the full range of hospital activities and i+ did rot
account for ‘“case mix" and intensity of care differences.
Simply stated, +*he CWU assumed that all patients were *the
same, since it did not recognize tha: some health care prob-
lems are more complex than others, and <+that complex cases
consume mors health care resources “han simpl2, uncompli-
cated cases. Consequently, tha2 CWU made it virtually
impossible “o develop meaningful cost per unit of output
relationships useful in making comparisons of hospitals. 1In
addition, as a measure of output, th2 CWU was easy to manip-
ulate. Hospitals <c¢ould increase their apparent 1level of
output, and hence their budge%, merely by admitting patients
vho could be treated on an outpatizat basis, 9r by keeping
patients in +*he hospital one or two days 1longer thar medi-
cally necessary. The impact of such manipulations on cost
per uni*+* of output comparisons is 1iscussed later in more

detail, Another problaa wvas that the siaplistic CWO
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information was submitted %o Congress as part of +the

Prassident's Budget Subamission and, despite 3its recogrnized
shortcomings, Congress used the CWU as an indicator of effi-
ciency and as a tool for making builga*tary decisionms.

These shortcomings of the CWU ware support2d in a 1980
study, cosponsored by JASD(HA) and conducted by <the
Department of Mathematical Sciences, U.S. Air Porce Acadamy
[(Ref. 17)e The Study, which developsd an alternative 4o the
CWU called the Health Care Unit (HCU), states:

The CWUO has_ come under criticism since its Inception,
largel! resulting from i+*s continaed use in applications
for which it vas ne ver intended. It is no* reasonable to
2xpect that a wvweightead sum of four variables, vhose
weigh+s vere developed 24 years ago, should be both the
prisary indicator o hosgztal outpat and a major deterai-
6325 1%7§h§ %%location of manpower anrd monetary resourcas.

The difficulty of desvelopiny 2 measure of hospital
output is not fb be underes+tinmated. Ruchlin and Leveson
state that "one of the most complex aispec*s" of measuring
hospital output is accounting for case wmix differences
(Ref. 18: p.309]. They further point out that while a
considerable amount of work has 3Jone 3into attampis to
develop an accurate methodology for acasuring dSazput, very
few of them "fully develop measures that reflect the impli-
cation of variaticns in case aix on utilization of

resources” (Ref. 18: p.310]) This view is shared by
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Dumbaugk who states that one of tha fundamental difficulties

encountered vhen ¢trying to compare 3different hospitals by
measures of efficiency is that adjustments for <the hetero-
geneity of patient mix must be considered (Ref. 19: p.215).
The HCU, as developad in th2 above mentioned study,
attempts to measure hospital output and, to some degree,
account for case mix diffarerces by using "a linear combina-
tion, or weighted suam, of the 25 parformance factors which

are reportad in Part I of ¢the UCA Medical Expense and

[0

Performance Report" [Ref. 17: p.12]. In essence, *h
different weights assigqnzd to each of <+he performance
factors are "relative values" wvhich attempt to reflact the
differences in resource consumptiorn among various hospi+al
activities, The HCU, for example, recognizas ¢that more
medical resources are consumed by a surgical inpatient +han
are consumed by the typical amedical inpatien+. Total HCO's

for a hospital are calculated by *“h2 £5llowing a2quation:
Total HCOs = Z wipl

whare:
Wi = +he weighting factor asso>ciated with category i,

ard
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Pi = the number of performanca factors of category &

[Ref. 17: pp.12,13]
This equation permits hospital outpaut to be expressed in
teras of a2 single nuaber, which, 4in the opinion of the HCU
study authors, will mak3 comparisons of hospital output
easier 4o understand ard more useful to higher level marage-
ment [Ref. 17: p.6]. As w2 shall se2, it is this attempt to
reduce the +totality of hospital output to a single number
that makes the HCU (like the CWU) subject to inappropriate
interpretations and applicatioms.

Since a later study refined <+ha HCU concept as proposed
in the Air Porce Study, discussion of the wmanner in which
the weights vere derived will be Jeferred until 1later in
this chapter.

Development of the HCU is a major improvement in
capturing health care output, a product characterized by

highly variable levels of <resource consumption. But, the

HCU is not perfect. In its present sta+e of development,

+he HCU does not totally account for +the variations in

LAt st ey

R I CRREaRD

intensi*y of care associated with case aix differences
between hospitals and within the same specialty. The

abili4y to account for such differences is absolutely
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cri+ical if accurate and rTeliable comparisons of hospi<+al
output are *o be made. In addition, like the CWU, the HCOU
can be manipulated to improve apparent output relative to
tha rescurces consuaed. The impact of the inability of the
HCU to capture the differances in iatensity of care and the
associated consumption of resources will be demonstrated in
tvo examples at the end of this chapter.

In 1981, OASD(HA) contracted with the firm of RED
;i Associa*es *to study the HCU concep: [Ref. 20]. #hile +<he
:’ study had many purposes, sach of them "ultimately focused on
the devalopment, validation, and implementation of the HCU
as a measure of hospital output®” [Ref. 20: p.2]s This study
accomplished three things. First, all DoD hospitals wer2

segregated into three categories (pesr groups) determined to

be relatively homogeneous. Second, <*‘he HCU was refined by
the development of weights which account for the fact that
tha firs+t day of adamission ig, 3in most cases, the most
resource intensive day in 1 patients stay. And, thizd, it
provided examples of a number of UCA/HCU based reports *hat
coculd be used by managemant [Ref. 20: pp.3,20]. Each of

these items is considered in turn.
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1. The Development of Peer Graups

It is generally ra2cognized that before cost per uni:

of output comparisons can be made, activities must be segre-
gatad into homogenecus pear groups. The development of peer
groups has itself been somewhat of an issue due to the
numerous variables vhich mus*t be considered whan trying to
establish groups of similar hospitals. Olson [Ref. 3: p.75]
recognized *he importancs of establishing peer groups for
“he purpose of amaking comparisons and made the following
recommendation:

«esthat research be done to establish unifora se grou
categorTies uh ch gncon ass the many internal an extérna
factors -- ch size is only one =-- which nflnence
the o era*ig f the organization. Bach peer roug voul

contain fac litzes vith similar exoqenous and "eand qenons
characteristics.

Th2 RED Associates'! study also confirms <the necessity of
establishing peer groups as demonstrated by the following
statement:

The na+ure and coaplexity of cases handled varies froa
hos ital to hospita Such a varia*ion is the result of
gg ci es designed to concentrate ~ases and medical sxper-
se selected hospita s to grovi e bettnr care and
grove effécienci z arn digtates <tha% the
gi cedures for culat ‘he Hoo' s fake Into account the
erent nature of tha cagse mix that these policies
g One way to_d5 this is to separate the facilities
o peer groups. [Ref. 20: p.4

In recognition of <these issues, <th2 study developed three
categories for military hospitals, which take the above

factors iato consideration.

65




.........

D S N

While the development o9f peer groups is necessary in

orier +o compare hospitals, it does not necessarily follow
that all hospitals within a peer group are the sanme. This
limitation was recognized by the Air Force HCU study authors
who state:

BEven after partitioning the outgut of *he hospi+al in%o
homogeneous categories, some diffarences in case-aix (and
ccnseguentlz the intensity of car2 required) are cer*ain
to exist within each category. Depending upon both %ha
particular grouping choser and th2 accuracy desired, it
may or may not be necassary to adjust the reported output
to" reflect these _differences. f the partitioning is
coarse, making ad Jjustaents assuaes greater importance.
Likevwise, if greater_ accuracy 1is needed, adjustments
skould be made (Ref. 17: p.10].

Thus, there are limits to the conclusions which may be drawn
from such coamparisons, centering primarily around ths issue
of case mix or intensity of care dJdifferemnces. The HCU
distinguishes between and assigns different weigh%ts ¢to
medical and surgical cases. However, it makes no distinc-
tion between cases that are resource intensive and +hose
that are not, within the same svecialty. For exaaple, with
the exception of the HCU's earned b2cause of the different
lengths of stay, a hospital receives *he same amount of HCU
cradit for a coronary bypass as i« does for +he surgical
correction of aa impacted +*ooth, 32vsn though there is a
substantial difference in the amount of resources consumed

by these +wo surgical cases. Consaquently, although ¢wo
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hogspitals within the same peer group may be similar in terms
of “heir "“exogenous and =ndogenocus" characteristics, they
may be substantially Adiffevent in +*he intensity of the
medical care they provide. Since thz HCU does not differen-
tiate between, and thus account for, these differences,
comparing *he cost per unit of output of these hospitals may
lead 0o erroneous conclusions. This does not necessarily

imply that +*hese *wo hospitals should not be in the same

pear group. Indeedqd, i+ would bz impossible to es+ablish
peer groups in which all hospitals were absolutely iden-
tical. However, extreme caution must be exercised when
making comparisons last dinappropriate and potentially
adverse resourcs allocation decisions be made.
2. Pperformance Factor Weights

The RED Study used the same basic equation <o calcu-
late HCUs as was originally proposed in the Air Force Study.
However it improved upon the Air Porce Study by developing
veights for each of +th2 <three DOD hospital categoriss.
Inpatient HCU weights for sach catejory were derived from a
linear regression run on the inpa*ti2nt cost da*a submitted
by DOD medical activities on their FY-1980 Medical Expense

and Performance Report (MEPR) [ Ref. 20: pp.22-28]). Table V
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o TABLE V
: Normalized Inpatient HCU Weights
& CAIEGORY (REER GROQUP)
1 11 111
MEDICAL
. Pixed «332 434 . 240
& Variable .18 . 130 .214
% SURGICAL
- Fixed .761 755 .511
xS variable .139 <127 .197
08/GYN
Pixed .382 .350 .42
Variable .279 . 180 . 191
': PEDIATRIC
: Pixed .609 .363 . 491
Variable «066 . 133 . 163
ORTHOPEDIC
B Pixed .669 .602 «U63
Variable <112 .099 119
3 PSYCHIATRIC
Pixed «558 . 181 «499
y Variable .079 . 153 . 127
N {Ref. 20: p.32]
4 provides the normalized inpatient HCU weights for each
2; category of hospital, and for each of the six Inpatien* Care
f accounts listed on the MEPR. The terams "fixed"™ and "vari-
4 able", identified for each of <+he six inpatient accounts
deserve explanation. As stated in +he study:
: At irpatient disposi+«ion is counted for 3sach patient
. :3=i§§§gn§°ar: ggﬁgééalgs hasgn;irgg:lé cup %dcgggsﬂay %ot
< the day <*hey are admitted no aattar how long thay stay
2§ 68
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that day. Also, the day of admission is urusual in *that a

significant amount of special *reatment (tests sgecial
care, etc.) occurs then, Thus, all charges on {be ay of
admission (first _occupizd  bDed &ay) can considered as

fixed charges and all variable charges accrue on a per day
basis from ' day two onward. [Ref. 20: p.24]

Simply stated, the fixed and variable weights assigned to
each of +he inpatient acgcounts recognize that the day of
admission is more resource intensive (more rssources are
experded) than tke occupied bed days which follow. Table VI

provides the normalized outpatient HCU weights £for each

TABLE VI
Normalized Outpatient HCU Weights

CATEGORY (REER GROUP)

I I III
DEPARTMENT
Medical . 025 «J29 .039
Surgical « 033 .233 .038
OB/GYN . 024 .J24 .030
Pediatric - 021 919 .026
orthopedic «032 «929 .030
Psych/Ment Hlth - 030 «029 - 040
Family Practice . 023 «J30 .034
Primary Medical . 023 .J21 .025
Epargency Med . 036 «J328 .033
Pligh+ Medicine . 0u1 «J36 .018
Undersea Med NA Na NA
Dental #1 . 006 .J06 . 007
Dental #2 . 003 ‘ .002 . 002
[Ref. 20: p.33]
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category of hospital and for each of the 13 Ambulatory Cars
and Dental Care Accoun*s on the MEPR. These outpatient RCU

weights vere developed by calculating a group centroid from J
the facility data submitted on the PY-1980 MEPRs. The group
centroid for each hospi+tal and each department was derived
from a "mean by hospital" calculation. ([Ref. 20: p.29]

Tables VII and VIII illustrate the computation of
total HCU's for a hospital and use the UCA da*a submitted by
Oakland on their PY-1981 NMEPR.

3. UCA/HCU Based Mapagement Bapor:s

Based upon UCA data, HCUO conputations, and the
segregation of hospitals into peer groups, RED Associates
provided a rumber of UCA/HZU based reports that can be used
by OASD(HA) for the purpose of coamparing the cost per unit
of output of DOD hospitals. A brief description of each of
these reports follows:

a. Cost - Product Analysis Report. This report
shows the to*al cost (expenses) per RCU produced for each
hospital in each peer group. I+t also provides a "“percant
deviaticn from average" columan whick reflects a hospital's
relative positior to the group average. The authors of

the BR&D stuly state ¢that +he ranking of tha expense/HCU
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ratio "could be <though* of as depicting <the relative effi-

ciencies of hospitals" [(Ref. 20: p.58]. In order for this
statement to be true, it must be that hospitals with a
higher cost per HCU are less efficient <+har those with a
lowar cost per HCU. The inability of the HCO +to captuce
intensity of care diff erences makes *his condition
questionable.

b. Physician Productivity Report. This repor+
provides a ratio of HCUO's produced per physician assigned
and ranks each hospital in each catagory froa the highest
ratio to the lowvest. It also provides a "percent deviation
from the average” column [Ref. 20: p.59). Again, the impli-
cation is that hospitals with a 1low HCU per physician ratio
are less efficient than those with a higher ratio.

C. Manpover Productivity Raport. The format for
this report is exactly 1like that of the last except that
ratios of HCU's per Full Time Equivalen+ (FTE) manmonths
assigned are calculated [Ref. 20: p.68&]. The namber of PTEs
includes all military and civilian pesrsonrel assigned to *he
hospi+al as distributed in step two of <the UOCA s<epdown
methodology and as reported in tha Stepdown Statistics

Matrix submitted by activities to JASD(HA).

..............
..........................
....................

.
................




d. Pacility pProductivity Reoort. This repor*

provides a ratio of HCU's produced per operating bed for
each hospi+al in each category. Bach hospital is rank
ordered beginning with *he highest ratio. (Ref. 20: p.69]
Since *he services have considerable la*itude in adjusting
+he number of authorized operating beds at any given
facility, the usefulness of this repor:t is gquestionable.

€. Hospital Productivity Report. One of thess
reports is prepared for each DOD hospital and provides more
detail than those reports previously discussed. The format
of the report is nmuch like that of <+the MEPR in that it
identifies expenses for a@ach of <+the UCA Summary Accounts in
Inpatiert Care, Ambulatory Care, and Den*al Care. I+ also
shows the number of HCU's "credited"™ <+o each of <ttese
accounts. The ratio of expenses per HCU is shown along with
a "percent deviation” columan which indicates the hospital's
Telative position with respect to the category average.
(Ref. 20: p.74)

These reports rely exclusively cn informa+ion
subaitted by activity UCA reports (MEPRs). The expense data
rteported in <+the MEPRs is used to davelop the HCU weights.

These HCU weights are then used ia confunction with <=he
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performance factors, which are also <ceported on the MEPRs,

to calculate total HCUs (output) for each activity. onc
tha HCUs are calculated, various ratios are 3eveloped for
each hospital which, when rank orderad, purport to show the
relative efficiency of ons hospital with respect to another.
Araed with ¢this information, plannars and decision makers
may feel that they have sufficient informatior upon which to
base resource allocation decisions. Hovwever, as will be

shown DdDelow, this may not be the cassz.

Be TWO EXANPLES OF THE LINMITATIONS OF COST AND OUTPUT

COMPARISONS

With the implementation of the Unifora Chart of
Accounts, military hospitals began, for the first tinme,
reporting uniform cost and performance data. The davelop-
ment of the HCU and the partitioning of DOD hospitals into
peer groups were additional efforts directed toward the
establishment of a methodology wheraby ailitacry hospitals
could be coapared with one another. Hovever, it should not
be assumed that unifcra reporting has eliminated all of *he
variations which make unigue entities of the three military
medical departments and their respective hospitals. As

discussed earlier, in ordar to accept that UCA and <he HCU
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are valid measures of expense and ou*put, and therefore

afficiency, it must be assumed that 2ach of the hospitals
vithin a peer group proviis approximately the same levels of
health care to approximataly the same types of patients in
approximately the same manner, or that avarage total cost is
constant. A review of 1980 wvorkload data pertaining to the
adnission rates and practices of ¢the three Sa2rvices indi-
cates that the £irst and third assumptions may be
damonstrably false.

During 1980, active duty Navy and Marine Corps personnel
vere admitted to Navy hospitals at a rate of 93.6 admissions
per 1000 eligibles, on the average. Comparable figures for
the Aray and *he Air Porce were 150.9 and 148.0, respec-
tively. It is not 1likely that these differerces in
admission rates could be attributed 5> a higher incidence of
disease and/or injury among Aray and Air Force personnel. 1A
more likely cause may be basic policy differences regarding
the mode of health care delivery. ({Ref. 21: p.2]

A reviev of the data shewing the leadirg cause of adais-
gion for active Auty personnel in each of the three Services
helps highlight some Service unigue characteristics. Por

exaaple, column one of Table IX shows that during 1980 the
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TABLE IX
Leading Cause of ld-issig% - 1980 (Rates per 1,000 Average

Tength)
DIAGNOSIS
Acute Upper Denta& Alcoholisn
Resp. Infec. Disorders
Branch of
Service
Army 16.8 (1) 0.9 (20+) 3.2 (2)
Air Force 3.2 (W) 10.1 (1) 2.5 (6)
Navy/NC 0.3 (68) 0.3 (45) 5.3 (1)

Rank in parenthesis

(Ref. 21: p.2]

Arny's leadiﬁq cause of admission £>r active duty perscnnel
wvas acute upper respiratory infectiosa (ICD9-645), with an
admission rate of 16.8 per thousand, or approximately 14,000
adaissions. This diagnosis ranked %th a%+t Air Force hcspi-
tals, with an adaission rate of 3.2 per thousand, and 68th
at Navy hospitals with an adaission rate of 0.3 per thousand
(200 admissions). To put these adamission rates Into
perspective, the Army admission rate is more than S5 times
higher than the Air Porce admission rate and 56 times higher
than %hat of the Navy's. Column two shows that during +¢his
sane period, the leading cause of aimission for active duty
Air Force personnel in Air ~Force hospitals was dental

disorders (ICD9-520}), with an admission rate of 10.1 per




+housand and raesulting in ainost 6,500 admissions. This
diagnosis was not ranked among the twenty leading causes of
admission at Aray hospitals. It ranked 45th in Navy hospi-
tals and accounted for fewer than 30) admissions. Again, to
place this figure into perspective, this Air Force admission
rate is 11 times higher than the Army's and 34 times higher
than the Navy's, for the same diagnossis., The Navy's leading
cause for admission during 1980 was alcoholism (column
three) wvith an admission rate of 5.3 per thousand. In
contrast to +the two diagnoses described above, all three
services experienced roughly - the same adamission rate.
Admissions for alcoholisa (ICD9-303) ranked 2nd at Aray
hospitals and 6th at Air Force hospitals. (Ref. 21: p.1, 2]

Based on this data, it would appear that Aramy and Air
Porce hospitals choose to treat some minor health care prob-
lems on an inpatient basis, while th2 Navy chooses, for tha
most par*, to <“rea*t thesa same illnesses on ar outpatien:
basis. This hypothesis is support2d by the fact tha+ the
average langth of stay (ALJS) €£or parsonnel admi+ttad to Alr
Porce hospi*als with deantal disordars was only 1.5 Jdays,
vhile, the ALOS in Aray hospitals for Army personnel with

acu*e upper respiratory infections was less than 3 days.

718
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This is not to argue the wisdom of such practices varying
bet veen services, but only *o indicate the likely differing
intensities of care which would result from thea.

Up to this point <+he discussis>n has focused on <+he
differences in the leading cause of admission for each of
the Services, However, thare are other admission indicators
i which would tend to support the hypo*thesis that +here are

.- dif ferences in the admission practices of the three

Services. Table X provides six addi<ional diagroses that
vere ranked among the top tvwenty causes for adaission at Air
Force hospitals. As the Table shows, only one 92f the diag-
noses, viral infection of unspecified nature or site
(ICD9-079) , was among the top twenty admissions for Army and
Navy hospitals. Since these six illnesses appear to be rela-
tivley minor when comparad with aore typical causes of
inpatient adaission, the amount of medical resources
consumed, relative to the HCU "crslii®" earned, is corre-
spondingly smaller. It should also be noted that these six
admissions accounted for more than 10 percen*t of all active
duty Air Porce admissions and cnly 3.5 vercent of active

duty Navy and Marine Corps admissions [Ref. 21: p.5]. The

impact on the cost per unit of output is readily apparen<.
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TABLE X
Coaparison of Admissions for other Minor Illnesses

RANK BY SERVICE

DIAGNOSIS ICD CODE  AIR EORCE ARSY NAVY
Viral j tion of
Nas et Pfegti9t. %,
natuare 097 2 4 20
Other ncninfeg*ive
gas.roenter
and colitis 558 3 20+ 20+

test~
H1,9¢5308d, tntes 009 7 20+ 20+
+ ep*

CoRtTacspiive v25 13 20+ 20+
ir»estlnal infect-

ons due to other
organisms 008 16 20¢ 20+
Acute tonsillitis 463 20 20+ 20+

[(Ref. 21: p.5]

The point to be made from this discussion is <that
because of these differences in the manner in which the
Servicas tend to treat minor illnessass, the inability of the
Health Care Unit (HCU) to fully capture intensity of care
differances becomes critical. By “reating minor illresses
in an inpatient setting, hospitals are able to 2arn substan-

tially more HCU "credit" than would be earned if these sapme

illnessas were treated on an outpatiant basis. For exasple,

an Army hospital that admits a patient for an acute upper

b & SR AG AT S ad A a4
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respiratory infection with a 3 day leng*th of stay receives

.668 HCU "credits™ (.240 for the day of admission plus .428

-

o t ShAOOALY

for the two days thereaftor). On the other hand, the Navy
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hospital that treats a patient with the same diagnosis on an
outpatient basis receives .039 HCU "credits®, Thus, <the
Army hospi+al can receive 17 times more HCU credit than %he
Navy hospital for treating the same kind of patient. As a
result of the inpatient care, the Army hospital will sxpend

more of it's health cars rasources <than will the Navy.

However, while these costs will be reflected in the expenses

generated by internal medicine orn *“he MEPR, it 1is highly

unlikely that the expens23s will be 17 +imes greater +han
those expended by the Navy hospital.

In this example, the Armpy hospi*al is drivicg up it's
total HCU's and total costs, while at the same time keeping
down its average costs, by treating relatively uncoaplicated
cases in the inpatien+ settinge. The hospital is also ablse

+0 increase its ratio of HACU's per physician and HCU's per

full-time equivalent. In this sense, the HZU becomes a

rather pervarse disincentiva for achieving efficiency. The

reader should recall that R & D Associates developed several

UCA/HCU based management reports that used these ratios as

measures of relative hospital efficiancy. However, as can be
seen in the above exampls, +he HCU may actually encourage
inefficiency. This problesa was recdsjnized by the authors of

the R & D Associates study when they statad:
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Po . the extent <that the HCO bocomes a real factor in
decisior-making it is reasonable  to_expect that marnage-
mert behavior at the individual medical facilities will be
adjusted to maximize the perceived efficiency of  that
facility, i.,e., *oc yisld maximum 6K HCU's for each uni%t of
resource used. If the “¢rue efficiency of the facility is
increasing then ths system is, workirg as it _should.
However, “there is the possibility *hat™ +rue efficiency
will nof increase _but that only tha perceived efficiency
will., This possibiiity, sometimes raferred to as "gaming",
can occur in two basic ways with th=s HCUO: transfer " of cars
or ¢ransfar of charges.

) Trarsfer of care, more pernicious in that it results
in_overall inefficien¢cy, .is a change in actgal trsatment
delivered--resulting it the transfar of certain cases from
low HCU-yielding categories of care. This could come
about through _the use of inpatient care for «cases which
coyld bYe andled in__outpatient _clinics, or +through
referral of the more difficult and expensive cases from
the inpatient clinics to CHAMPUS. Since the_cost of inpa-
tient care for a very £ easy cas2 can be lass +han_ _*he
average cost per disposition, th2 former *actic yields a
net Ircrease in, measured efficiancy, The latter one
produces a perceived gain for <+he medical facility since,
by referring only expensive cases, cost is vreduced at 2a
rate_ _above +he "average cost for a_ dispositiorn--thereby
vielding a higher HCU/Cost ratio. The beést (and probably
only)_ check on_+this kind of manipulation is the profes-
sional athics of +he hospital staft.

Transfer of charges is r=ally ar accountin ruse %o
move cost items around within the OCA or to treat cases in
clinics which yield more HCU's but without ang real
changes_in care. This kind of  "cheating" can  be ver
difficult to detect, although it would  be minimize
through the use of weights which are recalculated periodi-
cally <+o reflect any changes in costs for particular
clinics. In this way thé gamester does no+ know for
sertain how to adjust cﬁarges and so his ability to chea*
is dimirished. [Ref. 20: pp.§8,89]

Another example of the differencas among the Serviqes
with respect +¢o health care delivery methods lies in *he
arza of alcohol rehabilitation. As shown earlier, alcoho-
lism was *he leading causa of admission for active duty Navy
and Marine Corps personnel ir Navy hospitals during 1980.
I+ also ranked 2nd and 6th in Aramy and Air Porce hospitals,

respectively. Here the simjlarity =nds. When a diagnesed




alcoholic is admitted to a Navy hospital he is kep+t as an

inpatient for two days (the day of admission plus one day).

He is <+hen placed in a resident sta*us where he is main-

tained cn the hospital rolls but not as an inpatient. All
subsequent treatment is conducted on an outpatient basis in
an Alcohol Rehabilitation Service ([Ref. 22]. By contrast,
Air ©Porce hospitals maintain diagnosed alcoholics in an
irpatient status for 31 <5 33 3days. This irncludes a 3 - 5
day detoxification phase and a 28 day medical reshabili+ation
phase [Ref. 23]. Alcoholics admitted to Army hospitals are
carried as inpatients for 45 to 47 days, including *he 3 - S
day detoxification phase and a 6 wezk ra2habilitation phase
[Ref. 24]. The dramatic difference in the cos% relative to
+he number of HCUs earnad is readily apparen%t, even though
+he Services are providing health cars to the same types of

patients.

C. SUMNARY

It should not be concluded from “he foregoing discussion
that ¢the authors are opposed <+o making comparisons of
hespital output. Indead, such comparisons could be very
useful in identifying hospi%als which may be ia "troublew,

thus enabling management £o0 focus its attention in a more

83




Al precise manner. However, such comparisons, when <taken
literally and without the benefit of iadepth analysis, are
frought wi+th danger. These dangers are especially prevaleat
vhen trying to compare hospitals acrass Service lines.

It has been shown that there are substantial differences
9 in the medical practices and policies of the three Services
F which make cross Service comparisons extremely difficult.

It has also been shown that +he UCA based HCU can encourage

inefficiencies, and that management reports daveloped from

+his data can portray a hospital 2as relatively efficient
when in fact it may be relatively inefficient, and vice
versa. It 1is for this reason that planrers and decision
makers must exercise extrame caution when making decisions
based upon UCA/HCU data, especially when the decision
involves the reallocation of resources. In fact, it should
be recognized that such decisions cannot be made Dbased
solely upon this data, 2s the authors of +he Air Porce
Acadeay HCU study recognized when thay stated: "We empha-
size, hovever, <that no measura of hospital output, however
sophisticatad, should be used eoxclusively in allocating

ragsources" [Ref. 17: p.1].

8u
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The item of primary importance is +hat the HCU 1is *he
major value derived from UCA data which is presanted to, and
considered by, higher echalon managament. Tharefore, how
the HCU is portrayed, interpreted, manipulated, and under-
st50d by higher level management is a key factor in the role
that it is to play as part of the dezision making process.

Throughout this chaptar, the uses of efficisncy measures
and the concept of relative efficiencies as reflec+ted
through UCA/BCU have been scrutinized. The "efficiency"
variable, that is the relative amouat of resources consumed
in producing a unit of prosduct, provides a valuable perspec-
tive on maragement and operations. Improvirng efficiency
(doing more with less) 2and maintainirg cost effectiveness
are in fact required objectives far all governmert activi-
tiss. However, national security and maintenance of %he
medical trainiag base (along with other essential
considerations) of*en intrude wupon, if not drive, the
resource %“rain. Por example, whila <*he Naval Hospital a%
Guantaramo Bay, Cuba may or may not be efficient and/or
cost-effective, as measared by +he UCA/HCU yardstick,
national security considerations, as well as the nonavail-

ability cf alterrative sources of health care, dictate <hat

85

. m - e s A_;_hx_.L;,;-;.,;'_:_'..L.,J



the hospital remain open. In additisn, although +his hospi-
tals operations may by extremely efficient, high fixed costs
and the relatively small beneficiary population may cause
+s costs per unit of output to be greater than other hospi-
tals of similar size. Cost-effectiveress and measures of
efficiency (as currently developed using UCA) would there-
fore Dbe of 1little consequence when making resource
programming or Trescurce alloca*ion decisions for +his

hospital.
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V. CONCLUSIONS

The purpose of this thesis was to critically analyze the
Uniform Chart of Accounts +to estimate <+he value of +the
information being generated and its appropriate rols as 2
tool for management control and resource allocation. In
conducting this evaluation, two distinct levels of manage-
ment and decision making werz exaamined. The first vwas
management at the activity level and the second was manage-
ment a+ higher authority.

In evaluating UCA at the activity level, UCA data gerer-

ated by the Naval Regional Medical Canter, Oakland was used

h]

2
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)
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as a basis for discussion. Although the data used was
specific *o Oakland, i~ is believed that +*ha2 conclusions

reached on *he basis of “he analysis may be applicable %o

., oy

any military medical +treatment facility that is subject to

the requirements of UCA.

-y L

'..':"':?' ! ":."'.'-"'."'.

UCA is a cost accounting systza <hat appears *o have
been designed primarily to mee+t the information needs of
management at higher authori*y; howaver, as demonstrated by
the analysis in Chapter ITI, it has the po*tential <o be a

valuable manageament tool + the activity level if properly
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developed by individual medical treataent facilities *to meet
their specific needs. UCA data can be useful in the evalua-
tion of both programs (services) and responsibility centers
if the data is accuamulated, processed, and reported in a
manner *hat is meaningful to *he managers it is intended %o
support. Managers must assess their information needs and
than develop systems that support those needs consistent
vith UCA reporting requir2aents. It is also iaportant that
managers understand what UCA data do2s and does not repre-
sen* and that they recognize the 1limitations as well as *h2
strengths of the information being generated. Key to the
issue of whether UCA data will be used in a meaningful way
by individual medical treataent facilities is the recogrni-
tion of its value as a management tool by the nmanagers of
the facility.

Based on the analysis conducted in Chapter IV, it can be
concluded that resource programaing and/or resource alloca-
tion decisions by higher authority cannot be made Dbased
solaly on UCA/HCU measurss of cost perfcrmance and effi-
ciancy. While UOCA/HCU data may be used as a screening
mechanism to assist in the identification of hospitals

and/or specialty services requiriny increased managemer*
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emphasis, additional iniespth analysis is required befors
definitive conclusions can be drﬁun as to *heir relative
efficiencies or inefficiencies. Although +the HCU is a
substantial improvement in the nmsasurement of military
hospital cutput, its inability to aeasure and *thus account
for intensity of care and case mix differences between
hospitals and within specialty services must be recognized
by decision-makers. It must also be recognized tha%t because
of apparen~ differences in the melical practices of <+he
three Services, crcss~Service cost performance and effi-
ciency comparisons are extremely difficult, and may in fact
be misleading. If the UCA/HCU concapt is to play a key role
in the decision making process 2nd these limitations are not
reccgnized, arbitrary and capricisus decisions may be made
which would penalize relatively officient hospitals and

rewvard those that are inefficient.
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ARRENDIX A
THE UNIPORM CHART OF ACCOUNTS POR FPIXED MILITARY NEDICAL AND

DENTAL TREATMENT PACILITIES

The purpose of this appendix is *to provide the reader
vith a fundamental understanding of the Uniform Chart of
Accounts. I+ is not an exhaustive explanation, but rather a
framework with wvhich the reader unfamiliar with UCA will be
better prepared to understand the 2analysis contained in the
body of the thesis. The information contained in this
appendix was extracted from the Department of Defensa
Uniform chaz:t of Accounts ©Por Pixed Military Medical apd
Rental Ireatment Pacilities (Ref. 2].

A. CHART OPF ACCOUNRTS

UCA establishes a hiazrarchy of accounts into which all
expense and workload daia can be assigned. At the highest
level of the hierarchy are six functional categories:

1. Inpatient Care

2. Ambulatory Care

3. Dental Care

4. Ancillary Services

S. Support Services
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:%E 6. Special Prograas

{ﬁ Each of these six functional categories is subdivided into
ég suamary accounts and subaccounts. As an example, the func-
iﬁ - tional category of Inpatient care consists of six summary
% accounts:

'Eé 1. Medical Care

‘; 2. Surgical Care

Z§ 3. Obstetrical and Gynecological Care

{; 4. Pediatric Care

?5 5. oOrthopedic Care

.é? 6. Psychiatric Care

5% Each of these summary accounts is in turn coaposed of a
EE number of subaccounts. A complete listirng of each of the
;?? six functional categories and their respective summary and
J. subaccounts is provided as Appendix B. Bach element of
?é expense generated within *he health «care activity is
Eg assigned *o a particular subacccunt (work center). The sunm
:: of +the expenses in each subaccount represent the <total
ii expenses for each summary accouant, and the sum of <he
:? experses in each summary account represenrt +he <“otal
:g expenses for each functional catejory. Tha func*+ional
j% categories of Inpatient Care, Ambula*ory Care, Dental Care
:
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and Special Programs constitute final operating expense
accounts which are the final expensa accumulation points in
the systen. Ancillary Services and Support Services
accounts serve as intermediates operating expense accounts
the expenses of vhich are reallocatad in a s*tepdown process
to <*the four final operating expense accounts identified
above.

Bach of the UCA accounts listed in Apperndix B is defined
in the UCA manual in terms of "functior", Mcosts" and
"parformance factor"”. Thsz "function" describes the types of
health care activities which are ¢typical of =ach account.
These definitions assist ¢the activity in identifying the
account *o which "costs" (=2xpenses) are to be assigned. Tha
“parformance factor" identifies a uniform workload measure
which is used for evaluating performance. Performance

factors for each account are also provided :in Appendix B.

B. STEPDOWN HETHODOLOGY

The assignment of Support Service and Ancillary Service
expenses to *he final operating expanse acccunts Is accoa-
plished in a five step sequential procedurs, At  *ha
completion of this process, all 2xpenses contained withic

the intermediate accounts will have been reallocated to the
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fg final operating expense accounts. Discussion of each s*ep
é‘ in the process follows.

* 1. Assigoment of Non-persopnel Expenses

ﬂé . This first step in the cost assignment process has
;4 three phases. The first ccnsists of assigning all non-
é% personnel expenses to the intermediate and final operating
= expense accounts. Thess expenses -ome primarily €£ros DOD
i? Program Element 8, ™"Car2 in Defense Pacili-ies", of the
;5 Operations and Maintenanc2 Appropriation. However, any
id expenses originating from other DOD program elements which
%ﬁ are incurred in direct suppor:t of a medical <“reatment
g' facility are also irnclujed. lhese 2xpenses are assigned %o
_g tha appropriate UCA account by msans of the Jjob order
?% accounting systea. The UCA makes provisions for the aestab-
% lishment of indirect cost pool accounts. These accounts are
ég used wvhen it is difficult ¢to idantify “he work center
é? responsible for incurring an expense. An example would b2
;. +he expenses incurred by a ward which contained both medical
.if and surgical patients. Cost pool accoun*s may include bocth
ii personnel and non-personnsl expenses.

‘g Phase two consists of <he allocation of depreciation
% expenses. As stated in the UCA manual,
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suppor+ a medical treatment facility shall be depraciated
on a straight line basis using an eight year moving
average and assigned as indirect "s2xpensesS during the step
down reassignmenf process rather than as a direct expernss
at the time of acquisition [Ref. 2: pp.3-6].

The third and final phase of +this first step

involves the compilation of performance data. Performanca

data is necessary in ordsr to accomplish the stepdown of
expenses from the intermediate operating 2xpense accounts
ﬁ! and the indirect <cost pcols *o the €final operating expense
accoun*s as required in step four. This 3Jata is also
rejuired for the pre and pos*t stapdown purification of

expenses required in steps thrae ard five.

2. Distribution of Pull-time Ejuivalent Man-months apd

Salacy Expenses

The distribution of full-tim2 equivalent (FTE) wman-
months and salary expenses requirss two substaps. Pirst,
FTE man-months to be charged to each account must be detar-
ained. Th2 second substep involves the conversion of the
identified FPTE man-months into salary expenses.

Civilian personnel salary 2xpenses are calculated on
a monthly basis for each =mployee. Bxpenses consist of the
amount of funds obligated as a result of <he 2mployment of
each employee, and includas, but is not limitad to, Dbasic

salary, incentive and hazardous oay, *he governmen+*

9
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contribution to benefits, overtime, and *eraina+tioa pay.
The salary expense for =2ach employee 1is charged to the
appropriate UCA account based upon the distribation of PTE
man-mon+hs as accomplishel in substep one. The salary
expense for military personnel is charged to <the UCA
accounts in the same mannar as that for civilian personnel.
The2 salary expense +to be distributed for each military
member is derived from <the DIOD Lanual Ccmposite S+andard
Rates Table which is promulgated annually by the Office of
the Assistant Secretary of Da2fensz (Comptroller). The
amount to be charged to <the UCA accounts each month is
derived by multiplying the standard rate for a member's
grade and military department times the alloca%ed FT®
man-mon+hs.

The UCA manual contains detailed guidelines for the
distribution of PTE man-months anid salary expenses. A
summary of these procedures is proviled as Appendix C.

3. Pre Step-dowp Buyrification 2of Expepses

Step three consists of a pr2 step-down purification
of the expenses not praviously allocated +o UCA accounts
during stepg one and <%wo. These expenses are allocated %o

+he Suppor* Services and Ancillary 3Services accounts,
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provided there is no ovarhead included in the expenses.
Bxpensez vhich include overhead are allocated in step four.
After completion of step three, performance data for each
operating expense account and expeases applicable t0 the
operation of the medical facility will have been compiled.
These two sets of data are necessary ir order to proceed
with the next step, the step-down procedure.

4. Assignment of Expenses to the Eigal Qperatiag

Expense Acgoupts

Step four involves the reassignament of costs from
the intermediate operating expense accounts (Ancillary and
Support Services) and indirect =cost pools (wards and
clinics) to the <f£inal osperating sxpense accounts. The
rtesult of this process is the identification of direct
patient care expenses by subspecialty workcenter and special
prograss.

As stated, the st ep-down process begins with the
allocation of expenses vwhich were assigned o the interme-
diate operating expense accounts. In general, the expenses
are allocated to other intermediate operating eoxpense
accounts and final vork center accounts (subaccourts), ¢to

vhich service vwvas rendered. Th2 assignmert of *hese
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expenses is made in accordance with specified assignment
procedures for each account and in the prescribed sequence
showr in Appendix D. A pictorial representation of +his

process is provided in Pigure A.1 . The next step in the

process is the assignment of <costs accumulated in the indi-
Qf rect cost pools. These oxpenses are assigned to the

appropriate work center accounts "based on a ratio of

;ﬁ - workload generated by 2ach receiviny account to ¢the total

%g workload of the indirect zost pool" "Ref. 2: pp.3-21].
Y A* *he completion of the stepdown process, only the
subaccounts of the final operatipg expense accounts will
contain expense data.
5. Post gtepdown PRupificaticn of Pimal 0Operating |
Zxpense Accounts
The final action consists of a post-stepdown purifi-
cation of the final operating 3xpensas accounts. This final
purification consists of reallocatiny <the expenses from one
final operating expense account into another final operating
expense account as specified in the appropriate "cost" para-
graphs. This reallocation is accomplished by prorating the
expenses based on the performance factor or other unit of

service. A%t *he conclusion of this final purification, the
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axpenses contained in each subaccount can be aggregated int¢o

:; their appropriate suamary accounts ard functional

i; , categories.

‘ C. REPORTING THE RESULTS

. The DOD Medical Expenss and Performance Report (MEPR) is

% the vehicle by which activities report UOCA data, and is

% provided, for informational purposes, as Figur2 A.2 and ;.3

; As can be seen, expens2 data is reported by functional

é; category for not only ths final operﬁting expense accounts

;‘ but also for the intermsdiate operating expense accounts.

éé Workload (defined as the "performance factor") accomplished

E; . during the reporting perisd is also reported. These rasports

! are submitted by activitias to OASD(HA) through each mili-

;3 tary services' medical chain of command. In addition to the

W MEPR, an activity has developed a substantial da“a base and

vg has created a nuamber of additional data displays a+ <+he

¥

E completion of the UCA procass. A nuaber of these displays

é‘ are describe? below.

f 1. Account Subset Definition (ASD)

% The ASD provides a listing of all UCA accounts used Ly a

P particular medical treatment lacility. It also iden+<ifies

. .

; the sequence in which expense assignaent will be perforaed.
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2. Stepdown Statistics Matrix

The Stepdown S<+tatistics Matrix inclides a listing of each
UCA account and provides the perforzance factor basis upon
which alloca*ion of eoxpenses will be based. This satrix
includes as many rows as there are accounts defined in the
ASD and as many coluans as there are intermediate expense
accounts. For example, inpétient dapreciation is allocated
on the basis of occupied bed days (OBD); <therefore, this
display contains OBD data for each firnal inpatient account
so that depreciation can be allocated <+o each of <these
accounts on the basis of total 0OBD's for the facility.
3. Direct Expense Suamary (DES)
The- DES contains a lis*ing of all UCA accounts for the
medical treatment facility and the total amount of direct
expenses at+ributed to each accourt prior to allocatior.
4. Stepdown Schedule

The Stepdown Schedule provides a detailed display, irn dollar
amounts, of the results of the stepdown procedurs. This
display corresponds to the rows and columns of the Stepdown
Statistics Matrix and is the result o5f applying the perfora-
ance factors identifie=d previously to the expenses

identified in the DES.
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5. Pinal Purifica+tion

This display provides a d2tailed repor: of the purification
of the final expense amounts after stapdown. This display
identifies the allocation of those costs contained in cost
pools for multi-purpose wards, multi-purpose clinics, and
outlying branch clinics. After final purifization, all
costs have been allocated tc the £final operating expense
accounts.
6. Computation Summary

The Coaputation Summary displays each UCA account with a
summary of all +he UCA transactions that have occurred and

their affect on <the account. The Computation Summary has

the following coluan headings:

(a) The total direct expenses accumulated in the
account at the beginning of the process;

(b) The amount of suppor+ costs passed to the
account; ~

(c) The amount of ancillary costs passed to the
account;

() The costs in the account after stepdown;

A . " .
2 LR Al R e <Y
. P I Py

(e) The amount of costs allocatesd from cost pools
during purification; and

R LR (0 g
*

»

(f) The final purified cost alloca*ted to the account.

This display provides a summsacy of 2ach step in the UCA cos:

i [ SR

allocation process conducted at the medical center.

. ‘...;.I
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A 7. Detail Unit Cost Raport

: The Detail Unit Cost Report providas tctal expenses; output
‘5 : measures; and cost per unit for each inpatient, ambulatory
.?E care, dental care, and ancillary service account. The data
in <this display is only carried to +he three character

- subaccount level.
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Pigure 1.2

DOD MEDICAL EXPENSE AND PERFORMANCE REPOAT !

See Instractans mn (haptor § RCS
of DO sutB 10N

[ ] z ADODRESS OF PACILITY (fasiede LiP Cosss

FACIAITY COBE 101C)

AEPOAT PENIOD

feesnam——
RIPOATING AUTHORITY

000 MEDICAL REGION

PARY § - DIRELT PAVIENT CARE (Dwroct A zaenwe Mus Nusnuet end A

A o arag ve

NPATIENT CARG ONPFOSITIONS

TOTAL EXPENSES INCLUONG
CLINICIAN SALARY

CLINICIAN SALARY
ExXPENSE

aoCCuUPED
88D Oavs

MEMCAL CARE
SUAMMCAL CanG
.
OBETETMCAL/G YNECOLOBICAL CARG
PROATING CARG
ORTHOPEHIG Cang

PEVOMIATINEG Cant

AMSULATORY CARE

TOTAL OUTPATIENT EXPENSES

QUTPATIENT VISITS

NPATIENT VIBITS 2

OBSTETIMCAL/S YHECOLBGICAL CARE

PAMNY PRACTICE CaRe

PLIANT MESCING CANE

UNDERSEAS MEDICINE CARE
TOTAL

OaNTAL cang TOVAL EXPENEES

WEIBMTED OINTAL PROCIDUNE

WEIGHTED DENTAL PACSTNETIC
WOAE UNIT

AL SERVICES

AL LABORATONIES
2 ong 3 maty)

AL

00 .2 2202

! 30g ATTACKED CAVEATS
2 EXNPENBES INCLUDED (N INPATIENT CARE ACCOUNTS
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A 5
PART 1t - ANCILLARY SEAVICES 3 (Dirvet Lsponave Fiug Suppurt Services Aspgnmanie and Periormante)
WORKLOAD EXPENSES
ANCILLARY SEAVICES TOTAL ExPUISS (Weighted Procosuress (Weighton Prosedures
. PHARMALY
PATHOLOGY L
R RADINOQY
OTHER ANCILLARY SERVICES ua
TOVAL
PARY ) - SUPPORT SERVICES ¢ (Dirvet Esponcrns
SUPPOAT SERVICES TOTAL §XPENIES
ToTAL
PART IV - SPUCIAL PROGIRAME 1Oweet Sxpenees Pius Support ard s nerlory
g SPECIAL PROGAAMS ; TOTAL EXPENSES
)
| SPECIPIED WEALTH ASLATED PROGAAME
| NEALTH SEAVICES
| Joeactvcana senvices sursonr
i
i
; ARY UMIGUE MEDICAL ACTIVITIES
: PATIENT MOVEMENT & MILITARY ADMIN.
’
» TOTAL
- . PARY V . NARRATIVE
)
» l .
i
]
P
N
k.,
5
90 FOf 2262, 1 OC 2 3
e THESE EXPENGES ARE \NCLUDED 1 PARTS | AND IV

4 TMASE EXPEINGES ARG 1NCLUOED 1N PART 1, 11, AND IV

. Pigare 1.3 DOD Medical Expense and Performanca Report, Back.
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ARRENDIX B
ACCOUNTS, CODES, AND PERFORNANCE FACTORS
N This appendix providas a complate lieting of the six
ig functional categories of <the Uniform Chart 5f Accounts,
.
fl along with their respective suamary and subaccounts. The
B functional categories of inpatient care, ambulatory care,
*% dental care, and special prcgrams ar2 final operating
L3
fziv
R expense accounts, Ancillary services and support services
g? are intermediate operating expense accounts. Also provided
% . A
i; ~in ¢his appendix are the appropriats UCA codes and perform-
. ance factors upon which the allocation of expenses is based.
o ACCOUNT CA CODE PERPORMANCE EACTOR
: o
i A. Inpa*tient Care A Occupied bed day
. 1. Medical Care AA "
o . In* d A n
B Hmpgeaietne AN :
L 3. Corona:I are AAC "
£ « De latg ogzg AAD "
>3 2. Enadocr I AAR n
f. Gastroenterology AAP "
o . Hematology AAG "
B %. Intons vé Care AAH "
» - UCP o ogy AAI "
¥ . i g AAJ "
ut o On -] og AAK "
x « Pu lon ry/Up B
- Resp ratory iseases  AAL "
& 2. Rh lato og z AAR "
el n. 8 cal Cafe Not
b Elsevhere Classified aA2 "
™ 2. Surgical Care AB "
3 o € ABA n
! g. .33§%%a§guga§73nd '
. Thoracjc Surgery ABB "
% s. ntensive Cafte ABC "
-, . Neurdsurge. - ABD L
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AGCOUNT

6.

g. Ophthalmology

. Oral Surgery

g. Otorhinolaryngology
Pediatric Surgery

i. Plastic Surgery
Proito ogy

k. Drology " e w

. Surgica are

Blsevhere Classgfied

0bste+i1c41
Gynecologica Care

a. necol

b. 0 stetrggg

Pediatric Care

%. Pediatrics

. Nursery

c. Neonatal Intensiva
-Care Unit

d. Pediatric Care Not
Blsevhere Classified

Ortkopedic Care

g Or*yogggics

Psychiatric Care

B. Ambulatory Care

1.

2.

..........

Medical Care
a. Ig*e:nal Medicine

b. Alle; Clinic

¢. Cardiology_Clinic

d. Dlabet;c linic

a, En ocrlnologI Clinic
f. Gast;oenter oq

linic
g. Henatologg Clinlc
. Hypertension Clinic

. Nephrolo Clinic
g. RegrologgYCI*ntc

Nutrition Clinic
Oncology Clinic
Puinznary Diseass

n. Rheumatology Clinic
Oe Dernatoloii Clinic
nics §Not
Elsewhere Classified
surgical Care
a. General Surger
cfinic gery

b. Cardiovascular and
g grgcic sSurgery
c. Nearosur ery Clini
d. Ophthaladlogy Ciin c
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ACCQURT UCA CODE
e. Organ Transplant
3 Clg sg P BBE
X £. Otorﬁ nolaryngology
' clin ci- BBF
"oy g. Plast C Surgery
o Clin BBG
" he Proctolo Clinic BBH
i i. Uro og ;1 i BBI
- j. S qery Clinics Not
Elsevhere Classified BBZ
x 3. gbstetrical and
o Gyneco ogwca Care BC
2 a. Pampi i
N in 1z Planning 8CA
- gnecology Clinic BCB
L stetriés Clinic BCC
5 4. Pediatric Care BD
- a. Pediatriec Clipi BDA
< . Adolescent c‘g gc BDB
K ¢. Well Baby Clinic BDC
d. Pediatric Clinigs Not
s Elsevhere Cla551f1ed BDZ
B 5. Orthopedic Care BE
o a. Orthogegii Clinic BEA
E;'\ bc C EB
= S' Hand Surgery Clinic BEC
. Neuromysculoskeletal
: Screening Clini ED
5 e. o:thopedlc Appliance
X clinic BEE
L £. Bodiat ry Clinic BEF
= 6. Psychi tric/uental
ealth C BF
. a. Psychia*ry Clinic BPA
v b. Psgchologg C%%n*c BFB
- Child Guidance Clinic BPFC
L d. Mental Health Clinic BFD
Ex 7. Pamily Practice Care BG
- 8. Primary Medical Care BH
s a. Prizar Care Clipics BHA
i . Hed ia Examination
3 Sptosstry Clind BHC
.. Ce. metr nic
- . lgd?olog¥ C11n7c HD
il e. eech Pathology
i clinie BHE
[ 9. Emergency Medical care BI
- 10. Plight Medicine Care BJ
3 11. Underseas Medicine Care BK
- . C. Dental Care c
- 1. Dental Services ca
i 107
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PERFORMANCE FACTOR

Weigh*ed Dental Procedure

Visit
"

N/A




UcA cobdg RERFORMANCE FACTOR

2. 3 Den+31 Prosthatic
orator CB weighted Pro§+hodon*1c
3. go 2 Dental Prosthetic
ratory cc
D. Ancillary Services D N/A
1. Pharmacy DA Weighted Procedure
. 2. Pathology DB "
N . C 1 patholo "
- g. A%&%%ggcai Pat&OSXQy Bg% "
X Cc. Blood Bank DBC "
i 3. Radiology DC "
. Di nosti Radiolo DCA "
L g. Thg gc gy
: Radio ogy DCB "
. 4. Specjal Procedures
i Services DD Procedure
] . E 3 n
1ggt§ggard iography DDA
enceghalography DDB n
c- 2 atosyograph DDC n
neu
d. Pulnongr Pgng*ion DDD n
e. Cardiac
Catheterization DDE "
« Central_Sterile Supply
3 Ma gergel sgrv% pply/ DE N/A
ae ggntral Sterile DEA Hours o2f Service
b. cgngigl Nateriel -
Serv DEB "
6. Surgical Services DP "
a. Anesthesioloqgy/
Recover Roon DPA n
b. Surgical Suite DFB "
7. Same Day Services DG "
a. Saae Da er DGA "
b. Hemo {ysggq Y DGB "
8. Rehabilitative Servizes DR visit
a. Inha atig
Resp on_Therapy DHA "
b. Occu ational Therapy DHB "
C. sical Nedicine DHC "
o fiial rherag DHD "
e. Soc Work Services DHE n
9. Nuclear Medicin DI Weighted Procedure
. E. Support Services B N/A
1. Depreciation EA N/A
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ACCOUNT OCA CODE
2. Command And Administra-
tive Support Services EB
3. Personnel Support
Services EC
a. Fifg Protectio ECA
b. Police Protection
(Security) ECB
4. Public Works ED
a. Plant Management EDA
. 0g9rat¥on £
Utilities EDB
c. Maintenance of
Real Property . EDC
d. Mipnor Constriction EDD
e. Other Engineering
Support EDE
f. Leasing and Renting
of Rea _{rogerty
and Pacilities EDF
g. Transportation EDG
5. Materiel Services EE
6. Housekeeping and
Jagitorigl gervice EF
7. Biomedical i pment
Repngr Servfge P EG
8. Linen and Laundry
Service EH
9. Inpatient Pood Service BI
a. Dietetics EIA
b. Subsistence EIB
10. Inpatient Affairs BJ
11. Asbyglator ar
lalgngstrztgone EK
P. Special Programs 4
1. Specified Health Related
Progranms FA
a. Area Reference
Laboratcries FAA
b. Area Denzal
Prosthetic Laboratory
énge 1) PAB
c. Oph*halaic
Fabrifitionlnegair FAC
d. DOD Military Blood
Pioqgan PAD
2., Adlcohol and Diug .
Abuse/Rehabilitation
Progran FAR
€. Drug Screeaing and
Testipng Progranm FAP

109

PERPORMANCE FACTOR

PTE Manmonths

N/A
N/A
N/A
N/A
N/A

N/A
N/A

Cost of supplies
and minor equip-
maent issued

Hours of service

Hours of service

Pounds of laundry
rocessed
Rations served

Occupied bed day

Outpatient visit

N/A

Weighted proceduras

Spectacles fabri-
ca‘ed or repaired

Weighted procedare

Occugied beld da!
(vhi g/%npatien.)




‘e ACCOUNT UCA cODg PERFORMANCE FACIOR
g. Clinical
h Invg gzg;tlon Program FAH N/A
S Tra ni nq Support
R Prog Ppo FAI N/A
"3 i. ugting Train‘ng
J ucatio
Prograns FAJ N/A
J. Student Salarz
Expenses for Class-
roon ind Other
Learn Experiences FAK N/A
k. Pxternally Sponsore
gggc%@“%ng Realth FAL N/A
1. E39C35190 mealen
Related Programs No+% )
Blsewhere Classified PAZ Varies
2. Public Health Services FB N/A
a. Rllc, Bnvironmental
0ccupat onal
FBA N/A
b. Innun ations FBB Iamunizatiorns
C. Community Mental ]
Health nctivi*le FBC Visit
a. Vetetinary Services FBD N/A
3. Health Care Services
Support FC N/A
a. Su lemengtal Cars
zgp 3 From
C an sSources FCA N/A
b. Military and C vilian
Gnest Lecturer and
Consultant Progranm FCB N/A
c. CHAMPUS Beneficiary
Su ort PCC N/A
d. gggo:t +0 o h
u tary A ies PCD N/A
e. gport *0 Ot er
eral Agencies PCE N/A
4. NHilie rz Unique Medical
Activities FD N/A
a. Con+ingenc8 and
Blerge c; gerations FDA N/A
b. BasI ations
ca] Installations PDB N/A
c. Nonpatjent Poo
Operations PDC Rations served
d. Décedent Affairs FDD N/A
e. Initial 2utfit+ing FDE N/A
‘ £f. Jrgent " gor
1 Constrnc* FDF N/A
B 9. gD!/TAD Enrouta t> DG /4
: h. gvilian Porla ent
2 i u! ;go of Stat FDH N/A
1 & f’lcéiglﬁ ss Yot
. B sevhere assified PDZ Varies
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ACCOUNT UCA CODE PERPORNANCE FACTOR
Se. Pg**evt ﬂoveuent and
Milit 2 z Pat lent
Administration FE N/A
a. Patient
Transgortatio“ PEA Hours 2f service
b. Travel and Materiel
for Pa ent uovenont FEB N/A
Ce. Aeron Staging
Pacil es/Transient
Pat ent Care FEC Patient moveaments/
d. Military_Patient Occupled bed day
Personnel Admin. FED N/A
e, Hilitary Patients
(Salaries) FEB N/A
[(Ref. 2]
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ARRENDIX C
DISTRIBUTION OF PERSONNEL FULL-TINE EQUIVALENT MAN-NONTHS

This appendix providas a summary of <+he guidelines
contained in the UCA manual per*taining ¢to <the appropriate
distribution of full-time equivalent (FTE) man-months to UCA
Accounts (work-centers). Ihe distribution of FIE aman-months

is critical since it ultimately affzacts the distribution of

-

salary expenses.
1. Substep 1 - Pull-time 2quivalent (PTE) dan-month
deteramination:
A. Personnel included:
. 1) United State ilit i d
(0 Jatisdusth 2oalty saad EoR e ek agntone

cn permanent Juty or
students).

2 1l ciyd direct d
2 ig&;%:ctcﬁlr%iigrggr§°%§§}°§§ e%p gyegg
paid from appropriatad funds.
- t t
3 55338%%5% :Sdggqggaindug;pggag 33-35:a:y
orders for Aduty.
(4) Personnel "borrowed"”,
B. Personnel excluded:

S 143 R EA LIS L I S

(2) Poreign Araed Forces personnel.

3) Reserve or Na%+iopal 3uard personnel on
G actzve daty 20: fess’than 90 days.

4 ] B .
(W Fageras. 7§§iigr§3:§°§§§io§§i aabiSeadd
In an aunpald absencéd s:atus.

(5) i%;igian 2aployees paid from nonappropriated

(6) Pecsonnel "loanedn®.
(7) Vvolunteers.,
C. All personnel shall have their PTE work aon<ths

112
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g%stributed t> the accouats they suppor:, axcep*
at:

(1) Labor shall be distributed to no more %kan
sgven accounts,

(2) iibor shall be distributed in multiples of
ve percent.

(3) Distr tion of lab:r shali be based on g

ar{ es assi fs neent to dut 33
he eme rgenc le tca a area (atten

ng surgaon, medical f ‘cer of the day,
emergency roos dutg officer) is considared
to be a pr larI Howvever, time spant
er orn¢n ateral duties, extraneous
aties, sss gnlenti +c boards and coam.ttees,
an at-hone cal 3 not considered to be a
primary duty.

BRI i

eave ness, or genef Z
trai nin g ; stributed to the work
center ( f n vh ch that person normally
works.,
i cnt £ '
() SResennet *fi°aaxg%rzsu%%a°%°i%§ 512-

onne nse
ent accounts necessary for the
ye; ornance Report.
ent on b4 necgssarz +0 make
g cg son of snpatient Ccare costs.
n sone n :igcs, ~;In1c 3n arsonnel
o ogges Inc de o2 itis o&her
n +,_ Por exanm
f gvllgan hosp tal char csp*hrough
0 ilitary led-cal treatmen
npa icnt sxpenses should 2axclude
c an personnol i enses, Por *his
s "clin ans® is defined as

reaso; an a 3rdo t s‘ a tioners
it e R e
npat gnts.B iP % EZns vilg gtrzbute
their tim2 *o0 subaczounts (subspeiéq ties)
ratho: than %¢o0 mixed vards and c¢linics.

(6) orr ved aad loa ed labor lzss be dist
ute based on sul er 0 2ysS in »
tus. Rach er 2 ime in excess g
ours, but not grsater *han 8 ours will
he charged as one day of vork or service.

lab 4 ]
M 0 pﬁcgine%SE‘ii“ tanrsiaworgelggfgdspen*
tn each vg contsr, not on “hs number o
ours worked per lay, veek, or month.

(8 1vi&ia§ { . §€§§.E°3 civyi}%nbge%;ggnel
ass e u*

*he lo
H3 shal tbs 2ons %X assiqnegay status,

(9 rsin n*vi e and adainl stﬁ i gersonnel
z war 8 or clirn
d s‘ribnto thc § ise to as nany as
aceounts. the accounts *o vhich “hey
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o

'Eﬁa"%’éi“’%‘: B i s ccount s Cwhich oh

% 3 3 % fxeg vard or c&i ic v’!l

unct on ns an irect cost pool ..

vo:k lonths accunnlated in these ni ed vard

ic cost pools shall not be a stribyt-

to tga subaccoun* ?if l1+«ies) until
ter tha support an a:y services

expenses have been stepped dowin.

1 ndcnt P work mont: st a-
(10) iion. iicgggé ag d g*.;tg 3 i rigeir
se n or s ears of postg 23
tra g (residency) wi onsidere
g: ccnt char eable to account Plx Stn cnt

Lear n!xgensoiefo: C1a33’00l a?nin gi

ncei g Teaa

pcrcent is ¢thargeable vhere ont carse is

provided., Before *he start their second

ear in sach t:a*nin g zs-c ans and

entists 3111 ge g 1t charg 1?10 to

that account, e: cor an

students will ir geabl perc?nt to

hat agcount ] ths o curricn a2 requi ﬁe

re ominance of classrooam tra ninq an con-
3t on_to patient care or gg

nc ntal or linor. ker o

liste studonts vhose gc ak uties

require the per orlanc + s _normally

perforned by persanantly assigned personhel
be 50 percent ~hargeab1e to the

gggoprlate work center and 50 percen+

c geabla to Account PAK.

ger ani en-

2. Substep 2. Conversion of Full Time Equivalent Nan-
Bonths to Salary Expense.

A, th‘}vilian'saiogthig ggi§g§§e& 3 gensetggall be

e-g O!IO? eap oyee uring that month,
s wou d in-lude basiz sal ar ncentive and
hazar ernment zontri bn ion %0 benefits,

overt le, Eerl nation payments, etc.

B. ch c v.l*an's personnal axpegse shall be
gz hose accounts to which have had
-st butod “that civ llan S PT® man-month.

C. iiitarl meaber's monthl nne exgense
hat amount presc ‘
gga Conposi*e Standard Rat;s Table for that
tary meaber's grade and litary department
mes the PTE nan-nonth.

D. Variance betwaen actual pasoand gersonnel

expe so computed from the ual Coamposite
tgn ard Rines Tables shall be _gnared for the
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ARRENDIX D
ALIGNNEFT POR INTERMEDIATE OPERATING EXPENSE ACCOUNTS AND

BASES POR ASSIGNAENT

This appendix provides the sequ2nce for closing irter-
mediate operating expense accounts. This sequa2nce aust be
folloved. ' In general, intermediate operating expense
accounts vhich render the most service to other work centers
are closed first. Accounts which receive the most services
are closed last. It is iaportant t> recognize that once an
account is closed, it cannot receive expenses from any other
intermediate operating expense account whose 2a2xpenses have

yet +o0 be assigned.

ACCOQUNT BASES OF ASSIGNHMENT
1. Depreciation of Equipment is desgribed in *he
Depreciation Account.
2. Cossand and jdainistrative Ratio of each rece%v% g
Suppor+ Services g*oun*'i number o 1l
tiie egu valent man-months
(exclu g patients) to

the *otal number of full
tiae equivalent wvorkmcnths.

3. Persgnnel Suppor* Ratic of each receivir
Services aczount's square footade
to the total sgquare foot-
age of the medical treat-
ment facility.

4. Public Works (1)

a. Plant anagen Ratio of each
c*atgon g% }iiities, acsount's guarf foox-
her !ng neerl age to t ota
Sn g iﬁ nd that port on squara footags of the
ainten ice of Rea 2: iga +treataent

g:og rtx v anno+
entifi with a
spacific vork center.
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% b. Hainterance of Real Ratio of hours (or
—a Property and Hinor Con- percentaqe) of service
strnction (includin ren gr; to each
3 ects x contrac not rece £g account to
" T the2 total hours (or
g cz gercentaqe) of service
. :nt th a s pec- ered "to the
e vork center. a8 iil treataent
:f av-
Ce o and Rental of gatio of eggh recelv-
o : Roa r per an account's square
. es ‘oo*aqe used to the
X total “squarse footage
e leased or rented by
o tha lgd%cal treatment
d. Transportation Services R tio ot S of -
e po ? 5 eacg
. e~e v g account +o0
" tha tota on:s of
~ secvice received by
- tha medical treatment
e facility.
b 5. Hateriel Service
ol
X a. All ope at ng expenges atio of each recsjiv-
& ex;apg e ge pnaf - g accou t?s COI ned
N ined b c ntract o enses fcr sup
" ns*alla ion provilde (e cept subsistencel
x and msinor plant e p-
- mant to total con ned
sxpenses for sup es
3 {(excapt subs sto co[
33 and = glant equip-
ST aeat o dical
= tr|a+lon* facility.
-3 b. % uiglcn‘ maintenance atio of sa*vice rgn-
ntract og pro- ered t0 each rece
‘ nd by the installa- <03 account t> tha
B to a serv co rwndered
¢ 2% treat-
- lent £ac ty.
iyl 6. Housgkeepin and Jani*o>rial Ratio of hours gf serx f
Servi rendersd to Qac receiv
< ac-ount to th ours

eryice rcn ore to_+ha
Y asaltiliet rnadnt gacglrty.

7. t
géonzdical Bquipmen

b4 .‘:.)_ o

V
S P -

a. sonnel, bench stock tio of hours -
5 ggp 5qu§p men* T A 3fesok
cos rezeivin account +0
tha tota hours of
. so-v ca re dered <o
he ne ic treataen*
£a~ ty.

b. Hedical cguignent Ratio of honrg
. saintenande contracts gersenta ge) o orv*ce
en ?:g to each

recelving account to

FHICCN WA

-
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9.

10.

1.

12.

13.

14.

15.

Linen and Laundry Service

Inpatient Pood Service

Inpatient Affairs

THE R Ry

Pharmacy

Pathology -

Radiology

Cen+ral Sterile Supply/
Bateriel Service ppiy

a. Central Sterile Supply

1M

the total hours (or
pecrcentage) of service
tendered to the

sedical treatment

facility.
£i £
gun rof ggggggeg .oryeach

recelv n account to the

total poungs of laundg
racessed for *he medical
sataent acié

P eces of aun r process-

be usad a

alt a* ve assi :en
bas!s oni convers

to pounds ry laundry
is proh*bztlve in cost

or prohibited by contract.

Ratio of inpatient rations
served +o each receivirng
aczount to *he total in-
atien ra ions served in
he gpedical treatment

ity.

eatio of ocgugied bed da;s
in each wor nter
totai nul er o] occu ed

e led‘cal
t:aatl nt ac lity.

nat o of ambulator

i 1 gts to Zach

9~e 2g account support-

ed for r cord laintenance
gtzl visits to

thase cl cs.

atis of veigh&ed roce-
ure {e ques each

recely ccount +0 _the
tota we hted procedures
provided by the Pharmacy.

Ratio of veigh&ed proce~

dore ues each
reze fvfnq cc nn* to _the

B%%%ia.ﬁ Y pat§§f§3§?'°s

Ratio of veig ed proce-

1u:ei f‘ uest -ach
recelv ng accoun‘ to the
total wveightsd procedures

provided by Radiolegy.

itio of houss of saE-
ce r,n ered to eac
recel g ccount o
the ota urs of
strv ce rendered by
.on*ral Sterile

Supply.




-------

o
4
%y
¢
o b. Central Materiel Ratio of cost of sup-
3 Service glies and equipment’
A ssued to each receiv-
- 2 account t2 *the
. al cost value of
X $upplﬂes and agu¢pl°nt
S issned by Cent
- uatefiel Supply.
X 16. Surgical services aatlg houﬁs ;vice
(AR rovided eac rec=
acvount to the total honrs
of service provided by
. Surgical Services.
N 17. Same Day Services Ratio of hours ervice
- Y r:vgde eacﬁ :ecei i
- gﬂount to the al hours
X sexrvice prov de
Same Day Services,
X 18. Specjal Procedures Ratio of procedures
3 sggvices :equestedpby each receiy-
~ . 1n3 account £9 +the +otal
. gr:cedufes praovided by
2cial Procedures
‘ Serv ces.
- 19. Rehadbilitative Services Rati>s of v*sibs teguested
L by each receivin ccount
= td the total uun er of
. vis ti grovide
5 Rehabilitative Services.
< 20. Nuclear Nedicine atio of weigh&eg proc
urei fe ques eac
! receiv g acconn* to _*h
) total we gh+ed tocsdnres
%] g:ov Y Nuclear
2:' 4 -neo
: EGEND:
(1) These 3cconnts shall be moved be:wveen the Depreciatjon
4 account a the Command and Adm nist:at;ve Suggort Seryvices
A ccoun*t when the se:vices are grov contract or bz an
N nstallation supgort seiv ce (other t an one nanned b{
K- medical treatne . If more than one accoun
Al moved, the rel ocatcd gccounts nns* k2ep their relative
5 aligngent. 'In those ns*anges when hausgkeeping and ani-
2 to:xa services are provided by both hous vo'k force
- and b{ contract to the same repo *ing medical treataent
4 facility, tho contract expense v e noved up in the align-
- ment as abova. However no portion of the coh-
! tract ex nse Ee allocated to the In-house housekeeping
e and j or*a es account.
& [Ref. pp.3-2 to
o
&
'y
Y
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