AGtivity Based Costing In the
: GI Unit

Michael J. Goldberg MD MBA
Clinical Professor of Medicine
Pritzker School Of Medicine

/5 to combat falling
HBLUISEMENtS

ACCEPL Iower paymentsss

3/29/2013




3/29/2013




jffiers firom traditional medical accounting
i that costs are linked to activities rather
“than allocated to procedures,
departments, and services (based on use
off actual resources)

e Easier recognition of activities and
processes that produce value, enhance

pUrsement-overhead=profit
ostsiare considered overhead

©15alary: or evenly split between principles
Norattempt to define direct cost

s Throw back to past years where
everything was done on a cost plus basis

'\,Jv Based Costing isideveloped by Kaplan (Carnegie Mellon) and
Bohnson(Portland) in the 80s

soppertiavard School of Business) concurrently developes activity:

edicosting system in the 80s:

phiniDeere begins utilizing activity based costing in the 80s

thierUS companies adopt it including Northern Telecom, Hewlett-
dekard, Honeywell'and Avery International
Widespread use in industry occurs in the later part of the 80s
Healthcare organizations begin utilizing Activity Based Costing in the
905 but usage fades with the demise of managed care
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T

Products O SErVIcES consuime activities and
IESICONSUME resources

IVItIES driVe cost ie consume resources)

BEC attemptsito assign costs to these activities so that
totallcost o consumption of resources is better
fderstood

“Allows one to better manage processes by
= understanding what drives costs and how increases in
efficiency affect costs and outcomes

s Quality improvement techniques break processes into
discrete activities and can be tied to activity based
costing

BeuVity andiwhichi cost pools are drawn from

gnment of cost categories-resources are assigned to
t'categories ie labor, material or overhead. These are
fitherassigned to direct or indirect categories

Directly related-nursing time, md time, secretarial time,
stpplies used

Indirectly related-accounting, rent, IT, malpractice

T

ity based costing and howhit.ise

Vers(fany thingithat chana‘és the cost of'an
) ity) need to be determined

tivitysmay: have multiple cost drivers
mples: Employee cost drivers-time
Material costs—items used

“Determine cost allocation rate (annual cost of a resource
~and the number of times a resource is used over a
period of time)

e Cost of an activity can then be determined by multiplying

the cost allocation rate by the actual quantity of the
allocation base for that activity
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ptneed to be detailed (especially if they do not
BrRsUme important resources)
Ty torkeep things simple-complex systems are
expensive and difficult to maintain and data is
ignored

e

for developing-AB@model™™

I Expenser pools (activity’ pools)
enpools into time based costs

SECLProcesses into activities and estimate
merconsumed by those activities

culate costs (easily done with X-cel)

Use model to see how changes in activities
effect costs

Use model to strategically plan

e A ity IMapsiare not complicated
St Drivers are easily defined
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Day of procedure

) Cost Category.
erralland scheduling
heduling pod Indirect labor
ffice: secretary. Direct labor

o Patient education—preprocedure Direct
labor

Patient registration—RN Direct labor

o [V insertions Direct material
; e :




s Annual

® quantity of
® cost driver
® Cost

Intarunit which does 10000 procedures a
year this could add $300,000 a year

¢ Solutions include an educational program
or preop calls

T

osts inia unit performing 10,000
procedures a year could be $129,000/year

3/29/2013




3/29/2013

o Delz

Dor IDElay, Patient Delay, Delay in
UAGVEr of rooms
utions might include unassigned
procedures, needs assessments preop,
room turnover teams

All'solutions can be studied and modeled
with ABC

an be used to calculate costs of providing
“care for the total cycle of care
® Can be used to standardize ie eliminate
variation and define best practices

.

51g" Healthcare Costisps

PRIIS September 20171 article, economist
Michael Porter states
Almost complete lack of understanding of
Bw much! it costs to deliver patient care
uchiless how those compare to
outcomes achieved” is one of the reasons
for the burgeoning cost of healthcare
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IS 2 costing system fhat can provide
jders a better way to manage costs

Ifiven healthcare.
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