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{Abstract)

Development of a Hospital Service-based
Costing System and Its Application

Hayoung Park
College of Medicine, Catholic University

The managerial environment of hospitals in Korea characterized by low levels of
medical insurance fees is worsening by increasing government regulations as to the
utilization of medical services, rising costs of labor, material, and medical equipments,
growing patient expectations concerning the quality of services, and escalating
competitions among large hospitals in the market. Hospitals should seek for their
survival strategies in this harsh environment and they should have information about
costs of their products in doing so. However, it has not been available due to the
complexity of the production process of hospital services. The objectives of this
study were to develop a service-based cost accounting model and to apply the

developed model to a study hospital to obtain cost information of hospital services.
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A model commonly used for the job-order product cost accounting in the
manufacturing industry was modified for the use in hospitals in Korea. Actual costs,
instead of standard costs, incurred to produce a unit of services during a given period
of time were estimated in the model. Data required to implement the model
included financial information, statistics for the allocation of supportive cost center
costs to final cost centers, statistics for the allocation of final cost center costs to
services, and the volume of each services charged to patients during a study period.

The model was executed using data of a university teaching hospital located in
Seoul for the fiscal year 1992, Data for financial information, allocation statistics for
supportive service costs, and the volume of services, most of them in electronic form,
were available to the study. Data for allocation statistics of final cost center costs
were collected in the study. There were 15 types of evaluation and management
service, 2,923 types of technical service, and 2,608 types of drug and material service
charged to patients in the study hospital during the fiscal year 1992. Labor costs of
each of seven types of personnel, material costs of 611 types of drugs and materials,
and depreciation costs of 212 types of medical equipments, miscellaneous costs, and
indirect costs incurred in producing a umit of each services were estimated.

Medical insurance fees for basic services such as evaluation and management of
inpatients and outpatients, injection, and f{filling prescriptions, and for operating
procedures were found to be set lower than costs. Infrequent services which use
expensive medical equipments showed negative revenues as well. On the other hand,
fees for services not covered by the insurance such as CT, MRI, and Sonogram, and
for laboratory tests were higher than costs.

This study has a significance in making it possible for a hospital to obtain cost
information for all types of services which produced income based on all types of
expenses incurred during a given period of time. This information can assist the
management of a hospital in finding an effective cost reduction strategy, an efficient

service-mix strategy under a given fee structure, and an optimum strategy for
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within-hospital resource allocations.

Key words: hospital service-based cost accounting, cost and fee of hospital services
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