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<Abstract>

A Study on the cost allocation method of the operating room
in the hospital

Hwi Jung, Kim", Key Sun Jung™", Sung WooChoi™
Gachon Medical School, Dept. of Hospital Management”
The Graduate School of Hospital Management, Gachon Medical School™

The operating room 1s the major facility that costs the highest investment per unit
area in a hospital. It requires commitment of hospital resources such as manpower,
equipments and material. The quantity of these resources committed actually differs from
one type of operation to another. Because of this, it is not an easy task to allocate the
operating cost o Individual clinical departments that share the operating room. A
practical way to do so may be to collect and add the operating costs incurred by each
clinical department and charge the net cost to the account of the corresponding clinical
department.

It has been customary to allocate the cost of the operating room to the account of
each individual department on the basis of the ratio of

the number of operations of the department or the total revenue by each operating room.
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In an attempt to set up more rational cost allocation method than the customary method,
this study proposes a new cost allocation method that calls for itemizing the operation
cost into its constituent expenses in detall and adding them up for the operating cost
incurred by each individual department.

For comparison of the new method with the conventional method, the operating room
in the main building of hospital A near Seoul 1s chosen as a study object. It is selected
because it is the biggest operating room in hospital A and most of operations in this
hospital are conducted in this room. For this study the one-month operation record
performed in Januarv 2001 1n this operating room is analyzed to allocate the per-month
operation cost to six clinical departments that used this operating room; the departments
of general surgery, orthopedic surgery, neuro-surgery, dental surgery, urology, and
obstetrics & gynecology.

In the new method(or method 1), each operation cost is categorized into three major
expenses; personnel expense, material expense, and overhead expense and is allocated
into the account of the clinical department that used the operating room. The method 1
shows that, among the total one-month operating cost of 814,054 thousand wons in this
hospital, 163,714 thousand won 1s allocated to GS, 335084 thousand won to OS, 202,772
thousand won to NS, 42265 thousand won to URO, 33,423 thousand won to OB/GY, and
36,79% thousand won to DS.

The allocation of the operating cost to siX departments by the new method is quite
different from that by the conventional method. According to one conventional allocation
method based on the ratio of the number of operations of a department to the total
number of operations in the operating room{method 2 hereafter), 329,692 thousand won
are allocated to GS, 262,125 thousand won to OS, 87,104 thousand won to NS, 59426
thousand won to URO, 51,285 thousand won to OB/GY, and 24,422 thousand won to DS.

According to the other conventional allocation method based on the ratio of the
revenue of a department(method 3 hereafter), 148,158 thousand won are allocated to GS,
272708 thousand won to 08, 263638 thousand won to NS, 45587 thousand won to URO,
51,285 thousand won to OB/GY, and 27678 thousand won to DS.

As can be noted from these results, the cost allocation to six departments by method 1
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is strikingly different from those by method 2 and method 3. The operating cost
allocated to GS by method 2 is about twice by method 1. Method 3 makes allocations of
the operating cost to individual departments verv similarly as method 1. However, there
are still discrepancies between the two methods. In particular the cost allocations to
OB/GY by the two methods have roughly 53.4% discrepancy.

The conventional methods 2 and 3 fal to take into account properly the fact that the
average time spent for the operation 1s different and dependent on the clinical
department, whether or not to use expensive clinical material dictate the operating cost,
and there is difference between the official operating cost and the actual operating cost.
This is why the conventional methods turn out to be inappropriate as the operating cost
allocation methods.

In conclusion, the new method here may be laborous and cause a complexity in
bookkeeping because it requires detailed bookkeeping of the operation cost by its
constituent expenses and also by individual clinical department, treating each department
as an independent accounting unit. But the method is worth adopting because it will
allow the concerned hospital to estimate the operating cost as accurately as practicable.

The cost data used in this study such as personnel expense, material cost, overhead
cost may not be correct ones. Therefore, the operating cost estimated in the main text
may not be the same as the actual cost. Also, the study is focused on the case of only
hospital A, which is hardly claimed to represent the hospitals across the nation. In spite
of these deficiencies, this study is noteworthy from the standpoint that it proposes a

practical allocation method of the operating cost to each individual clinical department.
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