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MEDICARE REIMBURSEMENT AND AN EVALUATION
OF ALTERNATIVE REIMBURSEMENT PROPOSALS

CHAPTER I
INTRODUCTION

The history of the Medicare program is replete with
controversy concerning the system whereby institutional pro-
viders of medical care to eligible Medicare program partici-
pants are reimbursed for services rendered. In general, the
contention is made that institutional providers are reim-
bursed less than the cost of providing care to Medicare pro-
gram participants. As a consequence, the level and range of
services offered by the provider institution to the community
is alleged to be inhibited in the present and future periods.
The fundamental purpose of this study is to review the Medi-
care reimbursement mechanism, and to empirically evaluate
alternative systems of reimbursement and their applicability

to Medicare certified provider institutions.

~ Approach Followed in the Study

The research for this dissertation was conducted in
three separate phases. The first phase involved a thorough
review of the literature concerning Medicare reimbursement.

1




Such a review was essential in order to determine that a
controversial issue exists, to define the practical limits
vwithin which the study could be conducted, and to obtain
information about existing relevant research and analyses.
This phase of the research provided thé basis for much of
the discussion which follows, particularly that segment con-
.. cerning the Medicare reimbursement System, and the review of
relevant literature. In addition, this phase of the research
provided the conceptual foundation for the development of
alternative reimbursement proposals.

-The second phase of research for fhié diséertation
concerned the collection of six years of reimbursement infor-
mation from each of five metropolitan Oklahoma hospitals
which agréed to participate in the study. All of the reim-
bursement information obtained, with the exception of that
pertaining to the year 1972, had been audited by the fiscal
intermediary. Information for the year 1972 was ''as sub-
mitted! to the fiscal intermediary by the provider institu-
tion. '

The third phase of research for this dissertation
concerned the hypothecation and empirical eQaluation of
alternatively proposed methods of provider reimbursement.

A detailed discussion of the methodology, application, and

findings is presented in subsequent chapters.

Scope of the Study

Although there are many different forms of institu-
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tions certified for the provision of medical care under Med-
icare, ‘such as General Medical and Surgical hospitals, spe-
cialized institutions such.as Tuberculosis or Orthopedic
hospitals, proprietorships, partnerships? arid corporations
operated for a profit, church related non-profit hospitals,
etc., the reimbursement regulations whereby all are compen-
sated for services rendered to Medicare program participants
are of one body. To be sure, deviations from the general
body of regulations do, in practice, exist. However, the
fact remains that the present Treimbursement regulations have
been generated in such a manner as to be generally applicable
to all provider institutions. The research in this disser-
tation, therefore, concerns the general body of regulations
as they apply to hospitals and the hypothecation of alterna-
tive reimbursement proposals capable of application to all

Medicare certified hospital units.

Sources of Data

The data used in the empirical evaluation of the
hypothecated alternative reimbursement proposals was collec-
ted from five metropolitan Oklahoma hospitals, agreeing to
participate in the study on an individual basis. “All partic-
ipating hospitals were asked to supply the following infor-
mation for the years 1967 through 1972:

Form SSA-1562 Reimbursable Cost on the Depart-

mental RCC Method or Combination

Method (computed with cost find-
ing)




Schedule A

Worksheet B

Worksheet B-1

Schedule C

Schedule C-1

Schedule D
Schedule E

Form SSA-1563

Form SSA-1992

Exhibit

Exhibit

Exhibit

Exhibit

Exhibit

Exhibit

Exhibit

A
B

H-1

4

Reclassification of Trial Balance
Expenses (and all supporting sub-
schedules A~1 through A-5)

Cost Apportionment- General Ser-
vices

Statistical Basis - Cost Appor-
tionment

Departmental Cost Allocation
Departmental Charges
Cost Per Unit of Service

Computation of Hospital Inpatient
Routine Service Cost for Title
XVIII (Medicare)

Hospital Statement of Reimburs-
able Cost

Hospital Statement of Reimburs-
able Cost

Statistical Data

Calculation of Reimbursement
Settlement ~ Inpatient Services
Excluding Title XVIII, Parxt B

Calculation of Reimbursement
Settlement -~ Title XVIII Part B
and Part A, Outpatient

Computation of Inpatient Hospital
Ancillary Services Covered by
Supplementary Medical Insurance
(Title XVIII, Part B only)

Apportionmment of Remuneration for
Professional Services Rendered
by Hospital-Based Physicians

Summary of Remuneration for Pro-
fessional Servicaes Rendered by
Hospital-Based Physicians Appli-
cable to the Health Care Programs

Supplementary.Cost Form

FERC TR



Form SSA-1564 Combination Method (Estimated
Percentage Basis)

Form SSA-1564A Gross RCC Method

Although the first reporting year for provider insti-
tutions participating in the Medicare program was 1966,
preliminary investigations, corroborated by the financial
officers of the five participating metropolitan Oklahoma
hospitals, indicated that data for that year was very incom-
plete and could not be meaningfully incorporated in the
research. Furthermore, in two cases the data available in
Form SSA-1564, for the year 1967, was inconsistent with reg-
ulations and necessitated minor revisions.  Every attempt,
however, was made to use material audited by the fiscal inter-
mediary. In the instances where revisions were necessitated,
they were made in concert with the chief financial officer
of the hospital in question, in accor&ance with his recom-
mendation, and based on supporting work papers as provided
by the institution.

In addition to the operating data supplied by indi-
vidual participating institutions, as delineated above, hos-
pital expense, inpatient days and outpatient occasions of
service data, on a time series basis for the years 1962
through 1973, and on a cross-sectional basis was used in the
evaluation of one of the hypothesized alternative reimburse-

ment proposals. This data was secured from Hospital Statis-

tics 1974 Edition, the most recent publication of such infor-

mation by the American Hospital Association.
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Participating Institutions

Five metropolitan Oklahoma hospitals have agreed to
participate in this study. Each hospital has supplied fin-
ancial and statistical data for the six year period 1967
through 1972. Three of the participating hospitals are
church operated, not for profit, general medical and surgical
hospitals. One hospital is a corporation, operated for a
profit, and is a specialized service institution. One hos-
pital is a non-governmental, not for profit, general medical
and surgical institution. All five hospitals are short stay.

For proprietary reasons all participating hospitals

will be identified only by means of a number in this study.

Organization of the Dissertation

This dissertation is composed of five chapters.

Chapfer I contains a statement as to the purpose of
the study and major problem to be investigated. The approach
used in the:study, scope of the study, sources of. data, and
organization 6f the disserfation are delineated. .

Chapter II presents a summary, using a numerical
example, of the reimbursement system applicable to the period
in question. In addition, the number and types of hospitals
participating in the Medicare program, the medical needs of
Medicare type patients, and operational characteristics of
Medicare certified Oklahoma hospitals is noted. Furthermore,
both terms and literature basic to an understanding of the

Medicare reimbursement system, and the benefits, eligibility,

|




and financing and administration of both the Hospital Insur-
ance Program (Part A of Medicare), and Supplementary Medical
Insurance Program (Part B of Medicare) are reviewed.

Chapter III presents alternative reimbursement pro-
posals. The first proposal presented concerns primarily the
allocation of the expenses of non-revenue producing depart-
ments to revenue producing departments on the basis of the
results obtained from regressing the individual departmental
expenses with such indices of patient activity as patient
days and outpatient occasions of service. The second pro-
posal focuses primarily on the allocation of non-revenue pro-
ducing department, support-related expenses on the basis of
the weighted average impact of the Medicare program relative
to all hospital programs. This proposal draws a fundamental
distinction between the expenses of non-revenue producing,
support-related departments and the expenses of non~revenue
producing, patient-related departments.

Chapter IV presents the results of an application of
the two hypothecated alternative methods of Medicare reim-
bursement as applied to five metropolitan Oklahoma hospitals.

Chapter V provides a summary of the dissertation and
the major findings of the study.

Appendix I presents the financial and statistical
data for five metropolitan Oklahoma hospitale.

Appendix II presents the results of the reimburse-
ment settlement for Medicare programs using the weighted

average impact reimbursement proposal.



Appendix III presents the results of multiple linear
regression and correlation analysis of non-revenue producing
department expenses versus patient days and outpatient occa-

sions of service.



CHAPTER II
THE PRESENT SYSTEM OF REIMBURSEMENT

The system of reimbursement whereby institutional
providers of medical care are paid for the services rendered
eligible Medicare program participants is very complex.

At the time of its implementation the Medicare pro-
grém was structured to serve approximately 19 million people.
Never before in the history of our country had a program of
such scale, designed specifically to service the medical
needs of a particular segment of the national population been
undertaken. Today the Medicare program serves more than
20.3 million people2 through more than 5,500 shorf—stay gen-
eral medical and surgical hospitals, 342 psychiatric insti-
tutions, 53 tuberculosis and respiratory disease hospitals,
128 long-term general hospitals, and numerous other author-

ized health related institutions as indicated in Table 1.3

1Martin Ruther, ''Health Insurance for the Aged: Per-
sons . Insured, Mid-1966 to Mid-~1970,'" Social Security Bulle-
tin, Vol. 35, No. 9 (September, 1972), p. 13.

2Howard West, '"Five Years of Medicare - A Statisti-
Review,'" Social Security Bulletin, Vol. 34 (December, 1971),
p. 18.

3American Hospital Association, Hospital Statistics,
1974 Edition (Chicago, Illinois: The Association), p. 196.
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TABLE 1

MEDICARE CERTIFIED HOSPITALS, NON-FEDERAL

FOR THE YEAR 1973

Tuberculosis Short-Stay
Type Total Psychiatric and Long-Term General and
Other Resp. General Other Special
Disease .
Total 6,102 342 53 128 5,579
For Profit 767 65 0 3 679
Non-Govt.

Not For :

Profit 3,312 54 4 56 3,198
State and ' :
Local Govt. 2,043 223 49 69 1,702

SOURCE: American Hospital Association, Hospital Statistics, 1974 Edition

(Chicago, Illinois:

The Association, 1974), p. 196.
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Complexity of the System

Adding to the complexity of the program is.the fact
that not only is the program designed to serve a very special
segmént of the population which historically was less cap-
able of paying for its medical assistance, but also the needs
of this segment of the population were themselves quite dif—‘
ferent and varied. For example, according to information
released by the Department of Health, Education, and Welfare,
presented in Tables 2 and 3, those persons aged 65 and over,
as a class, suffer from different ailments, with dissimilar
freﬁuencies, necessitating hospitalization stays of a differ-
ent average duration than non-Medicare qualified patients.

From a provider point of view the system is further
complicated. As indicated earlier, more. than 6,000 hospitals
are currently authorized to provide medical care to Medicare
program participants.4 While these institutions possess the
common feature of participating in the Medicare program they
exhibit a wide variety of operational characteristics. For
example, an examination of the characteristics of Medicare
certified short-stay general medical and surgical community
hospitals in the state of Oklahoma for the year 1973, as pre-
sented in Tables 4 and 5, indicates a wide range of bed capac-
ity, percent of occupancy, overall per diem cost of hospital-
ization, and labor intensity.

While the aforementioned items indicate the complexity

41pbid.



TABLE 2

NUMBER AND PERCENT DISTRIBUTION OF DISCHARGES
FROM SHORT-STAY HOSPITALS, .BY CONDITION FOR
WHICH HOSPITALIZED ACCORDING TO AGE:
UNITED STATES, JULY 1963-JUNE 1965

H i
| Uider ( Under .
Concition for which hospitalized e bel3 Nl (el v § L it IR
i
Numbexr of discharges
in thousands Percent &istribution
All conditiomSe---m-smwma-caosocaaooa 24,012 15,210} 5,606 ] 3,1¢6 } 100.0 100.0} 100.0} 100.0
Infective and parasitic diseaseS-----cesanc 485 358 92 35 2.0 2.4 1.6 1.1
Malignant neoplasms - —— 435 89 203 143 1.8 0.6 3.6 4.5
Benign and unspecified neoplasm§-eereceraca 1,184 703 373 107 4.9 4,6 6.7 3.3
Diabetes mellituS--meocomeccrmacmmecnncancan 233 82 71 80 1.0 0.5 1.3 2.5
Othexr endocrine, allergic, and wmetzbolic
disoxder: -- 529 308 138 75 2,2 2,0 2,5 2.3
Mental, personality disorders, and - 3
defici -- ~——— 527 308 163 57 2,2y 2,0 2,9 1.8
Vascular lesions of the central nervous
SYSteMemmecmcmremmacecrcaacoe e mcacmame e -— 217 . * 85 i20 0.9} * 1.5 3.8
Diseases of the eye and visual impairments- 355 128 72 155 L5 0.8 1.3 4.8
Other discases of nervous:' .
gystem and SCASE OYZANS-ecveccccemc—cecnna 466 280 122 64 1.9 1.8 2,2 2.0
Diseases of the heart, NEC—---cscc-vecarace 976 142 475 358 4.1 ) 0.5 8.5 11.2
Hypertension without hecart involvement-«--- 236 50 109 78 1.0 » 0.3 1.9 2.4
Varicose veins (evcluding henorrhdids)--~-- 150 80 63 * 0.6 : 0.5 1.1 *
Bencrrhoids-e---cnrvreasnencmesvnnusccancna 310 152 139 19 1.3 1.0 2.5 0.6
Other circulatory di - 360 13 124 100 1.5 0.9 2.2 3.1
Upper respiratory conditions----e----c- 1,474 1,373 71 31 6.1 |, 9.0 1.3 1.0
ather respiratory conditions 1,618 - s19] 361} 238 s.9f s.a] 6] 7.4
Ulcer of s ach and duod. 616 258 263 o6 2.6 1.7 4,7 3.0
Appendiciti 395 342 42 & 1.6 2.2 0.7 *
Hernia-ceceemcmcanacceas ——————— 633 291 232 109 2,6 1.9 4.1 3.4
Diseases of the gallbladder--ccc-cccmcacna 507 161 211 135 2,1 1.1 3.8 4,2
Other digestive system conditions-. - 1,238 614 393 231 5.2 4,0 7.0 7.2
Male genitzsl disoxders 269 61 75 133 1.1 0.4 1.3 4.2
Female breast and genital disorders.v---e--- 850 550 258 42 3.s 3.6 4.6 1.3
Other genitourinary system conditions-we=-- 958 - 540 277 141 4.0 1.6 4.9 4.4
Deliveries 3,727 3,722 * vee 15.5 24,5 * P
Conplications of pre,
puerperium------ 606 601 * . 2.5 4.0 * .es
Diseases of the skin 258 163 89 * 1.1 1.1 1.2 *
Arthritis, all f - 206 43 91 72 0.9 0.3 1.6 2.3
Conditions of bones and joints, NEC-e~ca-a~ 415 232 3149 33 1.7 | 1,5 2.7 1.0
Other conditions of the musculoskeletal ¥
syst —————— 417 272 108 37 1.7 ¢ 1.8 1.9 1.2
Fractures and dislocations---e---ccacao ——— 909 509 223 177 3.8} 3.3 4.0 5.5
Other curreat injuries- - -] 1,327 939 275 113 5.5 6.2 4.9 3.5
All cther conditions and observations------ 1,334 893 270 172 5.6 5.9 4.8 5.4

SOURCE: U.S. Department of Health, Education, gnd Wel-
fare, Vital and Health Statisties, "Age Patterms in Medical
Care, Illness, and Disability, United States-July 1963-June
1965," Series 10, Number 32 (June, 1966), p. 30.
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TABLE 3

NUMBER OF HOSPITAL DAYS AND AVERAGE LENGTH OF STAY
IN SHORT~-STAY HOSPITALS FOR DISCHARGES, BY AGE
AND CONDITION FOR WHICH HOSPITALIZED:

UNITED STATES, JULY 1963-JUNE 1965

Under -64 Under -
Condition for v«.lhich hospitalized 2;;5 yela'rr’s ;zag; | ygg:s 2;25 y{e‘;:,rs [;255_;’ ygi-;s
Number of hospiral days .Average length of stay
in thousands in says
All conditionge-e—cecceecoo cmecemaa 198,539 96,698 61,407| 40,434} 8.3 6.4 11,01 12,7
Infective and parasitic diseases---c----c 4,856 2,596 1,886 3741 10.0 7.3 20.5 10,7
\'Malignan: Neoplasmsmemcevescnecccmmnnaan 5,415 682 2,846 1,887 | 12.4 7.7 14.0 13,2
genign and unspecified neoplasmse=c-eceees 9,310 4,976 | 3,198 1,136 7.9 7.1 8.6 10.6
piabares melllitus-.« - .- 3,098 865% 1,039 1,194} 13,3 10.5| w%.6] 4.9
other endocrine, allergic, and metabalic .
disorders 4,475 2,553 1,157 765} 8.6 8.3 8.4 10,2
Mental, personality disorders, and
deficiences —————e 6,045 3,557 2,047 442 11.5 11.5¢ 12,6 7.8
vascular lesions of the central nervous ’
syst 5,418 242 2,705 2,471} 25,0 18.6 | 31.8] 20.6
Diseases of the eye and visual
impairmentsecammcceccconcmecceonrman ——— 2,501 677 553 1,271§ 7.0 5.3 7.7 8.2 -
Other diseases of nervous system and : .
sense arg - 4,334 2,249 1,428 6571 9.3 8,0f 11.7] 10.3
Diseases of the heart, NEC-- 14,652 2,048 ) 7,037| 5,568} 15,0 14.4 | 14.8] 15.6
Hypertension without heart involvement--- 1,922 3%4 788 740 8.1 7.9 7.2 9.5
Varicose veins (excluding hembrthoi.ds)-_-- 1,136 489 565 % 7.6 6.1 9.0 *
Hemorrhoid - - 2,499 1,140} 1,166 1931 8.1 7.5 8.4 10.2
Other clrculatory diseases-- 4,152 1,575 1,472 1,106 | 11.5 11.6 11.9 11.1
Upper respiratory conditi 3,634 3,063 392 179 2,5 2,2 5.5 5.8
Other respiratory conditions-- - 12,532 5,967 3,682 2,883 8.8 7.3 10.2 12,1
Ulcer of stomach and duodenum- - 6,812 2,600 2,848 1,365{ 11.1 10.1 10.8 14,2
Appendicitiseeuremacocnanean - 2,652 2,058 450 144 6.7 6.01 10.7| 13.1
Hernia - - 4,904 1,712} 2,034| 1,158{ 7.7 5.9 8.8§ 10.6
Disewses OFf i@ gallbDiacder-w—- - 5,473 1,523 2,318 1,631 10.8 9.5 11.0 12.1
Other digestive system conditions - 9,599 3,864 3,232 2,502 7.8 6.3 8.2 10.8
Male genital disorders---e---c--- - 2,957 250 738} 1,968¢ 11.0 4.1 9.81 1.4.8
Ferale breast and genital disorders- - 5,374 2,966 2,005 403 6.3 5.4 7.8 9.6
Other genitrourinary system conditionse--- 7,339 3,360 2,488 1,491 7.7 6.2 9.0 10.6
Deliveries 15,557 | 15,528 * .es 4.2 4.2 * ves
Complications of pregnancy and the
puerpe i 2,026 2,012 * ves ] 3.3 3.3 * res
Diseases of the skin- 2,064 1,132 500 4311 8.0 6.9 7.21 16.6
Arthritis, all forms-----ec=c-o-- - 2,291 312 1,219 760 11.L 7.3| 13.4| 10.6
Condicions of bones and joints, NEC-~«=aw 3,143 2,318 2,495 3307 12,4 10.0 16.7 10.0
Other conditions of the musculoskeletal
- 3,583 2,499 810 275 8.6 9.2 7.5 7.4
Fractures and dislocationg------- ———————— 14,574 6,855 3,431 4,288 16.0 13.5 15.4 24,2
- 9,867 5,885 | 2,647] 1,336( 7.4 6.3 9.6 11..8
All other conditions and observationS---- 12,346 8,749 2,190 1,407 9.3 9.8 8.1 3.2

SOURCE: U.S. Department of Health, Education, and Wel-
fare, Vital and Health Statistics," Age Patterns in Medical
Care, Illness’and Disability, United States-July 1963-June
1965," Series. 10, Number 32 (June, 1966), p. 31.
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TABLE &

AVERAGE BED CAPACITY, OCCUPANCY, AND PER DIEM COST,
FOR MEDICARE CERTIFIED SHORT-STAY, GENERAL
MEDICAL AND SURGICAL COMMUNITY HOSPITALS:

OKLAHOMA 1973

Type Hospitals Average " Per Diem
Bed Capacity Occupancy . Cost

6-24 beds 9 20 45.1 $ 78.47
25-49 beds 44 35 57.0 66.74
50-99 beds 36 65 62.3 75.89

100-199 ‘beds 19 151 74.0 86.19
200-299 beds 4 239 75.3 83.95
300-399 . beds 2 346 79.6 78.85
400-499 beds 1 407 75.7 117.75
500 & Over _4 559 78.8 106.87
Total 119 942 70.2 $ 87.34

2Calculated value.

SOURCES: James E. Perry, '"The Cost of Hospitaliza-
tion - Oklahoma Hospitals,' The Journal of the Oklahoma State
Medical Association (November, 19753), p. 425.

American Hospital Association, Hospital Statlstlcs
1974 Edition (Chicago, Illinois: 1974), p. 128.

14



TABLE 5

LABOR INTENSITY AND EMPLOYEES PER BED, MEDICARE
CERTIFIED SHORT-STAY, GENERAL MEDICAL AND
SURGICAL COMMUNITY HOSPITALS:

OKLAHOMA 1973

Average
Type Hospi- Labor Intensity Employees Per Bed
tals (% of Tot.Cost)

6-24 beds 9 .545 1.74
25-49 beds 44 .525 1.59
50-99 beds 36 .527 1.80

100-199 beds 19 .531 . 2.31
200-299 beds 4 .540 2.21
300-399 beds 2 .543 2.56
400-499 beds 1 : .547 2.81
500 & Over _ 4 -527 g;§§
Total 119 .531 2.20

SOURCE: James E. Perry, "The Cost of Hospitaliza-
tion - Oklahoma Hospitals,' The Journal of the Oklahoma-
State Medical Association (November, 1975), p. 425.

15
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that pervades the administration of the Medicare program,
the situation is further complicated by the legislation it-

self, that brought the program into being.

Medicare
The Hospital Insurance Program

The Medicare program, as we know it, came about as a

result of the 1965 amendments to the Social Security Act.5

Formally, the program is called Title XVIII of the Social
Security Act and consists of two fundamentally separate yet
coordinated pians, namely Hospital Inéurance, commonly refer-
red to as Part A, and Supplementary Mediéal Insurance refer-

red to as Part B.

Eligibility
Generally spéaking, Hospital Insurance program bene-
fits are available to all persons entitled to receive monthly

cash benefits under the 01ld Age, Survivors, and Disability

Insurance program or Railroad Retirement system program.6

The term entitled (italicized) when used in con-
nection with OASDI and RR benefits has a technical
meaning that is important to understand. Entitlement
merely means attainment of the required age, posses-
sion of either the necessary insured status conditions
or relationship to a person who meets such conditions,
and filing of a claim. Thus, it is not necessary that
the entitled individual actually receive the monthly
benefits in order to be eligible for HI benefits.

5The Medicare program enacted on July 30, 1965 1s
officially titled Public Law 89-97.

6Robert J. Myers, Medicare (Homewood, Illinois:
Richard D. Irwin, Inc., 1970

Ibid.
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Benefits are also available to persons not insured
under the Old Age, Survivors, and Disability Insurance ﬁro-
gram or Railroad Retirement system program who had attained
the age of 65 prior to 1968 or will attain the age of 65
after 1967, providing specified minimum amounts of csverage
under OASDI or RR have been met, even thoﬁgh the minimum
required coverage is insufficient to qualify a person for
monthly cash benefits.® 1In this way, the 3 million plus
people who were not eligible for OASDI or RR cash benefits
at the time of the implementation of the program were "blaﬁ-
keted in," while at the same time the basic principle that
benefits under Medicare ''should be an earned right, and not
a dole'" was preserved.9 The cost of the benefits for these
non-insured people as well as the administrative expenses
incurred in the rendering of such benefits is paid out of
the general revenues of the Federal government.10

While persons included in the above categories are
indeed eligible to receive benefits under the Hospital Insur-
ance program, there are four specific classes of people who
are ineligible for benefit participation. Aliens, such, as

employees of embassies or diplomats who have not been law-

8U.S. Defartment of Health, Education, and Welfare,
Medicare 1968 (Washington, D.C.: U.S. Govermnment Printing
ice, , P. xxiv.

9Herman M. Somers and Anne R. Somers, Medicare and
the Hospitals: Issues and Prospects (Washington, D.C.:
Brookings Imnstitution, 1967), P. 20. : :

10

Myers, Medicare, p. 92.
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fully admitted for permanent residence in the United. States

11

are ineligible for benefits. Also, aliens whec have been

lawfully admitted, yet have not been residents of the United

States or its possessions for a five-year period immediately

preceding application for benefit protection, are ineligible,

as well as persons convicted of subversive activity.12

Finally, active and retired employees of the Federal govern-

ment who are, or could have been, covered under the Federal
Employees Health Benefits Act of 1959 are ineligible for

Hospital Insurance benefits.13 Due to the fact the Federal

Employees Health Benefits Act of 1959 did not cover existing

retirants, however, Hospital Insurance benefits were made

available to this group in exactly similar fashion as they

were made available to transitional non-insured persons.14

Benefits

The basic benefit principle under the HI system
is to provide hospital and post-hospital services to
the beneficiaries after certain deductible and cost-
‘sharing amounts are paid by them, rather than provid-
ing specified indemnity benefits and leaving it up
to the beneficiary to pay the difference between
charges and the benefits. In this respect, HI is pat-
terned along the lines of Blue Cross benefits, instead
of thofg found in the more usual insurance company
plans. .

Essentially, the benefits of the Hospital Insurance program

can be categorized as inpatient hospital benefits, post-

hospital home health care benefits, and post-hospital

lypig., p. 93.  121pi4., p. 94. L31pia.

141p14. L31pid., p. 101.
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extended care facility benefits, with fhe latter two types

of benefits, according to Robert J. Myers, author of Medicare,

being designed specifiéally to reduce hospital utilization.
Inpatient hospital services are covefed under the

Hospital Insurance program in relation to spells of illness.

The term spell of illness (italicized) is not
defined on the basis of the duration of the particular
ailment that the beneficiary has. Instead, it is de-
fined as the period beginning on the first day for
which he receives these and terminating after he has
had a period of 60 consecutive days during which he
has not been an ippatient in a hospital or an extend-
ed care facility.%

Covered hospital services include hospital room
and board in accommodations containing from two to
four beds, nursing services except for private duty
nursing, drugs and biologicals, and all those services
ordinarily furnished by a hospital to its inpatients.
Coverage under the Hospital Insurance program does
not include the services of physicians (including
radiologists, anesthesiologists, pathologists, and
physiatrists) except for those services provided by
interns or residents in training under approved teach-
ing programs in a hospital.

The cost of all of these services as determined consistent
with Medicare regulations are paid in full for the first 60
days relating to a spell of illness after a deductible of
$60 has been paid by the insufed. Expenses for the 6lst to
90th days are shared by the insured and Hospital Insﬁrance

program wherein the insured pays a coinsurance provision

equal to 25% per day of the initial deductible.18
61bid., p. 102.  7Medicare 1968, p. xxxii.
18

Beneficiaries of the Hospital Insurance program

also have a lifetime reserve of 60 days which can be used

at any time after the exhaustion of the 90 days in a spell
of illness.

i
A
i
1
4
i
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Costs specifically excluded from coverage under the
Hospital Insurance program include, among other items, those
arising from the operation of a gift shop, the maintenance
~of religious personnel, and the cost of facilities not med-
ically necessary. The former examples of the operation of
a gift shop and the maintenance of religious personnel are
non-allowable since they do not relate to patient care,
while the latter example of room charge is non-allowed since
it is not medically necessary although it is related to
patient care. The law states explicitly:

Where a patient occupies a private room in an in-

stitution which offers semi-private accommodations,
and the private room is not considered medically nec-
essary, the Medicare program will pay only the cost
of the most prevalent semi-private room. The differ-
ence between the private room charge and the semi-
private room charge may be billed to the patient, pro-
viding the patient requested the private room with

the kTgwledge that he would be charged the differen-
tial. i
In a related manner,

The cost of the first three pints of blood (or
equivalent amounts of packed red blood cells) furn-
ished a patient during a benefit period is a deduct-
ible amount- unless the patient arranges for replace-

ment. Chargis for additional blood are covered under
the program.Z20

Also within the framework of inpatient hospital ben-
efits, the Hospital Insurance program extends coverage for a

maximum of 190 days of inpatient care rendered in a psychia-

19U.S. Department of Health, Education, and Welfare,
Health Insurance for the Aged Provider Reimbursement Manual
(Washington, D.C.: 1972), Section 2104.2.

20

Medicare 1968, p. xxiii.
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tric or tuberculosis hospital.21 However,

Where an individual is a patient in a participa-
ting psychiatric hospltal at the time he becomes enti-
tled to hospital insurance, the number of days he was
such a patient in the 150 day period immediately prior
to his eligibility are deducted from his days of enti-
tlement in that Benefit period, but not from the life-
time limitation.

Post-hospital home health care benefits

cover the cost of visiting nurse services and related
home health services for as many as 100 visits for up
to a year following the patient's most recent dis-
charge from a hospital or participating extended care
facility, provided he has been confined for at least
3 consecutive days in a hospital. A home health plan
must be developed by a physician, and implemented
within 14 days after the patient's discharge from the
hospital or extended care facility. The home health
care must be for further treatment of a condition for
which he received services as an ingatient in the
hospital or extended care facility.

Relevant post-hospital extended care facility bene-

fits relate to

the reasonable cost of all covered inpatient services
in a participating extended care facility for up to
100 days of such care .in any benefit period, following
discharge from a hospital after a stay of 3 consecu-
tive days or more, and the admission to an zxtended
care facility within 14 days of discharge.

Financing and Administration

Part A of Title XVIII is financed by 'compulsory con-
tributions of employers and employees through the Social
Security System, with a separately earmarked payroll tax and

trust fund."25

23 : 24

21 22 Ibid., p. xxiv. Ibid.

Ibid. Ibid.

25Somers and Somers, Medicare and the Hospital, p. 15.
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The proceeds of this tax and that collected from
the railroad retirement system are placed in a Hospi-
tal Insurance Trust Fund from which reimbursements for
all benefits and administrative expenses incurred
under the hospital insurance program are paid. The
Hospital Insurance Trust Fund is reimbursed from gen-
eral tax revenues for the cost of providing coverage
for the almost 2 million persons who qualify for
Hospital Insurance but who are not entitled to monthly
social security or railroad getirement benefits, that
is, those '"'deemed insured."

The agency or fiscal intermediary through which pro-
vider claims are serviced and reimbursement is made is
chosen, usually, by the membership of the hospital associa-
tion in a given state or region, in concert with the Social

Security Administration with whom overall responsibility for

the program rests.27

A member of an association is free, however, to
receive payment from an approved intermediary other
than its association's nominee, if approved by the
Secretary (Health, Education, and Welfare), and agree-~
able to the intermediary selected. In addition, a )
provider may deal directly with the Social Securlty
Administration.?2

Basically, the responsibility of the intermediary is
to reimburse providers on the basis of reasonable costs for
services rendered to eligible Medicare program participants
and to assist in the application of safeguards against indis-
criminate use of covered services.29

. In addition, the fiscal intermediary obtains from
the providers, and transmits to the SSA, data on indi-

vidual bills so that proper records can be maintained
on the utilization of services and on' the meeting of

26 27

Medicare 1968, p. xxv. Myers, Medicare, p. 178.

28\edicare 1968, p. xxvi. 2%1Ibid.
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cost-sharing provisions, and so that adequate statis-
tical 8nd actuarial analysis of the experience may be
made. 3

Furthermore, the intermediary may provide consultative ser-
vices to both potential providers and existing providers
such that proper fiscal records relative to the Hospital In-
surance program will be maintained, it serves as a communi-
cating center with providers disseminating information on
changes concerning the program, and it audits provider

records.31

Medicare
The Supplementary Medical Insurance Program

The best way to describe the Supplementary Medical

Insurange program is to

call it a voluntary individual insurance program with

- government subsidy that is underwritten and adminis-
tered by the government using private carriers to
assist with the administration. SMI is a program
under which each eligible individual elects, during
specified enrollment periods, whether he wishes to
participate and pay a pgemium in partial financial
support of the program.-2

Eligibility
Supplementary Medical Insurance benefits are avail-
able to all persons 65 years of age or older who elect to

participate in the program and pay the required premium.

Aliens, however, who have not been lawfully admitted to the

30
31

Myers, Medicare, p. 178.
Medicare 1968, p. xxvi. 32Myers, Medicare, p. 87.
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United States for residence, such as diplomats, or who have
not been in residence for at least five years immediately

prior to their application for benefits are ineligible for

benefit participation.33

Benefits

Generally speaking, the Supplementary Medical Insur-
ance program pays for 80% of the allowed reasonable charges
for any covered physician services and other medical ser-

vices, afiter the enrollee has paid a $60 deductible, during

a calendar year.34

Covered under the program are such benefits as
physicians' services, including home, health, hospital
and office visits; services and supplies, including
drugs and biologicals that cannot be self-administered,
that are furnished as part of a physician's profes-
sional service, most commonly in his office, and
either rendered without charge or included in the
physician's bills; diagnostic X-ray tests, diagnostic
laboratory tests, and other diagnostic tests; X-ray;
radium, and radicactive isotope therapy, including
materials and the services of technicians; surgical
dressings, splints, casts, and other devices used for
reduction of fractures and dislocations; purchase or
rental of durable medical equipment, including iron
lungs, oxygen tents, hospital beds, and wheelchairs
used in the patient's home (including an institution
used as his home); ambulance service in cases where
the use of other methods of transportation is contra-
indicated by the individual's condition; prosthetic
devices (other than dental) that replace all or part
of an internal organ, including replacement of such
devices; leg, arm, back, and neck braces, and artifi-
cial legs, arms, eyes, including replacement if requir-
ed because of a .change in the patient's physical c¢ondi-
tion; and 100 home health visits during a calendar
year--these visits being independent og those provided
under the Hospital Insurance program.3

331pid., p. 95. Medicare 1968, p. xxiv. OTbid.
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... Also covered are hospital services, inci-
dent to physicians' services rendered to outpatients,
including services beginning April 1, 1963 which were
previously covered under the Hospital Insurance pro-
gram, and outpatiegt physical therapy services begin-
ning July 1, 1968.36

Financing and Administration

As mentioned-earlier the SMI program is supported by
contributions from both the individual enrollees and the
Federal government. 1In fact, the program is '"financed in
equal amount fr9m premiums paid by the insured and a contri-
bution from general Federal revenues."37

Under the Supplementary Medical Insurance program,
"the Secretary of Health, Education, and Welfare may enter
into contracts with carriers for the performance of specified

n38  Tpe primary function of the SMI

administrative functions.
carrier, however similar to the nominated fiscal intermediary
for the Hospital Insurance program, is to determine the
reasonableness of charges for covered serviqes, and to make
reimbursements for the same. In addition, of course, the
carrier also has thg obligation of reviewing claims for their
allowability, and of assisting in the application of safe-
guards so as to prevent unnecessary or indiscriminatée use of

a
covered services.3’

361pid.

37Somers and Somers, Medicare and the Hospitals, p. 15.
38

39

Medicare 1968, p. xxvi.

Ibid., p. =xxvii.
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Realizing the‘farces of pressure that are brought to
bear due to the particular characteristics of thehpopulation
that the Medicare program was designe& to.serve, the nature
of the legislation itself, and the wide range of operational
characteristics of the institutions through which the pro-
gram is implemented, the reimbursement system applicablé can
most éasily be understood by examining the two fundamentally
separate yet interrelated processes of which it is composed.
These processes and their indigenous component parts are
illustrated in Figure 1.

While the steps of the reimbursement process are
clearly indicated in Figure 1, it is essential to understand
that the entire reimbursement system whereby institutional
providers of medical care to eligible Medicare program partic-
ipants are paid, is founded on the concept of reasonable cost.
Furthermore, it is essential to an understanding of the reim-
bursement process that certain terms be defined as in the

Health Insurance for the Aged Provider Reimbursement Manual.

Definition of Terms

(Section 2100) PRINCIPLE
All payments to providers of services must be based on the

'reasonable cost'" of services covered under Title XVIII of the
Act and related to the care of beneficiaries. Reasonable
cost includes all necessary and proper costs incurred in
rendering the services, subject to the principles relating

to specific items of revenue and cost.
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(Section 2102.1) REASONABLE COSTS
Reasonable costs of any services are determined in accord-
ance with regulations establishing the method or methods to
be used and the items to be included. Reasonable cost takes
into account both direct and indirect costs of providers of
servicgs; including normai standby costs. The objective is

that under the methods of determining costs, the costs with

respect to individuals covered by the program will not be
Ay
_—

borne by others not so covered, th\respect

to individuals not so covered ‘A:ihe pro-

gram. Costs may vary from oj because
of scope of services, level tion,
and utiiization. It is the
viders will be reimburséd the ‘ $7/ng high
quality care, regardless of how ¥
provider to provider, except where a parercular institution's
costs are found to be substantially out of line with other
institutions in the same area which are similar in size,
scope of services, utilization, and other relevant factors.
"Utilization" for this purpose refers not to the provider's
occupancy rate but rather to the manner in which the insti-
tution is used as determined by the characteristics of the
patients treated (i.e., its patient mix--age of patients,
typé of illness, etc.).

. Implicit in the intention that actuél costs be paid
to the extent they are reasonable, is the expectation that

the provider seeks to minimize .its costs and that its actual
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costs do not exceed what a prudent and cost-conscicus Suver
pays for a given item or service (see Section 21083). IZ
costs are deterﬁined to exceed the level that such buyers
incur, in the absence of clear evidence that the higher cost
were unavoidable, the excess costs are not reimbursabdle unry
the program.

(Section 2102.2) COSTS RELATED TO PATIENT CAREZ

These include all necessary and proper costs whnich azre a>oy
priate and helpful in developing and maintaining the apera-
tion of patient care facilities and activities. XNecessarw
and proper costs related to patient care are usually costs
which are common and accepted occurrences in the fieid of
the provider's activity. They include costs such as Jepre-
ciation, interest expenses, nursing costs, mzaintenance cosTs

administrative costs, costs of employee pension plans, &nd

normal standby costs, and others. Allowabilicy of casts is
subject to the regulations prescribing the treztzent 2% ste-

éific items under the Medicare program.

(Section 2102.3) COSTS NOT RELATED TO PATIENT CAR:Z

Costs not related to patient care are costs which are nmor
appropriate or necessary and proper in developing and ==zin-
taining the operation of patient care facilities and acziv-
ities. Such costs are not allowable in computing reizburs-
able costs.. They include, for example, costs of meals scid
to visitors or employees, costs of drugs solé to cther than

patients, cost of operation of a gift shop, and similar ite!
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(Section 2102.1) REASONABLE COSTS ;
Reasonable costs of any services are determined in accord-
ance with regulations establishing the method or methods to
be used and the items to be included. Reasonable cost takes
into account both direct and indirect costs of providers of
services, including normal standby costs. The objective is
that under the methods of determining costs, the costs with
respect to individuals covered by the program will not be
borne by others not so covered, and the costs with respect
to .individuals not so covered will not be borne by the pro-
gram. Costs may vary from one institution to another because
of scope of services, level of care, geographical locationm,
and utilization. - It is the intent of the program that pro-
viders will be reimbursed Ehe)actual costs of providing high
quality care, regardless of how widely they may vary from
provider to provider, except where a particular institution's
costs are found to be substantially out of line with other
institutions in the same area which are similar in size,
scope of services, utilization, and other relevant factors.
"Utilization" for this purpose refers not to the provider's
occupancy rate but rather to the manner in which the insti-
tution is used as determined by the characteristics of the
patients treated (i.e., its patient mix--age of patients,
type of illness, etc.).

. Implicit in the intention that actual costs be paid
to the extent they are reasonable, is the expectation that

the provider seeks to minimize its costs and that its actual
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costs do not exceed what a prudent and cost-conscious buyer
pays for a given item or service (see Section 2103). 1If
costs are determined to exceed the level that such buyers
incur, in the absence of clear evidence that the higher costs
were unavoidable, the excess costs are not reimbursable under
the program.

(Section 2102.2) COSTS RELATED TO PATIENT CARE

These include all necessary and proper costs which are appro-
priate and helpful in developing and maintaining the opera-
tion of patient care facilities and activities. Necessary
and proper costs related to patient care are usually costs
which are common and accepted occurrences in the field of

the provider's activity. They include costs such as depre-
ciation, interest expenses, nursing costs, maintenance costs,
administrative costs, éosts of employee pension plans, and
normal standby costs, and others. Allowability of costs is
subject to the regulations prescribing the treatment of spe-
cific items under the Medicare program.

(Section 2102.3) COSTS NOT RELATED TO PATIENT CARE

Costs not related to patient care are costs which are not
appropriate or necessary and proper in developing and main-
taining the operation of patient care facilities and activ-
ities. Such costs are not allowable in.computing reimburs-
able costs. They include, for example, costs of meals sold
to visitors or employees, costs of drugs sold to other than

patients, cost of operation of a gift shop, and similar items.
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(Section 2103) PRUDENT BUYER
The prudent and cost-conscious buyer not only refuses to pay
more tﬁan the going price for an item or éervice, but he
also seeks to economize by minimizing cost. This is espe-
cially so when the buyer is an institution or organization
which makes bulk purchases and can, therefore, gain econ-
omies because of the size of its purchases. It is quite
common that discounts are given in these instances. In add-
ition, bulk purchase of items or services often gives the
buyer 1everage in bargaining with suppliers for other items
or services. These are advantages which any alert and cost-
conscious buyer seéks, and it is to be expected that pro-
viders of services under the Medicare program will also seek
them.

For example, reimbursement will not be based on costs
arising from a provider paying at individual rates for phys-
ical therapy which is provided by a single therapist to
groups of patients simultaneously. Nor will reimbursement
be based on costs arising from the purchase of drugs at
prices above the prices commonly charged in the area. More-
over, where a supplier of drugs ''rents' space from an extend-
ed care facility to store drugs for use in the facility, the
rental paid by the supplier to the provider would generally
constitute an indirect discount on the cost of drugs which
must be reflected as a reduction of the cost of drugs sup-
plied. Where a provider chooses to pay above the going price

for a supply or service, in the absence of clear justifica-
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tion for the premium, the intermediary'wiil exclude costs in
determining allowable costs under Medicare.

Intermediaries may employ various means of detecting
and  investigating situations in which costs seem excessive.
They may include such techniques as comparing the prices
paid b& providers with the prices paid for similar items or
services by comparable purchasers and spotchecking and query-
ing the provider about indirect, as well as direct, dis-
counts. In addition, where a group of institutions have a
joint purchasing arrangement which seems to result in partic-
ipating members getting very favorable prices because of the
advantages gained from bulk purchasing, any potentially
eligible providers in the area which do not participate in
the group may Be called.upon to justify any higher prices
paid. Also, when most of the costs of a service are reim-
bursed by Medicare, the costs may be examined with particular

care.

(Section 2300) PRINCIPLE
Providers receiving payment on the basis of reimbursable cost

must provide adequate cost data based on.financial and sta-
tistical records which can be verified by qualified auditors.
The cost data must be based on an approved method of cost
finding and on the accrual basis of accounting. However,
where governmental institutions operate on a cash basis of
accounting, cost data on this basis will be acceptable, sub-

ject to appropriate treatment of capital expenditures.
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(Section 2302.1) ACCRUAL BASIS OF ACCOUNTING
Under the accrual basis of accounting, revenue is recorded
in the period when it is earned, regardless of when it is
coliected, and expenditures for expensé anhd asset items are
recorded in the period in which they are incurred, regardQ
less of when they are paid.
(Section 2362.4) ALLOWABLE COSTS
An item or group of items of cost chargeable to one or more
objects, processes, or operations in accordance with cost
responsibilities, benefits received, or other identifiable
measure of application or consumption.
(Section 2302.5) APPLICABLE CREDITS
Those recéipts or types of transactions which offset or re-
duce expense items that are allocable to cost centers as
direct or indirect costs. Typical examples of such transac-
tions dre: purchase discounts, rebates, or allowances; re-
coveries or indemnities on losses; sales of scrap or inci-
dental services; adjustments of overpayments or erroneous
charges; and other income items which serve to reduce costs.
In some instances the amounts received from the Federal
Government to finance hospital activities or service opera-
tioné should be treated as_applicable credits.
(Section 2302.6) CHARGES
Charges refers to the regular rates established by the pro-
vider for services rendered to both beneficiaries and to
other paying patients. Charges should be related consistently
to the cost of the services and uniformly applied to all

patients whether inpatient or outpatient.
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(Section 2302.7) COST FINDING

A determination of the cost of services by the use of infor-
mal procedures, i.e., without employing the regular processes
of cost accounting on a continuous or formal basis. It is
the determination of the cost of an operation by the alloca-
tion of the direct costs and the proration of indirect costs.
(Section 2304) ADEQUACY OF COST INFORMATION

Cost information as developed by the provider must be cur-
rent, accurate, and in sufficient detail to support payments
made for services rendered to beneficiaries. This includes
all ledgers, books, records, and original evidence of cost
(purchése requisitions, purchase orders, vouchers, requisi-
tions for materials, inventories, labor time cards, payrolls,
bases for apportioning costs, etc.) which pertain to the
' determination of reasonable cost, capable of being audited.

Financial and statistical records should be main-

tained.in a consistent manner from one'period to another.
However, a proper regard for consistency need not preclude a
desirable change in accounting procedures provided that full
disclosure of significant changes is made to.the intermed-
lary.

(Section 2306) COST FINDING METHODS

One of the methods of cost finding described in Section
2306.1-2310 must be used to determine the actual costs of
services rendered during the provider's initial Medicare
cost reporting period. Having elected one of these methods,

the provider may not change methods unless the intermediary,
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based on knowledge of the provider's accounting capability,
approves the provider's request to changé methods.

(Section 2306.1) STEP-DOWN METHOD

This method recognizes that services rendered by certain non-
revenue-producing departments or centers are utilized by cer-~
tain other nonrevenue-producing centers. All costs of non-
trevenue-producing centers are allocated to centers which.
they serve, regardless of whether or not these centers pro-
duce revenue. The cost of the nonrevenue-producirng denter
serving the greatest number of other centers, while receiv-
ing benefits from the least number of centers is apportioned
first. Following the épportionment of the cost of the non-
revgnue-producing‘center, that center will be considered
"closed" and no further costs are apportioned to it. This
applies even though it may have received some service from a
center whose cost is apportioned later. Generally when two
centers render services to an equal number of centers while
receiving benefits from an equal number, that center which
has the greatest amount of expense should be allocated first.
(Section 2306.2) THE DOUBLE-APPORTIONMENT METHOD

The double-apportionment method may be used by a provider upon
approval of the intermediary. This method also recoéniées
that the nonrevenue-producing departments or centers render
services to other nonrevenue-producing centers as well és to
revenue-producing centers. A preliminary allocation of the

costs of nonrevenue-producing centers is made. These centers
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or departments are not ''closed'" after this preliminary alloc-
ation. Instead, they remain "open' accumulating a portion
of the costs of all other cdenters from which services are
received. Thus, after the first or preliminary allocation,
some costs will remain in each center representing services
received from other centers. The first or preliminary alloc-.
ation is followed by a second or final apportionment of
expenses involving the allocation of all costs remaining in
the nonrevenue-producing functions directly to revenue-
producing centers.

(Section 2302.8) COST CENTER

A division, a department, or subdivision thereof, a group of
services or employees or both, or any other unit or type of
activity into which functions of an institution are divided
for purposes of cost assignment and allocations.

(Section 2302.9) GENERAL SERVICE COST CENTER

Those divisions, departments, or subdivisions thereof, etc.,
which are operated for the benefit of the institution as a
whole. Each of these may render services to other general
service areas as Well as to special or patient care depart-
ments. Examples of these are: housekeeping, laundry, die-
tary, operation of plant, maintenance of plant, etc. Costs
incurred for these cost centers are allocated to other cost
centers on the basis of services rendered.

(Section 2302.10) SPECIAL SERVICE COST CENTER
Commonly referred to as ancillary cost centers. Such centers



36

usually provide direct identifiable services to individual
patients, énd include dgpartments such as the operating room,
radiology, laboratory, etc. v
(Section 2302.11) INPATIENT COST CENTERS

Cost centers established to accumulate costs applicable to
providing routine and ancillary services of inpatients for
the purposes of cost assignment and allocation.

(Section 2302.12) OUTPATIENT COST CENTERS

Cost centers established to accumulate cost applicable to

the care and treatment of outpatients.

(Section 2302.13) OUTPATIENT OCCASIONS OF SERVICE

Each examination, consultation or treatment received by an
outpatient in any service department of a hospital. Such
occasions of service should be recorded by individual depart-
ments and classified as'to‘emergency foom, cliniecs, or pri-
vate ambulatory. : : :

(Section 2302.15) RCC . ,

The ratio of charges to charges. The bases, or charges, used
in the RCC formula varies as to the costs to be allocated.
The ratios may be expressed as follows:

a) ratio of beneficiary charges to total charges
on a departmental basis;

b) ratio of beneficiary charges for ancillary
services to total charges for ancillary
services;

c) ratio of total patient charges by patient
care centers to the total of charges of all
patient care centers.
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(Section 2310) MORE SOPHISTICATED METHODS
A more sophisticated method designed to allocate cost more
accura;ely may be used by the provider upon approval of the

intermediary.

The Medicare Svstem of Reimbursement

Preparation of Cost Data

After Ehe clése of the reporting period all providers
of medical care prepare a trial balance of direct expenses,
per the hospital's general books, as in Exhibit 1, using
Form SSA-1562, Schedule A. This schedule provides for the
classification of expeﬁses in terms of two components--salary
and other (Columns 1 through 3), and their categorization by
cost center (Lines 1. through 32x; Column 4 of Form SSA-1562,
Schedule A provides for the reclassification of expenses per
the Medicare regulations. ' This process is essential at the
present time in order to effect what is presently regarded
as a proper distribution of General Service cost center
expenses to revenue producing areas.

For example, an examination of Exhibit 1 indicates
that $102,766 classified as Employee Health and Welfare Ben-
efits (Column 4, Line 2), was removed from the Administra-
tion and General cost center (Line 1), and that $273 of
Interest Expense (Colummn 3, Line 33) was added to this»cost

center.
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RECLASSIFICATION OF TRIAL BALANCE OF EXPENSES

EXHIBIT 1

srovioan wo. . 00-0000
e

PERIOD
7/1/66 - 12/31/6

Sehadule
A

" CLASEAIED FoR o TO EXPENIES MY EAPEKITS
ke TRIAL BALARCE OF qulcv RAPENSES ca‘"&":ﬂ POR CO3Y| ':" POR COSY
Ho. SALARIES J OTHEN [ TOVAL TOTAL - i’i‘n.u ""°"'£°"'“"b
1 2 [} ] []
1 |Admialsustios aad Gesessl 3 3 : 4 2I 2 184 3
¢ Heakh & Valiors Bene. - - ‘- 102,766 - 102,766
< 127,543 127,543 768,440 - 68,640
4 [Dietary — Ovbas Expenss 31,875 3,137 45,813 25,096 - 25,096
$ |Cofetesia - - - 713,147 {18,149) 35,998
+s Hocsekesping 83,013 11,120 75,133 75,133 - 133
7 |Lavsdy asd Liven 23,959 12,901 36,860 36,860 - 36,860
B |Maimenance of Peracoacl 3,745 36 4,681 4,68) _(1.63N " 3,068
9 | Operstica of Plam 4207 34,636 43,84 43,843 - 43,843
10 | Ml of Plamt 24,129 22,273 46,402 46,402 - 46,402
437,750 38,065 475,815 475,815 - 475,815
26,765 4,71 29,682 3 29,482 |  (5.428) | = 26.0%%
§7,722 11,637 69,359 | - - =
- - - 50,000 = 59:999_
- - - 19,359 (2,386) 16,973
1936 46,914 55,850 55,850 = )
23,101 2,855 25,956 25,956 1,297) 24,659
116 300 3,416 3,416 - 416
20 | Operating Roons 32,533 27,062 > 79,575 - 19,575
21 | Dalivery Rooms €,869 3,539 | 10,408 10,408 - 10,408
22 | Asasthesia 2,098 5,797 1,495 7,495 - 7,895
T [X ey 38,170 50,598 ,768 88,768 24,608 64,160
0 70,639 3_'3"'9_. 60 100,599 93,704 (19,482) 75,222
23 [Blood Daak - . - 2895 - 6,895
Reatsech - OTganiced %,320 1,080 $,400 ,600 - 5,400
v [ 48,73 12,183 .917 60,917 - 60,917
- - - 5,613 - 4673
2,9% | 3,403 16,407 16,407 - 16,407
llo55 ] 10233 e hd 2 s‘
< 37,287 42,257 42,257 - 42,257
- 35,823 35,823 35,823 - 35,823
273 273 - - -
§ 1,615,447 |8 1,815,447 |8 (75,769) |8 1,739,678

*ROTE: Traacfes the amouats ou Lines 1 through 38, Colaza 6, above, to Colune 1, Vockadeet B,

$ £)

3 hoepia] practice grovides for cosdiaiag cartaia of the sbove ancuats this will be acceptable. The prevailing basis for allocation for the center {o which coablaed shoald be used,

voou $SA-1562 o

{A) Sbew computation oa Ferm £8A-1563A

(1) From Schedule A-5
(2) Pora SSA-1563A
(3) To Worksheet B

38
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Original Balance, Administration

and General per Col. 3, Line 1 $328,116
Less
EmpToyee Health and Welfare Ben- ‘
efits. 102,766
: Sub-Total: 225,350
Add
Interest Expense 273

Ending Balance, Administration
and General $225,623

A detailed breakdown of the composition of these reclassifi-
cation entries is given in Exhibit 2, Form $SA-1562, Sched-
ule A-1.

Similarly, $59,103 was removed from the Dietary - Raw
Food department (Line 3), with $53, 430 of this total being
reclassified as Cafeteria expenses (Line 5), and the balance

of $5,673 being reclassified as Nursery expense (Line 28).

Original Balance, Dietary -

Raw Food per Col. 3, Line 3 $127.543
Less
Cafeteria Raw Food $53,430
Nursery . 5,673 . 59,103

Ending Balance, Dietary -
Raw Food $ 68,440
The Dietary - Other Expense account was reduced by
$19,717 owing to the reclassification of Cafeteria Salaries
in the amount of $18,337, and Othexr Cafeteria Expenses in
the amount of $1,380. Thus, as a result of the féreéoing
reclassifications, the Dietary - Other Expense account has a

balance before adjustment of $25,096 (Column 4, Line 4), and



EXHIBIT 2

STEP-DUWN METHOD

PLmion
ADMINISTRATION AND GENERAL EXPENSE ANALYSIS  [7/1/66 - 12/31766 5=h°_f‘;"
une J— SALARIES ExpenaE ToTaL
No.
° v 2 >
1. | Total (from line I. Columns-1, 2 and 3, Schedule A) 120,893 207,223 328,116
2. | P 1 D 9,506 035 10, 14T
3. | Employec Health Service 10,867 2,152 13,019
&} Hospitalizatioo Insarance 5,755 5,755
3. | Wockmen's Coapemsation 10,550 10,550
6. | Employee Growp imsurance 2,877 2,877
3. _} Social Sccurity Taxes . 36,446 36,646
8. Ansuity Premivns, Past Service Bencefits,
and Penrioas vorcd by Governing Doard 23,978 23,978
9. | Total Employre Hcnlh and Welfare (lines 2 thru 8;
1o Sch. A. line 2. Column &} 20,373 82,393 |s 102,766
20. § Remsioing Adnisi ion_snd 3 100,520 124,830 |% 225,350
1L |k {from Schedule’' A CTolumr: 3, line 33) and Other
Expense to be sdded to Administration and Geneeal. for
cost allocstion 273 273
12, jv A end administration and
enersl expenses and othes e {line 10 +11;
o Schedule A Tome 1. Column &) o 100,520 125,103 |5 225,623

40
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correspondingly the Cafeteria account balance before adjust-

ment is $73,147 (Column 4, Line 5).

Original Balance, Dietary -
Other Expense per Col. 3,

Line 4 | $44,813
Less
Cafeteria Salaries 318,337
Other Cafeteria Expenses 1,380 19,717

Ending Balance, Dietary -
Other Expense per Col. 4,

Line 4 $25,096
Original Balance, Cafeteria
per Col. 3, Line 5 $ -0-
; Add
Cafeteria Salaries 18,337
" Cafeteria - Raw Food $53,430
Other 1,380 54,810

Ending Balance, Cafeteria

"per Col. 4, Line 5 $73,147
A detailed breakdown of the composition of these reclassifi-
cation entries is given in Exhibit 3, Form SSA-1562, Sched-
ule A-2.

The remaining two reclassifications illustrated in

Exhibit 1, concern Medical and Surgical Expense (Line 13),
and Laboratory expense (Line 24). The original balance.of
the Medical and Surgical Expense account, namely $69,359 was
reclassified into its component parts, Intern-Resident ex-
pense of $50,000 (Column 4, Line 14), and Medical Supplies
and Expense of $19,359 (Column 4, Line 16). The original

balance in the Laboratory account of $100,599 (Columm 3,



EXHIBIT 3
rERIOD $chedyl
} . DIETARY EXPENSE ANALYSIS /1766 - 12731766 s d
A. Analysis of Dietary—~Raw Food:
Value of Raw Food (Froa line 3. column 2. Schedule A) . 127,543
' $sxued to of prepared for vac in: :
3 | Cafeterin $ 53,430
2 }Nursery 5,673
3 {Dietary~Raw Food 68,440
4 TOTAL (Same ax line A) 127,543
expensE oA
2 3
$ 1,380 19,717
1,757 25,096
TOTAL P 313 44,813
C. Summary of Aaalysi
Dietsry—Raw Food
(00 sppear on line i | 68,440
Dictary-Other, !
Salasien] ) ‘ 23,339 .
Other expeanc (from By . . S
Tocal=Other (ro Line 4, | 25,096
Cafcterin
Salaties (from B, coleen 1, line I avvt 18,337
Raw_{ood (from A. line L above) $ 53,430
Other {from B, colvmm 2, line 1 above) 1,380
Toeal Other 54,810
Tota) Salaries sod Ocher (10 Line 3, Column 4, Schedule A) 73,147
Nutscty (from A, fize I abbive) (10 line 28, Column 4, Achedule A) 5,623

sonm SSA-1562 o-ses
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EXHIBIT 3
PERIOD S‘h ‘“'
. . DIETARY EXPENSE ANALYSIS 2/1/66 - 12/31/66 A.-2 ]
A. Anslysis of Dietary—Raw Food:
Value of Raw Food (Fasom line 3. column 2, Schedule A) , X $ 127,53
' Izsued to of prepered for use in: :
3 {Cafetetin $ 53,430
2 _INusery 5,673
3 ] Dictary~Raw Faod 68,440
4 TOTAL (Saow ax line A) s 127,543
B. Anslysis of Dictary—Orize (from line 4, Columns 1. 2 and 3, Schedule A)
e — SALARIES CALILR TOTAL
-1 2 3
3. | Cafereria $ 18,337 $ 1,380 3 19,717
2. Dietary 23,339 1,7 ! »
oy
3. |roraL 41,67 |8 3,137 [0 44,813
C: Summary of Analysiss
Dictary~Raw Foad {from A, line 3 above)
(t0 appear on line 3 in Column 4.\Scbeduls A) $ 68,440
_Dictary—Other'~Salssies (from B, line 2, column 1 above)
Salarien| 3 23,339
Other expeasc (frw B, column 2, line 2 above) 1,75
Total~Other (to Line 4, Column 4, Schedule A) 3 25,096
Cafeteria . .
Salatics (from B, colomm 1, line 1 abcve) $ 18,337
Raw food (from A. lime 1 above) $ 53,430
Oirher (from B, colsmm 2, line 1 adove) 1,380
Tocal Other 54,810
Total Salacies rad Ocher (fo Line 3, Column 4, Schedule A) 'l 73,147
Nuescsy (from A, tixe 2 ahbye) (to line 28, Column 4, .\rlwduilr A) 3 5,671

#ome SSA-1582 (o-om
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Line 24) was adjusted downward to reflect the removal and
reclassification of Blood Bank expenses in the amount of
$6,895 (Column 4, Line 25). A detailed breakdown of the com-
ponent parts of these reclassifications is contained in
Exhibits 4 and 5, Form SSA-1562, Schedules A;3, and A-4, res-
pectively. ‘

While the nature of the reclassification entry, per
the example utilized, appears to be hard and fast, it should
be pointed out that reasonable flexibility within the reclas-
sification process existed at the time the Medicare program
was implemented. Thus, through judicious reclassifications
the ultimatebamount actually reimbursed to the provider could
be increased.40 For exampie, after reclassifications and
adjustments are made relative to the Administration and Gen-
eral cost center, the total cost within this center is dis-
tributed to other service cost centers;and revenue producing
centers on the basis of "accumulated cbst,'" In other words,
just as square feet is often used as the basis for assigning
depreciation costs to various departments within any given
operation, "accumulated cost' or more precisely, the summa-
tion of all costs from all cost centers less the amount in
the Administration and General cost center, is the basis upon
which the amount in the Administration and General cost center

is allocated. If the dollar wvalue of the Admipistration and

40Russe11 Caruana, "How to Maximize Reimbursement
Through Reclassification Entries,' Hospital Financial Manage-
ment (November, 1971), p. 4.




EXHIBIT &

STEP-DOWN_METHOD EXHIBIT I-2
srovioen no.  00~0000
PERIOD
* MEDICAL-SURGICAL EXPENSE ANALYSIS Schodule
. 7/1/66 - 12/31/86 =
OTHER
Lme \rem SALARIES EXPENSE TOTAL
NO.
- e 1 2 3
1. | Totwlffrom line 13, Columns 1, 2 and 3, Schedule A) 5 57,722 $ 11,637 69,359
2. Intem-Resident Service (1o line 14, Column 4, Schedule A)($ 50,000 3 50,000
3, Oxygea Therapylic line 15. Column 4, Schedule A} - - -
Medical Supple e nz
4. g.-: Tome ’:.’C'J;:m:ln:. Sehedere AL 7,722 11,637 15,339
5.
6. | Touw! Tmniterned (Same as line 1 above) $ 57,722 3 11,637 69,359
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EXHIBIT 5

K RIOD
Szhedlio

LA‘BORATORY EXPENSE ANALYSIS 2/1/65 - 12/31/%6 P

LInE rres SALARIES b enec YOTAL
NO. r < - , —
). |Totsl{from line 24, Cotumns 1, 2 and 3, Schedule A) 3 70,639 |3 29,960 |4 100,599
2. | Blood Besk (1o line 23, Column 4, Schedule A) td 3,172 $ 3,723 |8 6,895
3.
4. Remaining Labc ‘atory (to line 24, Column 4, Schedule A) 67,467 26,237 : 93,704
S.. | Total Teansferred (same a5 line 1 above) s 70,639 |} 29,960 |3 100,599

ronm SSA-1552 1>-e0)
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General cost center included such items, as it typically
did, as Admitting expenses and Hospital Professional Liabil-
ity Insuraﬁce, the forﬁer relating to . inpatient service
totally, and the latter relating to inpatient service pri-
marily, then not reclassifying these values so as to ensure
that they are regarded as allowable and reimbursable via
the Hospital Insurance program was equivalent to not attempt-

41 In other words the

ing to seek maximum reimbursement.
failure to reclassify these values gave rise to an inappro-
priate cost distribution. Instead of the Hospital Insurance
program reimbursing the provider 100% for its share of Admit-
ting costs it would be allowed to reimburse far less than
its fair share.42
Having reclassified the relevant direct expenses to
conform with applicable Medicare regulations the wvarious
expense items within the trial balance are then a&justed.
This adjustment process is essential to the system insofar
as upon completion of the process only the net costs allow-
able to the Medicare program by regulation remain. In
essence, the expenses contained in Exhibit 1, Column 4, would

be adjusted to recognize:

1) an allowable expense hitherto not on the
provider institution's general books .

2) to remove from the trial balance costs spe-~
cifically designated as unallowable

4l1pid., pp. 4-5. 421p3d., p. 4.
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3) to reduce costs by revenues arising from

activity not indigenous to the personality
of the institution (i.e., rental of rooms
to personnel)

4) to remove a portion of provider based phys-

be on adminioiracive bwpense. h3comeidered to

Exhibit 6 identifies specifically the adjustments
shown on Exhibit 1, Column 5, Lines 1, 5, 8, 12, 16, 18, 23, -
and 24. For example, the adjustment to Administration and
General expenses of $2,782, was composed of revenues arising
from the sale of scrap in the amount of $1,484, revenues of
$704 arising from the rental of telephone equipment, and
$594 from the rental of television eqﬁipment. In fact, as
designated in Exhibit 6 all of the adjustments with the
exception of those made to Radiology andbPathology, in the
amounts of $24,608 and $19,482, respectively, were reductions
in costs based on revenues received. The Radiology and
Pathology adjustments, however, represent the cost of ser-
vices applicable only to the Supplementary Medical Insurance
program.

While the impact of the adjustment process on reim-
bursement as, a result of the non-allowed status of specific
items received widespread attention, so too, the flexibility
within the adjustment process itsélf;was proclaimed as.a
possible lever in increasing the amounts reimbursed.

For example, Hans M. Link and Jerry G. Plaster in an

43Health Insurance for the Aged Provider Reimburse-
ment Manual, Section 2322.7.




EXHIBIT 6

STEP-DOMN HETHOD

PAOVIDEN NO.

00-0000

ADJUSTMENTS TO EXP ENSES

PER10D

7/1/66 - 12/31/6

Schedule
A5

EXPENSE CLASSIFICATION OM
oasIs SCHEDULE A FROM WHICH THE
Ling OESCRIPTION ror AMOUNT AMOUNMNT IS TO GE DEDUCTED OR
ADJUST- TO WKICH THE AMOUNT IS TO BE AODEOD
. ueny NAME LINE HO.
1 - 2 3

1. | Telephone setvice ‘",’ stations excluded)) B ' (704) Admin & Gen 1

2. }Radio and television nervice B (594) Adoin & Gen b
e . P PR, -

3, | Lausdry and Linen Service 7

4. | Vending Mschines éommiulioﬂ ’

S. | Employec snd guest meals | B (18,149) Dietary

6. | Sale of drugs to other than patients )

2 Sale of medica! and surgical fies to ) )

- other 'h.ﬂ P.‘i.nt. . - - .o “mtes e e e e S ———
8. |Sale of medical ds and ab B (1,297) Medical Records 18
9. |Ssale of acenp, waste, etc. B (1,484) Admin & Gen 1
10. | Rental of quarters 10 employces and otherd g (1,637) Maint. of Personnel 8

11. | Rencal of hospital space 9
12. I
T ¥edical Supplies and
13- {discounts on purchases . B . (2,386) Expenge 16
14. | Rebates and rcfunds of cxpenses ! Various
13. | Gilt, flowes, and collec shopa VYarious
16. | lacercat on unrestricted funds - 1
Nursing School (tuition, fees, textbooks, | P RN
D Joniimyescd o | B | (5,428) | .ursteg Sehool 2
Graats, gifts, and income designated by .
18 _|che doar ‘2"_'.'."'“"‘ LilakA L S VOO Variows
19, | Recoveey of insured loss Various
2 Amcweat applicsble to Part B for hospital R R éi&, 568) Radio_l'oii_it 23
* | based physicians A 4(“12'_’3§2) Pathologist 24
28, | Fuad mising expenses Various
22. | Depreciation 31/32
2. Othet (Speciyyl
S,
2. Ocher (Specify) .
2. |rorarL 3 (75,769)
SBASIS FOR ADJUSTMENT:
roma $SA-1562 s-s0 frgar-obs ro 3 Received To Sch A
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3) to reduce costs by revenues arising from

activity not indigenous to the personality
of the institution (i.e., rental of rooms
to personnel)

4) to remove a portion of provider based phys-

be an sdministracive sxpemse i3comeidered to

Exhibit 6 identifies specifically the adjustments
shown on Exhibit 1, Columm 5, Lines 1, 5, 8, 12, 16, 18, 23,
and 24. For example, the adjustment to Administration and
General expenses of $2,782, was composed of revenues arising
from the sale of scrap in the amount of $1,484, revenues’of
$704 zrising from the rental of telephone equipment, and
$594 from the rental of television eqﬁipment. In fact, as
desigrated in Exhibit 6 all of the adjustments with the
exception of those made to Radiology and Pathology, in the
amounts of $24,608 and $19,482, respectively, were reductions
in costs based on revenues received. The Radiology and
Pathology adjustments, however, represent the cost of ser-
vices applicable only to the Supplementary Medical Insurance
progran.

Wnile the impact of the adjustment process on reim-
bursement as a result of the non-allowed status of specific
items —-eceived widespread attention, so too, the flexibility
within the adjustment process itself :was proclaimed as‘a
possib.e lever in increasing the amounts reimbursed.

Ior example, Hans M. Link and Jerry G. Plaster in an

43Hea1th Insurance for the Aged Provider Reimburse-
ment Menual, Section 2322.7.




EXHIBIT 6

STEP~DOWN HETHOD
s

PROVIOEN NO.
el DEENS

00-0000

PERIOD Schedule
ADJUSTMENTS TO EXPENSES 7/1/66 - 12/31/6 A=5-
EXPENSE CLASSIFICATION ON
oAsIs . SCHEDULE A FROM WHICH THE
une DEsCRIPYION POR AMOUNT : AMOUNT (S 7O 8E DEQUCTED OR
ADJUST- TO WHICH THE AMOUNY i3 TO BE AOCED
' MENT NAKE LINE ND.
\ 2 3
1. | Telephone ncevice (M;v stations excluded)] B 3 (704) Admin & Gen 1
2. | Radio sad televinion nervice B (594) Admin & Gen 1
e e— e - .. r RS S
3. | Laundry and Linen Service 7
4. }Vending Machiaes éominioo , 9
5. |Employee and guest meals B (18,149) Dietary b
6. | Sale of drugs to other than patients : ' 17
Sale of medical and 1 supplies to ) ) T
. other than patients [ - 16
8. }Sele of medical ds end ab Medical Records 18
9. | Sale of sceap, waste, etc. iin & Gen 1
10. | Rental of quartera to employe: . of Personnel 8
11. | Reatal of hospitel space 9
12. | Paymeats ceceived from spe L 3
Teade, quantity, time /Al Supplies and
13. | discounts on purchas; 16
‘14. | Reb and refunds of exp Varjous
13. | Gife, flower, and collec shops Various
Iaterest on untestricted fuods 1
School (tuition, ~'~0_-—;‘”~u.- ) . - ’ T
Y- | vniforns. n:) uition I'"_“:‘___._ .- | .._';_(5_._428) wursing School 12
Gesats, gifts, and income designated by .
1% che doace '3‘_..'.’“5“‘ Supenses S SO PR Various
19. | Recovery of insured loss Various
20, | Amovat applicabie to Part B for hospital T T @4, 608) Radislogist 23
° _|based physicisns A (19,482) Pathologist 25
21, | Fuad reising expanses Various
22. | Depreciatioa 31/32
. Othee {Specipy’
24. Ochet {Specify).
2. |voraL $ (75,769)
voma SSA *BASIS YOR ADJUSTMENT: Sch A
1562 toem A = Cont B = Acwunt Received To
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article entitled, ''How to Maximize Medicare Reimbursement,"
statéd that sinc¢e Medicare will pay reasonable costs, irres-
pective of how questiqnabiy defined that term might be, it
was incumbent on every hospital to refine its accounting
techniques such that‘the maximum of all possible items Wwas

b4é Link and Plaster

included in allowable costé for Medicare.
indicated that items such as telephone service, radio and
television, employee and‘guest meals, and the sale of drugs,
medical supplies, and medical records should be adjusted via
cost not revenue.45 Also, provider institutions, at the
time, were advised to take care and recognize the cost of
volunteer help and the revaluation of depreciated facili-
ties.46 Finally, they indicated that institutions, at the
time, should take care in classifying the cost of student
nursing services rendered as an educational cost and not a
charity allowaﬁce, which was not reimbursable.'/"7 In other
words, hospitals could obtain maximum reimbursement for ser-
vices rendered to Medicare patients within the established
principles‘of reimbursement for provider costs. However,
the achievement of this goal required a close scrutiny of

the principles of reimbursement for provider costs together

with all interpretations and regulations.48 To obtain less

44Hans M. Link and Jerry G. Plaster, "How to Maxi-
mize Medicare Reimbursement,' Hospital Accounting (Sept.,
1967), pp- 3-4.

451pid., p. 4.

48Lawrence LeBlanc, ''Maximizing Medicare Reimburse-
ment," Hospital Financial Management (November, 1968), p. 9.

46 47

Ibid. Ibid., p. 5.

[
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than maximum reimbursemeﬁt as a result of not investigating
to determine the lesser of cost or revenue for adjustment
purposes would then be a violation of the responsibility of
the provider.49

After having reclassified and adjusted the trial
balance of direct expenses the next step in the reimbufse—
ment process is to allocate the General Service cost center
expense balances as shown in Column 6 of Exhibit 1, to
revenue producing areas.50 This step in the reimbursement
process is critical, for in order to bring about a proper
allocation of support costs, the most efficient statistical
base for each support cost classification must be utilized,
and since the apportionment dollar values for all support
cost centers is what may be characterlzed as an accumula—
tive value," the order in which the service cost center
expenses are allocated must be carefully.studied.

The above considerations, however, while very impor-
tant, must also be evaluated from an implementation point of
view in‘accordance with the guidelines of the Medicare regula-

tions. In other words, the statistical bases chosen must

491pid.

5oLlne 35, Column 6, of Exhibit 1, which is in addi-
tion to the reclassified and adjusted expenses represents a
2% allowance in lieu of speclflc recognition of other costs.
The basis for this calculation is Total Allowable Costs
(Exhibit 1, Column 6, Line 34), less Interest Expense (Ex-
hibit 1, Column. 6, Line 33), or $1,739,678 - $273 =
$1,739, 405. This allowance in lieu of specific recognition
of other costs has since been eliminated from the Medicare
program.
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lead to an equitable distribution of costs rather than sinply
ensuring that the Hospital Insurance and/or Supplementary
Medical Insurance programs are assigned the majority of
costs.51_ Recommended bases by cost classification are shown
in Exhibit 7. 1In addition, the order in which the wvarious
support cost center expenses are apportioned must be con-
sistent with the following:

All costs of nonrevenue-producing centers are

allocated to all centers which they serve, regardless
of whether or not these centers produce revenue. The
cost of the nonrevenue-producing center serving .the
greatest number of other centers, while receiving
benefits from_the least number of centers, is appor-
tioned first.

Realizing the intent of law, providers could select
éither the Step-Down (single apportionment), or Double Appor-
tionmen&‘method of cost finding (previously defined), as a
means of allocating support costs. Hence, the balances in
Column 6, Exhibit 1 are transferred to Form SSA-1562, Work-
sheet B, Column 1, herein labeled as Exhibit 8.

The statistical bases utilized for the allocation of
support costs for the purposes of this chapter are consistent
with those illustrated in Exhibit 7. Furthermore, the order
in which support costs are allocated is shown on both Exhib-

its 8 and 9, with the detailed breakdown of all statistical

bases also being shown in Exhibit 9. For example, Line la,

51Health Insurance for the Aged Provider Relmburse-
ment Manual, Section 2102.1.

521pid., Section 2306.1.



EXHIBIT 7

- RECOMMENDED STATISTICAL BASES, BY COST CENTER

Cost Center

Base

Depreciation
Administration and General
Employee Health and Welfare
Operation of Plant
Maintenance of Plant
Laundry

Housekeeping

Diefary ~ Raw Food
Dietary - Other

Cafeteria

Maintenance of Personnel
Nursing Service

Medical Supplies én
Expense

Pharmacy -

Medical Records
Social Service
Nursing School

Intern-Resident Service

Dollar Value or Square Feet
Accumulated Cost

Gross Salaries

Square Feet

Square Feet

Pounds of Laundry

Hours of Service
Weighted - Meals Served
Weighted - Meals Served
Sales Value of Meals
Number Housed

Hours of Service

Costed Requisitions
Costed Requisitions
Percent of Time Spent
Time Spent

Assigned Time

Assigned Time
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Column la of Exhibit 9 indicates that the provider has facil-
ities encompassing 213,150 square feet of space, with a de-
tailed breakdown df this total given on Lines 2 through 36,
Column la. Since the total depreciation expense for-Build—
ings and Fixtures per Exhibit 8, Line la, Column_l, is
$42,257, then depreciation in the amount of $.19825 per square.
foot ($42,257/$213,150) is assigned to each department. The
actual assignment of depreciation, by department, is shown
in Column la, Lines 2 through 36, of Exhibit 8. Depfeciation
of Movable Equipment in the amount of $35,823 (Exhibit 8,
Column 1, Line 16), is assigned to each department on the
basis of the dollar wvalue of the Movable Equipment in‘each
department, as illustrated in Exhibit 9, Column 1b, Lines 2
through 36. Since the totél valﬁe bf all Movable.Equipment,
per Exhibit 9, Column 1b, Line 1b, is $414,043, then depre-
ciation in the amount of $.08625 per dollar of value $35,823/
$414,043) is assigned to each‘department.

In similar fashion the expenses of all remaining sup-
port departmenfs are allocated consistent with the appropriate
statistical basis as shown in Exhibit 9. If the Sfep-Down
or single apportionment method was used then each department
is considered closed as its costs are allocated. In other
words, irrespective of the fact that one department may have
received services from another department, the value of such
services cannot be allocated to the receiving department if

its expenses have themselves already been allocated. Thus,
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in spite of the fact that the Housekeeping department (in
Exhibit 8) may have spent many hdurs rendering a service to
the Administration and General cost center, the fact that
Housekeeping expense is allocated, subsequently, to Adminis—
" tration and General expenses,necessitétes that no Hoﬁsekeep—
ing costs can be assigned to the Administration and General
cost centef.53
Furthermore, the dollar value of each cost center to
be apportioned is, as mentioned previously, an accumulative
value. 1In other words, the dollar of the Housekeéping depart-
ment to be apportioned was not $74,133, as shown in Exhibit

1, Column 6, Line 6, but was rather $95,979, determined as

follows:

53If the Double Apportionment method of cost finding
had been used, it would have been possible to assign House-
keeping costs to the Administration and General cost center.
Such a situation is possible because under the Double Appor-
tionment method all cost centers remain open and, therefore,
can receive costs from centers subsequently distributed, on
the first distribution. On the second distribution, however,
cost centers again close as they are allocated. Therefore,
since the Double Apportionment method is really the Step-
Down method applied twice it allows for costs, only on the
initial distribution to be apportloned to previously distrib-
uted cost centers.
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Original Balance, Housekeeping
per Exhibit 1, Column 6, Line 6 $74,133
Add ’
- Apportionments from previously

distributed cost centers:

Depreciation - Buildings and

Fixtures 71
Depreciation - Movable Equip-

ment 513
Administration and General 12,973
Employee Health and Welfare 7,955
Operation of Plant 100
Maintenance of Plant 110
Laundry ‘124

Housekeeping Balance to be Apportioned: $95,979

When all General Service cost center expenses have
been apportioned the allowable accumulative totals, as shown
in Exhibit 8, Column 20, Lines 21 through 36, are transferred
to Form SSA-1562, Schedule C, Column 1, herein labeled as
Exhibit 10, for segregation into inpatient, nursery, out-
patient, emergency and private ambulatory categories. The
unallowed values, per Exhibit 8, of $7,247 and $22,358 repre-
senting the direct and indirect costs of the disallowed
activities of Organized Research and Fund Raising, respec-
tively, are deleted.

The.basis for the segregation of the accumulative
costs listed in Exhibit 10, Column 1, into the aforementioned
categories is the ratio of charges to charges, by départment,
as delineated in Exhibit 1l. 1In other words, of the total
charges for Operating Room services, per Exhibit 11, Column

1, Line 1, namely, $201,074, all inpatients accounted for
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only $583 or .29% (Column 4, Line 1), and Private Ambulatory
patients accounted fof $2,331 or 1.159% (Column 6, Line 1).
Therefore, assuming a consiétency between cost and charge
98.551% of the total Operating Room cost or $227,579 (Exhibit
10, Column 2, iine 2) is assigned to the inpatient category.
Similarly, .29% of total Operating Room cost or $670 (Exhibit
10, Column 4, Line 1) is assigned to outpatients, and 1.159%
or $2,676 (Exhibit 10, Column 6, Line 1) is assigned the pri-
vate ambulatory category. Thus, in the case of Operating
Room expense, as well as all other departmental expenses
listed, total cost is assigned to various patient subclassi-
fications such as inpatients, outpatients and nursery, on
the basis of the ratio of subclassification charges to total
departmental charges.54

With the completion of this step all applicable cost
data has been prepared consistent with Medicare regulations.
That is, the original trial balance of direct expenses has
been reclassified and adjusted. The adjusted costs have been
apportioned using either the Step-Down or Double Apportion-
ment method of cost finding. The expenses of any unallowed
cost centers have been eliminated; and the remaining allow-
able expenses have been segregated into inpatient, outpatient,

nursery, and private ambulatory categories.

54He‘alth Insurance for the Aged Provider Reimburse-
ment Manual, Section 2302.6.
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With these steps having been completed only the

actual reimbursement settlement process remains.

Reimbursement Settlement

The first step in the applicable reimbursement pro-
cess is to calculate a reimbursement settlement for inpa-
tient services excluding Title XVIII, Part B. In order to

complete this objective either the Combination or Depart-

35 Essentially,

mental method of reimbursement may be used.
the Combination method uses the ratio of total Hospital Insur-
ance program charges for all ancillary services rendered to
total charges for all ancillary services times, the aggregate
costs of such services for determining the amount reimburs-
able to the provider. The Departmental method uses the ratio
of Medicare program charges to total charges, however, this
ratio is calculated by department, and is used to allocate

the cost of each separate department. The summation of the
reimbursable portions from each ancillary department then
represents the total amount reimbursable to the provider for
the provision of ancillary services. With either the Combin-
‘ation or Departmental method, inpatient routine costs are
allocated on an adjusted per diem basis. Thus, the essential

difference between methodologies is that the Combination

55Subsection A, Title XVIII - Medicare, now provides
that, for cost reporting periods starting after December 31,
1971, hospitals having less than 100 beds and all ECF's must
use the Combination Method of, cost apportionment. Hospitals
having 100 or more beds must use the Departmental Method of
apportionment.
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method utilizes aggregate values of cost and charge while
the Departmental method utilizes cost and charges by depart-
ment.

For simplicity, using the Combination method, the
total billed inpatient charges for all patients per Exhibit
11, Column 2; Line 16, namely $1,564,516 is broken into two
component parts. The first part $904,248 (Column 2, Line
11) represents charges levied for routine inpatient éerﬁices,
such as room and board. This total is entered in Column 1,
Line 16, Exhibit B of Form SSA-1992, herein labeled as
Exhibit 12. The second part $660,268 which is actually the
remainder of all inpatient charges, per Exhibit 11, Column 2,
Lines 1 through 10, is entered in Column 1, Line 15 of Exhibit
12. In Column 2, Line 15 of Exhibit 12, the value of all
billed inpatient charges for services such as Operating Room,
Anesthesia, X-ray, etc., for health care program patients
excluding Title XVIII, Part B, is entered. When the ratio
of health care ptbgram‘participant charges to total charges
for ancillary services, namely .34 ($224,491/%$660,268), is
multiplied by the sum of all inpatient costs for correspond-
ing services, $656,513 per Exhibit 12, Column 4, Line 15, the
resulting figure $223,214 represents an amoﬁnt reimbursable
to the provider institution from the Medicare program for
costs incurred in the rendering of ancillary services to
eligible Medicare program participants.

Rather than use the ratio of charges to charges as



To be completed only when using the Departmental
RCCAC or Combination Method {with cost finding)

CALCULATION OF REIMBURSEMENT SETTLEMENT-INPATIENT SERVICES

EXHIBIT 12
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EXCLUDING TITLE XVIIl, PART B {Omit Ce
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IBIT B

LE

Farm Appeoved
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COST CENTER
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TOTAL BILLLD
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ro1s}
HEALTH CARE
PROGRAM PATIENTS
{Exdl. Title XYL,
Part B)

PERCENT
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TOTAL INPATIENT
EXPENSES
From Colt. 2and 3,

Schedule C,
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INPATIENT
EXPENSES COMBINATION
APPLICABLE TO METHOD
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PROGRAM Cast Finding)
(Col. 3 X Col. 4}

1

2

3

4

H 6

Operating Rooms

Dapt. RECAC
$

~

Delivery Rooms

Anesthesia

X-Ray

Laboratery

. | Blood Bank

Oxygen Therapy

Physical Therapy

9.

Cost of Medical Supplies Sold

-

0.

Costof Drugs Sold

11

, {Qutpatient Costs (fupatient Services) (See Inat,)

SUB-TOTALS

$660,268

¥ 224,491

$656,513

-

Inpatient Routine Services

904,248

567,699

. | Newborn Routine Services

Total Inpatient Days (Exel, Newborn)
{1563, pg. 1, ling $ or Exh. A, line §)

16,511

Average Per Diem Cost—Routine Services (linc 16 + 18)

338

Hat;l%ure Program Patient Days
(

00— x linc 3¢, Col. 4

. | Total Newborn Days (1563, pg. 1, line 10 or Ezh. A, line §)_ .

Average Per Diem Cost—Newborn Routine Services
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the basis for assigning routine inpatient costs to the Medi-
care program, however, an adjusted per diem basis, as men-
tioned earlier, is utilized. v '

In essence, the cost of routine inpatient services,
as shown in Exhibit 13, Line 9 is adjusted by 8%% to reflect
an ailowed nursing service cost differential factor. This
adjusted value, shown in Exhibit 13, Line 24 is transferred
to Form SSA-1992, Line 20, herein labeled Exhibit 12, and
represents the total amount reimbursable to the provider for
the provision of routine inpatient services to Medicare pro-
gram participants. (The total of health care program patient
days is shown on Form SSA-1992, Exhibit A, Line 10a, herein
labeled Exhibit 14.)

The total amount to be reimbursed to the provider for
the provision of ancillary services and routine inpatient
services, namely $481,077 ($223,214 + $257,863) is shown in
Exhibit 13, Columﬁ 6, Line 24. This value, after being
adjusted for deductible and coinsurance amounts which are
the primary responsibility of the individual Medicare program
participants, as well as any bad debts, bad debt recoveries
per the Medicare program, and differentials in charges between
semi-private accommodations and less than semi-private accom-
modations, represents. the amount due to the hospital for

rendering inpatient services excluding Title XVIII, Part B.56

561f the Medicare enrollee defaults on the payment of
either the deductible and/or coinsurance amounts, these amounts
are recoverable in succeeding periods from the Medicare pro-
gram. :



EXHIBIT 13

Form Approved.
OM8 No. 72-R0763

PERICD

PART | ~ COMPUTATION OF HOSPITAL INPATIENT ROUTINE
SERVICE COST FOR TITLE XVill (MEDICARE)

Schedule E

PROVIDER NO,

INPATIENT DAYS

1. Totwal Inpatient days — all patients (excluding nursery) (from Form $5A-1992,

Exhibit A, line 4) 16,511
2. Total inpatient days ~ aged, pediatric, and maternity 6.000
3. Total inpatienc days — other (line 1 minus line 2) 10,511
4. Inpatient'days applicable to Title XVIII (Medicate) (from Form SSA-1992,
Exbibit A, column 2, line 10.a) 4,900
S. Inpatient days ~ aged, pediatric, and maternity plus 84%% (line 2 x 1.085) &£,510
6. Total adjusted inpatient days (line 3 plus line 5) 17 0721
INPATIENT ROUTINE COSTS
7. Total inpatient routine nursing salary cose ( excluding nursery) $ 825 562
8. Toral inpatient routine service costs excluding inpatient routine nursing salary -
cost on line 7
9. Total inpatient routine service costs (line 7 plus line 8)
(Must agree with Form SSA-1562, Sch. C, Col. 2, line 11) $ 825,562
10, Inpatient routine nursing salary cost plus 8%% (line 7 x 1.085) 3 $ 895,735

COMPUTATION OF INPATIENT ROUTINE NRURSING SALARY COST DIFFERENTIAL ADJUSTMENT F.
TO TITLE XVIII (MEDICARE)

ACTOR APPLICABLE

11. Adjusted average per diem inpatient routine nursing salary cost (line 10 + line 6) $ 52 625
12, Average per diem inpatient routine nursing salary cost — unadjusted (line 7 + line 1) 50.001
: 00
13. Average per diem inpatient routine nursing salary cosc differeatial adjustment factor
(line [1 minus line 12) $  2.624
14, Inpatient routine nursing salary cost differential adjustment factor applicable to
Medicare (line 4 x line 13) {see instructions) ¢ 12,858

APPORTIONMENT OF INPATIENT ROUTINE SERVICE COST TO TITLE XVI5| (MEDICARE), AND COMPUTATION OF TOTAL ROUTINE
COST APPLICABLE TO MEDICARE (INCLUDING THE INPATIENT ROUTINE NURSING SALARY COST DIFFERENTIAL ADJUSTMENT

FACTOR) (COMPLETE LINES 15-19 OR 20-22, WHICHEVER ARE APPLICABLE)
DEPARTMENTAL RCCAC

15. Total billed inpatient charges (gross) for routine services — all patients (excluding

nursery) (from Form SSA-1562, Sch. C-1, Col. 2, line 11) $
16. Total billed inpatient charges (gross) for routine services — Medicare patients $
17. Percent Medicare patient charges to total charges — all patients (line 16 + line 15) %
18. Inpatient routine Service cost applicable to Medicare — Does not include inpatient

routine nursing salary cost differential adjustment factor (line 9 x line 1 s
19. Total inpatient routine service cost applicable to Medicare including nursing cost .

differential adjustment factor (line 14 plus line 18) (Transfer this amount to Form SSA- s

1992, Exhibit B, Column 5, line 16)

COMBINATION METHOD {WITH COST FINDING)

20. Inpatient routine average per diem cost (line 9 + line 1) 3 50 001
21. Inpatient routine secvice cost applicable to Medicare — Does not include inpatient

routine nursing salacy cost differential adjusement factor (line 4 x line $ 245 005
22. Total inpatient routine service cost applicable to Medi including ing cost

differential adjustment factor (line 14 plus line 21) (Transfer this amount to Form SSA-

1992, Exhibit B, Column 6, line 20) $ 257,863

PART i ~ COMPUTATION OF ALLOWABLE INPATIENT ROUTINE SER V;(CE COST

SUBJECT TO COST APPORTIONMENT UNDER TITLES V AND XI

23. Total inpatient routine service costs (from line 9) s 825.562
24. Total inpatient routine service cost applicable to Medi including ing cost
differential adjustment factor (from line 19 or line 22, whichever is appropriate)
257,863
25. Allowable inpatient routine service cost subj, to cost apporti. under Titles V and .
XIX (line 23 minus line 24) (Transfer this amount to Form SSA+1992, Exbibit B, Col. 4,
line 16 for Titles V and XIX) $ 567.699

rorm SSA-1562E 1:1.71)
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EXHIBIT 14

EXHIBIT A Form Appraved
Budget Buraau No, 72-R0B46
PROVIDER NO.
i DATE (Intermediary Use Only}
HOSPITAL STATEMENT OF REIMBURSABLE COST [] DESK REVIEWED [] NOT AUDITED
READ INSTRUCTIONS BEFORE FILLING IN FORM 0 AuDiTEs
INTERMEDIARY NO.

NAME OF HOSPITAL ADDRESS

TYPE OF CONTROL'
VOLUNTARY NONPROFIT PROPRIETARY GOVERNMENT [ STATE o ciry
[] CHURCH {7 INDIVIDUAL OR PARTNERSHIP  (NON.FEDERAL) [ COUNTY 3 CHTY-COUNTY
] OTHER (Spacify) [] CORPORATION [0 HOSPITAL DISTRICT

TYPE OF HOSPITAL HEALTH CARE PROGRAMS

[0 GENERAL--SHORT TERM
(] GENERAL—LONG TERM

[ PSYCHIATRIC
{J CHRONIC DISEASE

{3 SPECIALTY—LONG YERM ey
3 OTHER (Specify) [J NTLE XV

[ TUBERCULOSIS [} SPECIALTY—SHORY TERM 3 TIME XX
PERIOD COVERED _[ FROM T0
BY STATEMENT?
STATISTICAL DATA
INPATIENT STATISTICS—ALL PATIENTS
1. Beds (exclusive of bassinets) available at b of period . ... .. i 56
Adult beds (ineluded i line 1) ... .. . i e 56
2, Beds (exclusive of bassinets) available at end of period ................. ... ol e 56
Adults beds (included in line 2) ........... e e __.__56__.
8. Total bed days available (excluding mewborn)' ... ... .. ittt e ._Mﬂ__

Adult days (fncluded in line 8) ................ .. ..
4, Total inpatient days (excluding newborn)® ..
Adult days (included in line 4) ...........

20,640

5. Percent occupancy (Iiné Sdivided by line 8) . ... . i i __SM._
6. Discharges, including deaths (excluding newborn infants) ..................c..oo it ___3.,_07_0_.
7. Average length of stay—inpatients (excluding newborn) (line 4 divided by line 6)................ 5.9
8. Number of admissions ..... N .. ____3_,_QZ§_..
9, Total newborn inpatient GRYS .. .. ... .o it e s -

10

TITLEY TITLE XVIH TITLE XIX

Health Care Programs

a, Total inpatient days
b. Number of discharges

4,900
514

-



vErew e LAY

6.

. Beds (exclusive of bassinets) available at beginning of peried ... ... oo 56

Adult beds (included tr HHe 1) ... oir et e ______56_
Beds (exclusive of bassinets) ilable atend of period ....... ... ... il
Adults beds (ineluded in line 2) ........... e e e e e __._..._5.6._
Total bed days available (eXcluding NEWBOIR) .. ..v''' et e ee et .__20_’64_0_
Adult days (ineluded i1 e 8) ..ot e

. Total inpatient days (exeluding Rewborn)® ... ... .. e

Adult days (fucluded in line §) ... i

. Percent occupancy (fine 4 divided by line 8) ...............

Discharges, including deaths (excluding newborn infants)

7. Average length of stay—inpatients (excluding newborn) (lire 4 divided by lme [ F 5.9
8, Number of admissions ...........covieiieinininiinnn, N ___3_._0_25_.
9. Total newborn inpatient days ... ... ..o i i e -
10. Health Care Programs TEY THTLE XVIH TITLE XIX
a, Total inpatient days ............ PR PN 4,900
b, Number of discharges ........ e e 514
¢. Average length of stay (line 10a -+ line 10b) 8.5
d. Number of admissions ...............o0o0t. e
e, Newborn inpatient days .............c.oiiiiiiiiiiii
OUTPATIENT STATISTICS—ALL PATIENTS
11, Total number of occasions of service'
2. Emergency room occasions of Service .............iiiiiiii i e i
b. Clinic oceasions of service
¢, Private referred outpatients occasions of service .......
d. Total outpatient occasions of service ................
e. Total outpatient occasions of service—Title XVIII "........ ...
OTHER STATISTICS
12, Cost Apportionment Method Used. (Check one)
[ DEPARTMENTAL RCC {1 COMBINATION METHOD (with cost finding}
] OTHER {spacify} 3 COMBINATION METHOD (asfimated percentage haiis)
13, a. Amount of current financing outstanding as of the end of the cust reporting period—
All Health Care Programs ........cintiiiiet it U s
b. Amount of accelerated payments outstanding as of the end of the cost reporting period— i
Al Health Care PRograms ... .. oououiie ittt s i s
14. a. Average number of employces on payroll for the period { full time c.qulvalmt)-—-
Exvludes nonpaid Workers .. ... . i e e e e e —

b. Average number of nonpaid workers for the period for which mmhum ment mlmmcd
(full-time equivalent) ...... ... .. ... oo cLaoiae o Ll Ll

corm SSA-1992 te.70)
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This total is shown in Exhibit 13, Column 6, Line 37.

The next step in the reimbursement process is to
determine the reimbursement applicable to Title XVIII, Part
B and Part A outpatient. In order to complete this step,
the sum of the total charges for outpatients, emergency, and
private ambulatory subclassifications, per Exhibit 11, Col-
umns 4, 5, and 6, Line 16, is entered on Form SSA-1992,
Exhibit E, Column 2, Line 1, labeled here as Exhibit 15.

On Line 2, Colummn 2, of Exhibit 15, the total amount
of outpatient charges for Health Insurance program outpatients,
namely $19,618, is entered. Since the basis for allocating
costs is the rafio of charges to charges the ratio of the
amount on Line 2, Exhibit 15, to the amount on Line 1, Ex-
hibit 15, namely .085 ($19,618/$230,801), represents that
portion of the applicable costs to be borne by the Medicare
program. Therefore, when the sum of the appliéable costs,
as shown in Exhibit 15 (Column 2, Line 4) is multiplied by
.085%, the resulting figure of $16,469, appearing on Line 5
of Exhibit 15, represents the actual gross amount of outpa-
tient expenses applicaBle to the Supplementary Medical Insur-
ance program.

Before the total amount to be reimbursed to the pro-
vider under Title XVIII, Part B and Part A outpatient can be
determined, this value must be adjusted by such items as:

1) the cost of inpatient ancillary services

covered by Supplementary Medical Insur-
ance



EXHIBIT 15

EXHIBIT E

PROVIDER NO.

Foim Approved
Budge! Bureas No. 72.R0846

CALCULATION OF REIMBURSEMENT SETTLEMENT—TITLE XVIll, PART B
AND PART A OUTPATIENT (Omit Cents)

PERICD

HOSPITAL PLAN
{Part A)
RATIO OF CHARGES TO CHARGES (Gross} APPLIED TO cost OUTPATIENT MEDICAL PLAN
. SERVICES (Port B)
{thru 3/31/88) .
*1. Total amount of outpatient charges (gross) all outpatients $ 3230 801
2, Total amount of outpatient charges (gross) Health Insurance Program outpatients $ $ 19,618
2
3. Percent Henlth Insurance Program outpatient charges to total gross charges % %
(line 2 =+ line 1) 8.5
*4. Total amount of hospital expenses for outpatient services from (Sch. C, $ 3$
Form SSA-1562—cols. 4 plus 5 and 6, line 16) or (puge la, Form SSA-1364
line 50, col. 5) or (page 1b, Form SSA-15644, line 50, cal. 5} 193 N 758
6. Qutpatient ex 3 licable to Health I Program $ $
(excl. bad debts) (line 4 multiplicd by ling 3) 16,469
6. Add:
a) Cost of inpatient ancillary services covered by Supplementary Medieal
Insurance (from Exhibit F, col. 5, line 7 or Exhibit G, line §,
Part 1 or Part 1, whichcver is applicable) '
b) Outpatient services rendered by hospital-based physicians
(from Exhibit H.1, col. 2, line 3} 483
) Cost of ambulance services (from Exhibit I, col, 3, line 3.¢) -0
7. SUB-TOTAL (Sum of lincs 5 through 6c) $ $ 18,1352
8. Subtract: Amounts paid and payable by Workmen's Compensation, ete,
{Scc lustructions) . 0
9. SUB-TOTAL (line 7 minus line 8} $ $ 18,352
i)
-10. Less: Deductibles billed to Health Insurance Program outpatients 8,852
).
11, Net cost (tine 9 minus line 10) $ 3 9 500
12. 80%¢ of net cost {liuc 11)—Reimbursable Expenses—H1 Program $ $ 7 600
13. A'dd: Reimbursable return on equity capital (Exelitde amonnts applicable to line 6b) - )
14, SUB-TOTAL (Sum of lincs 12 and 13) 7 600
3
15, Amount received and receivables from Intermediary or Social Security Administration
(cxcluding current financing)
18. Balance due hospital/health insurance program (exclusive of bad debts) $ $
(line 14 minus tine 15)

e

.y
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7. SUB-TOTAL (Sum of lines 5 through 6c) o $ $ 18 352
8. Subtract: Amounts paid and payable by Workmen's Compensation, etc.
(Sve Ingtructions) 0 .
9. SUB-TOTAL (line 7 minus line 8) $ $ 18,352
t)
-10. Less: Deductibles billed to Health Insurance Program outpatients 8 852
:
11, Net cost (line 9 minus line 10) $ $ 9500
12. 80% of net cost (line 11)—Reimbursable Expenses—HI Program $ $ 7 600
13, Add: Reimbursable return on equity capital {Exclude amounts applicable to line 6b} -
14, SUB-TOTAL (Sum of lincs 12 and 13) 7 600
3
15, Amount received and receivables from Intermediary or Socinl Security Administration
(excluding curvent finaucing) B
16. Balance due hospital/health insurance program (cxelusive of bad debts) $ $ . R

(line 14 minus lone 15)

REIMBURSABLE BAD DEBYS

eyt

' 17, Total outpati p icable to health i (line 8 above) $ $

18. Add: R.etur.n on equity capital (Apportioned on basis of line 17)

19. Total licable to health i (line 17 plus line 18) $ $
20. Amount received and to be received from Intermediary or Social Security

Administration (ine 15 plus linc 16)
21. Balance to be recovered from HI program outpatients (line 19 minus line 20} $ 13
22, Deductibles and coinsurance billed to HI program outpatients $ $

23. Less: Bad debts for deductibles and coinsurance, net of bad debt recoveries

24. Net deductidbles and coinsurance billed to HI program outpatients H $
(line 22 minus line 23)

*+25, Unrecovered from HI program patients (line 21 minus line 24, If line 24 18 $ $
greater than line 21 enter zere and do not complete lines 26,27 and 28)
{Sec Iustructions for Exhibit E)

26. Gross bad debts (line 28 or line 25 whi‘rhnvcr is lower)

27, Bad debts applicable to and unallowable under Title XVIII
(. St [From E-1, line 8] X Imc 26) .

28. Reimbursable bad debts (col 1—amount on line 26)
(col. 2—line 26 minus line 27)

29, Inpatient services rendered by hospital-based radiologists and pathol
(From Ezhibit H-1, col. 2, line 3)
30. Total balance due hospital/Health Insurance Program _$ $

(Sum of lincs 16, 28 and 29)

* Use same amount in both columns,
*+ Complete this line only when line 21 exceeds line 24, 68
THIS EXHIBIT SHOULD BE USED IN LIEU OF FORM SSA.1563, PAGE 3;
rorm SSA-1992 15651 FORM S5A-1564, PAGE 4a; OR FORM S5A-1564A, PAGE 4b
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2) outpatient services rendered by hospital
based physicians
3) the cost of ambulance services

4) . amounts paid and payable by Workman's
compensation

5) that portion of outpatient charges billed
to Health Insurance program outpatients.

* For the purposes of the example given in this chap-
ter, as well as for simplicity, we will assume only Items
1, 2, and 5 are applicable.

Therefore, in order to determine the adjustment value
for the cost of inpatient ancillary services covered by Sup-
plementary Medical Insurance, the total billed'inbatient
charges for all patients and total billed inpatient charges
relating to Part B, Title XVIII, for the applicable cost
centers are entered in Columns 1 and 2 respectively of Form
SSA-1992 Exhibit F, labeled for the purposes of this paper
as Exhibit 16. Using the Combination method, the percent of
the total charges appearing in Column 2, Line 7 versus the
total charges in Column 1, Line 7, namely .5% is multiplied
by the total inpatient expenses for the applicable cost cen-
ters, per Column 4, Line 7. The resulting value is éntered
in Column 5, Line 7 of Exhibit 16, and also on Line 6 of
Exhibit 15. It represents an addition to outpatient expenses
applicable to the Health Insurance program.

In similar fashion that portion of the remuneration
for professional services rendered by hospital-based physi-

cians for departments such as Electroencepholography, Electro-



EXHIBIT 16

EXHIBIT F Form Approved
Budget Bureau No, 72.R0846

COMPUTATION OF INPATIENT HOSPITAL ANCILLARY SERVICES COVERED
. BY SUPPLEMENTARY MEDICAL INSURANCE
(TITLE XVIil, PART B ONLY)

PERCENT

TOTAL BILLED TOTAL BILLED INPATIENT INPATIENT
INPATIENT INPATIENT CHARGES TOTAL EXPENSES
CHARGES CHARGES PART B--TITLE XVl INPATIENT APPLICABLE
LINE (Gross) (Gross) TO TOTAL EXPENSES TO PART B
NO. COST CENTER ALL PATIENTS PART B— INPATIENT (From Exhibit 8, TITLE XVIN
- {from Exhibit 8, TITLE Xvill CHARGES col. 4) (4)
Cel. 1) (col. 2 + col, 1)
1 2 3 4 5
1. {X-Ray - $ $. %13 $

2, |Laboratory

3. |Medical Supplies

6.

7. | Totals (Transfer col. 5, line 7 t;z $ $ % |$ $
Ezh, E; col. 2, line 6.0) 293,400 | 1467 .5 280,000f 1400

To be completed only by providers using the Departmental RCCAC or Combination Method (Computed With Cost Finding).

(A) If Dept RCCAC Method is used the amounts in col. 5 are obtained by multiplying col. 3 by col. 4 for lines 1-6. If Combination
Methed (with cost finding) is used, the amount in col. 5, line 7 is obtained by multiplying line 7—col. 3 X col. 4.

This exhibit pertains to beneficiaries enrolled under Part B of Title XVIIl who are inpatients of paricipating
hospitals and who are not eligible to receive such ancillary services under Part A of Title XVIII.

rorm SSA-1992 18:70)
' 70




:‘.
3
|

71

cardiology, and Pathology are determined using Exhibit H,
Form SSA-1992, shown here as Exhibits 17 and 18, using the
ratio of charges to charges.

The sum of the reimbursable portions of remuneration
for professional services rendered by hospital-based physi-
cians, per Exhibits 17 and 18, Column 3, Line 7, is entered
also as an addition to outpatient expenses applicable to the
Health Insurance program. v

With the addition of these items outpatient expenses
applicable to the Health Insurance program need only be

adjusted for the deductible billed to Health Insurance pro-

gram outpatients, per Exhibit 15, Line 10, to arrive at the

net cost of providing service under Title XVIII, Part B and
Part A outpatient. Medicare, according to the regulations,
reimburses all provider institutions 80% of this net cost,
which is entered on Exhibit 15, Line 12.

Thus, the total amount reimbursed for all programs
under Medicare, per the example in this chapter is:

. Reimbursement Settlement In-

patient Services, excluding

Title XVIII, Part B $446,077

Reimbursement Settlement ) .

Title XVIII, Part B and

Part A outpatient 7,600

TOTAL REIMBURSEMENT
SETTLEMENT : $453,677



EXHIBIT 17

EXHIBIT H Form Approved
Budzet Bureny No. 72.R0848

PROVIDER NO.

PERIOD
APPORTIONMENT OF REMUNERATION FOR PROFESSIONAL )
SERVICES RENDERED BY HOSPITAL-BASED PHYSICIANS
uN
NO.

1. |R ation applicable to hospital-based EEG (a) )

for professional services rendered during period 4/1/68 through end of cost reporting period s_Z_._lL3_L__

COsTS
RATIO APPLICABLE TO
CHARGES T0 HEALTH CARE
DESCRIPTION ®) TOTAL PROGRAMS
CHARGES {col. 2, lines 3-8 X
line 1) (C)
1 2

2. [Total Charges——All Patients 3

INPATIENT
3. |Title V $ vl $
4. |Title XVIII o
6. [Title XIX ) “ )
6. |All Other 17,543 58 68 “| 4,360

OUTPATIENT . .
7. |Title XV1II 515 1.72 128

Al Other : 11,839 39 60 " 942
9. |TOTALS (Col. 1 should cqual linc 2)

(Col. 3 should equal line 1) 329 , 897

(A) This form must be completed for each hoapiul-based_ physician department under which combined billing is being used
(e.g., Pathology, Radiolegy, Cardiology, ete.). Insert on this line the department to which this form pertains.

(B) If gross combined charges for professional and h 1 P are used on line 2, column 1, then combined charges must
be used on lines 3 thru 8, If gross charges.for professional component only are used on line 2, column 1, then gross charges for

professional component only must be used on lines 3 thru 8.

(C) The amountx computed in column 3 applicable to each of the health care programs must be summarized for ench Exhibit B

completed for hospital-bascd physicians, T fer the in col , lines 3, 4, 5 and 7 to Exhibit H-1 for this summarization.

Note: Combined billing may not be used for periods prior to 4/1/68. Remuncration on line 1 and charges on lines 2 thru 9 must
not apply to any period prior to 4/1/68, If combined billing began after 4/1/68, indicate the appropriate date below

“4/1/68” in line 1, and include only the r ion and charges for the period under combined billing.

roam SSA-1992 (o700

72



EXHIBIT 18

EXHIBIT H Form Approved
Budge! Bureau No. 72-R0846

PROVIDER NO.

PERIOD
- APPORTIONPAENT OF REMUNERATION FOR PROFESSIONAL
SERVICES RENDERED BY HOSPITAL-BASED PHYSICIANS
UN
NO.
1. |Remuneration applicable to hospital-based FEKG (4) ]
for professional services rendered during period 4/1/68 through end of cost reporting period 8_2.9_._5_8_0_
COSTS
RATIO APPLICABLE TO
. CHARGES TO HEALTH CARE
DESCRIPTION ® TOTAL PROGRAMS
CHARGES (col. 2, lines 3-8 X
line 1) (©)
1 2
2. |Total Charges—All Patients $
INPATIENT - )
3. [Title V $ . | 8-
4. |Title XVIIX 6
5. |Title XIX o
. . [
6. JAll Other ' 84 657 ‘ 26,906
OUTPATIENT .
7. {Title XVIII : 1,115 o 355
. |All Oth, . : : :
8. JAll Other 7. 30 0
9. {ITOTALS (Col. 1 should equal line 2)
(Col. 2 should equal line 1) . 3 93 072

(A) This form must be completed:for each hospital-based physician department under which combined billing is being used

(e.g., Pathology, Radiology, Cardiology, etc.). Insert on this line the department to which this form pertains.

{B) If gross combined charges for professional and hospital component are used on line 2, column 1, then combined charges must

be used on lines 3 thru 8. If gross charges for professional component only are used on line 2, column 1, then gross charges for

professionnl component only must be used on lines 3 thru 8 .

(C) The amounts computed in column 3 applicable to each of the health care programs must be summarized for each Exhibit H

completed for hospital-based physicians, Transfer the umounts in column 3, Jines 8, 4, 5 and 7 to Exhibit H-I for this summarization.

Note: Combined billing muy not be used for periods prior to 4/1/68. Remuneration on line 1 and charges on lines 2 thru 9 must
not apply to any period prior to 4/1/68. If combined billing began after 4/1/68, indicate the appropriate date below
“4/1/68” in line 1, and include only the r ti qu h for the period under combined billing.

rorm SSA-1992 (s.70)
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CHAPTER III
ALTERNATIVE SYSTEMS OF REIMBURSEMENT

The essence of the current system of reimbursement
for institutional providers of medical care to Medicare pro-
gram participants is the ratio of charges to charges as
applied to apportioned costs. While the efficacy of using a
charge structure as the ultimate base for reimbursement has
been debated, the fact remains that the present system is
predicated on charges. Within this framework, however, alter-
natives obviating the necessity éfbapportioning costs, either
in whole or in part, exist. ‘

The purpose of this chapter is to propose alternatives
that may be used to achieve the same end as the present sys-
tem. The only constraints imposed on alternative proposals
is that they be generally applicable to all institutional pro-
viders, that they necessitate no greater degree of bookkeep-
ing or recording of statistics than the existent system, and
that they be capable of application consistent with statutes
governing the operation of the program. In the succeeding
chapter the results generated from each of the proposed alter-
natives will be compared to that generated by existent system,
where applicable, for five metropolitan Oklahoma hospitals.
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While é wide variety of alternative reimbursement
systems could be generated, the two plans that will, in fact,
be proposed and evaluated in this work. have been.suggested for
study By general partners of a Certified Public Accounting firm
specializing in consulting with and auditing institutions
within the health care industry. Short stay, general medical
and surgical institutions, as well as extended care facilities
through which services relative .to both the Medicaid and Medi-
care programs have been rendered, have been and are at the .
present time among the clients of the Certified Public Account-~
ing firm. As a result of direct personal work experience with
the accounting firm in various health care institutions, as
well as a result of discussions with each of the géneral part-
ners of the accounting firm, the alternative proposals delin-
eated herein were generated.

Support for each alternativg system presenﬁed in terms
of both the merits thereof and an evaluation thereof was also
offered by the chief financial officers of the Health care
institutions which have voluntarily participated.in this study

and by administrators of the Oklahoma Hospital Association.

Firsﬁ Alternative Reimbursement System

Before the alternative reimbursement systems are offered :
it is imperative to point out that all health care institutions %
whether they are involved directly in the provision of health
services or are support related have an obligation to those

who utilize health services and/or pay for the same, irrespec-
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tive of whether such payments are made directly to the health
institution by the user, are derived from taxation, or are the
result of medical insurance, as well as to society as a whole,
to operate in a socially responsible manner. It is important
that quality medical care be available to the public. However,
it is equally important that the institutional providers of

such care utilize their resources in the most efficient manner
possible such that not only a full range of services are offered
but also that these services are offered at the lowest possible
cost.

A social program such as Medicare, whether measured in
terms of dollars of cost or utilization of facilities and ser-
vices, is very significant and, therefore, carries with it a
great degree of responsibility from the point of view of the
government through which it is administered, and from the
point of view of the institutions through which:health care is
offered. The federal government, in fact, has taken the steps
to assess the benefits and costs of the Medicare program to
the parties concerned. The basis for such assessment is stated
to be equity. It appears reasonable to presume then that pro-
vider institutions should themselves be aware of the economics
of a program such as Medicare as well as the externalities or
costs or benefits arising from their institutional operations
but which impact on other entities. A legitimate expectation
of the implementation and growth of a program such as Medicare
should then be an equitable distribution of both the costs and

benefits derived.
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The first alternative to be studied concerns an exam-

‘ination of health care costs through the application of mult-

iple regfession and correlation analysis. Such applications

are being employed on an expanding basis as the issue of health

care cost receives greater attention.57
In essence, the first alternative centers on the allo-

cation of General Service cost center expenses on the basis

of results obtained from regressing the individual General

Service cost center expenses with such indices of patient

activity as patient days and occasions of service.

The form of the equation to be used is, therefore:

Yi= a + B8X. + Y W, + #i

where:

Y = Estimated value of the General Service
cost center expense in the year i.

Xi = The total number of patient days in the
year i.
Wi = The total number of occasions of service

rendered in the year i.

e = Y intercept. The estimate of fixed cost.

57Dennis D. Pointer, ''Multiple Regression Analysis,
A Tool for Examining Health Care Costs,' Medical Group Manage-
ment (January/February, 1974), pp. 16-18, 20.
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B = Coefficient of the independent variable,
patient days, or the variable cost per
patient day.

Yy = Coefficient of the independent variable,
occasions of service, or the variable cost
per occasion of service.

n o= Independent random Yariablei, each.with
a mean zero and variance g, <.

If a statistically significant relationship is found
to exist between the endogenous variable, General Service
cost center expense, and the exogenous variables, patient
days and occasions of service, then provider reimbursement
would be calculated in the following general manner.

1.) Allocate the depreciation expeﬁse of Buildings
and Fixtures and Movable Equipment consistent with the meth-
odology applicable by regulation for the period under review.

2.) Allocate the costs of Spec¢ial Service cost cen-
ters, Inpatient Cost Centers, and Outpatient Cost Centers also
in a manner consistent with applicable regulations. That is,
using the ratios of total inpatient charges to total charges
and total outpatient charges to total charges, on a depart-
mental basis, segregate the{éxpenses of these cbst centers
into inpatient and outpatient component parts. Thén, utiliz-
ing the ratio of aggregate Medicare inpatient charges to
aggregate inpatient charges (the Combination Method),.or the
ratio of Medicare inpatient charges to total inpatient charges

by department (the Departmental Method), determine that portion
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of the relevant cost center expense applicable to the Hospi-
tal Insurance program.

In similar fashion, multiplying the ratio of aggre-
gate Medicare outpatient charges to aggregate outpatient
charges by total outpatient costs, as previously calculated,
determine that portion of the relevant cost center expense to
be borne by the Supplementary Medical Insurance program.

Finally, allocate the cost of Inpatient cost centers
where applicable consistent with regulations on the basis of
an adjusted per diem allowance.

Thus, the Medicare portion of Special Service and Out-

patient cost center expense is:

Total Inpatient Inpatient Medicare

% Charges = Portion Inpatient
Total Charges of x Charges _ Medicare
Cost Tota. Inpatient
Inpatient Cost
Cost . : ’ ) Charges
\\\\ Total Qutpatient Outpatient Medicare
x Charges - = Porgion ggtpatient 4
o arges _ Medicare
Total Charges Cost x Total ~ Qutpatient
Outpatient Cost
Charges

(If the Combination Method was used the ratio Medicare In-
patient Charges/Total Inpatient Charges represents the aggre-
gate charges for all ancillary departments. If the depart-
mental method is used this ratio represents departmental
totals and, therefore, the resulting Medicare Inpatient cost
figures would have to be summed for all departments in order
to arrive at the total expense to be reimbursed by the Medi-
care program.)
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The Medicare portion of Inpatient cost center expense

would be:
Inpatient Routine Inpatient Routine Inpatient Routine
Service Costs + Nursing Salary = Costs Applicable

Cost Differential to Medicare

3.) Allocate the cost of each General Service cost
center or support area on the basis of the wvariable cost per
inpatieﬁc day (B8 ) times the number of Medicare inpatient
days, and the variable cost per occasion of service (7 ) times
the number of Medicare occasions of service. The fixed cost
(a) of each General Service cost center can be apportioned
using the weighted average impact of Medicare rendered ser-
vices to all services.

In essence, since the value of e represents the fixed
cost, per General Service cost ceénter, for all hospital pro-
grams it is essential to determine not only that portion of
the fixed cost that must be borne by the Medicare program in
total but also to allocate that portion between the Hospital
Insurance and Supplementary Medical Insurance programs. Fur-
thermore, while it may be more desirable to use actual indices
of patient activity such as days and occasions of service for
this purpose, the nonhomogeneity of such data precludes their
use. Therefore, in order to accomplish the dual objective
stated earlier it is incumbent again to rely on charges.

1f the ratio of total inpatient charges to total

charges is considered to represent the impact of all inpatient
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programs then this ratio multiplied by the ratio of Medicare
inpatient days to total inpatient days yields the relative

impact of the Medicare, Hospital Insurance program.

Medicare
Inpatient Weighted Impact
Total Inpatient Charges % Days _ of Medicare In-~
Total Charges Total ~ patient Program
Inpatient
Days

Similarly, if the ratio of total outpatient charges to total
charges is considered to represent the impact of all outpa-
tient programs, then this ratio multiplied by the ratio of
total Medicare occasions of service to total occasions of
service yields the relative impact of the Medicare, Supple-

mentary Medical Insurance program.

Médicare
Occasions Weighted Impact
Total Outpatient Charges of Serviece _ of Medicare Out-
Total Charges Total ~  patient Program
Occasions

of Service

The summation of the relative impacts of the Hospital Insur-
ance program and the Supplementary Medical Insurance program
times a, the fixed cost, yields that portion of the total
fixed cost which should be borne by the Medicare program in

total.
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Weighted Impact of Medicare
x Medicare Inpatient = Inpatient Portion
//’ Program of Fixed Cost
a
\\\ Weighted Impact of Medicare
x Medicare Outpatient = Outpatient Portion

Program of Fixed Cost

In summary, reimbursement under this proposed alterna-
tive consists of a three part operation.

Part I Allocate depreciation and inpatient cost
center expenses consistent with specified
regulations.

Allocate the cost of Special Service and
Outpatient cost centers consistent with
the present system, using the ratio of
charges applied to cost.

Part I1 Allocate that portion of the total variable
cost per General Service cost center to the
Medicare program using the coefficients of
the indices of patient activity as deter-
mined through regression analysis times the
number of either Medicare patient days or
Medicare occasions of service whichever is
applicable.

Part III Allocate the fixed cost of each General Ser-
vice cost center to the Medicare program on
the basis of the weighted average impact of
the Medicare program relative to all hospital
programs.

While the above proposal appears quite feasible, its
goodness and, therefore, equitability is contingent upon how
closely the estimated relationship per the multiple regression
equation fits the actual data used, and the fact that both
the inpatient and outpatient cost determinations are individ-

ually positive. This latter constraint results from the fact

that by statute, benefits paid under the Hospital Insurance



83

Program and Supplemehtary Medical Insurance Program derive
from separate trust funds.

A variation of this proposal which might appear at
first glance to be more efficient would involve the use of a

base period such that the form of the equation would be:

Yi=a+ B(Xi—xb) + 'Y(Wi -wb) +Mi

(L =1,2,... n)
where,

Y. = Estimated value of the General Service Cost
Center expense in the year i.

Xi = The total number of patient days in year 1i.
X = The total number of patient days in the base
b
year.
Wi = The total number of occasions of service

rendered in the year {i.

W = The total number of occasions of service
rendered in the base year.

a = Y intercept. The estimate of fixed base
period cost.

B = Coefficient of the independent variable, in-
cremental patient days, or the variable cost
per incremental patient day. .

r = Coefficient of the independent wvariable in-
cremental occasions of service, or the var-
iable cost per incremental occasion of ser-
vice.

H = Independent random variab%es, each with a
mean zero and variance ¢, 4.
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In spite of the fact that the Medicare program was
implemented on July 1, 1966, and was introduced into already
existing and operating health inétitutions, the lack of ade-
quate base period data precludes the use of the equation form

stated above.

Second Alternative Reimbursement System

While the foregoing proposal obviates the necessity
of apportioning General Service cost center expenses entirely,
a second alternative taking into consideration the fundamental
dicotomy in existence within the expenses of the General Ser-
vice cost center category may prove to be more workable.

Essentially, the fundamental distinction between
patient-related and support-related expenses within the Gen-
eral Service cost center category is made. For example,
patient-related expenses are Medical Supplies and Expense,
Medical Records, Social Service, Nursing School, and Intern-
Resident Service. All of these expenses are clearly assign-
able via currently utilized bases to revenue producing areas.
The remaining, support-related expenses such as Administration
and General, Employee Health and Welfare, Operation of Plant,
Maintenance of Plant, Laundry and Linen, Housekeeping, Dietary-
Raw Food, Dietary-Other, Cafeteria, and Maintenance of Per-
sonnel are incapable of being properly assigned to revenue
producing areas under the present system unless an order for
their assignation is pre-established. Even with a pre-

established order for the assignation of these costs, however,
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the possibility of an inappropriate distribution of costs to
the allowed versus unallowed cost cénters still exists due to
the fact that as the expenses of a‘department are apportioned
that department becomes closed and cannot, therefore, receive
a portion of the cost of a succeeding department. In other
words, while the dollar value of a.department to be appor-
tioned is an accumulative value, the fact that the statistical
base upon which this accumulative wvalue is apportioned, is

shrinking, may give rise to an inappropriate distribution of

costs.

A reimbursement system eliminating this bias would
consist of the following:

1). After assigning depreciation to all cost
centers, allocate the patient-related
General Service cost center expenses to
the revenue producing areas using statis-
tical bases consistent with regulations.

In other words, allocate the cost of Medi-
cal Records to Special Service, Inpatient,
and Outpatient cost centers on the basis
of the percent of time spent rendering a
service to the above mentioned cost centers.
In similar fashion allocate Nursing School
expenses on the basis of assigned time,
Interrni-Resident expenses on the basis of
assigned time, and Medical Supplies and
Expenses on the basis of costed requisi-
tions. .

2). Allocate the dollar values of Special Sexr-
vice and Outpatient cost centers between
inpatients and outpatients and then between
the Medicare program and the balance of
hospital programs using the ratio of
charges consistent with regulations.

Allocate the cost of Inpatient cost centers,
where applicable, on an adjusted per diem
basis.
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Adjust the total of General Service cost
center support-related expenses for un-
allowed items such as the operation of a
gift shop or the maintenance of religious
personnel.

Such adjustments must include not only the
direct costs after the distribution of
depreciation to the particular unallowed
item but also a pro-rata share of the
expenses of other departments from which
services were received.

For example, an adjustment for the unallowed
activity of operating a gift shop should
typically include a factor for the cost of
the operation of plant, and maintenance

of plant, usually based on the square foot-
age occupied, a factor for housekeeping
usually based on hours of service, a factor
for laundry usually based on pounds of
linen used, and a factor for administra-
tion and general based on accumulated

cost.

The adjusted General Service cost center
support-related expenses can then be allo-
cated to the Medicare program on the

basis of the weighted average impact of
the Medicare program, as previously de-
fined in the first alternative.

Recalling, the weighted average impact of
the Hospital Insurance program is deter-
mined by multiplying the ratio of total
inpatient charges to total charges by the
ratio of Medicare inpatient days to total
inpatient days. The weighted average
impact of the Supplementary Medical Insur-
ance program is found by multiplying the
ratio of total outpatient charges to
total charges by the ratio of Medicare
occasions of service to total occasions
of service.

The sum of the impact of the Hospital In-
surance program and the Supplementary Insur-
ance program indicates the weighted average
impact of the overall Medicare program on
total hospital operations.
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The foregoing proposals obviate the necessity of apportion-
ing or stepping-~down General Service cost center expenses
either in whole or in part and will be applied and evaluated

in the succeeding chapter.



CHAPTER IV

REIMBURSEMENT SETTLEMENT ON THE BASIS
OF ALTERNATIVE PROPOSALS

In the preceding chapter, alternative reimbursement
proposals designed to obviate the need, in whole or in part,
of allocating General Service cost center expenses were for-
mulated. Both of the proposed alternative reimbursement sys-
tems assume a consistency between cost and charge per Medicare
regulations. - Furthermore, both proposals rely heavily on the
use of patient days and occasions of service as indices of
patient activity and as partial bases fof the assignation of
costs to the Medicare prbgram. The purpose of this chapter
is to present the results of an appiication of both alterna-
tive reimbursement proposals to five metropolitan Oklahoma
hospitals and then to. evaluate the goodness of these proposals.

For the sake of an orderly presentation, all of the
financial and statistical data submitted by the five metro-
politan Oklahoma hospitals participating in this study is pre-
sented, by hospital, in Appendix I. The results of the appli-
cation of both altefnative reimbursement proposals offered

are presented and discussed in the body of this chapter,
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while the data pertaining to the reimbursement settlement it-
self, for the second alternative, is presented in Appendix
II. Appendix III presents the results of multiple regression
and correlation analysis of non-revenue producing department
expenses versus patient days and occasions of service, by
hospital, as generatedlfor the first alternative reimburse-

ment proposal offered.

Participating Institutions

Five metroéolitan Oklahoma hospitals agreed to par-
ticipate in this study, on an individual basis. All five
institutions are short-stay hospitals. Three of the five are
church operated, not for profit, general medical and surgical
institutions. One participating hospital is a specialized
institution, organized as a corporation, and seeks to make a
profit from the provisibn of specialized health care services
to the community. The remaining pafticipating institution
is non-governmental, non-profit, gene:al medical and surgical
hospital.

Operational Characteristics of
Participating Institutions

While all five hospitals participating in this study
possess the common feature of being located in a metropolitan
area, and being certified for the provision of health services
under Medicare, they exhibit a wide variety of operational
characteristics. For example, the specialized institution

has 74 total beds avaiiable while the general medical and
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surgical institutions range from a low of 177 beds to a high
of 197 beds. The occupancy rate for participating hospitais
ranged from a low of 77.7% to a high of 35.3%; The special-
ized institution as well as two of the church related, non-
profit, general medical and surgical hospitals had occupancy
rates ranging from 77.7% to 78.2%. The remaining church
related, general medical and surgical unit had an occupancy
rate of 85.3%, while the non-governmental, non-profit, gen-
eral medical and surgical hospital had an occupancy rate of
84.8%.

In terms of employees per bed, the range for partic-
ipating hospitals was 2.3 to 2.8. The lqw value of 2.3 em-
ployees per bed was exhibited by a church related, general
medical and surgical hospital while the high value of 2.8
employees per bed was exhibited by the non-governmental, gen-
eral medical énd surgical institution. The most significant
variation among the operational characferistics of tﬁe éartic-
ipating hospitals concerned the overall per diem cost of
operation. In the latést year surveyed, the specialized in-
stitution, for example, exhibited an overall per diem cost of
approximately $43.00, while the range for general medical and
surgical institutions was $73.87 on the low side to $92.02 on
the high side. The lowest overall per diem cost for general
medical and surgical hospitals was exhibited by the non-
governmental institution while the highest overall per diem
cost was exhibited by a church related, non-profit institu-

tion.
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Regression Based System .

On an overall basis, the first alternative reimburse-
ment proposal, wherein the expenses of General Service cost
centers are allocated to revenue producing departments on the
basis of results obtained from regressing departmental Gen-
eral Service cost center expenses with patient days and occa-
sions of service, appears to be suspect.

The constraints under which_each of the alternative
reimbursement proposals were offered, were: v

1) that they be applicable to all provider insti-
tutions -

2) that they involve no greater bookkeeping or
record keeping effort

3) that they be consistent with statutes govern-
ing the program.

It is with this latter constraint that the first alter-
native reimbursement proposal appears directly discordant.

Table 6 presents a summary of the results of the
multiple regression analysis performed for the five metropol-
itan Oklahoma hospitals participating in the study, as well
as the resulting net distribution of provider costs between
the Hospital Insurance and Supplementary Medical Insurance
programs, for each institution.

Given the fact that the law provides that benefits
under the Hospital Insurance program and Supplementary Medi-
'cal Insurance program be paid from independent trust funds
maintained for the respective programs, it is essential that

the net cost distribution for any provider institution result




TABLE 6

RESULTS OF MULTIPLE REGRESSION ANALYSIS, AND NET COST
DISTRIBUTION, BY PROVIDER INSTITUTION - 1973

Hospital Fixed Cost Variable Cost Cost Distribution
PerDz;tient Pg§ gggggizn HI SMI
(e) (8) ()
No. 1 $3,753,975 § (37.27) § 37.04 $437,570  $256,472
No. 2 9,591,472 (401.63) - (30.54) 207.051 7,617
No. 3 ‘ (306,941) 25.90 77.39 -~ 330,060 22,812
No. 4 7,906,401 ' (111.40) 15.79 578,519 34,653
No. 5 (88,814) 44.95 (25.75) 817,806  (35,831)
92
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in a positive value_béing assigned to botH the Hosﬁital In-
surance program and Supplementary Medical Insurance program. .
As is seen from Table 6, the net cost distribution for oﬁe
of the participating institutions in this study results in a
negative value being assigned to the Supplementary Medical

Insurance program.

Supplementary Tests

Given the apparent unacceptability of the first alter-
native reimbursement proposal, supplemental tests involving
the regression of hospital costs against inpatient days and
occasions of serviée, on a time series basis for the years
1962 through 1973 and a cross-sectional basis were performed,
using the latest.available data as published in Hospital Sta-

tistics, 1974 Edition, by the American Hospital Association.

The results of these supplemental tests, which in-
cluded ail American Hospital Association registered hospitals,
shown in Table 7, appear to lend further ecredibility to the
conclusions drawn from the study group of five metropolitan
Oklahoma hospitals.

With respect to Community hospitals, which account for
more thén 81% of all American Hospital Association registered
hospitals,'78% of the total dollar value of expenses incurred
by all American Hospital Association registeféd hospitals,

57% of the fotal inpatient days sustained and 74% of all out-
patient visits, it appears that a cost distribution predicated

on the values of the coefficients derived from mﬁltiple



TABLE 7

RESULTS OF MULTIPLE REGRESSION ANALYSIS
HOSPITAL COSTS VERSUS INPATIENT DAYS
AND OCCASIONS OF SERVICE

Analysis a

United States Hospitals-
Total, 1962-1973 53,947

United States Hospitals-

Total, Cross Sectional

Analysis 1973, by Hospi-

tal Bed Size (387,254)

United States Hospitals-

Total, Cross Sectional

Analysis 1973, by Hospi-

tal Type 48,362

Community Hospitals
Cross Sectional  Analysis,
-1973, by Hospital Bed

Size . (86,093.2)

(.111623)

.032277

.023129

(.062495)

.130516

.106874

.110565

.257402
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regression analysis could result in a negative cost value
being assigned to one df the independent trust funds.58

This possibility would violate then, two of the constraints
mentioned earlier, namely, that the alternative proposal Be
applicable to all provider institutions aﬁd that iﬁ be con-

sistent with statutes governing the program.

Assessing the Results

The relationship between General Service coét center
expenses and indices of patient activity, namely patient days
and occasions of service, was determined through stepwise
multiple regression. This type of program includes predictor
variables, one at a time, in successive Stages, with eéch
prediétor variable raising the dimensions of the analysis by
one. In other words a stepwise multiple regression program
selects the most promising indepeﬁdent'variable, that is, the
independent variable that provides the greatest reduction in
the unexplained variation in Y, at each stage. In this man-
ner, the computer performs simple regression separately for
each independent variable, printing the results for the best
one. In successive stages the computer performs sepérate
multiple regressions, each combining one of the remaining
independent variables with the variables selected in previous
stages, in such a manner that the variable causing the most

significant reduction in the unexplained variation is chosen

58Hospital Statistics, 1974 Edition, p. 34.




96

to be perﬁanently included in all future stages. The process
‘is continued either until evéry variable has been included

in the multiple regrerion analysis, or until no further re-
_duction in unexplained variation is possible.

Witﬁ respect to the application of stepwise multiple
regression for the purposes of this study, it should be re-
called, that all meaningful data for the period reviewed was
used in the analysis for all five participating metropolitan
Oklahoma hospitals. Furthermore, the independent variables

‘.selected for this study were chosen not with the intent of
developing a cost function per se, but rather with the intent
of identifying a viable basis for the assignation of costs
to the Medicare program. To be sure, other factors probably
have an impact on the level of cost incurred by a hospital.
The two independent variables selected in this study, however,
were chosen not only because of their suspected influence on
levels of cost, but‘also bécause they are readily available
means through which costs can be apportioned to the Medicare
program. All provider institutions are required to report
separately, patient days and occasions of service utilized by
Medicare eligible patients. In assessing the results of and
use of regression analysis in this study one must initially
confront the problem of multicolinearity. An examination of
the results of the multiple regression analysis of General
Service cost center expenses with respect to patient days and

occasions of service indicates that in a significant number
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of instances, the multiple coefficient of determination,
which signifies the relative portion of the total wvariation
in.the dependent variable expléined by the independent var-
iables was in excess of .9. At first glance this appears to
indicate a very strong explanatory ability of the independent
variables. However, further examination indicates that the
tests of significance of the independent variables at.the
.05 level of significance, in many instances, leads to the
acceptance of the null hypothesis. That is, the variables
are not significantly different from zero. In addition to
the above, the standard errors of the parameters, in many
instances, were very high. Thus, the parameter estimates
may be insignificant not because the estimates are too small,
but because the standard errors are too large.

In summary, therefore, irrespective of the fact that
a reimbursement system predicated on the results of regression
analysis would apparently be incompatible with statute, the
apparent intercorrelation of the independent variables causes
the results of the regression analysis, itself, to be con-

sidered conjectural.

Results of Weighted Impact Method

On an overall basis, the second alternative réimburse-
ment proposal wherein the expenses of support-related General
Service cost centers were allocated to the Medicare program
on the basis of the weighted average impact of the Medicare

program relative to all hospital programs, generated a greater
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total reimbursement for all five metropolitan Oklahoma hospi-

tals studied. Table 8 presents a comparison of the reimburse-

" ment results generated from amn application of this proposal

alternative, in total and by sub-program, with the reimburse-
ment generated under the present system.

The increase in total reimbursement accruing to par-
ticipating metropolitan Oklahoma hospitals as a result of the
application of the second alternative reimbursemeﬁt proposal
ranged from a low of 11.1% to a high of 17.4%. Increments
in reimbursement for services covered by the Hospital Insur-
ance program averaged 13.67% and ranged from 10.9% to 17.5%,
with all héspitals receiving an increase in reimbursement for
services covered under the Hospital Insurance program.

With respect to the Supplementary Medical Insurance
program, three hospitals would have received increases in
reimbursement, ranging from a low of 6.1% to a high of 10.8%.
One of the hospitals would have received an increase in reim-
bursement for services‘cpvered under the Supplementary Medi-
cal Insurance program of 116.6%, while the remaining institu-~
tion would have sustained a reduction in reimbursement for
Supplementary Medical Insurance covered services of 1.5%.

While it is apparently reasonable to suspect that the
hospital institution sustaining the 116.6% increase would,
in fact, receive an increment in reimbursement for services
covered under the Supplementary Medical Insurance program,
with an application of the second alternative reimbursement

proposal, the magnitude of the increase is suspect.



TABLE 8

WEIGHTED AVERAGE IMPACT REIMBURSEMENT
VERSUS ACTUAL REIMBURSEMENT

: Weighted Average %
Hospital Actual Reimbursement Impact Change
Reimbursement
No. 1 Total $1,263,422 $1,459,065 15.5
HI 1,221.042 1,367,282 12.0
SMI 42,380 91,783 116.6
No. 2 Total 652,583 755,487 15.8
HI 646,714 749,260 15.9
SMI 5,869 6,227 6.1
No. 3 Total 1,235,022 : 1,376,872 11.5
HI 1,200,241 1,342,610 11.9
SMI 34,781 34,262 (1.5)
No. &4 Total ) 1,544,558 1,812,919 17.4
HI 1,525,704 1,792,272 17.5
SMI _ 18,854 20,647 9.5
No. 5 Total 1,203,524 » 1,337,170 11.1
HI 1,156,334 1,282,886 10.9
SMI 47,190 52,284 . 10.8
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In the case at hand, this value may possibly be in-
flated as a result of the use of an estimated number of Med-
icdre occasions of service for the year 1972. This estimate,
howevéf questionable, however, was offered by the administra-
tion of the hospital studied, and was, therefore, an impact-
ing factor on the reimbursement the institution actually
received.

While reimbursement using the Weighted Average Impact
proposal does, in fact, result in a larger reimbursement for
institutions participating in this study, it is essential to
restate that this proposal was offered only insofar as it
resulted in an equitable distribution of costs within the
health care institution relative to its mix of programs, only
one element of which is the Medicare program. To the extent
that a relationship between the cost of services rendered
and the concomitant charge for services is mandated, a reim-
bursement system such as the Weighted Average Impact proposal
should result in an equitable distribution of costs between
both the inpatient and outpatient sectors of institutional
provider activity and between the Medicare program and all
other programs through which an institution renders a service.

However, if the fundamental relationship between
cost and charge either fails to exist or becomes imbalanced a
misallocation of costs between inpatient and outpatient activ-
ity as well as between the Medicare program and other programs

could result.
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While comment on the probability of an imbalance
between cost and charge for any particular service or mix of
services would be speculative, the fact remains that a trend
within the outpatient sector of hospital activity could im-
pact negatively on the viability of the Weighted Average Im-
pact proposal as an efficient basis for cost reimbursement.
Specifically, it-is noteworthy to mention that outpatient
volume in hospital institutions has increased continuously
since 1962, when the American Hospital Association commenced
compilation of these statistics. More important, however,
is the fact that in large hospitals, that is, hospitals with
bed capacities in excess of 500 beds, the greatest proportion
of outpatient visitations were sustained through clinics as
opposed to emergency and referred visits.59 In selected in-
stances, hospitals such as those in the 6 to 24 bed category
in the Mid-Atlantic and East North Central census divisions
also derive the bulk of outpatient volume from clinic visita-
tions. Proceeding further, it is interesting to note that
only in the Pacific census division do all hospitals with bed
éapacities equal to or in excess of 200 beds, on average,

derive the greatest proportion of their outpatient volume

59'I'he Mountain census division, to a great degree, and
the East South Central census division, to a lesser degree,
are exceptions. Clinic outpatient visits derive through the
use of therapeutic and/or diagnostic facilities during the
regularly scheduled periods when such services are made avail-
able for public consumption and are a function of the patient's
individual desire to receive such services.
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from clinic visitations rather than emergenéy or referred
visits.60

Outpatient visitations for services other than emer-
gency and referred diaghnostic or therapeutic purposes have
long been a means through which medical services are made
available to a community on a low cost basis. Oftentimes
outpatient clinics are geared to serving a constituency which
has a lesser ability to pay for services rendered. In many
instances, therefore, the charge for services rendered is
based on the ability to pay or is simply set at a nominal
level. To the extent that the fundamental relationship be-
tween cost and charge does not exist, costs become incorrectly
distributed between inpatient and outpatient sectors and

then between the Medicare program and other health related

programs conducted by provider institutions.

0James E. Perry and Lanny W. Gallup, ''The Economics
of Hospitals," Southwestern Society of Economists, Proceed-
ings (March, 1976), p. 5. The above discussion concerns
hospitals by bed size categories. The authors recognize
that the mix of the sources of outpatient visitations varies
greatly among hospitals.




CHAPTER V
FINDINGS

The purpose of this study was to examine the reim-
bursement system whereby institutional providers of medical
care to eligible Medicare program participants are reimbursed
for services rendered, and to empirically evaluate alternative
systems of reimbursement and their applicability to Medicare
certified provider institutions.

Using a numerical example, the applicable Medicare
reimbursement system, for the study period, was presented.
While this system was defined in terms of reasonable cost and
predicated on an assumed relationship between charges and
cost, the primary focus of concern was the manner in which
the expenses of General Service cost centers were allocated
to revenue producing departments.

Given -the fact that regulations prescribed that the
expenses of the General Service cost center giving service to
the greatest number of other cost centers while receiving
service from the least, were to be allocated first, and that
costs could not be allocated back to a cost center which, it-

self, had previously been distributed, the resultant alloca-

103



104

tion of cost, having been predicated on accumulative values
and most importantly, on declining bases, could result in an
inappropriate distribution of costs to the Medicare program.

In recognition of the above problem, two alternative
reimbursement systems, obviating the need, in whole or in
part, of allocating General Service cost center expenses were
proposed. Both alternative systems were offered subject to
the constraints that they be generally applicable to all pro-
vider institutions that they involve no greater degree of
bookkeeping or record keeping effort, and that they result in
a cost distribution consistent with the regulation that bene-
fits for services rendered under the Hospital Insurance pro-
gram and Supplementary Medical Insurance program be paid from
separately maintained trust funds.

The first altermative reimbursement proposal centered
on the allocation of General Service cost center expenses on
the basis of the results obtained from regressing individual
General Service cost center expenses with indices of patient
activity. Empirical evaluation of this proposal, first in
terms of its applicability to five metropolitan Oklahoma
hospitals which agreed to participate in this study, and then
inlterms of its applicability to the population of United
States hospitals, in total, and Community hospitals, in total,
indicates that this proposal would apparently be inconsistent
with Medicare reimbursement related statutes and thus be un-

acceptable.
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The second alternative reimbursement proposal, which
was predicated on the weighted average impact of the Medicare
program relative to all hospital programs appears to be a
promising alternative. This method obviates the necessity
of apportioning General Service cost center, support related,
expenses and, therefore, circumvents the problems of dealing
with accumulative values and declining bases delineated
earlier.

While both alternative reimbursement proposals assum-
ed a consistency between cost and charges, per Medicare reg-
ulations, the remaining bases for the assignation of General
Service cost center expenses under the weighted average im-
pact proposal, namely'patient'days and occasioﬁs of service,
fall directly under the purview of a hospital utilization
review committee whose responsibility it is to ensure against
the indiscriminate use of hospital services. Furthermore,
the weighted average impact proposal appears to be functional
for all provider institutions.

An application of this alternative reimbursement
proposal on the basis of information submitted by five metro-
politan Oklahoma hospitals indicafed that all five metropol-
itan hospitals would have received greater total reimburse-
ment from Medicare under this alternative plan.  More specif-
ically, the reimbursement value generated under this proposed
alternative would have given rise to an increase in reim-~

bursement for services covered under the Hospital Insurance
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program for all five metropolitan Oklahoma hospitals. For
services covered under the Supplementary Medical Insurance
program, four of the five metropolitan hospitals would have
received greater reimbursement. The one metropolitan hospi-
tal which would have received a smaller reimbursement for
services covered under the Supplementary Medical Insurance
program would have sustained a decrease of less than 1.5%.

While the central issue of this study has been Medi-
care cost reimbursement, and more specifically, the appor-
tionment of General Service cost center expenses to revenue
producing cost centers, and then ultimately to the Medicare
program, a far broader issue concerning the overall cost of
hospitalization remains.

When the Medicare program was first introduced into
already operating institutions, great concern was expressed
as to the definitions of allowable cost, reasonable cost,
relationship of charges to cost, and the lack of incentives
for cost control.

The issue of allowable cost had merit then, and still
does. Medicare program regulations detail specifically, cer-
tain items of cost which are unallowed or not acceptable for
reimbursement from the Medicare program. To that extent that
definitions of allowable cost do not encompass the full range
of costs indigenous to the provision of health care and oper-
ation of hospital institutions, the ability of the provider
institution to offer health services in future periods is

restricted.
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With respect to reasonable costs, charges, and in-
centives, significant strides have been made to make all pro-
vider institutions more efficient.

Incentives in the form of plus-factors over and above
cost, irrespective of the general level of institutional
cosf; received much attention in the formative years of Med-
icare. While arguments for plus-factors went generally unac-
cepted, the fact remains, that through the increasing role
and responsibility of utilization committees and professional
standards review organizations, hospital institutions now
have implied incentives to be both cost conscious and utili-
zation conscious. To the extent that provider reimbursements
become influenced by the average and/or most prevalent costs
for similar sized institutions in a given geographical area,
hospital institutions will be pressed even more to gain higher

degrees of efficiency.
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HOSPITAL NO. I

PATIENT ACTIVITY STATISTICS
BY YEAR, 1967 - 1972

Year All Patients Medicare
Inpatient Occasions of Inpatient Occasions of
Days Service Days Sexrvice

1967 68,964 20,107 20,722 2,071

1968 66,584 18,120 20,582 o

1969 65,407 24,209 19,972 g

1970 63,168 23,563 18,973 2

1971 57,390 15,121 18,225 2

1972 52,988 15,571 15,611 4,587
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HOSPITAL NO. I

REIMBURSEMENT
BY YEAR, 1967 - 1972

Year Hospital Insurance Supplementary Medical Total
Program Insurance Program

1967 $ 911,108 $ 5,705 $ 916,813
1968 $1,053,063 $ 7,567 $1,060,630
1969 $1,086,642 $33,103 $1,119,745
1970 $1,125,429 $40,789 $1,166,218
1971 $1,198,450 $33,120 $1,231,570
1972 $1,221,042 $42,380 $1,263,422

111



HOSPITAL NO. I

GENERAL SERVICE COST CENTER EXPENSES
AFTER DEPRECIATION DISTRIBUTION
BY YEAR, 1967 ~ 1972

Cost Center 1967 1968 1969 1970 1971 1972

Administration and General $ 485,136 § 551,088 § 726,985 § 653,018 § 742,675 § 743,588

Employee Health and Welfare 129,074 158,412 175,684 211,013 270,026 345,600
Operation of Plant 184,524 190,422 165,760 181,577 207,382 228,538
Laundry 76,404 77,760 76,584 85,129 65,763 77,329
Housekeeping 135,688 150,367 165,791 151,981 169,870 180,797
Dietary 297,851 293,601 289,109 311,137 265,042 274,887
Medical Supplies and Expense 120,504 89,231 92,663 103,942 94,516 95,806
Pharmacy 197,378 219,903 271,697 300,854 269,795 268,779
Medical Records 56,648 57,073 65,246 82,149 83,550 84,180
Nursing School 102,851 101,616 99,806 7,545 21,577 13,610
Intern-Resident Service 132,440 41,295 129,866 145,122 17,540 24,416
Gift Shop - - 15,648 12,884 11,472 12,054
Convent - - - 23,961 1,949 1,926

Total $1,918,498 $1,930,768 $2,274,839 $2,270,312 $2,221,le7 $2,351,510
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HOSPITAL NO. I

CHARGES, BY PATIENT CLASSIFIC:

1972
Total Gross
Charges A11 All
Cost Center All Patients Inpatient Nurser
1 2 3
Special Service Cost Centers: L
Operating Room $ 875,729 867,691
% 99.802 %
Delivery Room 48,033 48,033
% 100 %
Anesthesia 78,297 77,085
. % 98.452 %
X~Ray 457,797 347,425 -
% 75.891 %
Laboratory 739,160 699,411
% 94.622 %
Oxygen Therapy 166,981 165,657
% 99.207 Z
Physical Therapy 45,044 35,722
- % 79.305 Z
Cost of Medical Supplies Sold 252,561 243,483
% 96.406 %
Cost of Drugs Sold 681,432 614,322
% 90.152 %
Inpatient Cost Centers:
Inpatient 2,670,533 2,670,533
% 100 %
Nursery 91,587 91,5!
% % i
Outpatient Cost Centers:
Outpatient
. % %
Emergency 283,795 29,687
%Z 10.461 . %
Private Ambulatory :
% Z
Total $6,390,949 $ 5,799,053 § 91,58
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HOSPITAL NO. I

CHARGES, BY PATIENT CLASSIFICATION

1972
. Total Gross Charges
ytal Gross
Charges All All all . A1l All
.1 Patients Inpatient Nursery Qutpatient Emergency Private Ambulatory
1 2 3 4 5 6
875,729 867,691 . 8,038
% 99.802 % - % % .918 %
48,033 48,033
% 100 % % % %
78,297 77,085 1,212
% 98.452 % 4 4 1.548 %
"457,797 347,429 110,368
% 75.891 % % %z 24.109 %
739,160 699,411 39,749
% 94.622 % % 5.378 4
166,981 165,657 1,324
% 99.207 4 4 % .793 Z
45,044 35,722 9,322
- % 79.305 4 % % 20.695 %
252,561 243,483 9,078
% 96.406 % % % 3.594 %
681,432 614,322 67,110
% 90.152 z % 4 9.848 Z
670,533 2,670,533
% 100 % % %
91,587 91,587
% % 100 % % %
% Z % % %
283,795 29,687 254,108
% 10.461 Z 4 % 89.539 %
% % % % %
$ 5,799,053 § 91,587 $ $ 500,309 $
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HOSPITAL NO. I

EXPENSES BY COST CENTER
AFTER DEPRECIATION DISTRIBUTION

1972
Private
Cost Center Total Inpatient Nursery Outpatient Emergency Ambulatory
1 2 3 4 5 6
Special Service Cost Centers:
Operating Room $ 521,730 $ 520,697 § -~ $ - $ 1,033 $ -
Delivery Room 44,055 44,055
Anesthesia 20,467 20,150 317
X-Ray 232,311 176,303 56,008
Laboratory 337,696 319,535 18,161
Oxygen Therapy 63,552 63,048 504
Physical Therapy 24,599 19,508 5,091
Inpatient Cost Centers:
Inpatient 1,253,377 1,253,377
Nursery 88,986 88,986
Outpatient Cost Centers:
Outpatients
Emergency 168,327 17,609 150,718
Private Ambulatory
Total $2,755,100 $2,434,282 $ 88,986 §. - $ 231,832 5 -

114



HOSPITAL NO. I

EXPENSES BY COST CENTER, AFTER DEPRECIATION DISTRIBUTION
AND PATIENT RELATED GENERAL SERVICE COST CENTER EXPENSES

1972
Private
Cost Center Total Inpatient Nursery Outpatient Emergency Ambulatory
1 2 3 4 5 6
Special Service Cost Centers:
Operating Room $ 521,730 $ 520,697 § - $ - $ 1,033 § -
Delivery Room 44,055 44,055
Anesthesia 20,467 20,150 317
X~Ray 232,311 176,303 56,008
Laboratory 337,696 319,535 18,161
Oxygen Therapy 63,552 63,048 504
Physical Therapy 24,599 19,363 5,091
Cost of Medical Supplies Sold 95,806 92,363 3,443
Cost of Drugs Sold 268,779 242,310 26,469
Inpatient Cost Centers:
Inpatients 1,364,024 1,364,024
Nursery 96,151 96,151
Outpatient Cost Centers:
Outpatient
Emergency 168,490 17,626 150,864
Private Ambulatory
Total $3,237,660 $2,879,619 § 96,151 § - § 261,890 § -
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HOSPITAL NO. I

STATISTICAL BASES FOR ALLOCAT
PATIENT RELATED EXPENSES, 19

Cost Center Inpatient

Operating
Nursery Emergency Room Anesthesi:

Medical Supplies & Expense

Pharmacy

Medical Records 89.78%
Nursing School 88.247
Intern-Resident Service 94.45%

5.95% 4.27%
5.88% 5.88%
5.55%
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HOSPITAL NO. I

STATISTICAL BASES FOR ALLOCATING
PATIENT RELATED EXPENSES, 1972

Cost Of
) Medical Cost Of
Operating Supplies Drugs
ry Emergency Room Anesthesia Laboratory Sold Sold Total
100% 100%
1007 100%
% 4.27% 100%
z 5.88% 100% .
4 1007
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HOSPITAL NO. I

STATISTICAL BASIS

UNALLOWED COST CENTERS ~ 1972

Cost Center From Which Services Received

{Unallowed Cost Center

Portion of Base Utilized

Center Total Amount Total Base Gift Shop Convent
Employee Health & Welfare §$ 345,600 $2,618,047 $ 11,329 -0-
salaries
Administration & General $ 735,795 $4,357,528 $ 12,054 $ 1,926
accumulated
cost
Operation of Plant $ 228,538 - 106,499 699 4,039
square feet
Laundry $ 77,329 377,798 -0~ $ 2,494
pounds
Housekeeping $ 180,797 106,499 699 4,039
square feet
Cafeteria $ 95,814 380 -0- $ 7,359
employees
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HOSPITAL NO. II

FINANCIAL AND STATISTICAL DATA




HOSPITAL NO. 1T

PATIENT ACTIVITY STATISTICS
BY YEAR, 1967 - 1972

Year All Patients Medicare
Inpatient Occasions of Inpatient Occasions of
Days Service Days Service

1967 22,199 5,958 5,632 36
1968 21,876 10,657 6,189 75
1969 21,929 5,818 6,604 172
1970 21,937 4,748 7,051 222
1971 21,531 6,002 6,923 283
1972 21,172 6,228 6,776 189
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HOSPITAL NO.

I1

} REIMBURSEMENT
BY YEAR, 1967

- 1972

Supplementary Medical

Year Hospital Imsurance Total
Program Insurance Program

1967 $ 293,750 $ -0- $ 293,750
1968 $ 364,228 $ 87 $ 364,315
1969 $ 421,447 $4,143 $ 425,590
1970 $ 546,035 $4,753 $ 550,788
1971 $ 607,780 $6,482 $ 614,262
1972 $ 646,714 $5,869 $ 652,583
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GENERAL SERVICE COST CENTER EXPENSES
AFTER DEPRECIATION DISTRIBUTION

HOSPITAL NO. II

BY YEAR, 1967 -~ 1972

Cost Center ) 1967 1968 1969 1970 1971 1972
Administration and General $ 175,458 § 188,261 5 208,527 § 243,875 264,121 $§ 305,034
Maintenance of Plant ‘ 20,711 23,581 24,408 36,673 42,355 40,151
Laundry - - 543 937 950 846
Housekeeping 16,498 22,455 20,994 11,405 9,590 11,075
Dietary - Raw Food 44,706 48,014 44,838 51,006 54,568 53,792
Dietary - Other 38,244 4.0,743 46,931 62,134 73,868 73,919
Medical Supplies and Expense 70,184 53,615 74,645 99,604 142,510 136,920
Pharmacy 49,725 76,843 78,912 116,274 125,327 126,572
Medical Records 17,599 22,065 23,217 28,719 35,485 38,884
Total $ 451,573 § 497,948 § 551,394 § 704,304 815,888 § 853,306
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HOSPITAL NO. II

CHARGES, BY PATIENT CLASSIFIC:

1972
Total Gross
Charges All All
Cost Center All Patients Inpatient . Nursex
1 2 3
Special Service Cost Centers: .
Operating Room $ 186,963 - 186,963
% 100 ¥4
Delivery Room
. % %
Anesthesia 85,464 85,464 -
% 100 4
X-Ray 152,146 120,996
% 79.5 %
Laboratory 220,391 220,391 -
4 100 4
Blood Bank
% 4
Oxygen Therapy -
% : 4
Physical Therapy 76,309 52,288
. % 68.5 %
Cost .of Medical Supplies Sold 232,233 226,129 :
% 97.4 %
Cost of Drugs Sold 284,711 280,846
R % 98.6 Z
Inpatient Cost Centers:
Inpatient 837,728 837,728
. o Z 100 %
Nursery
4 Z
Qutpatient Cost Centers:
Outpatient
’ 4 %
Emergency 31,816
Z 7%
Private Ambulatory :
% %
Total $2,707,761 $2,010,805 $
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CHARGES,

HOSPITAL NO. II

BY PATIENT CLASSIFICATION

1972
'otal Gross Totél Gross Charges
Charges All All A1l All - A1l
11 Patients Inpatient Nursery Outpatient Emergency Private Amb: " L+ory
1 2 3 4 5 6
186,963 - 186,963
% 100 % Z % %
% % 2 z %
85,464 - 85,464 -
% 100 7 % 4 4
152,146 120,996 31,150
i % 79.5 % % % 20.5 %
220,391 220,39
4 100 2% 4 4 %
% % % % %
% % % 4 %
76,309 52,288 24,021
Z 68.5 2% % 31.5 % %
232,233 226,129 6,104
. % 97.4 % 4 4 2.6 4
284,711 280,846 3,865
' % 98.6 Z Z % 1.4 z
837,728 . 837,728
: % 100 7% % % %
4 4 %. % %
. % % % % Z
31,816 31,816
4 % Z % 100 %
% % % % %
$2,010,805 $ $ 24,021 $ 72,935 $

122



HOSPITAL NO. II

EXPENSES BY COST CENTER
AFTER DEPRECIATION DISTRIBUTION

1972
Private
Cost Center Total Inpatient Nursery Outpatient Emergency Ambulatory
1 2 3 4 5 6
Special Service Cost Centers:
Operating Room $ 169,592 § 169,592 § - $ -~ s - $ -
Delivery Room
Anesthesia 79,479 79,479
X-Ray 53,790 42,763 11,027
Laboratory 187,929 187,929
Blood Bank
Oxygen Therapy
Physical Therapy 57,473 39,369 18,104
Inpatient. Cost Centers:
Inpatient 630,356 630,356
Nursery
Outpatient Cost Centers:
Outpatients
Emergency 27,103 27,103
Private Ambulatory
Total $1,205,722 $1,149,488 $ -~ $ 18,104 $ 38,130 § -
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HOSPITAL NO. II

EXPENSES BY COST CENTER, AFTER DEPRECIATION DISTRIBUTION
AND PATIENT RELATED GENERAL SERVICE COST CENTER EXPENSES

1972
Private
Cost Center Total Inpatient Nursery Outpatient Emergency Ambulatory’
1 2 3 4 5 6

Special Service Cost Centers:

Operating Room $ 189,463 $ 189,463 $§ -~ $ - $ - $ -

Delivery Room

Anesthesia 80,140 80,140

X~Ray 53,790 42,763 11,027

Laboratory 190,574 190,574

Blood Bank

Oxygen Therapy '

Physical Therapy 57,473 39,369 18,104

Cost of Medical Supplies Sold 136,920 133,360 3,560

Cost of Drugs Sold 126,572 124,800 1,772
Inpatient Cost Centers:

Inpatients 705,994 705,994

Nursery
Qutpatient Cost Centers:

Outpatients

Emergency 33,286 33,286

Private Ambulatory

Total $1,574,212 $1,506,463 § - $ 18,104 § 49,645 § -~
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HOSPITAL NO. II

STATISTICAL BASES FOR ALLOCATI
PATIENT RELATED EXPENSES, 197

Operating
Cost Center Inpatient Nursery Emergency Room Anesthesiz
Medical Supplies & Expense
Pharmacy
Medical Records 85% 2% 8% 1%
jSocial-SerVice ‘
Nursing School )
Intern-Resident Service 50% 12%% 37%%
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HOSPITAL NO. II

STATISTICAL BASES FOR ALLOCATING
PATIENT RELATED EXPENSES, 1972

Cost Of
Medical Cost Of
Operating Supplies Drugs
r.- Emergency Room Anesthesia Laboratory Sold Sold Total
100% 100%
1007 100%
27 8% 17 4% 100%
12%% 37%% 100%

e
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HOSPITAL NO. II

STATISTICAL BASIS
UNALLOWED COST CENTERS - 1972

Cost Center From Which Services Received Unallowed Cost Center

Portion of Base Utilized
Center Total Amount Total Base

NoOT APPLICATEBILE
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'"HOSPITAL NO. III

FINANCIAL AND STATISTICAL DATA




HOSPITAL NO. IIL

- PATIENT ACTIVITY STATISTICS

BY YEAR, 1967 - 1972

Year All Patients Medicare
Inpatient bccasions of Inpatient  Occasions of
Days Service Days Service

1967 35,008 4,019 10,861 127
1968 37,242 4,368 12,244 192
1969 38,363 4,530 11,501 155
1970 38,139 5,129 10,819 169
1971 50;094 10,571 14,136 231
1972 57,343 13,646 15,909 298
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HOSPITAL NO. III

REIMBURSEMENT
BY YEAR, 1967 -~ 1972

Year Hospital Insurance Supplementary Medical Total
Program Insurance Program

1967 $ 495,701 $ -0- $ 495,701
1968 $ 565,918 $ 1,175 $ 567,093
1969 $ 596,114 $ 2,109 $ 598,223
1970 $ 619,743 $ 2,489 $ 622,232
1971 $ 979,134 $ 11,490 $ 990,624
1972 $1,200,241 $ 34,781 | $1,235,022
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GENERAL SERVICE COST CENTER EXPENSES

HOSPITAL NO. III

AFTER DEPRECIATION DISTRIBUTION
BY YEAR, 1967 - 1972

Cost Center 1967 1968 1969 1970 1971 1972
Administration and General $ 258,118 $ 289,069 $ 336,791 $ 355,059 $ 572,614 $ 731,443
Employee Health and Welfare 80,547 90,571 113,496 157,161 233,079 363,645
Maintenance of Plant 93,684 90,414 92,717 104,956 154,626 197,305
" Laundry 48,666 28,250 30,628 27,391 37,349 23,553
Housekeeping 75,799 79,434 83,125 102,732 143,653 161,440
Dietary 149,220 174,301 181,489 182,676 258,069 309,563
Medical Supplies and Expense 60,062 56,452 78,487 99,385 133,857 134,206
Pharmacy 84,431 94,869 102,408 113,914 173,104 242,677.
Medical Records v 22,458 26,347 34,712 41,310 59,592 80,301

Total $ 872,985 §$ 929,707 $1,053,853 $1,184,584 $1,765,943 $2,244,133
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HOSPITAL NO. III

CHARGES, BY PATIENT CLASSIFICAT

1972
Total Gross
. Charges All A1l
Cost Center All Patients Inpatient Nurser
1 2 3
Special Service Cost Centers:
Operating Room $ 681,343 667,608
% 97.98 %
Delivery Room. 151,111 151,111
. ’ % 100 Z
Anesthesia ) 67,359 66,138
V4 98.19 %
X-Ray 244,192 199,117
) . Z 81.54 Z
Laboratory . 533,889 510,306
’ % 95.58 % -
Blood Bank 75,869 75,609
: Z 99.66 %
Oxygen Therapy’ ' 219,360 218,235
% 99.49 Z -
Physical Therapy - 33,578 © 30,993
K . . Z 92.3 %
Cost of Medical Supplies Sold 287,552 277,037
% 96.34 %
Cost of Drugs Sold ) 675,792 664,265
% 98.29 %
Inpatient Cost Centers:
Inpatient 2,919,953 2,919,953
. % 100 Z
Nursery i ) 215,310 215,31C
. % Z 10C
. Outpatient Cost Centers
Outpatient
% Z
. Emergency 140,991 181,164
) % 12.88 Z
EKG . 63,101 60,428 oo
: 4 95.76 %
$ 215,310

Total - $6,309,400 $5,858,964
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CHARGES, BY PATIENT CLASSIFICATION

HOSPITAL NO. III

1972
'otal Gross Total Gross Charges
Charges All All All All All
11 Patients Inpatient Nursery Outpatient Emergency Private Ambulatory
1 2 3 4 5 6
81,343 667,608 13,735
4 97.98 Z % % 2.02 %
51,111 151,111 )
% 100 Z % % 4
67,359 66,138 1,221
Z 98.19 Z % % 1.8% %
44,192 199,117 45,075 ’
- % 81.54 7% % % 18.46 %
33,889 510,306 23,583
z 95.58 % % % 4.42 %
75,869 75,609 260
% 99.66 Z % 4 .34 Z
19,360 218,235 : 1,125
% 99.49 % % 4 .51 %
33,578 © 30,5993 2,585
% 92.3 Z % 4 7.7 %
37,552 277,037 10,515
’ % 96.34 % % % 3.66 %
15,792 664,265 11,527
% 98.29 % % % 1.7 %
19,953 2,919,953
% 100 % % 4 %
5,310 215,310
. % % 100 7% % %
% . % % - % %
0,991 181,164 T 122,827
4 12.88 % % % 87.12 %
3,101 60,428 2,673
4 95.76 Z % % 4.24 %
$5,858,964 $ 215,310 § $ 235,126 $
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HOSPITAL NO. III

EXPENSES BY COST CENTER
AFTER DEPRECIATION DISTRIBUTION

1972
. Private
Cost Center Total Inpatient Nursery Outpatient Emergency Ambulatory
1 2 3 4 5 6
Special Service Cost Centers: .
Operating Room $ 458,392 $§ 449,132 § - $ - $ 9,260 § ~
Delivery Room 127,881 127,881
Anesthesia 15,047 14,775 272
X-Ray 136,569 111,358 25,211
Laboratory 362,360 346,344 16,016
Bilood Bank 24,136 24,054 82
EKG 16,480 15,781 699
Oxygen Therapy 90,209 89,749 460
Physical Therapy 22,730 20,980 1,750
Inpatient Cost Centers:
Inpatient 1,414,253 1,414,253
Nursery 149,695 149,695
Outpatient Cost Centers:
Qutpatient 148,596 19,139 129,457
Total $2,966,348 $2,633,446 $ 149,695 § -~ $ 183,207 § -
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HOSPITAL NO. III

EXPENSES BY COST CENTER, AFTER DEPRECIATION DISTRIBUTION
AND PATIENT RELATED GENERAL SERVICE COST CENTER EXPENSES

1972
: Private
Cost Center Total Inpatient Nursery Outpatient Emergency Ambulatory
1 2 3 4 5 6
Special Service Cost Centers:
Operating Room $ 458,392 § 449,132 § - $ - $ 9,260 § -
Delivery Room 127,881 127,881
Anesthesia 15,047 14,775 272
X-Ray 136,569 111,358 25,211
Laboratory 362,360 346,344 16,016
Blood Bank 24,136 24,054 82
EKG 16,480 15,781 699
Oxygen Therapy 90,209 89,749 460
Physical Therapy 22,730 20,980 1,750
Cost of Medical Supplies Sold 134,206 129,294 4,912
Cost of Drugs Sold 242,677 238,527 . 4,150
Inpatient Cost Centers:
Inpatient 1,502,360 1,502,360
Nursery 155,316 155,316
Outpatient Cost Centers:
Emergency ’ 151,808 19,553 132,255
Total $3,440,171 §$3,089,788 § 155,316 § -~ § 195,067 § -
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HOSPITAL NO. III

STATISTICAL BASES FOR AﬁiOCATI
PATIENT RELATED EXPENSES, 197

. . Operatihg .
-Cost Center Inpatient Nursery Emergency Room Anesthesia
Medical Supplies & Expense
Pharmacy
89% 7%

Medical Records

‘Social Service

100%
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HOSPITAL NO. III

STATISTICAL BASES FOR ALLOCATING
PATIENT RELATED EXPENSES, 1972

Cost Of

: Medical Cost Of

. Operating ) . Supplies Drugs
'y Emergency Room Anesthesia Laboratory: Sold Sold Outpatient Total
100% 100%
100% . 100%
4% 100%

100%
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HOSPITAL NO. III

STATISTICAL BASIS

UNALLOWED COST CENTERS - 1972

Cost Center From Which Services Received ‘

Unallowed Cost Center
Portion of Base Utilized

Center Total Amount Total Base Vending Machines Gift Shop Mothers Home
Administration & General $ 731,443 $4,838,454 $ 10, 469 $ 1,388 $ 13,147
accumulated
cost
Operation of Plant $ 197,305 133,710 298 691
square feet square feet square feet
Employee Health & Welfare $ 363,645 $2,447,124 $ 3,494
salaries
Cafeteria $ 56,275 $2,447,124 $ 3,494
salaries :
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HOSPITAL NO. IV

FINANCIAL AND STATISTICAL DATA



HOSPITAL NO. IV

PATIENT ACTIVITY STATISTICS
BY YEAR, 1967 ~ 1972

Year All Patients Medicare
Inpatient Occasions of Inpatient Occasions of
Days Service Days Service
*
1967 58,444 17,691 20,429 17,691
1968 58,715 16,306 21,559 655
1969 57,977 24,207 © 20,812 633
1970 55,861 19,081 20,303 429
1971 54,636 21,184 19,057 Not Available
1972 52,554 22,545 17,896 1,102
Number of Occasions of Service as listed on report submitted to
fiscal intermediary.
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HOSPITAL NO. IV

REIMBURSEMENT
BY YEAR, 1967 - 1972

Year Hospital Insurance Supplementary Medical Total
Program Insurance Program

1967 $ 985,935 $ 981 $ 986,916
1968 $1,181,497 $ 3,506 $1,185,003
1969 $1,260,344 $ 7,633 $1,267,977
1970 $1,370,330 $ 7,722 $1,378,052
1971 $1,483,167 $ 7,370 $1,490,537
1972 $1,525,704 $18,854 $1,544,558
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HOSPITAL NO. IV

GENERAL SERVICE COST CENTER EXPENSES
AFTER DEPRECIATION DISTRIBUTION
BY YEAR, 1967 - 1972

Cost Center 1967 1968 1969 1970 1971 1972

Administration and General § 415,963 § 466,255 $ 391,228 § 417,346 $ 443,358 $ 503,182

Employee Health and Welfare - 77,940 183,679 116,648 135,537 169,145 261,790
Operation of Plant 38,501 37,783 33,590 37,691 40,008 45,753
Maintenance of Plant 129,685 139,144 148,949 174,215 196,759 209,874
Laundry 102,157 105,898 165,392 113,206 121,142 117.,356
Housekeeping 103,851 116,445 131,673 142,987 158,018 167,370
Dietary 290,005 201,126 352,587 352,784 376,650 389,378
Medical Supplies and Expense 73,520 86,052 84,322 116,010 127,718 197,451
Pharmacy 163,019 195,231 228,634 238,534 256,155 294,206
Medical Records 60,536 72,073 68,758 71,102 76,407 93,927
Nursing School 41,494 40,651 42,002 41,545 47,517 48,274
Intern-Resident Service 97,111 85,505 81,840 87,795 100,154 133,668

Total $1,593,782 $1,729,842 $1,845,622 $1,928,752 $2,113,031 $2,462,229

139



HOSPITAL NO. IV

CHARGES, BY PATIENT CLASSIFIC

1972
Total Gross
- : Charges All ) All
Cost -Center : ’ All Patients Inpatient Nurse:
1 2 3
Special Service Cost Centers: : .
. Operating and Recovery Room $ 702,824 673,982 22
) : Z 95.81 4 .09
Delivery Room 20,535 20,535
. . z 100 %
Anesthesia : 192,076 - 187,437
' % 97.58 Z
X-Ray 297,364 234,426 388
z 78.84 % .13
Laboratory and Pathology ' 732,771 709,819 3,705
] Z 96.87 Z .53
EKG and Radioisotope T 56,706 43,962 5
. 4 77.53 % .01
Oxygen Therapy . 128,806 128,546
’ . f4 99.80 Z
Physical Therapy ’ 47,183 31,440
} ) : 4 66.63 Z
Cost of Medical Supplies Sold 232,081 218,313
) ’ : 4 94.07 Z
Cost of Drugs Sold 690,554 670,591
b4 97.11 4
Inpatient Cost Centers:
Inpatient . 2,641,303 . 2,641,303
. 4 100
Coronary Care i . 228,578 . 228,578
. S Z 100 4
Nursery 44,028 44,028
. % 100
Outpatient Cost Centers: )
Outpatients .
: % %
Emergency 65,997 : ’ ’
' % %
Cobalt Unit 29,239
. . % %
Total . A . $6,110,045 $5,788,932 $ 48,348
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CHARGES, BY PATTIENT CLASSTFICATION

HOSPITAL NO. IV

1972
otal Gross. : Total Gross Charges
‘Charges A1l All All ) All All -
11 Patients Inpatient Nursery Outpatient = Emergency Private Ambulatory
1 2 3 4 5 6
12,824 673,982 . 22 28,820
4 95.81 Z .09 . Z 4.10 ¥4 %
20,535 20,535 ’
z 100 Z Z Z 4
12,076 - 187,437 4,639 ’
: Z 97.58 Z 4 2.42 F4 Z
17,364 234,426 388 62,550
4 78.84 % .13 Z 21.03 Z 4
12,771 709,819 3,705 19,047
% 96.87 b4 .53 Z 2.60 4 4
16,706 43,962 5 12,739
Z 77.53 Z .01 F4 22.46 Z 4
.8,806 128,546 260
F4 99.80 Z Z .20
7,183 31,440 ] 15,743
4 66.63 Z 4 33.37 % %
2,081 218,313 13,768
i Z 94.07 Z % 5.93 Z 4
0,554 670,591 19,963
b4 97.11 Z 7z 2.89 Z %
1,303 2,641,303
: b4 100 4 % Z %
8,578 228,578 :
4 100 4 4 % %
4,028 44,028
4 100 4 Z %
Z Z % 2% b4
: 65,997
% Z % Z 100 % :
- 29,239
Z 4 % 4 7z 100
- $5,788,932 $ 48,348 $ 177,529 '$ 65,997 .$ 29,239
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HOSPITAL NO. IV

EXPENSES BY COST CENTER
AFTER DEPRECIATION DISTRIBUTION

1972
Private
Cost Center ) Total Inpatient Nursery Outpatient Emergency Ambulatory
1 2 3 4, 5 6
Special Service Cost Centers:
Operating Room $ 481,501 § 461,326 $ 433 § 19,742 § - $§ -
Delivery Room 29,823 29,823
Anesthesia 106,471 103,894 2,577
X~Ray 191,515 150,990 249 40,276
Laboratory 396,657 384,242 2,102 10,313
Oxygen Therapy 41,447 41,364 83
Physical Therapy 21,670 14,439 7,231
Coronary Care 105,054 105,054
Radioisotopée 20,288 15,729 2 4,557
Inpatient Cost Centers: -
Inpatient . 1,363,809 1,363,809
Nursery 61,862 61,862
Outpatient Cost Centers: .
Qutpatient
Emergency - 31,258 31,258
Private Ambulatory
Cobalt Unit_ N 5,907 5,907
Total $2,857,262 52,670,670 $ 64,648 $ 84,779 $ 31,258 $§ 5,907
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HOSPITAL NO. IV

EXPENSES BY COST CENTER, AFTER DEPRECIATION DISTRIBUTION
AND PATIENT RELATED GENERAL SERVICE COST CENTER EXPENSES

1972
. Private
Cost Center Total Inpatient Nursery Outpatient Emergency Ambulatory
1 2 3 4 5 6

Special Service Cost Centers:

Operating Room $ 527,652 § 505,543 § 475 $ 21,634 § - $ -

Delivery Room 50,581 50,581

Anesthesia 106,471 103,894 2,577

X-Ray 214,760 169,317 279 45,164

Laboratory 405,787 393,086 2,151 10,550

Oxygen Therapy 41,447 41,364 83

Physical Therapy 21,670 14,439 7,231

Radioisotope 20,288 15,729 2 4,557

Cost of Medical Supplies Sold 197,451 185,742 11,709

Cost of Drugs Sold 294,206 285,703 8,503
Inpatient Cost Centers:

Inpatient 1,524,152 1,524,152

Coronary Care 105,440 105,440

Nursery 63,271 63,271
Outpatient Cost Centers:

Outpatient ]

Emergency 45,705 45,705

Private Ambulatory

Cobalt Unit 5,907 5,907

Total

$3,624,788 $3,394,990 $ 66,178 $ 112,008 § 45,705 $ 5,907
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HOSPITAL NO. IV

STATISTICAL BASIS FOR ALLOCAT
PATIENT RELATED EXPENSES, 19

. Operating
Cost Center Inpatient Nursery Emergency Room Anesthes
Medical Records 95.5% 1.5% 3.0%
Nursing School 46.6% 9.6%
Intern~Resident Service 36.02% 8.7% 31.06%

143



HOSPITAL NO. IV

STATISTICAL BASIS FOR ALLOCATING ‘
PATIENT RELATED EXPENSES, 1972

Coronary
: Operating Delivery Care
ry Emergency Room Anesthesia Laboratory Room X-Ray Unit ~ Total
% 3.0% 100%
9.6% 43.07% .8% 100%
8.7% 31.06% 6.83% 17.39% 100%
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HOSPITAL NO. IV

STATISTICAL BASIS
UNALLOWED COST CENTERS - 1972

Cost Center From Which Services Received Unallowed Cost Center

) Portion of Base Utilized
Center Total Amount Total Base

NOT A PPILTICATZBTILE
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HOSPITAL NO. V

FINANCIAL AND STATISTICAL DATA




HOSPITAL NO. V

PATIENT ACTIVITY STATISTICS
BY YEAR, 1967 - 1972

. Year’ All Patients Medicare
Inpatient Occasions of Inpatient Occasions of
Days Service Days Service
1967 27,444 17,883 8,667 592
1968 28,054 18,280 9,216 629
1969 42,760 28,228 13,290 939
1970 56,683 37,484 17,593 1,182
1971 60,993 27,801 18,590 1,478
1972 64,339 29,323 17,701 1,407
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HOSPITAL NO. V

REIMBURSEMENT
BY YEAR, 1967 - 1972

Year Hospital Insurance Supplementary Medical Total
Program Insurance Program

1967 $ 336,798 $ 648 $ 337,446
1968 $ 423,604 $ 1,655 $ 425,259
1969 $ 671,659 $20,256 $ 691,915
1970 $ 910,892 $36,674 $ 947,566
1971 $1,104,639 $51,771 81,156,410
1972 $1,156,334 $47,190 $1,203,524
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HOSPITAL NO. V

. GENERAL SERVICE COST CENTER EXPENSES
AFTER DEPRECTATION DISTRIBUTION
BY YEAR, 1967 - 1972

Cost Center

Administration and General
Employee Health and Welfare
Operation of Plant
Laundry
Housekeeping
Dietary - Other
Medical Supplies and Expense
Pharmacy
Medical Records
Gift Shop
Total

$

216,101
7,062
68,887
26,742
57,201
109,106
50,998
84,690
17,186
281
638,254

$ 320,301 $ 407,499 § 443,138 $ 580,810

10,468
72,599
32,758
63,390

112,610
32,160
75,781
20,324

227

19,026
114,932
51,373
99,450
228,945
69,779
137,937
27,126
327

28,143
156,533
71,145
131,890
282,660
94,623
206,223
44,842
392

42,946
207,473
89,111
158,037
327,035
68,769
257,141
49,250
403

$ 741,247
54,961
216,227
93,882
177,391
395,742
123,327
308,289
84,770

394

$ 740,618 $1,156,394 $1,459,589 $1,780,975 $2,196,230
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HOSPITAL NO. V

CHARGES, BY PATIENT CLASSIFICA

1972
Total Gross
Charges All All
Cost Center All Patients Inpatient Nurser
1 2 3
Special Service Cost Centers: ' :
Operating Room 630,220 621,604
4 98.63 4
Delivery Room 161,898 161,898
: . % 100 Z
Anesthesia 100,397 99,232
4 98.84 Z
X-Ray and EKG 541,650 344,974
’ A 63.69 Z
Laboratory 763,485 729,740 .
% 95.58 Z
Blood Bank 5,106 5,106
4 100 Z
.Oxygen Therapy 266,926 265,519
Z 99.47 4
Physical Therapy 82,987 72,404
. 4 87.25 z
Cost of Medical Supplies Sold 287,139 . 232,043
% 80.81 %
Cost of Drugs Sold 925,143 895,290
4 96.27 Z
Inpatient Cost Centers:
Inpatient 3,076,391 3,076,391
. . 4 100 %
Nursery 186,852 186,852
Z % 100
Outpatient Cost Centers:
Outpatient
% 4
Emergency 397,889 39,586
Z 9.95 %
Private Ambulatory
% Z
Total

$7,426,083 $6,543,787 $ 186,852
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HOSPITAL NO. V

CHARGES, BY PATIENT CLASSIFICATIdN

1972
Total Gross -
Charges All All -A11 All All S
311 Patients Inpatient Nursery . Outpatient Emergency Private Ambulatory
1 2 3 - 4 5 - 6
530,220 621,604 ' 8,616 :
. % 98.63 % % 1.37 % %
161,898 161,898
% 100 Z A 4 Z
100,397 99,232 ' 1,165
% 98.84 % % 1.16 % %
141,650 344,974 196,676
K Z 63.69 % 3 36.31 % YA
'63,485 729,740 33,745
4 95.58 % % 4,42 % Z
5,106 5,106 ’
A 100 4 % Z %
66,926 265,519 1,407
: 4 99.47 4 % .53 Z A
82,987 72,404 10,583 ’
. 4 87.25 Z % 12.75 4 %
87,139 . 232,043 55,096
: % 80.81 % %z 19.19 4 %
25,143 895,290 29,853
% 96.27 % % 3.73 % %
76,391 3,076,391
: % 100 % % % %
86,852 186,852
: % % 100 % % %
: % 4 % % %.
37,889 39,586 358,303 )
% 9.95 % Z 90.05 % %
% % % % %
$6,543,787 $ 186,852 $ 695,444 $ $
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HOSPITAL NO. V

EXPENSES BY COST CENTER
AFTER DEPRECIATION DISTRIBUTION

1972
Private
Cost Center Total Inpatient Nursery Oupatient Emergemcy Ambulatory
1 2 3 4 5 6
Special Service Cost Centers:
Operating Room $ 438,974 $ 432,960 $ - $ 6,014 § - $ -
Delivery Room 109,247 109,247
Anesthesia 9,165 9,059 106
X~Ray and EKG 198,515 126,434 72,081
Laboratory 397,680 380,103 17,577
Blood Bank 21,616 21,616
Oxygen Therapy 81,348 80,917 431
Physical Therapy 29,279 25,546 3,733
Inpatient Cost Centers:
Inpatient $1,469,392 $1,469,392
Nursery 106,091 106,091
Outpatient Cost Centers: .
Outpatient 101,216 10,071 91,145
Emergency
Private Ambulatory
Total $2,962,523 $2,665,345 $ 106,091 $ 191,087 § - § -
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HOSPITAL NO. V

EXPENSES BY COST CENTER, AFTER DEPRECIATION DISTRIBUTION
AND PATIENT RELATED GENERAL SERVICE COST CENTER EXPENSES

1972
Private
Cost Center Total Inpatient Nursery Outpatient Emergency Ambulatory
1 2 3 4 5 6
Special Service Cost Centers:
Operating Room $ 438,974 $ 432,960 $ - $ 6,004 § - $ -
Delivery Room 109,247 109,247
Anesthesia 9,165 9,059 106
X~Ray and EKG 198,515 126,434 72,081
Laboratory 397,680 380,103 17,577
Blood Bank 21,616 21,616
Oxygen Therapy 81,348 80,917 431
Physical Therapy . 29,279 25,546 3,733
Cost of Medical Supplies Sold 123,327 99,661 23,666
Cost of Drugs Sold 308,289 296,790 11,499
Inpatient Cost Centers:
Inpatient 1,552,721 1,552,721
Nursery 107,532 107,532
Qutpatient Cost Centers:
Outpatient 101,216 10,071 91,145
Emergency
Private Awbulatory
Total $3,478,909 $3,145,125 $ 107,532 § 226,252 § - $ -
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HOSPITAL NO. V

STATISTICAL BASES FOR ALLOCATI
PATIENT RELATED EXPENSES, 197

Cost Center

Inpatient DNursery

Operating
Emergency Room Anesthesia

Medical Supplies & Expense
Pharmacy

Medical Records

98.3% 1.7%
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HOSPITAL NO. V

STATISTICAL BASES FOR ALLOCATING
PATIENT RELATED EXPENSES, 1972

'y Emergency

Operating
Room

Anesthesia Laboratory

Cost Of

Medical

Supplies
Sold

Cost Of
Drugs
Sold

Total

100%

1007

100%
100%

100%
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HOSPITAL WO. V

STATISTICAL BASIS
UNALLOWED COST CENTERS - 1972

Cost Center From Which Services Received ' Unallowed Cost Center

Portion of Base Utilized
Center Total Amount Total Base Gift Shop

Administration & General $ 391,073 $4,769,380 $ 39
accumulated
cost

Purchasing $ 30,697 $ 666,229 $ 99
accumulated
cost
Patient Accounting $ 284,016 $3,697,609
accumulated
cost
Admitting $ 35,461 $3,885,405
) accumulated
cost
Operation of Plant $ 86,677 134,859 334
square feet square feet
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APPENDIX II

REIMBURSEMENT SETTLEMENT
USING THE

WEIGHTED AVERAGE IMPACT PROPOSAL



HOSPITAL NO. I



HOSPITAL NO. I

SUMMARY OF REIMBURSEMENT
WEIGHTED AVERAGE IMPACT PROPOSAL

Total Hospital Insurance Supplementary Medical
Program Insurance Program
$ $ 744,989 $ 34,593
4,343
622,293 52,847
$1,459,065 $1,367,282 $ 91,783
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HOSPITAL NO. I

CALCULATION OF REIMBURSEMENT - INPATI
EXCLUDING TITLE XVIII, PARI
WEIGHTED AVERAGE IMPACT PROP

1972
Total Total
Billed Billed
Inpatient Inpatient
Charges Charges
All Health Care ) Per
Cost Center Patients Program ° Col. 2
Operating Room
Delivery Room
Anesthesia
X-Ray
Laboratory -
Blood Bank
Oxygen Therapy
Physical Therapy
Cost of Medical Supplies
Cost of Drugs Sold
Subtotals $3,128,520 $ 843,001 26.94¢
Inpatient Routine Service $2,670,533 $ 821,395 :
Total Inpatient Days
Average Per Diem Cost
Inpatient Routine Service Cost
Subtotals $5,799,053 $1,664,396
Less: Amount Paid by Workman's Compensation
Subtotals

Less: Net Deductibles + Coinsurance
Differential in Room Charge

Net Cost of Covered Services

Reimbursable Return on Equity

Total Cost Reimbursable
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e

HOSPITAL NO. I

CULATION OF REIMBURSEMENT — INPATIENT SERVICES
EXCLUDING TITLE XVIII, PART B
WEIGHTED AVERAGE IMPACT PROPOSAL

1972
Lotal Total
tlled Billed Inpatient Expenses
»>atient Inpatient Applicable To
1arges Charges Total Health Care Program
All Health Care Percent Inpatient Departmental ‘Combination.
itients Program Col. 2 Col. 1 Expenses Method Method
28,520 $ 843,001 26.9456 $1,515,595 $ 408,386
70,533 $ 821,395 ‘ $1,364,024
’ 52,988
$ 25.7421
$ 417,471
99,053 $1,664,396 $ 825,857
. -0-
$ 825,857
$ 80,868
-0-
$ 744,989
-0-
$ 744,989
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HOSPITAL NO. I

CALCULATION OF REIMBURSEMENT SETTLEMENT TITLE XVIII, PART B
AND PART A OUTPATIENT
WEIGHTED AVERAGE IMPACT PROPOSAL
1972

bW N

Total amount of outpatient charges (gross) all outpatients
Total amount of outpatient charges (gross) Health Insurance Program outpatients
Percent (Line 2 < Line 1) .
Total amount of hospital expenses for outpatient services
Outpatient expenses applicable to Health Insurance Program
Add: Cost of inpatient anciliary services covered by

Supplementary Medical Insurance

Outpatient services rendered by hospital based physicians

Cost of ambulance services
Subtotal ’ )
Less: Amounts paid and payable by Workman's Compensation
Subtotal . '
Less: Deductibles billed to HI outpatients
Net Cost (Line 9 minus Line 10)
80% of Net Cost - reimbursable expenses - HI Program
Add: Reimbursable return on equity capital
Subtotal

REIMBURSABLE BAD DEBTS

Total applicable outpatient expenses (Line 9 above)
Add: Return on equity capital (apportioned on basis of Line 15)
Subtotal (Line 15 + Line 16)
Amount received and to be received from intermediary
Balance to be recovered from HI ‘Program outpatients
Deductibles and coinsurance, net of bad debt recoveries
Less: Bad debts for deductibles and coinsurance, net of bad debt recoveries
Net deductibles and coinsurance billed to HI Program outpatients
Urirecovered from HI Program patients (Line 19 minus Line 22, if line 22
is greater than Line 19 enter zero and do not complete Lines 24, 25, 26)
Gross bad debts (Line 21 or 23 whichever is lower)
Bad debts applicable to professional comnanant and wmallamed wmdew mied- vrerws

500,309
24,527
4.,9023%

261,890
12,839

1,312
1,614
~0-
15,765
-0-
15,765
12,369
3,39
2,717
-0~
2,717

15,765
-0-
15,765
7,787
7,978

14,785

478
14,307

-0-




ucees . wsuuLLivies ULLLIEC TO Hl. outpatients ..

41431 Net Cost (Line 9 minus Line 10)

80% of Net Cost.~ reimbursable expenses - HI Program
Add: Reimbursable return on equity capital '
Subtotal

RETMBURSABLE BAD DEBTS
Total applicable outpatient expenses (Line 9 above)
Add: Return on equity capital (apportioned on basis of Line 15)
Subtotal (Line 15 + Line 16)
Amount received and to be received from intermediary
Balance to be recovered from HI Program outpatients
Deductibles and coinsurance, net of bad debt recoveries
Less: Bad debts for deductibles and coinsurance, net of bad debt recoveries
Net deductibles and coinsurance billed to HI Program outpatients
Unrecovered from HI Program patients (Line 19 minus Line 22, if line 22
is greater than Line 19 enter zero and do not complete Lines 24, 25, 26)
Gross bad debts (Line 21 or 23 whichever is lower)

Bad debts applicable to professional component and unallowed under Title XVIII

Reimbursable bad debts (Line 24 minus Line 25)
Inpatient services rendered by hospital-based radiologists.and pathologists
Total (Line 14 + Line 26 + Line 27)

- >

12,369

- 3,396
2,717

-0~
2,717

15,765
-0~
15,765
7,787
7,978

" 14,785

478
14,307

31,876
34,593
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HOSPITAL NO. I

CALCULATION OF REIMBURSEMENT ‘SETTLEMENT, GENERAL SERVICE COST CENTER,

SUPPORT-RELATED EXPENSES
WEIGHTED AVERAGE IMPACT PROPOSAL
1972 :

WA WN -

Administration and General
Employee Health and Welfare
Operation of Plant
Maintenance of Plant
Laundry and Linen
Housekeeping

Dietary = Raw Food

Dietary - Other

Cafeteria )
Maintenance of Personnel
Medical Supplies and Expense
Pharmacy

Medical Records

Nursing School
Intern-Resident Service

Total . :
Lesa: Unallowed Expenses

Net Allowable Expenses

Total Charges, All Patients
Total Charges, All Inpatients
Percent (line 21 to line 20)

'Total Inpatient Days

Total Inpatient Days, Medicare
Percent (line 24 to line 23)
Line 25 times line 22

© Total Occasions of Service

Totél Occasions of Service, Medicare
Percent (line 28 to line 27)
Total Charges, All Outpatients

Percent (line 30 to line 20)
Tina 31 timac Tim~ 90

§ 743,588
345,600
228,538

77,329
180,797
274,887

95,806
268,779
84,180
13,610
24,416

92.1717%
52,988
15,611

29.46137%

271550
15,571

4,587

29.4586%

§ 500,309
7.8283%



ULCL NTAES LUETT dervice

" Total

Less: Unallowed Expenses
Net Allowable Expenses

Total Charges, All Patients
Total Charges, All Inpatients
Percent (line 21 to line 20)

‘Total Inpatient Days

Total Inpatient Days, Medicare
Percent (line 24 to line 23)
Line 25 times line 22

* Total Occasions of Service

Total Occasions of Service, Medicare
Percent (line 28 to line 27)

Total Charges, All Outpatients
Percent (line 30 to line 20)

Line 31 times line 29

Line 26 times line 19

Line 32 times line 19

4,587
29.4586%

$ 500,309
7.8283%
.023061%

$ 622,293
$ 52,847
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HOSPITAL NO. I

CALCULATION OF INPATIENT ROUTINE SERVICE COST
" WEIGHTED AVERAGE IMPACT PROPOSAL
1972

INPATIENT DAYS

DS W N

Total inpatient days - all patients

Total inpatient days - aged, pediatric, maternity
Total inpatient days - other

Inpatient days applicable to Title XVIII (Medicare)
Inpatient days - aged, pediatric, maternity plus 8%%
Total adjusted inpatient days

INPATIENT ROUTINE COSTS

7

8 Total dinpatient routine service costs excluding inpatient routine nursing

9
10

Total inpatient routine nursing salary cost (excluding nursery)

salary cost on Line 7
Total inpatient routine service costs (Line 7 + Line 8)
Inpatient routine nursing salary cost plus 8%%

COMPUTATION OF INPATIENT ROUTINE NURSING SALARY COST DIFFERENTIAL .
ADJUSTMENT FACTOR APPLICABLE TO TITLE XVIII (MEDICARE)

11
12
13

14

Adjusted average per diem inpatient: routine nursing salary cost
(Line 10 =~ Line 6) -

Average per diem Inpatient routine nursing salary cost - unadjusted
(1ine 7' =~ Line 1)

Average per diem inpatient routine nursing salary cost differential
adjustment factor (Line 11 minue Line 12)

Inpatient routine nursing salary cost differential adjustment factor
applicable to Medicare (Line 4 x Line 13)

APPORTIONMENT OF INPATIENT ROUTINE SERVICE COST TO TITLE XVIII (MEDICARE)
AND COMPUTATION OF TOTAL ROUTINE COST APPLICABLE TO MEDICARE

DEPARTMENTAL RCCAC

15

16
17
18

Total billed ‘inpatient charges (gross) for routine services

all patients, excluding nursery

Total billed inpatient charges (gross) for routine services - Medicare
Percent Medicare charges to total charges (Ling 16 -~ Line 15)
Inpatient routine sarricae rner onnidanht~ on s .

52,988
21,030
31,958
15,611
22,818
54,776

$1,060,490
303,534

$1,364,024
$1,150,632

21,01
20.01

1.00

L L O

15,611




V)

13

" 14

STMENT . FACTOR APPLICABLE TO TITLE XVIIT (MEDICARE)

Adjuated average per diem inpatient routine nursing salary cost
(Line 10 = Line 6)

Average per diem inpatient routine nursing salary cost - unadjusted
(line 7 -+ Line 1)

Average per diem-inpatient routine nursing salary cost differential
adjustment factor (Line 11 minue Line 12)

Inpatient routine nursing salary cost differentjal adjustment factor
applicable to Medicare (Line 4 x Line 13)

APPORTIONMENT OF INPATIENT ROUTINE SERVICE COST TO TITLE XVIII (MEDICARE)
AND COMPUTATION OF TOTAL ROUTINE COST APPLICABLE TO MEDICARE

DEPARTMENTAL RCCAC

15
16
17
18

19

Total billed ‘inpatient charges (gross) for routine services

all patients, excluding nursery

Total billed inpatient charges (gross) for routine services - Medicare

Percent Medicare charges to.total charges (Line 16 - Line 15)

Inpatient routine service cost applicable to Medicare excluding inpatient
routine salary cost differential adjustment factor (Line 9 x Line 17)

Total inpatient routine service cost applicable to Medicare (Line 14 + Line 18)

, COMBINATION METHOD

20
21

22

Inpatient routine average per diem cost (Line 9 -+~ Line 1)
Inpatient routine service cost applicable to Medicare excluding inpatient
routine nursing salary cost differentlal adjustment factor (Line 4 x Line 20)

Total inpatient routine service cost applicable to Medicare (Line 14 + Line 21)

21.01

§

§ 20,01
s L0
$ 15,611i
§ 25,7421
$ 401,860

§ 417,471

0

160
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HOSPITAL NO. I

SUPPLEMENTARY COST FORM
WEIGHTED AVERAGE IMPACT PROPOSAL
1972

W

o~ S

10

11
13
14
15

16

CALCULATION OF REIMBUKSEMENT SETTLEMENT (RESIDENTS AND INTERNS NOT UNDER APPROVED

TEACHING PROGRAM) - INPATIENT AND OUTPATIENT SERVICES - MEDICAL PLAN (PART B)

AMOUNT OF EXPENSES - SUBJECT SERVICES
Salaries

ALLOCATION OF TOTAL AMOUNT OF EXPENSES BASIS OF TIME

Inpatient services 10% x Line 1
Outpatient services 907 x Line 1
Total services 100% x Line 1

APPORTIONMENT OF EXPENSES - INPATIENT SERVICES

Total inpatient days - all patients (including 1/3 of newborn days)
Average expense for inpatient day (Line 2 -~ Line 5)

Inpatient days - Health Care Program

Expenses - inpatient services - Health Care Program. (Line 6 x Line 7)

APPORTIONMENT OF EXPENSES-~ OUTPATIENT SERVICES

Percent - HI Program outpatient services received - sum of HI Program
Part A and Part B outpatient charges total outpatient charges - all patients
Expenses - outpatient services -~ HI Program (Line 9 x Line 3)

SUMMARY

Total expenses - services ~ HI Program (Line 8 + Line 10)

Less: deductibles billed to Health Insurance Program patients
Net Cost

80% of net expenses - services - HI Program

Add: bad debts for subject services, net of bad debt recoveries
’ (HI Program - Part B beneficiaries)

Total '

$

<y <y Ay

<> L

73,506

7,351
66,155
73,506

54,016
14
15,611
2,186

4.9023%
3,243

5,429

-0~
5,429
4,343

-0~

4,343




I - . Ce —pmm—eees mey AMAuMS o ¢ LLNE J) - CoT 14
siwjzal Inpatient days - Health Care Program By . 15,611
8 Expenses - inpatient services - Health Care Program (Line 6 x Line 7) . $ 2,186
' APPORTIONMENT OF EXPENSES - QUTPATIENT SERVICES

9 Percent - HI Program outpatient services received - sum of HI Program )
Part A and Part B outpatient charges total outpatient charges - all patients 4.9023%

10 Expenses - outpatient services - HI Program (Line 9 x Line 3) $ 3,243

SUMMARY
11  Total expenses - services - HI Program (Line 8 + Line 10) . $ 5,429
12 Lesst deductibles billed to Health Insurance Program patients -0-
13- Net Cost $ 5,429
14 80% of net expenses - services - HI Program $ 4,343
15 Add: bad debts for subject services, net of bad debt recoveries '

(HI Program - Part B beneficiaries) . -0-

16 . Total : $ 4,343
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HOSPITAL NO. I

UNALLOWED EXPENSES
WEIGHTED AVERAGE IMPACT PROPOSAL

1972
Gift Shop Convent Total
Unallowed Cost Center Expenses
After Depreciation Distribution $ 12,054 $ 1,926 $
Add:
Administration & General 2,035 324
Employee Health & Welfare 1,495 -0-
Operation of Plant 1,500 8,667
Housekeeping 1,187 6,857
Laundry -0- 2,494
Cafetaria -0- 7,359
Total Unallowed Expense $ 18,271 $ 27,627 '$ 45,898
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HOSPITAL NO. II




HOSPITAL NO. II

‘SU'MMARY OF REIMBURSEMENT
WEIGHTED AVERAGE IMPACT PROPOSAL

1972
Total Hospital Insurance Supplementary Medical
Program Insurance Program
$ ‘ $ 488,726 $ 5,036
260,534 1,191
$ 755,487 $ 749,260 $ 6,227
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HOSPITAL NO. II

CALCULATION OF REIMBURSEMENT -~ INPATI
EXCLUDING TITLE XVIII, PART
WEIGHTED AVERAGE IMPACT PROP

1972
Total Total
Billed Billed
Inpatient Inpatient
Charges Charges
. All Health Care . Per
Cost Center Patients Program Col. 2
Operating Room $ 186,963 $ 37,046 19.1
Delivery Room
Anesthesia 85,464 22.901 26.¢
X-Ray 120,996 49.844 41,
Laboratory 220,391 85,004 38.!
Blood Bank
Oxygen Therapy
Physical Therapy 52,288 20,207 28.¢
Cost of Medical Supplies 226,129 99,419 43.¢
Cost of Drugs Sold 280,846 76,113 27.1
Subtotals . $1,173,077 $ 390,534
Inpatient Routine Service : $ 837,728 $ 280,600 .
Total Inpatient Days
Average Per Diem Cost
Inpatient Routine Service Cost )
Subtotals $2,010,805 $ 671,134
Less: Amount Paid by Workman's Compensation :
Subtotals

Less: Net Deductibles + Coinsurance
Differential in Room Charge

Net Cost of Covered Services

Reimbursable Return on Equity

Total Cost Reimbursable
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HOSPITAL NO. II

LCULATION OF REIMBURSEMENT - INPATIENT SERVICES
: EXCLUDING TITLE XVIII, PART B .
WEIGHTED AVERAGE IMPACT PROPOSAL

1972
Total Total
3illed Billed Inpatient Expenses
\patient Inpatient ) Applicable To
‘harges Charges Total Health Care Program
All Health Care Percent Inpatient Departmental Combination
‘atients Program Col. 2 Col. 1 Expenses Method Method
186,963 $ 37,046 19.81 . $ 189,463 $ 37,533
' 85,464 22.901 26.8 80,140 21,478
120,996 49.844 41.19 42,763 17,614
220,391 85,004 38.57 190,574 73,504
52,288 20,207 28.65 39,369 11,279
226,129 99,419 43.97 133,360 58,638
280,846 76,113 27.10 124,800 33,821
173,077 $ 390,534 $ 800,469 $ 253,867
837,728 $ 280,600 $ 705,994 $ 244,707
21,172
$ 33.3456
310,805 $ 671,134 $ 498,574
-0-
$ 498,574
35,930
-0-
$ 462,644
26,082
$ 488,726
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HOSPITAL NO. II

CALCULATION OF REIMBURSEMENT SETTLEMENT TITLE XVIII, PART B
.AND PART A OUTPATIENT
WEIGHTED AVERAGE IMPACT PROPOSAL
1972

v LN

Total amount of outpatient charges (gross) all outpatients
Total amount of outpatient charges (gross) Health Insurance Program outpatients
Percent (Line 2 ——Line 1)
Total amount of hospital expenses for outpatient services
Qutpatient expenses applicable to Health Insurance Program
Add: Cost of inpatient ancillary services covered by

Supplementary Medical Insurance

Outpatient services rendered by hospital~based physicians

Cost of ambulance services
Subtotal :
Less: . Amounts paid and payable by Workman's Compensation
Subtotal
Less: Deductibles billed to HI outpatients
Net Cost (Line 9 minus Line 10)
80% of Net Cost - reimbursable expenses - HI Program
Add: Reimbursable return on equity capital
Subtotal

REIMBURSABLE BAD DEBTS

Total applicable outpatient expenses (Line 9 above)
Add: Return on equity capital (apportioned on basis of Line 15)
Subtotal (Line 15 + Line 16)
Amount received and to be received from intermediary
Balance to be recovered from HI program outpatients
Deductibles and coinsurance billed
Less: Bad debts for deductibles and coinsurance, net of bad debt recoveries
Net deductibles and coinsurance billed to HI program outpatients
Unrecovered from HI Program patients (Line 19 minus Line 22, if Line 22 is
greater than Line 19 enter zero and do not complete Lines 24, 25,26)
Gross bad debts (Line 21 or 23 whichever is %ower)
Bad debts applicable to professional component and unallowed under Title XVIIT

Ly L L > <> >

96,956
5,536
5.71%
67,749
3,868

-
143

4,011

-0-
4,011
2,335
1,676
1,341

201
1,542

'NOT APPLICABLE




5 omwuLe  USUULLAVAES DLIILEU L0 RL Ooutpatients

g Net Cost (Line 9 minus Line 10)

80% of Net Cost - reimbursable expenses - HI Program
Add: Reimbursable return on equity capital
Subtotal '
REIMBURSABLE BAD DEBTS
Total applicable outpatient expenses (Line 9 above)
Add: Return on equity capital (apportioned on basis of Line 15)
Subtotal (Line 15 4 Line 16)
Amount received and to be received from intermediary
Balance to be recovered from HI program outpatients
Deductibles and coinsurance billed
Less: Bad debts for deductibles and coinsurance, net of bad debt recoveries
Net deductibles and coinsurance billed to HI program outpatients
Unrecovered from HI Program patients (Line 19 minus Line 22, if Line 22 is
greater than Line 19 enter zero and do not complete Lines 24, 25,26)
Gross bad debts (Line 21 or 23 whichever is lower)
Bad debts applicable to professional component and unallowed under Title XVIII
Reimbursable bad debts (Line 24 minus Line 25)
Inpatient services rendered by hospital-based radiologists and pathologists
Total (Line 14 + Line 26 + Line 27) )

L L > A L

2,335

1,676
1,341
201

‘1,562

‘NOT APPLICABLE

3,494
5,036
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HOSPITAL NO. II

CALCULATION OF REIMBURSEMENT SETTLEMENT, GENERAL SERVICE COST CENTER,
SUPPORT-RELATED EXPENSES
WEIGHTED AVERAGE IMPACT PROPOSAL

1972

O 00OV SN

Administration and General
Employee Health and Welfare
Operation of Plant
Maintenance of Plant
Laundry and Linen
Housekeeping

Dietary - Raw Food

Dietary - Other

Cafeteria - :
Maintenance of Personnel
Medical Supplies and Expense
Pharmacy

Medical Records
Intern-Resident Service

Total .
Lesg: Unallowed Expenses

Net Allowable Expenses

Total Charges, All Patients

Total Charges, All Inpatents

Percent (line 21 to line 20)

Total Inpatient Days

Total Inpatient Days, Medicare
Percent (line 24 to line 23)

Line 25 times line 22

Total Occasions of Service

Total Occasions of Service, Medicare
Percent (line 28 to line 27

Total Charges. All Outpatients

$ 305,034

40,151

846
11,075
53,792
73,919

136,920
126,572
66,113
38,884

21,172

6,776
32.0045%

+3053229%

6,228

. 189

! 3.03462%

¢ oz nec




& MegLtdl Kecoras. o Co o 664,113

#! Intern-Resident Service ) 38,884
15 .
16
17 Total $ 853,306
18 Less: Unallowed Evpenses ) -0-
19 Net Allowable Expenses $ 853,306
20 Total Charges, All Patients . $ 2,107,761
21 Total Charges, All Inpatents $ 2,010,805
22 Percent (line 21 to line 20) : 95.4%
23 Total Inpatient Days 21,172
24 Total Inpatient Days, Medicare 6,776
25 Percent (line 24 to line 23) . 32.0045%
26 Line 25 times line 22 . .3053229%
27 Total Occasions of Service 6,228
.28 Total Occasions of Service, Medicare . 189
29 Percent (line 28 to line 27 3.0346%
30 Total Charges, All Qutpatients $ 96,956
31 Percent (line 30 to line 20) ] 4.6%
, 32 Line 31 times line 29 .00139597%
© 33 Line 26 times line 19 $ 260,534
34 Line 32 times line 19 $ 1,191

167



HOSPLITAL NO. II

CALCULATION OF INPATIENT ROUTINE SERVICE COST
WEIGHTED AVERAGE IMPACT PROPOSAL
1972

INPATIENT DAYS

oYU BN e

o~

9
10

Total inpatient days - all patients

Total inpatient days - aged, pediatric, maternity
Total inpatient days - other

Inpatient days Applicable to Title XVIII (Medicare)

‘Inpatient Days - aged, pediatric, maternity plus 8%%

Total adjusted inpatient days

NPATIENT ROUTINE COSTS

Total inpatient routine nursing salary cost (excluding nursery)

Total inpatient routine service costs excluding inpatient routine nursing
salary cost on Line 7

Total inpatient routine service costs (Line 7 + Line 8)

Inpatient routine nursing salary cost plus 8%%

- COMPUTATION OF INPATIENT ROUTINE: NURSING SALARY COST DIFFERENTIAL
ADJUSTMENT FACTOR APPLICABLE TO TITLE XVIII (MEDICARE)

11
12
13

14

Adjusted average per diem inpatient routine nursing salary cost
(Line 10 -~ Line 6)

Average per diem inpatient routine nursing salary cost - unadjusted
(Line 7 <+ Line 1)

Average per diem inpatient routine nursing salary cost differential
adjustment factor (Line 11 minus Line 12)

Inpatient routine nursing salary cost differential adjustment factor
applicable to Medicare (Line 4 x Line 13)

APPORTIONMENT OF INPATIENT ROUTINE SERVICE COST TO TITLE XVIII (MEDICARE)
AND COMPUTATION OF TOTAL ROUTINE COST APPLICABLE TO MEDICARE

DEPARTHENTAL RCCAC

15

16
17
18

Total billed inpatient charges (gross) for routine services all patients,
excluding nursery

Total billed inpatient charges (gross) for routine services Medicare
Percent Medicare charges to total charges (Line 16 -~ Line 15)

Inpatient rontina earvisro rnet annlSaakla sa MAdLoce -7

> L > <>

21,172
7,380
13,792
6,776
8,007
21,799

475,486

230,508
705,994
515,902

837,728
280,600
33.50%




o2ises;

"%ﬂdjusted average per diem inpatient routine nursing salary cost

12

13

14

JUSTMENT FACTOR APPLICABLE TO TITLE XVIII (MEDICARE)

(Line 10 =~ Line 6)

Average per diem inpatient routine nursing salary cost - unadjusted
(Line 7 -~ Line 1) :

Average per diem inpatient routine nursing salary cost differential
adjustment factor (Line 11 minus Line 12)

Inpatient routine nursing salary cost differential adjustment factor
applicable to Medicare (Line 4 x Line 13)

APPORTIONMENT OF INPATIENT ROUTINE SERVICE COST TO TITLE XVIII (MEDICARE)
AND COMPUTATION OF TOTAL ROUTINE COST APPLICABLE TO MEDICARE

DEPARTMENTAL RCCAC

15
16
17
18

19

Total billed inpatient charges (gross) for routine services all patients,
excluding nursery )

Total billed inpatient charges (gross) for routine services Medicare

Percent Medicare charges to total charges (Line 16 -~ Line 15)

Inpatient routine service cost applicable to Medicare excluding inpatient
routine nursing salary cost differential adjustment factor (Line 9 x Line 17)
Total inpatient routine service cost applicable to Medicare (Line 14 + Line 18)

COMBINATION METHOD

- 20
21

22

Inpatient routine average per diem cost (Line 9 -~ Line 1)

Inpatient routine service cost applicable to Medicare excluding inpatient
routine nursing salary cost differential adjustment factor (Line 4 x Line 20)
Total inpatient routine service cost applicable to Medicare (Line 14 + Line 21)

<n <> L <>

< <>

<<

837,728

280,600
33.50%

236,508
244,707
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HOSPITAL NO. III

SUMMARY OF REIMBURSEMENT
WEIGHTED AVERAGE IMPACT PROPOSAL

1972
Total Hospital Insurance Supplementary Medical
Program Insurance Program
$ $ 751,448 $ 32,461
591,162 1,801
$1,376,872 $1,342,610 ‘ $ 34,262
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HOSPITAL NO. III

CALCULATION OF REIMBURSEMENT - INPATI]
EXCLUDING TITLE XVIII, PART
WEIGHTED AVERAGE IMPACT PROP(

1972
Total Total
Billed Billed
Inpatient Inpatient
Charges Charges
All Health Care Perc
Cost Center Patients Program Col. 2
Operating Room
Delivery Room
Anesthesia
X-Ray
Laboratory -
Blood Bank
Oxygen Therapy
Physical Therapy
Cost of Medical Supplies
Cost of Drugs Sold
Subtotals $2,939,011 $ 755,365 25.7
Inpatient Routine Service $2,919,953 $ 825,493

Total Inpatient Days

Average Per Diem Cost

Inpatient Routine Service Cost
Subtotals

Less: Ampaunt Paid by Workman's Compensation
Subtotals

Less: Net Deductibles + Coinsurance
Differential in Room Charge

Net Cost of Covered Services

Reimbursable Return on Equity

Total Cost Reimbursable
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HOSPITAL NO. III

“CULATION OF REIMBURSEMENT - INPATIENT SERVICES
' EXCLUDING TITLE XVIII, PART B
WELGHTED AVERAGE IMPACT PROPOSAL

1972
Total Total
iilled Billed ) Inpatient Expenses
ipatient Inpatient Applicable To
harges Charges Total Health Care Program
- A1l Health Care - Percent Inpatient Departmental Combination
‘atients Program Col. 2 Col. 1 Expenses Method . Method
339,011 $ 755,365 25.701 $1,587,428 $ 407,985
319,953 $ 825,493 $1,502,360
B 57,343
$ 26.1995 :
$ 431,008
$ 838,993
. -0~
$ 838,993
$ 87,545
-0-
$ 751,448
~0- -
751,448
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HOSPITAL NO. III

CALCULATION OF REIMBURSEMENT SETTLEMENT TITLE XVIII, PART B
AND PART A OUTPATIENT.
WEIGHTED AVERAGE  IMPACT PROPOSAL
1972

[ NV, BV S

10
11

T 12

13
14

15
16
17
18
19
20
21
22
23

24
28

Total amount of outpatient charges (gross) all outpétients

Total amount of outpatient charges (gross) Health Insurance Program outpatients

Percent (Line 2-~Line 1)
Total amount of hospital expenses for outpatient services
Outpatient expenses applicable to Health Insurance Program
Add: Cost of inpatient ancillary services covered by

Supplementary Medical Insurance

Outpatient services rendered by hospital-based physicians

Cost of ambulance services
Subtotal.
Less: = Amounts paid and payable by Workman's Compensation
Subtotal )
Less: - Deductibles billed to HI outpatients
Net Cost (Line 9 minus Line 10)
80% of Net Cost - reimbursable expenses - HI Program
Auad: Reimbursable return on equity capital
Subtotal

REIMBURSABLE BAD DEBTS

Total applicable outpatient expenses (Line 9 above)
Add: Return on equity capital (apportioned on basis of Line 15)
Subtotal (Line 15 + Line 16)
Amount received and to be received from intermediary
Balance to be recovered from HI Program outpatients
Deductibles and coninsurance billed
Less: Bad debts for deductibles and coinsurance, net of bad debt recoveries
Net deductibles and coinsurance billed to HI Program outpatients
Unrecovered from HI Program patients (Line 19 minus Line 22, if Line 22
is greater than Line 19 enter zero and do not complete Lines 24, 25, 26)
Gross bad debts (Line 21 or 23 whichever is 1ower)

Nad Anhtn Analdaalte o . O -

<>

©w A

235,126
10,056
4,27687%

195,067

8,343

350
135
-0~

8,828
-0~

8,828

4,270

4,558

3,646
-0-

3,646

8.828

-0-
8,828
5,966
2,862
5,532

<0-
5,532

-0~




1 Less: . Deductibles billed to HI outpatients
Net Cost (Line 9 ‘minus Line 10)
80% of Net Cost - reimbursable expenses - HI Program
Add: Reimbursable return on equity capital
Subtotal
REIMBURSABLE BAD DEBTS
Total applicable outpatient expenses (Line 9 above)
Add: Return on equity capital (apportioned on basis of Line 15)
Subtotal (Line 15 + Line 16)
Amount received and to be received from intermediary
Balance to be recovered from HI Program outpatients
Deductibles and coninsurance billed
Less: Bad debts for deductibles and coinsurance, net of bad debt recoveries
Net deductibles and coinsurance billed to HI Program outpatients
Unrecovered from HI Program patients (Line 19 minus Line 22, if Line 22
is greater than Line 19 enter zero and do not complete Lines 24, 25, 26)
Gross bad debts (Line 21 or 23 whichever is lower)
Bad debts applicable to professional component and unallowed under Title XVIII
Reimbursable bad debts (Line 24 minus Line 25)
Inpatient services rendered by hospital-based radiologists and pathologists
Total (Line 14 + Line 26 + Line 27)

Ly Ly LI > <> < Ur -

<>

5, 532

5,532

28,815
32,461
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HOSPITAL NO. III

CALCULATION OF REIMBURSEMENT SETTLEMENT, GENERAL SERVICE COST CENTER,
SUPPORT-RELATED EXPENSES
WEIGHTED AVERAGE IMPACT PROPOSAL

1972

WSO PN

Administration and General $ 731,443
Employee Health and Welfare 363,645
Operation of Plant 197,305
Maintenance of Plant

Laundry and Linen 23,553
Housekeeping 161,440
Dietary - Raw Food 309,563
Dietary - Other

Cafeteria

Maintenance of Personnel

Medical Supplies and Expense 134,206
Pharmacy 242,671
Medical Records 80,301
1

Total $ 2,244,133
Less: Unallowed Expenses $ 30,840
Net Allowable Expenses $ 2,213,293
Total Charges, All Patients $ 6,309,400
Total Charges, All Inpatients $ 6,074,274
Percent (line 21 to line 20) 96.2734%
Total Inpatient Days 57,343
Total Inpatient Days, Medicare 15,909
Percent (line 24 to line 23) 27.7435%
Line 25 times line 22 .2670961%
Total Occasions of Service 13,646
Total Occasions of Service, Medicare 298
Percent (line 28 to line 27) 2.1837%
Total Charges, All Outpatients ' $ 235,126

Pavaant. {Tma 2N oo 1220 any



Total

Less: Unallowed Expenses

Net Allowable Expenses

Total Charges, All Patients
Total Charges, All Inpatients
Percent (line 21 to line 20)
Total Inpatient Days

Total Inpatient Days, Medicare
Percent (line 24 to line 23)
Line 25 times line 22

Total Occasions of Service
Total Occasions of Service, Medicare
Percent (line 28 to line 27)
Total Charges, All Outpatients
Percent (line 30 to line 20)
Line 31 times line 29

Line 26 times line 19

Line 32 times line 19

[FIV RN IV ER

2,244,133
30,840
2,213,293
6,309,400
6,074,274
96.27347%
57,343
15,909
27.7435%
.2670961%
13,646
298
2.1837%

§ 235,126
3.7266%
.0008138%
591,162
1,801

$
$
$
$
$

<> Uy
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HOSPITAL NO. IIX

CALCULATION OF INPATIENT ROUTINE SERVICE COST
WEIGHTED AVERAGE IMPACT PROPOSAL
1972

INPATIENT DAYS

HO WL W

@~

9
10

Total inpatient days - all patients

Total inpatient days - aged, pediatric, maternity
Total inpatient days - other

Inpatient days applicable to Title XVIII (Medicare)
Inpatient days - aged, pediatric, maternity plus 8%%
Total adjusted inpatient days

NPATIENT ROUTINE COSTS

Total Inpatient routine nursing salary cost (excluding nursery)

Total inpatient routine service costs excluding inpatient routine nursing
salary cost on Line 7

Total inpatient routine service costs (Line 7 + Line 8)

Inpatient routine nursing salary cost plus 8%%

" COMPUTATION OF INPATIENT ROUTINE NURSING SALARY COST DIFFERENTIAL
ADJUSTMENT FACTOR APPLICABLE TO TITLE XVILT (MEDICARE)

L11
12
13

14

Adjusted average per diem inpatient routine nursing salary cost
(Line 10 = Line 6)

Average per diem inpatient routine nursing salary cost - unadjusted
(Line 7 = Line 1)

Average per diem inpatient routine nursing salary cost different1a1
adjustment factor (Line 11 minus Line 12)

Inpatient routine nursing salary cost differential ad;ustment factor
applicable to Medicare (Line 4 x Line 13)

APPORTIONMENT OF INPATIENT ROUTINE SERVICE COST TO TITLE XVIII (MEDICARE)

_AND

COMPUTATION OF TOTAL ROUTINE COST APPLICABLE TO MEDICARE

DEPARTMENTAL RCCAC

15

16
17
18

Total billed inpatient charges (gross) for routine services

all patients, excluding nursery

Total billed inpatient charges (gross) for routine services Medicare
Percent Medicare charges to total charges (Line 16 < L1ne 15)
Inpatient routine servira rnet annlinahla o Modtooe- -

57,343
25,201
32,142
15,909
27,343
59,485

$1,114,496

$ 387,864

$1,502,360

$1,209,228

$ 20,3282

$ 19.4356

$  .8926

$ 14,200




14

e m . — e = st a RsRM

STMENT FACTOR APPLICABLE TO TITLE XVIII (MEDICARE)

‘Adjusted average per diem inpatient routine nursing salary cost

(Line 10 =~ Line 6)

Average per diem inpatient routine nursing salary cost - unadjusted
(Line 7 =~ Line 1)

Average per diem inpatient routine nursing salary cost differential
adjustment factor (Line 11 minus Line 12)

Inpatient routine nursing salary cost differential adjustment factor
applicable to Medicare (Line 4 x Line 13)

APPORTIONMENT OF INPATIENT ROUTINE SERVICE COST TO TITLE XVIII (MEDICARE)
AND COMPUTATION OF TOTAL ROUTINE COST APPLICABLE TO MEDICARE

DEPARTMENTAL RCCAC

15
16
17
18

19

Total billed inpatient charges (gross) for routine services

all patients, excluding nursery

Total billed inpatient charges (gross) for routine services Medicare

Percent Medicare charges to total charges (Line 16 = Line 15)

Inpatient routine service cost applicable to Medicare excluding inpatient
routine nursing salary cost differential adjustment factor (Line 9 x Line 17)
Total inpatient routine service cost applicable to Medicare (Line 14 + Line 18)

COMBINATION METHOD

20
21

22

Inpatient routine average per diem cost (Line 9 =~ Line 1)

Inpatient routine service cost applicable to Medicare excluding inpatient
routine nursing salary cost differential adjustment factor (Line 4 x Line 20)
Total inpatient routine service cost applicable to Medicare (Line 14 + Line 21)

$ 20.3282
§ 19.435
§  .8926

$ 14,200

$ 26.1995

$ 416,808
$ 431,008
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HOSPITAL NO. III

UNALLOWED EXPENSES
WEIGHTED AVERAGE IMPACT PROPOSAL

1972
Vending Gift
Machines Shop Home
Unallowed Cost Center Expense !
After Depreciation Distribution $ 10,469 $ 1,388 $ 13,147
Add:
" Administration & General © 1,582 209 1,987
Operation of Plant 440 1,019
Employee Health & Welfare 519
Cafetaria 80

Total Unallowed Expense $ 12,491 $ 2,616 $ 15,733
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HOSPITAL NO. IV

SUMMARY OF REIMBURSEMENT
WEIGHTED AVERAGE IMPACT PROPOSAL

1972
Total Hospital Insurance Supplementary. Medical
Program Insurance Program
$ $ 991,253 $ 3,677
11,597
801,019 5,373
$1,812,919 $1,792,272 $ 20,647
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- HOSPITAL NO. IV

CALCULATION OF REIMBURSEMENT - INPATII
EXCLUDING TITLE XVIII, PART
WEIGHTED AVERAGE IMPACT PROPC

1972
Total Total
Billed Billed
Inpatient Inpatient
Charges Charges
All Health Care Perc
Cost Center Patients Program Col. 2
Operating Room
Delivery Room
Anesthesia
X-Ray
Laboratory
Blood Bank b
Oxygen Therapy
Physical Therapy
Cost of Medical Supplies
Cost of Drugs Sold
Subtotals $2,919,051 $ 870,351 29.81
Inpatient Routine Service $2,869,881 $ 977,528
Total Inpatient Days
Average Per Diem Cost
Inpatient Routine Service Cost
Subtotals $5,788,932 $1,847,879

Less: Amount Paid by Workman's Compensation
Subtotals

Less: Net Deductibles + Coinsurance
Differential in Room Charge

Net Cost of Covered Services

Reimbursable Return on Equity

Total Cost Reimbursable
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HOSPITAL NO. IV

LCULATION OF REIMBURSEMENT - INPATIENT -SERVICES
i EXCLUDING TITLE XVIII, PART B
W WEIGHTED AVERAGE IMPACT PROPOSAL

1972
Total Total . .
Billed Billed Inpatient Expenses
npatient Inpatient Applicable To
Charges Charges . Total Health Care Program
©. A1l Health Care - Percent Inpatient Departmental Combination
Patients Program Col. 2 Col. 1 Expenses Method Method
,919,051 $ 870,351 29.8162 $1,765,398 $ 526,375
,869,881 $ 977,528 $1,629,592
52,554
$ 31.0080
. $ 572,994
788,932 $1,847,879 $1,099,369
. —-0—
$1,099,369
108,116
-0~
$ 991,253
-0-
$ 991,253
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HOSPITAL NO. IV

CALCULATION OF REIMBURSEMENT SETTLEMENT TITLE XVIIT, PART B
AND PART A OUTPATIENT
VEIGHTED AVERAGE IMPACT PROPOSAL
1972

[ N R

Total amount of outpatient charges (gross) all outpatients

Total amount of outpatient charges (gross) Health Insurance Program outpatients

Percent (Line 2 =~ Line 1)
Total amount of hospital expenses for outpatient services
Outpatient expenses applicable to Health Insurance Program
Add: Cost of inpatient ancillary services covered by

Supplementary Medical Insurance

Outpatient services rendered by hospital-based physicians

Cost of ambulance services
Subtotal.
Less: Amounts paid and payable by Workman's Compensation
Subtotal
Less: Deductibles billed to HI outpatients
Net Cost (Line 9 minus Line 10)
80% of Net Cost - reimbursable expenses - HI Program
Add: reimbursable return on equity capital
Subtotal

REIMBURSABLE BAD DEBTS

Total applicable outpatient expenses (Line 9 above)
Add: Return on equity capital (apportioned on basis of Line 15)
Subtotal (Line 15 + Line 16)
Amount received and to be received from intermediary
Balance to be recovered from HI Program outpatients
Deductibles and colnsurance billed :
Less: bad debts for deductibles and coinsurance, net of bad debt recoveries
Net deductibles and coinsurance billed to HI Program outpatients
Unrecovered from HI Program patients (Line 19 minus Line 22, if line 22 is
greater than Line 19 enter zero and do not complete Lines 24, 25, 26)
Gross bad debts (Line 21 or 23 whichever is 16wer)
Bad debts applicable to profeasinnal snmnscams -- 0t

272,765
17,303

6.34356%

163,620
10,379

1,413

-0-
-0~

11,792

0~

11,792
7,196
4,596

3,677

-0-

3,677

NOT APPLICABLE




i70% Less: Deductibles billed to HI outpatients

FL 7N

Net Cost (Line 9 minus Line 10)

807 of Net Cost - reimbursable expenses - HI Program

Add: reimbursable return on equity capital

Subtotal $
REIMBURSABLE BAD DEBTS

Total applicable outpatient expenses (Line 9 above)

Add: Return on equity capital (apportioned on basis of Line 15)

Subtotal (Line 15 + Line 16)

Amount received and to be received from intermediary

Balance to be recovered from HI Program outpatients

Deductibles and coinsurance billed )

Less: 'bad debts for deductibles and coinsurance, net of bad debt recoveries

Net deductibles and coinsurance billed to HI Program outpatients

Unrecovered from HI Program patients (Line 19 minus Line 22, if line 22 is

greater than Line 19 enter zero and do not complete Lines 24, 25, 26)

Gross bad debts (Line 21 or 23 whichever is lower)

Bad debts applicable to professional component and unallowed under Title XVIII

Reimbursable bad debts (Line 24 minus Line 25)

Tnpatient services rendered by hospital-based radiologists and, pathologists

Total (Line 14 + Line 26 + Line 27) $

- 11,792

7,196
4,596
3,677

_0..
3,677

NOT APPLICABLE

-0~
-3,677
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HOSPITAL NO. IV

CALCULATION OF REIMBURSEMENT SETTLEMENT, GENERAL SERVICE COST CENTER,
SUPPORT-RELATED EXPENSES
WEIGHTED AVERAGE IMPACT PROPOSAL

1972

WoSNU WM

Administration and General
Employee Health and Welfare
Operation of Plant
Maintenance of Plant
Laundry and Linen
Housekeeping

Dietary - Raw Food

Dietary - Other -

Cafeteria

Maintenance of Personnel
Medical Supplies and Expense
Pharmacy

Medical Records

Nursing School
Intern-Resident Service

Total .

Less: Unallowed Expenses

Net Allowable Expenses

Total Charges, All Patients
Total Charges, All Inpatients
Percent (line 21 to line 20)
Total Inpatient Days

Total Inpatient Days, Medicare
Percent (line 24 to line 23)
Line 25 times line 22

Total Occasions of Service
Total Occasions of Service, Medicare
Percent (line 28 to line 27
Total Charges, All Outpatients

$ 503,182
261,790
45,753
209,874
117,356
167,370
389,378

197,451
294,206
93,927
48,274
133,668

$ 2,462,229
-0~
$ 2,462,229
$ 6,110,045
$ 5,837,280
95.5357%
52,554
17,896
34.0525%
.3253229
22,545
1.102
| 4.8880%

ry AnA msa



7 Medical Kecords
‘ Nursing School
Intern-Resident  Service

Total

Less: Unallowed Expenses

Net Allowable Expenses

Total Charges, All Patients
Total Charges, All Inpatients
Percent (line 21 to line 20)
Total Inpatient Days

Total Inpatient Days, Medicare
Percent (line 24 to line 23)
Line 25 times line 22

Total Occasions of Service
Total Occasions of Service, Medicare
Percent (line 28 to line 27
Total Charges, All Outpatients
Percent (line 30 to line 20)
Line 31 times line 29

Line 26 times line 19

Line 32 times line 19

— vy e

93,927
48,274
133,668

$ 2,462,229
..0..

$ 2,462,229
$ 6,110,045
$ 5,837,280
95.5357%
52,554
17,896
34.0525%
.3253229
22,545
1.102
4,8880%

$ 272,765
4.,46437
.0021821%

$ 801,019
$ 5,373
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HOSPITAL NO. IV

CALCULATION OF INPATIENT ROUTINE SERVICE COST
WEIGHTED AVERAGE IMPACT PROPOSAL
1972

INPATIENT DAYS

Total inpatient days - all patients

Total inpatient days - aged, pediatric, maternity

Total inpatient days - other

Inpatient days applicable to Title XVIII (Medicare)

Inpatient days - aged, pediatric, maternity plus 8%%

Total adjusted inpatient days

NPATIENT ROUTINE COSTS

Total inpatient routine nursing salary cost (excluding nursery)

Total inpatient routine service costs excluding inpatient routine

nursing salary cost on Line 7

9 Total inpatient routine service costs (Line 7 + Line 8)

10 Inpatient routine nursing salary cost plus 8%%

COMPUTATION OF INPATIENT ROUTINE NURSING SALARY COST DIFFERENTIAL

ADJUSTMENT FACTOR APPLICABLE TQ TITLE XVIII (MEDICARE)

"11 Adjusted average per diem inpatient routine nursing salary cost

) (Line-10 =~ Line 6)

12 Average per diem inpatient routine nursing salary cost (Line 7 - Line 1)

13 Average per diem inpatient routine nursing salary cost differential
adjustment factor (Line 1l minus Line 12)

14 Inpatient routine nursing salary cost differential adjustment factor
applicable to Medicare (Line 4 x Line 13)

'APPORTIONMENT OF INPATIENT ROUTINE SERVICE COST TO TITLE XVIII (MEDICARE)

AND COMPUTATION OF TOTAL ROUTINE COST APPLICABLE TO MEDICARE.

'DEPARTMENTAL RCCAC

15 Total billed inpatient charges (gross) for routine services all patients,
excluding nursery

16 Total billed inpatient charges (gross) for routine services Medicare

17 Percent Medicare charges to total charges (Line 16 -+~ Line 15)

18 1Inpatient routine service cost applicable to Medicare exclndine fonatient

W\IHO\U'IbWN’—'

52,554
24,111
28,443
17,896
26,160
54,603

$1,202,857
$ 426,735

$1,629,592
$1,305,100

23.90
22.89

$
$
$ 1.01 -
$

18,075




5!

12 Average per diem inpatient routine nursing salary cost (Line 7 - Line 1)

Comeo Tt e —mrmecemaia AWWLALAL WUAGLNW OALARL LUDL ULPPERKENTLAL -
UISTMENT FACTOR APPLICABLE TO TITLE XVIII (MEDICARE)

11 Adjusted average per diem inpatient routine nursing salary cost
(Line 10 <+ Line 6) i

B

$  23.90
§ 22.89
13 Average per diem inpatient routine nursing salary cost differential
adjustment factor (Line 1l minus Line 12) $ 1.01
14 Inpatient routine nursing salary cost differential adjustment factor
applicable to Medicare (Line 4 x Line 13) ) §
APPORTIONMENT OF INPATIENT ROUTINE SERVICE COST TO TITLE XVIII (MEDICARE)
AND COMPUTATION OF TOTAL ROUTINE COST APPLICABLE TO MEDICARE

DEPARTMENTAL RCCAC
15 Totdl billed inpatient charges (gross) for routine services all patients,
excluding nursery
16 Total billed inpatient charges (gross) for routine services Medicare
17 Percent Medicare charges to total charges (Line 16 -+ Line 15)
18 TInpatient routine service cost applicable to Medicare excluding inpatient
routine nursing salary cost differential adjustment factor (Line 9 x Line 17)
19 Total inpatient routine service cost applicable to Medicare (Line 14 + Line 18)
COMBINATION METHOD
20 Inpatient routine average per diem cost (Line 9 -~ Line 1) : § 31.0080
21 Inpatient routine service cost applicable to Medicare excluding inpatient
routine nursing salary cost differential adjustment factor (Line 4 x Line 20) $ 554,919
22 Total inpatient routine service cost applicable to Medicare

(Line 14 + Line 21) $ 572,994

18,075
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HOSPITAL NO. IV

COMPUTATION OF INPATIENT HOSPITAL ANCILLARY SERVICES COVERED BY
SUPPLEMENTARY MEDICAL INSURANCE
(TITLE XVIII, PART B ONLY)
WEIGHTED AVERAGE IMPACT PROPQSAL

1972
Total Total Inpatient
Billed Billed Expenses
Inpatient Inpatient Applicable
Charges Charges Total to
All Part B Percent Inpatient Part B
Cost Center Patients Title XVIII Column 2  Column 1 Expenses Title XVIII
1 2 3 4 5
X-Ray $ 234,426 $ § $ 169,317 $
Laboratory 709,819 393,086
. *
Total $ 944,245 § 2,372 $  .25127 $ 562,403 $ 1,413

. .
Estimated by hospital, per Exhibit F, SS5A 1972, as submitted
to fiscal intermediary.
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HOSPITAL NO. IV

SUPPLEMENTARY COST FORM
WEIGHTED AVERAGE IMPACT PROPOSAL
1972

&Sw

o~ O

CALCULATION OF REIMBURSEMENT SETTLEMENT (RESIDENTS AND INTERNS NOT UNDER APPROVED
TEACHING PROGRAM) - INPATIENT AND OUTPATIENT SERVICES - MEDICAL PLAN (PART B)

AMOUNT OF EXPENSES -~ SUBJECT SERVICES
Salaries $ 46,305
ALLOCATION OF TOTAL AMOUNT OF EXPENSES BASIS OF TIME

Inpatient services 91.3% x Line 1 $ 42,276
Outpatient services 8.7% x Line 1 5 4,029
Total services 100% x Line 1 $ 46,305
APPORTIONMENT OF EXPENSES - INPATIENT SERVICES
Total inpatient days ~ all patients (including 1/3 of newborn days) i 53,128
Average expense for inpatieat day (Line 2 - Line 5) $ . -.7957
Inpatient days - Health Care Program 17,896
Expenses - inpatient services - Health Care Program (Line 6 x Line 7) $ 14,240
‘ APPORTIONMENT OF EXPENSES: - OUTPATIENT SERVICES
Percent - HI Program outpatient services received - sum of ‘HI Program
Part A and Part B outpatient charges  total outpatient charges - all patients 6.34356%
Expenses - outpatient services HI Program (Line 9 x Line 3) § 256
. SUMMARY
Total expenses - services - HI Program (Line 8 + Line 10) $ 14,496
Less: Deductibles billed to Health Insurance Program patients ) -0-
Net Cost $ 14,496
807% of net expenses - services - HI Program % 11,597
Add: bad debts for subject services, net of bad debt recoveries N
) (HI Program - Part B beneficiaries) . Po-0-
Total ' $ 11,597




. e e e p— e wwg \HaM @ T HANG ) : i b FJ7957 5_“'_ A
g Inpatient days - Health Care Program ‘ S 17,896
8 Expenses - inpatient services - Health Care Program (Line 6 x Line 7) $ 14,240

APPORTIONMENT OF EXPENSES - OUTPATIENT SERVICES

9 Percent - HI Program outpatient services received - sum of HI Program

Part A and Part B outpatient charges total outpatient charges - all patients 6.34356%
10 Expenses - outpatient services HI Program (Line 9 x Line 3) $ 256
. SUMMARY
11 Total expenses - gervices - HI Program (Line 8 + Line 10) $. 14,496
12 Less: Deductibles billed to Health Insurance Program patients -0-
13 Net Cost : § 14,496 ,
14 80% of net expenses - services - HI Program ©$ 11,597
15 Add: bad debts for subject services, net of bad debt recoveries ) ‘
(HI Program - Part B beneficiaries) . : - -0-
16 Total $ - 11,597
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HOSPITAL NO. V



HOSPITAL NO. V

SUMMARY OF REIMBURSEMENT
WEIGHTED AVERAGE IMPACT PROPOSAL

1972
Total Hospital Insurance Supplementary Medical
Program Insurance Program
$ $ 735,343 $ 32,262
12,156
547,543 2,866
$1,337,170 $1,282,886 $ 54,284
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HOSPITAL NO. V

CALCULATION OF REIMBURSEMENT - INPAT

EXCLUDING TITLE XVIII, PAR

WEIGHTED AVERAGE IMPACT PRO

1972
Total Total
Billed Billed
Inpatient Inpatient
Charges Charges
All - Health Care Per
Cost Center Patients Program Col. 2
Operating Room
Delivery Room
Anesthesia
X~Ray
Laboratory -
Blood Bank
Oxygen Therapy
Physical Therapy
Cost of Medical Supplies
Cost of Drugs Sold
Subtotals ) $3,467,396 $ 865,923 -249
Inpatient Routine Service $3,076,391 $ 847,655
Total Inpatient Days
Average Per Diem Cost
Inpatient Routine Service Cost
Subtotals $6,543,787 $1,713,578

Less: Amount Paid by Workman's Compensation
Subtotals

Less: Net Deductibles + Coinsurance
Differential in Room Charge

Net Cost of Covered Services

Reimbursable Return on Equity

Total Cost Reimbursable
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HOSPITAL NO. V

{LCULATION OF REIMBURSEMENT - INPATIENT SERVICES
: EXCLUDING TITLE XVIII, PART B
WEIGHTED AVERAGE IMPACT PROPOSAL

1972
Total Total
iilled Billed Inpatient Expenses
patient Inpatient Applicable To
harges Charges Total Health Care Program
All Health Care Percent Inpatient Departmental-- Combination
atients Program Col. 2 Col. 1 Expenses Method . Method
467,396 $ 865,923 . 24973 $1,592,404 $ 397,671
176,391 $ 847,655 $1,552,721
) 64,339
$ 24.1334
: $ 443,104
343,787 $1,713,578 $ 840,775
! . -0-
$ 840,775
$ 105,432
-0~
" $§ 735,343
Q-
$ 735,343
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HOSPITAL NO. V

CALCULATION OF REIMBURSEMENT SETTLEMENT TITLE XVIII, PART B
AND PART A OUTPATIENT
WEIGHIED AVERAGE IMPACT PROPOSAL
1972

LTSN

~ Subtotal

Total amount of outpatient charges (gross) all outpatients

Total amount of outpatient charges (gross) Health Insurance Program outpatients

Percent (Line 2 - Line 1)

Total amount of hospital expenses for outpatient services

Outpatient expenses applicable to Health Insurance Program

Add: Cost of inpatient ancillary services covered by
Supplementary Medical Insurance
Outpatient services rendered by hospital-based physicians
Cost of ambulance services

Subtotal

Less: Amounts paid and payable by Workman's Compensation

Subtotal

Less: Deductibles billed to HI outpatients

Net Cost (Line 9 minus Line 10)

80% of Net Cost - reimbursable expenses - HI Program

Add: reimbursable return on equity capital

REIMBURSABLE BAD DEBTS

Total applicable outpatient expemses (Line 9 above)

Add: Return om equity capital (apportioned on basis of Line 15)

Subtotal (Line 15 + Line 16)

Amount received and to be received from intermediary

Balance to be recovered from HI Program outpatients

Deductibles and coinsurance billed :

Less: bad debts for deductibles and coinsurance, net of bad debt recoveries
Nét deductibles and coinsurance billed to HI Program outpatients

Unrecovered from HI Program patients (Line 19 minus Line 22, if Line 22

is greater than Line 19 enter zero and do not complete Lines 24, 25, 26)
Gross bad debts (Line 21 or 23 whichever is Iwer)
Bad debts annlirahla tn nvafannfama? aamooo o

<

O A < <> Ly Ly A L <> < Uy > D -~

695,444
30,639
4,4056%

226,252

9,968

272
375
_0..

10,615
~0-

10,615

15,712

(5,097)

(4,078)
-0

(4,078)

10,615
..0..
10,615 .
(5,317)
(15,932)
18,851
-0-
18,851

-0~
-0-




e Lesst Deductibles billed to HI outpatients

Net Cost (Line 9 minus Line 10)
80% of Net Cost - reimbursable expenses - HI Program
Add: reimbursable return on equity capital
Subtotal
REIMBURSABLE BAD DEBTS
Total applicable outpatient expenses (Line 9 above)
Add: Return on equity capital (apportioned on basis of Line 15)
Subtotal (Line 15 + Line 16)
Amount received and to be received from intermediary
Balance to be recovered from HI Program outpatients
Deductibles and coinsurance billed
Legs: bad debts for deductibles and coinsurance, net of bad debt recoveries
Net deductibles and coinsurance billed to HI Program outpatients
Unrecovered from HI Program patients (Line 19 minus Line 22, if Line 22
is greater than Line 19 enter zero and do not complete Lines 24, 25, 26)
Gross bad debts (Line 21 or 23 whichever is lwer)
Bad debts applicable to professional component and unallowed under Title XVIII
Reimbursable bad debts (Line 24 minus Line 25)
Inpatient services rendered by hospital-based radiologists and pathologists

Total (Line 14 + Line 26 + Line 27)

<> <> B2

<y > L

<y

EURSLRE

15,712
(5,097)
(4,078)
-0~
(4,078)

10,615
_0;
10,615
(5,317)
(15,932)
18,851
-0-
18,851

-0~
-0-
-0~
-0~

36,340

32,262
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HOSPITAL NO. V

CALCULATION OF REIMBURSEMENT SETTLEMENT, GENERAL SERVICE COST CENTER,
SUPPORT~RELATED EXPENSES
WEIGHTED AVERAGE IMPACT PROPOSAL

1972

1 Administration and General $ 741,247

2 Employee Health and Welfare 54,961

3 Operation of Plant 216,227

4 Maintenance of Plant

5 Laundry and Linen 93,882

6 ~ Housekeeping 177,391

7 Dietary - Raw Food , 395,742

8 Dietary - Other

9 Cafeteria
Maintenance of Personnel
Medical Supplies and Expense 123,327
Pharmacy 308,289
Medical Records 84,770
Tutal $ 2,195,836
Less: Unallowed Expenses $ 646
Net Allowable Expenses $ 2,195,190
Total Charges, All Patients $ 7,426,083
Total Charges, All Inpatients $ 6,730,639
Percent (line 21 to line 20) 90.6351%
Total Inpatient Days _ : ' 64,339
Total Inpatient Days, Medicare 17,701
Percent (line 24 to line 23 ’ 24.5120%
Line 25 times line 23 24,9355
Total Occasions of Service © 29,323
Total Occasions of Service, Medicare 1,407
Percent (line 28 to line 27) 4.7982

Total Charges, All Outpatients ) ' §  695.444

Poem e n



Total $ 2,195,836

Less: Unallowed Expenses $ 646

Net Allowable Expenses $ 2,195,190

Total Charges, All Patients . $ 7,426,083

Total Charges, All Inpatients $ 6,730,639 .

Percent (line 21 to line 20) 90.6351%

Tatal Inpatient Days 64,339

Total Inpatient Days, Medicare 17,701

Percent (line 24 to line 23 i 24.,5120%

Line 25 times line 23 24,9355

Total Occasions of Service ) 29,323

Total Occasions of Service, Medicare ) 1,407

Percent (line 28 to line 27) 4,7982

Total Charges, All Outpatients $ 695,444 ¢
Percent (line 30 to line 20) 9.3649% ¥
Line 31 times line 29 v . .h493

Line 26 times line 19 $ 547,543

Line 32 times line 19 $ 9,866
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HOSPITAL NO. V

CALCULATION OF INPATIENT ROUTINE SERVICE COST
WEIGHTED AVERAGE IMPACT PROPOSAL
1972

INPATIENT DAYS
Total inpatient days - all patients
Total inpatient days - aged, pediatric, maternity
Total inpatient days - other
Inpatient days applicable to Title XVIII (Medicare)
Inpatient days - aged, pediatric, maternity plus 8%7%
Total Adjusted inpatient days
NPATIENT ROUTINE COSTS
Total inpatient routine nursing salary cost (excluding nursery)
Total inpatient routine service costs excluding inpatient routine
nursing salary cost on Line 7
9 Total inpatient routine service ‘costs (Line 7 + Line 8)
10 Inpatient routine nursing salary cost plus 8%%
COMPUTATION OF INPATIENT ROUTINE NURSING SALARY COST DIFFERENTIAL
ADJUSTMENT FACTOR APPLICABLE TO TITLE XVIII (MEDICARE)

CO S YU £ W=

1 Adjusted averageper diem inpatient routine nursing salary cost

(Line 10 - Line 6)
12 Average per diem inpatient routine nursing salary cost - unadjusted
(Line 7 =~ Line 1)
13 Average per diem inpatient routine nursing salary cost differential
adjustment factor (Line 11 minus Line 12)
14 .Inpatient routine nursing salary cost differential adjustment factor
’ applicable to Medicare (Line 4 x Lines 13)
APPORTIONMENT OF INPATIENT ROUTINE SERVICE COST TO TITLE XVIII (MEDICARE)
. AND COMPUTATION OF TOTAL ROUTINE COST APPLICABLE TO MEDICARE

DEPARTMENTAL RCCAC
15 Total billed inpatient charges (gross) for routine services
all patients, excluding nursery
16 Total billed inpatient charges (gross) for routine services Medicare
17 Percent Medicare charges to total charges (Line 16 -+ Line 15)

64,339
25,417
38,922
17,701
27,577
66,499

$1,762,826
$ 389,895

$1,552,721
$1,261,666

18.9727
18.0734
.8993

wr U > WA

15,919
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ZSEEPSUSTMENT FACTOR APPLICABLE TO TITLE XVIII (MEDICARE)

11
12
13

14

Adjusted averageper diem inpatient routine nursing salary cost
(Line 10 — Line 6) $ 18.9727
Average per diem inpatient routine nursing salary cost - unadjusted

(Line 7 - Line 1) $ 18.0734
Average per diem inpatient routine nursing salary cost differential

adjustment factor (Line 1l minus Line 12) . $ .8993
Inpatient routine nursing salary cost differential adjustment factor .
applicable to Medicare (Line 4 x Line 13) : $ 15,919

APPORTIONMENT OF INPATIENT ROUTINE SERVICE COST TO TITLE XVIII (MEDICARE)
AND COMPUTATION OF TOTAL ROUTINE COST APPLICABLE TO MEDICARE

DEPARTMENTAL RCCAC

15
16
17
18

19

Total billed inpatient charges (gross) for routine services

all patients, excluding nursery

Total billed impatient charges (gross) for routine services Medicare

Percent Medicare charges to total charges (Line 16 -~ Line 15)

Inpatient routine service cost applicable to Medicare excluding inpatient
routine nursing salary cost differential adjustment factor (Line 9 x Line 17)
Total inpatient routine service cost applicable to Medicare (Line 14 + Line 18)

COMBINATION METHOD

20
21

22

Inpatient routine average per diem cost (Line 9 -~ Line 1) : § 24,1334
Inpatient routine service cots applicable to Medicare excluding inpatient

routine nursing salary cost differential adjustment factor (Line 4 x Line 20) $ 427,185
Total inpatient routine service cost applicable to Medicare (Line 14 + Line 21) § 443,104
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HOSPITAL NO. V

SUPPLEMENTARY COST FORM
WEIGHTED AVERAGE IMPACT PROPOSAL

1972

SN

o~ v n

10
11
13

14

16

CALCULATION OF REIMBURSEMENT SETTLEMENT (RESIDENTS AND INTERNS NOT UNDER APPROVED
TEACHING PROGRAM - INPATIENT AND OUTPATIENT SERVICES - MEDICAL PLAN (PART B)

AMOUNT OF EXPENSES - SUBJECT SERVICES

Salaries

ALLOCATION OF TOTAL AMOUNT OF EXPENSES BASIS OF TIME

Inpatient services 9.957 x Line 1
OQutpatient services 90.05% x Line 1

Total

services 100% x Line 1

APPORTIONMENT OF EXPENSES - INPATIENT SERVICES

Total inpatient days - all patients (including 1/3 of newborn days)
Average expense for inpatient day (Line 2 <~ Line 5)

Inpatient days - Health Care Program

Expenses - inpatient services - Health Care Program (Line 6 x Line 7)
APPORTIONMENT OF EXPENSES - QUTPATIENT SERVICES

Percent ~ HI Program outpatient services received - sum of HI Program
Part A and Part B outpatient charges
Expenses - outpatient services - HI Program (Line 9 x Line 3)

Total expenses - services - HI Program (Line 8 + Line 10) -
Deductibles billed to Health Insurance Program patients

bad debts for gubject services, net of bad debt recoveries

total outpaiient charges - all patients

SUMMARY

Less?
Net Cost .
80% of Net Expenses - sexvices - HI Program
Add:

(HI Program - Part B beneficiaries)
Total

$

Ly >

229,352

22,821
206,531 -
229,352

66,269
34437
17,701

6,096

4.4056%
9,099

15,195

-0~
15,195
12,156

0=
12,156
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. average expense ror inpatiént day (Line 2 -~ Line 5) - S 8 234437
4 Inpatient days - Health Care Program ' 17,701
8 Expenses - inpatient services - Health Care Program (Line 6 x Line 7) $ 6,096

APPORTIONMENT OF EXPENSES - OUTPATIENT SERVICES ' o

9 Percent - HI Program outpatient services received - sum of HI Program

Part A and Part B outpatient charges total outpatient charges - all patients 4.4056% :
10 Expenses - outpatient services - HI Program (Line 9 x Line 3) . $ 9,099 0
SUMMARY
11 Total expenges - services ~ HI Program (Line 8 + Line 10) : $ 15,195
12 Less: Deductibles billed to Health Insurance Program patients ~0-
i3 Net Cost $ 15,195
14 80% of Net Expenses - services - HI Program $ 12,156
15 Add: bad debts for subject services, net of bad debt recoveries
(HI Program - Part B beneficiaries) -0~
16 Total $ 12,156
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HOSPITAL NO. V

UNALLOWED EXPENSES
WEIGHTED AVERAGE IMPACT PROPOSAL

1972
Gift Shop
Unallowed Cost Center Expense
After Depreciation Distribution $ 394 $ $
Add:
Administration & General 32 (.00826% X 391,073)
Purchasing 5 (.0148% X 30,697)
Operation of Plant 215 (.2476% X 86,677)
Total Unallowed Expense $ 646 $ $
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APPENDIX ITI

RESULTS OF
MULTIPLE LINEAR REGRESSION AND CORRELATION ANALYSIS
GENERAL SERVICE COST CENTER EXPENSES, BY DEPARTMENT

VERSUS PATIENT DAYS AND OCCASIONS OF SERVICE



HOSPITAL NO. I




HOSPITAL NO. 1

RESULTS OF MULTIPLE LINEAR REGRESSION AND CORRELATION ANALYSIS
GENERAL SERVICE COST CENTER EXPENSES, BY DEPARTMENT, VERSUS
PATIENT DAYS AND OCCASIONS OF SERVICE

1972 :

Cost Center

8 v
a 8 5 t-test Y 8 t-test

Administration & General 1,623,880 (20.3470) 6.1901 .( 3.2870) 15.2466 9.6578 1,5787
Employee Health & Welfare 1,045,370 (13.6642) .6570 (20.7978) - 1.1557 1.0250 1.1274

Operation of Plant

365,060 ( 1.7221) .7623  ( 2.2589) ( 3.3185) 1.1894 (2.7901)

Laundry 63,895 ( .1694) 5745 ( .2949)  1.1915 .8964 1.3293
Housekeeping 311,847  ( 2.7458) .8540 ( 3.2153) .9575 1.3324 .7186
Dietary 1844,579 .9187  1.1555 .7951  2.4004 1.8028 91,3315
Medical Supplies & Expense 51,941 L8059 1.2849 6272 ( .1440) 2.0046 ( ,0272)
Pharmacy 526,751 7.9176  1.9124 ( 3.7838) 9.2367 2.9837 3.0957

Medical Records
Nursing School

197,699  ( 2.4543)  .6510 ( 3.7700) 1.3865 1.0157 1.3651
(360,052)  7.9176  3.2177  2.4607 { 3.9236) 5.0202 ( ,7816)

Intern-Resident Service (256,995)  1.4216  2.6714 .5322  12.8562 4.1679 13,0846
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HOSPITAL NO. I

RESULTS OF MULTIPLE LINEAR ‘REGRESSION AND- CORRELATION ANALYSIS
GENERAL SERVICE COST CENTER EXPENSES, BY DEPARTMENT, VERSUS

PATIENT DAYS AND OCCASIONS OF SERVICE

1972
) F
Cost Center 5 Ratio R r
Administration & General 65,103.7 5.6070 .7889 .8882
Employee Health & Welfare 6,909.9 336.0260 .9956 .9978.
Operation of Plant 8,017.7 17.3289 .9203 .9593
Laundry 6,042.4 1.1298 4296 .6555
Housekeeping 8,981.7 6.5983 .8148 .9026
Dietary 12,152.5 3.1105 6747 .8214
Medical Supplies & Expense 13,513.2 .2841 .1592 .3990
Pharmacy 20,113.4 7.5740 .8347 .9136
Medical Records 6,846.8 7.9629 .8415 .8375
Intern-Resident Service 28,095.8 9.8681 .8681 .9317
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HOSPITAL N

0. II

RESULTS OF MULTIPLE LINEAR REGRESSION AND CORRELATION ANALYSIS
GENERAL SERVICE COST CENTER EXPENSES, BY DEPARTMENT, VERSUS
PATIENT DAYS AND OCCASIONS OF SERVICE

1972
[ v
Cost Center a B8 sﬂ t-test Y s, t-test
Administration & General 2,971,350 (123.2470) 16.1602  (7.6266)  (8.5771) 2.8444 (3,0154)
Maintenance of Plant 480,901  ( 20.1232) 7.4136  2.7144  (1.7393) 1.3049 (1.3329)
Housekeeping ( 168,685) 7.9536 4,9212 1.6162 1.6502 8662  1.9051
Dietary - Raw Food 263,342 ( 9.7388)  3.7749  (2.5799) ( .2745)  .6644 ( .4132)
Dietary - Other 876,955 ( 36.7332)  9.2744  (3.9607)  (3.2202) 11,6324 (1.9727)
Medical Supplies & Expemse 1,899,370 ( 80.2549) 20,5953 (3.8968)  (8.4733) 13.6250 (2.3374).
Pharmacy 1,368,900  ( 69.5371) 25,7897  (2.6963)  (4.4443) 4,5393 ( .9791)
Medical Records 1,149,100  ( 49.4882) 14.7674 (3.3512)  (4.4161) 2.5993 (1.6990)
Intern-Resident Service 480,239  ( 20.4642) 3.1271  (6.5462)  (1.0427)  .5504 (1.8944)
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HOSPITAL NO. II

RESULTS OF MULTIPLE LINEAR REGRESSION AND CORRELATION ANALYSIS
GENERAL SERVICE COST CENTER EXPENSES, BY DEPARTMENT, VERSUS
PATIENT DAYS AND OCCASIONS OF SERVICE .

1972
F
Cost Center 8, Ratio R x
Administration & General 13,155.6 34.1790 .9580 .9788
Maintenance of Plant 6,035.3 4,6584 .7564 .8697
Housekeeping 4,006.3 3.1937 .6804 .8249
Dietary - Raw Food 3,073.0 3,4398 .6963 8345
Dietary - Other 7,550.1 9.9754 .8693 .9324
Medical Supplies & Expense 16,766.1 10.5405 .8754 .9356
Pharmacy 20,994.8 4.1776 <.7358 .8578
Medical Records 12,021.8 7.1970 .8275 ~.9097
Intern-Resident Service 2,545.7 23.5072 '.9400 .9695
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HOSPITAL NO. III

RESULTS OF MULTIPLE LINEAR REGRESSION AND CORRELATION ANALYSIS
GENERAL SERVICE COST CENTER EXPENSES, BY DEPARTMENT, VERSUS
PATIENT DAYS AND OCCASIONS OF SERVICE

1972
8 ¥
Cost Center 3 8 % t-test ¥ 5, t-test

Administration & General  (394,860) 18.1919 11.8085 1.5406 5.9696 26.0634 .2290
Employee Health & Welfare (111,121) 3.6549 17.8225 .2051 18.2361 39,3372 .4636
Operation & Maintenance

of Plant 127,413 ( 2.9862) 2.4B41 (1.2021) 17.4148 5.4829 3.1762
Laundry 239,098 ( 7.3714) 4.9223 (1.4976) 15.4097 10.8643 1.4184
Housekeeping 93,651 ( 1.7641) 5.3233 ( .3314) 12.7179 11.7495 1.0824
Dietary (175,432) 10.2470 2.5626 3.9987 ( 7.5246) 5.6560 ( 1.3304)
Medical Supplies & Expense 56,829 ( .6480) 11.4434 ( .0566) 9.1899 25,2574 .3639
Pharmacy ( 82,624) 4.1284 6.0728 .6798 5.9174 13.4037 .4415
Medical Records ( 59,895)  2.4466 3.5214 .6948 .0638 7.7724 .0082
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HOSPITAL NO. III

RESULTS OF MULTIPLE LINEAR REGRESSION AND CORRELATION ANALYSIS
GENERAL SERVICE COST CENTER EXPENSES, BY DEPARTMENT, VERSUS

PATIENT DAYS AND OCCASIONS OF SERVICE

1972

F
Cost Center s, Ratio R r
Administration & General 19,877.6 219.5590 .9932 .9966
Employee Health & Welfare 30,001.0 31.3248 .9543 .9769
Operation and Maintenance ’

of Plant 4,181.6 275.3600 .9946 .9973

Laundry 8,285.8 1.5038 .5006 .7076
Dietary 4,313.6 502.2750 .9970 .9985
Medical Supplies & Expense 19,262.9 6.6335 ., 8156 .9031
Pharmacy 10,222.5 88.0722 .9833 .9916
Medical Records 5,927.7 .9566 .9781

33.0780
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HOSPITAL NO. IV

RESULTS OF MULTIPLE LINEAR REGRESSION AND CORRELATION ANALYSIS
GENERAL SERVICE COST CENTER EXPENSES, BY DEPARTMENT, VERSUS
PATIENT DAYS AND OCCASIONS OF SERVICE
1972

[ oy
Cost Center e 8 % t~test v s, t-test

Administratidn & General 1,377,230  (14.1439) 7.0785 (1.9982)  (6.9639) 5.7852  (1.2038)
Employee Health & Welfare 1,432,420 (21.2888) 11,2197 (1.8975) (3.7200) 9.1697 ( .4057)

Operation of Plant 144,970 ( 1.6656) L4677 (3.5612)  ( .6051) .3822 (1.5829)
Maintenance of Plant 865,835 (12.6043) . 1.7300  (7.2860) .5473 1.4139 -3871
Laundry (361,810) 5.5280 1.4047 3.9354 - 8.4827 1.1480 7.3890
Housekeeping 567,754  ( 8.2671) 1.8377  (4.4986) 1.7325 1.5019 1.1535
Dietary 866,795  (14.2825) 7.7376  (1.8459) 13.1548 6.3239 2.0802
Medical Supplies & Expense 1,158,640  (18.2897)  3.3426  (5.4717)  ( .6730)  2.7319  ( .2463)
Pharmacy 950,865 (14.4253)- 3.8066 (3.7896) - 4.5369 3.1110 1.4583
Medical Records 294,811  ( 3.9355) 1.4718 (2_.6739)\ L0401 ‘ 1.2029 ;033h
Nursing School 105,342 ( 1.1496) .3788  (3.0344). .1504 .3096 .4858
InternResident Service 503,549 ( 6.8806) 2.8283  (2.4328) ( .8949) 2.3115 ( .3871)
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HOSPITAL NO. IV

RESULTS OF MULTIPLE LINEAR REGRESSION AND CORRELATION ANALYSIS
GENERAL SERVICE COST CENTER EXPENSES, BY DEPARTMENT, VERSUS
PATIENT DAYS AND OCCASIONS OF SERVICE

1972

F
Cost Center Sy Ratio R r
Administration & General 33,992.3 2.0315 .5752 .7585
Employee Health & Welfare  53,879.0 1.9755 .5684 .7539
Operation of Plant 2,246.0 6.3558 .8091 .8995
Maintenance of Plant 8,307.5 36.6668 .9607 .9802
Laundry ) © 6,745.5 27.3748 .9481 .9737
Housekeeping 8,825.0 17.4344 .9208 .9596
Dietary 37,157.6 7.5131 .8336 .9130
Medical Supplies & Expense 16,051.7 18,7917 9261 .9623
Pharmacy 18,279.8 14.3216 .9052 .9514
Medical Records 7,067.8 C4.7409 .7596 .8716
Nursing School 1,819.3 7.1251 .8261 .9089
Intern-Resident Service 13,582.0 3.3746 .6923 .8320
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HOSPITAL NO. V

RESULTS OF MULTIPLE LINEAR REGRESSION AND CORRELATION ANALYSTS
GENERAL SERVICE COST CENTER EXPENSES, BY DEPARTMENT, VERSUS
PATIENT DAYS AND OCCASIONS OF SERVICE

1972
8 Y

Cost Center bt 8 ) t~test Y s, t-test

Administration & General 81,243 14.8080 v 3.2656  4.5346 (12.1299) 7.2314 ( 1.6774)
Employee Health & Welfare ( 11,207) 1.5419 1744 8.8392 (1.2723) .3863 ( 3.2938)
Operation of Plant ( 12,860) 4.9121 .0704 69,7798 ( 2.9115) .1559 (18.6777)
Laundry ( 10,481) 2.0378 .0971 20,9892 ( .9009) .2150 ( 4.1904)
Housekeeping ( 10,050) 3.5386 .2101 16.8455 ( 1.5353) .4652 ( 3.3005)
Dietary ( 59,272) 7.7757 1.0880 7.1469 ( 2.3119) 2.4092 ( .9596)
Medical Supplies & Expense ( 12,098) 1.3640 .9889  1.3792 L8174 2.1899 .3733
Pharmacy ( 44,829) 7.1019 6877 10.3271 ( 4.0972) 1.5229 ( 2.6905)
Medical Records ( 9,260) 1.8670 .6028 3.0970 ( 1.4101) 1.3349 ( 1.0563)
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HOSPITAL NO. V

RESULTS OF MULTIPLE LINEAR REGRESSION AND CORRELATION ANALYSIS
GENERAL SERVICE COST CENTER EXPENSES, BY DEPARTMENT, VERSUS

PATIENT DAYS AND OCCASIONS OF SERVICE

7.7290

1972
F

Cost Center CR Ratio R r

Adminis&at:ion & General 71,157.5 15,8112 L9134 .9557
Employee Health & Welfare 3,801.0 59.8162 .9755 .9877
Operation of Plant 1,533.9 4,431.9900 .9997 .9998
Laundry 2,115.5 449,6330 .9967 .9983
Housekeeping 4,577.3 291.4430 .9949 .9974
_Dietary 23,707.2 58.1864 L9749 .9876
Medical Supplies & Expense 21,548.7 4.0779 .7311 .8550
Pharmacy 14,985.0 98.2439 .9850 .9925
Medical Records 13,135.5 .8375 .9151
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