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This would reanalyse departmental costs, breaking them down into cost pools reflecting specific activities for
example, running the payroll, credit control. This is supported by the use of language that directly speaks to
clinical activities as opposed to technical accounting terminology. The challenge is that without an
activity-based analysis of cost, such variation acts as a largely hypothetical promise that overall costs can be
reduced if more patients were as cheap as the cheapest. Resource costs need to be grouped into cost pools
based around departments or other managerial cost centres, or activities for which choices are made as to the
cost driver for the cost pool. However, if a drug is less expensive for example, a standard cancer treatment , its
cost may be treated effectively as an indirect cost if the cost of analysis outweighs the possibilities of making
better decisions on the basis of more refined information. Further, the question of which body or institution
designs the guidance and collects the data needs to be addressed, as does the organization of the data
collection process. The budget process becomes more objective and fair-based on clearly specified modelling
of resource consumption and less on power and local interests. This is not likely to be particularly accurate,
but the costs of such an approach to costing are low. The difficulties arise when dealing with indirect costs.
Recent developments have shown far greater attention to the detailed task of costing. Financial Shenanigans
by Howard Schilit outlines seven primary ways in which corporate management manipulates the financial
statements of a company. This properly reflects an activity-based approach because it shifts from treating the
operating theatre as a single, departmental-based cost pool to one in which the operating theatre is understood
as a location where many different and separately costed activities take place, each of which draws on
particular subsets of resources. Costs for nurses take into account the number of nurses present, which can also
be captured in the system. As a result, such systems encourage more low-volume complex activities that in
turn require greater overhead investments to handle the increased complexity. Tracing estate costs through to
patients In the preceding discussion, we largely focused on a range of resources and activities that were
relatively easily linked to patient activity. Such a framing can help bring about a relative inattention to fixed
costs, even creating a sense that such costs are inevitable. As discussed in relation to property costs, there are
many important choices to be made in this regard, and these significantly affect the ability of costing systems
to show actual costs, regardless of which cost driver is chosen. In addition, the chart of accounts may allow for
the separation of salaries for certain grade levels. However, the fixed cash flow cost of premises is indirect.
This allowed for the construction of individual operating theatre cost pools that collected the various costs of
the procedures undertaken in each particular theatre. Aggregating the per-theatre minute costs to arrive at a
total per-patient cost is a bottom-up approach that allows visibility of cost variation between patients. In fact,
standardization is a condition for tariff setting or comparisons across providers. Development of a clear
conceptual framework and a clear vision of the purpose of the costing approach are needed. This becomes
problematic when seeking to link costs with health outcomes and using costs to make decisions on service
redesign, as discussed further on. Health Economics. S Leave a Reply Your email address will not be
published. Reasons Behind Financial Statement Manipulation There are three primary reasons why
management manipulates financial statements. Unfortunately, a volume-based costing system offers little
insight or support in terms of how to effectively and safely achieve this. Maidenhead: Open University Press; 
The role of cost data in system-wide resource allocation systems At the health care system level, cost data feed
into major resource allocation exercises through tariff systems, and also as the basis of negotiations around
block contracts and the setting of budget levels between providers and purchasers. Volume-related allocation
sacrifices precision for the sake of simplicity and reduced cost of measurement. However, there is
considerable variability in the level of guidance in different jurisdictions with regard to the level of granularity
with which this broad approach is to be applied. In deciding how best to account for indirect costs, it is
important to always consider the costs and benefits associated with collecting such data. Full cost is made up
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of the direct costs of the treatment and an appropriate share of indirect costs, such that ultimately if all
reported treatment costs are added up, the total is the total cost of the provider organization. Global Guideline.
Through these activity cost drivers, a kind of cause-and-effect relationship between estate costs and patient is
established. This issue is often discussed with regard to top-down and bottom-up costing. The closer the cost
calculation is to actual resource consumption, the higher the score; the choice of cost driver is rated as bronze,
silver or gold.


