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INTRODUCTION

Universal Concern with(Medical Care.--There are few
institutions which are more vital to our lives than'the'.
hospital, for sooner or later we all«comé to know at‘least
some facets of its operétion. One writer has stated that
the "rising demand for medical care all over thé world is‘
not capricious, and it is unlikely to abate«in the'future."lv
One need»nét search'through many newspapers or magazines,‘
however, before he discovers numerous articles dealing
with the rising costs of medical care and the shortage of
skilled and unskilled hospital personnel. The need for |
optimum utilization of available resources and for long~
- range, innovative planning is appérent, For those who must
- cope with the immediacy, however, contrél over rising costs

presents a problem that has escaped solution tb date.

The Problem. of Rising Costs.—-From the base period

of 1957-1959 through 1966, medical care costs increased

lJerome Pollack, "The Voice of the Consumexr: Cost,
Quality, and Organization of Medical Services," Hospitals,
Doctors, and the Public Interest, ed. John H. Knowles
(Cambridge, Massachusetts: Harvard University Press, 1965),
p. 188. -




130 percent, more‘ﬁhan-any bther compdnent of consuﬁér
spending.2 The increaée from 1965 to 1966 alone was eight
'percent;3 The unhappy prqspect is.for a continﬁéd esca~
lation inbmediéal costs at a rate whiéh will far exceed
that of the'general'cost~of~living index.4 vThebeconomié.
reasoniﬁg for this escalation is not difficult to under-
stand, but the consuming publi¢ has refused to accept the
mé&ical profession‘s explanation, i.e., that in high labor
éostﬁservicé_type énterprises, including hospitals, prOw'
ductivity cannot be increéSed>?roportionate to salary in-
creases. 1In mahufacturing, productivity gains often offF
set a portion of the wage increase. Of the increase in
per capita éxpenditures for medical care since 1848, only
aﬁout one~thixrd reflects an increase in individual volume
of utilization, the remaining two-thirds representing
price rises.sv The'consumer agrees that physicians should
- be compensated at a level which reflects their responsi-

bilities and that hospitals should be reimbursed for their

_ '2U. S., Department of Health, Education, and Welfare,
Health, Education, and Welfare Indicatoxrs, Februaxry, 1967,
po S"”lSo

- 31pid.

4upolsom Report, The Covernor's Committee on Hospital
Costs: Summary and Findings," N.¥Y. State Journal of Medi-
cine, August 1, 1965, cited by William J. Mueller, "Fin-
ancial Management," Hospitals, XL (April 1, 1966), 73.

5

Pollack, gg,'gige, p. 195.



~ full costs. At the same ti@e;khowever,‘he is faced wiﬁh:

: prohibitivé hospitalizatidn rates and thsicians' fees

and felentlessly cliﬁbing premiums for'hdspitalization in-v
éuraﬁce. In viéw of ﬁhis unhappy deVelopment; the consumer
of medical services has taken moré interest in the oper-
ations of his local éommunity hospital and is incréasingly
1'é$king for explanations of the various chérgés on his hos~
‘pital bill,‘éven tho@gh he does ha&e insurance coverage. 
Hospital acéounting‘must'provide the“déta to support these '

- charges.

The Role of Budgeting.-—In a rapidly changing world,

hospitél serxvices cannot be static. Improvements are con-
stantly being made to provide bettei‘individual and more
extensive service to the community at la?gee' Just as

~ there are new developments in medical equipment and tech-
nigques, so there must also be developments in the manage;
ment aSpects of hospital operation. The successful man-
agement of today's hospital presents a challéngé in the
effective utilization of the latést advances in.managerial‘
and cost accounting,'personnel administration, psjchology,v
public relations, finance, and manyvbther fields. An‘
essential pa#ﬁ of successful bﬁéiness'management is plan-
ning future operations through budgeting. Hay and Seawell

have put the case for budgeting hospital income and expen-



ditures ahead of that for the business corporation since
hospital deficits will necessitaﬁe outside financing to
enable the institution to continue operations.G Yet bud-

~get programs, while mdré widely used than ten years ago,

 are still not és commdn as they should be. There are

- DUmexous reasons for this élow progress, buf perhaps the
. most significant'has been the lack of uniform accounting.
Inconsistency in methods of agcounting‘and the adoption’
- of procedures as a result of individual inclination héve
made it difficult to arrive at realistic cost,figures and
budget estimates. This in turn makes it difficﬁlt to
justify prices to the public. Boards of trustees are
realizing,vhowever, that the public éoncern over hospital
costs can be answered appropriately only when prices are
seﬁ at rates that reflect the cost of rendering the ser-
vice. There is a direct relationship between budgeting

and rate setting.

- Purpose of the study

This thesis examines the budgetary philosophy and

budgetary procedures found in community, general, non-

6Leon E. Hay, Budgeting and Cost Analysis for Hos-
pital Management (B1oom1ngton, Indiana: University Publi-
cations, 1958y, p. 4 and

. Lloyd Vann Seawell, Pan01oles of HOSpltal Account-
ing (Bexwyn, IlianLS« PnstCLans’ Record Comp any, 1960),

p. 3.




profit hospitals in the State of Virginia. The purpose of
this examination is to determine what budget progress has
‘been made in the state's sixty-one such institutioné and
to pinpoint areas for possible improvement. It is empha-
- sized that no attempt is made to analyze the budget status
of each specific hospital in the state, but rather to dis-
‘close the cauées of the limited budget progress made among

the hospitals taken as a whole.

§gggg°~w1£ was decided to concentrate on the volun-
tary hospital as opposed to the government and proprietary
types becausevthe major needs of our population are met
by, and the high standards of today's medical care are
vla;gely attributable to, the non-profit voluntary insti-
tution. Raymond P. Sloan describes the voluntary hospital
as "a public enterprise conducted under private management.
It is sponsored by boards of men and women, representative
of the community, who are legally and morally responsible
for its professional sérvices, properties, and policies.“7
This thesis does not attempt to investigate cost finding
methodé, althbugh an accurate and uniform sysﬁem of col-
lecting and classifying cost data is essentialvfor effec-

tive budget utilization.

- 7Raym0nd P. Sloan, Today's Hospital (New York: Harper
- & Row, Publishers, 1960), p. 4. '




Methoddloqy.--ln collecting data concerning budgétary

philosophy and procedures, a questionnaire was designed
(see Appendix A) and mailed to the administrators of the
hospitals included in the study. Chapter II, "Methodol-

ogy," outlines this questionnaire in detail.

Significance.--The need for budgetary controls has

long been recognized by most successful profit-type organ-
izations. Many non-profit voluntary hospital management
teams have similarly recognized the value of these con-
trols. Mucﬁ, however, needs to be done to make the budget
as effective a management tool as the board of trustees
and administration desire it to be. The fact that there
are so many different budget practices may be part of the
reason that little, if anything, has been done in Virginia
in the form of surveys or studies to determine existent

- attitudes and procedures. Although it is realized that
thé'budgetary procedures for a 500-bed institution will
diffexr from those for_a forty~bed institution, the aim of
management is the same, i.e., the formulation of a plan
which will servé to direct and guide. No administrator
will admit operating on the "hoping to come out" prin-
ciple, i.e.; that somehow everything will work itself out,
and the hospital will prosper without the necessity for

constant surveillance. By gathering data on individual



.hospital buﬁget_philosé?hy and’pxocédures,vareas 6f sub~
stantial.agreement'and disagreement may be pinpointedvan&
related to.variables such as‘size.and~nuﬁber of»accounﬁing
personﬁél. In this manner, it is anticipated that recom-
:‘hendations nay be foimulated.for strengtheﬁingvbudgetary

controls.

Hypotheses

In order to guide the investigation, the following
hypotheses are formulated and provisionally adopted fdr
testing against the data:

1. Regardless of lnstltut;onal size, some degree
of budgeting is generally recognlzed as a
necessary management tool in planning and con-
trolling operations. Most hospital adminis-
trators today realize the contributions bud-

~geting can make toward achieving fiscal objec-
tives.

2. Existent failures to obtain maximum benefits
from budgeting result not from a lack of top
management support and dlrectlon, but rathex
from a multitude of causes, varying from in-
stitution to- 1n5gltutlon,

Selected Definitions

In designing the study questionnaire (see Appendix
2), an attempt was made to clearly define those iechnical
hospital and budget terms which appeared to be subject to
varying interpretations. This was accomplished on the

guestionnaire itself in order to facilitate the respon-



dents' réplies to the questions. These definitions were

formulated from publications of the American Hospital Aqso~

ciation, the American Association of Hospital Accountants,

and various authorities in the field of hospital account-

ing. The following additional terms are defined in order

to clarify later discussions. They do not necessarily

- appear in the questionﬁaire: |

1. Occasions of Service.=-"Units of measurement of
hospital activities,” This unit of measurement

varies, of course, with the type of activity,
e.g., "patient days" and "examinations."

2. Budgetary Control.=--"The full procedure of plan-
ning, formally recording the plansé and compar-
ing actual with standard figures."

3. Total Costs.--2ll indirect and direct costs of
an activity.-

4, Cost Centers.-=-"Units (departments, subdivisions
of demartmenbg, functions, or activities) whose
costs are being determined. "ll In this thesis,
the texms cost center and "responsibility cen-
texr" are considered to be synonymous, since both

©imply ultimate responsibility by an individual.

5. Cmvt Analysis (Cost Finding) .--"The process of
recasting the data derived from the accounts
ordi varily kept by a hospital to obtain costs

8Amerioan Hospita
for Hospitals ("higago
186L), p. 8.

1 Association, Budgeting Procedures
¢ American Hospital A00001atlcn,

American Hospital Association, Cost Finding foxr Hos-
pitals (Chicago: American Hospital Association, 1957),

p. 7.

lOTbﬂd., p. 11.

ipia., 0. 22,

e oo £



of services rendered."l2 Cost analysis, then,
_may be viewed as the link between the account—
1ng system ‘and budgetlng. '

Plan of Analysis

'Chaéter I will réview'the objectives and requirements
of‘budgetary control as appearing in'thé Significant lit-
'e;ature Oﬁ the subject, discuss some of the reaséné‘f0£
incieased emphasis 6n the‘ﬁse of budgets, and point out
 some of the peculiarities of hospital operation that com-
plicate,lbut do not alleviate the'néed for,.accurate,fore»
casts and‘control of costs. Chapter II will describe the
methodoiogy of the study. Chapter III will analyze the
responsés to the study questionnaire in an attempt to
relate actual practices in Virginia hospitals to guide-
lines in thevprofessibhal literature. Chapﬁer IV will
~give conclusions and recommendations.baéed on the data

in Chapter III.

12grnest C. Laetz, "Accounting's . . . Contribution
to Admlnlstraalon," Hospital Accounting, XV (February,
1%61), 3.




CHAPTER I

- AN ANALYSIS OF THE ROLE OF BUDGETING

IN HOSPITAL ACCOUNTING

The literature of hospital budgeting is recent in
comparison with that of industrial budgeting. This un-
doubtedly stems from the fact‘that‘tﬁe entire field of
hospital accounting was neglected for a number of years
by the majority of those engaged in héalth administration.
‘In the last several years, however, the growth of third-
partyAreimbursemenﬁ, rising medical costs, and more public
concernvwith'community medical facilities have all opexr-
ated to force hospital managements into more sophisticéted
accounting methods. Concomitant with this recognition of
the need for improved-accounting, several academicians and
practitioners began to cover the subjegt of‘budgeting in
more detail. The following discussion summarizes those
books and articles which give some insight into the aveas
encompassed in this study.

MacEachern, a pioneer in many aspects of hospital
administration, emphasized the need for utilizing all fin-

ancial and economic information, both internal and exter-

10
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nal, in preparing the budget. One such soufce of iﬁfor~ :
‘mationa—éudited financiél statements—~has perhaps éssuméd
more signifiéance today than‘ten years ago when his com-
prehensive text‘first appeared. MacEachern also empha-
siéed the role of department heads in budget preparatidﬁ.
and in confrolling acﬁivitiesbin their ownvareas.l

' Successful budgets have been taken out of the narrow
context of financial plans and into the broader area of
operational plans by numerous contributors to budgeting
literatuie during the last ten years, ihCluding Leon E.
Hay, James L. Peirce, Lloyd Vann Seéwell, Philip J. Taylor,
Benjamin 0. Nelson,‘andleenn A. Welsch,? Hay's widely
used text piesents concise definitioné of many budgetary
£ermé and gives detailed examples of application of the

3

concepts involved.” Peirce has shown much insight into

IMalcoim T. MacEachern, Hospital Organization and
Management (Chicago, Illinois: Phy3101an¢' Recoxrd Company,
1957), pp. 906-907.

2Other authors advocating broad interpretation of the
budgeting concept include:

Jack A. L. Hahn, "Budgetary Reporting and Management
Action," Hospitals, XXXVII (March 16, 1963), 46-47.

Herbert Shore, "Budgeting «’Theory and Practice,"
Professional Nursing Home, VII (May, 1965), 14.

I. M. Whisnant, Jr., "The Budget - Its Value to Lhe
Hospital and the Community," Southern Hospi tals, XXXIV -
(Januaxry, 1966), 36.

3Leon E. Hay, Budgeting and Cost Analysié for Hos-
pital Management (Bloomington, Indiana: University Publi-
cations, 1958).
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the human aspects of budgeting, aspects too frequently
- overlooked by well-intentioned but short~sighted planning.é

6 wexre both

The works by Seawell® and Taylor and Nelson
published in 1964 and delve into the threefold budget pur-
pose of planning, coordinating, and controlling. Howéver,
since these works are intended as basic texts for teaching
the broad spectrum of hospital accounting, their coverage
of the budgeting function is less comprehensive than that
of Hay's book. Welsch has developed perhaps the most in-
tensive application of the "three recognized functions of
bmanagement" (the planning function, the coordinating func-
tion, and fhe.controlling function), and although his book
is dedicated to the profit?making enterprise, there is
much which is applicable to the hospital administrator and
his budget officer. Welsch also describes the implemen—

tation of an effective budget education program.7

45ack L. Pelrce, "The Budget Comes of Age," Readlggi
in Cost Accounting, Budgeting, and Control, ed. William E.
Thomas, Jr. (Chicago: South-Western Publishing Co., 1955),
pp. 130-139. '

’SLloyd Vann Seawell, Hospital Accounting and Finan-
cial Management (Berxrwyn, Illinois: Physicians' Record Com-
pany, 1964), pp. 2-19.

GPhl]lD J. Taylor and Benjamin O, Nelson, Management
Accounting for Hospitals (Philadelphia: W. B. Saunders
Company, 1964), pp. 146-150.

7Glenn A. Welsch, Budgeting: Profit-~Planning and Con-
trol (Englewood Cliffs, New Jersey: PrentlcemHall Inc.,
1957y, pp. 5, 25, 365-371.
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Throughout the articles and books cited above as weil
as many others on budgeting, the reader.can perceive an
 app1ication of scientific management to the problems in-
herent in an increaSingly complex economic en§ironment.
Intelligent and intensive thinking about the future may
seem like a painful process, but the pain involvéd in

failure due to lack of planning is ménifestly‘greater.

Factors Supporting the Use of Budgets

The Threat of Governmental Intervention.--Many indi-

viduals in the hospital field today fear that the Voluntary
health system is in danger of eventual government take-
over. Although various reésons are projected to support
this feér, failure of the voluntary system to adequately
control its costs of rendering care is perhaps the most

- outstanding reason mentioned. Since planning is an inte-
~gral phase of the tofal budgetary process,‘adequate'planm
ning will-reveal developing trends and spotlight the need
for alternative,'less costly, actidns where appropriate.
An example of this involves tﬁe whole aréa of the compu-
terized information system. At first glance, the extra
‘cost of écmputer programming'may seem to preclude the con-
sideration of replacing a punched-card aécounting system,
Héwever, the impfoved operating information and displace-

" ment of clerical personnel may mean a savings far greater
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than the initial investment. Costs are rising, but the
management that sits back and makes no attempt to affect
savings will have little cause to complain about govern-

mental encroachments.

Need to Establish Institutional Objectives.--It would

be almost inconceivable to ask the president of a large
company what the long~range objectives of the concern afe
and tb receive the reply that theré are none., Similarly,
it would seem to be inconceivable that a hospital adminis-
 trator would be unaware of any established goals for the
institution he manages. Although a hospital obviously
attempts to offer‘the best possible medical care at the
lowest possible cost, the facility's management should
eétablish definite objectives, which would probably in-
élude a standard of performance, an outline of services éo
be»rendered, a plan for expanding faqilities as comnmunity
needs grow, and plans for financing ﬁhese progressive pro-

"

~grams. Peirce has described budgeting as "a trained, dis-
ciplined approach to all problems,“8 Budget préparaiion
forces management to consider problems that may arise in
the future and to decide in advance how to meet these

problems. For example, the demands for increased salaries

and better patient services are occurring at the same time

8Peirce, op. cit., p. 131,
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as demands for reduction or minimization of any increase
in pétient or third party charges.9 Only by sound manage?
ment of available resources can hospital administration_
~ hope to solve this difficult problem. There appears to be
a growing awareness in the hospital édministration field
'féfithe need to establish fiscal goals. The properly de-
siéned‘and used budget can help management advance toward

its goals.

Desire for Better Internal Control.--At a time when

hospital management is desirous of effective cost control,
it is'inevitable that attention will be given to streng-
thening internal controls. A hospital must have strict
‘standérds of performance and controls based on acce?ted
accounting practices if management is to have confideﬁce'
in the financial statements. Effective'utilizétion of the
concepts of responsibility accounting within a framewqu
of stroné budgetary controls can go a long way towaxrd
'giviﬁg management this confidence. By identifying‘énd in-
vestigating deviations of actualiperformance from budgéted
performance, management gives evidence to accountable indi-
viduals that it is evaluating their operating results,

which in turn leads to closer surveillance throughout the

9Thomas P. Weil and Patrick F. Roche, "Some Factors
in 1967 Hospital Budgeting," Southern Hospitals, XXXIV
(Decenbex, 1966), 24.
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organization. It should be remembered that internal con-
trol réfers not only to reducing losses from dishonesty
and errors, but also to the promoting of operational effi-
‘ciency by getting the mbst output from a responsibility

center with the least concomitant input.

Need for Coordination of Resource Utilization.-- Bud-

~get preparation necessarily involves an element of co-
operation. ‘During conferences between the administrator,
the budget officexr, and department heads, an excellent
opportunity exists for the administrator to develop in
subordinates a sense of the total needs of the hospital and
the role each department plays in contributing to accom-
plishﬁent of predetermined objectives. These group meet-
ings may also promote better understanding of the problems
- faced by each departmént head and how these problems are
interrelated among the various departments. An example of
the value of group budget meetings is the assigning of
priorities to the replacements, additions, and improve-
ments to plant and equipment by the administrator based
upoh department head recommendations. At the department
head meeting, the administrator has the oppbrtunity of
discussing projected requirements in the presence of repre-
sentatives of all departments concerned and may thereby
avoid friction when some requests have to be denied.

Another example of co-operation resulting from budget meet-
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ings lies in the area of operatingFSupplies. if the éurf
chasing agent has a monthly pfojection of medical and
surgical patient days, he may be able to affect savings
'by adjusting‘his purchasesbof suppliés ﬁo take advantagé
‘Qf volume discounté or by mainﬁaining inventﬁries at a

~ sufficient lével to meet.demahds_énd at the same time ﬁiﬁ-

imize losses from spoilage or outdated drugs.

Unique Aspects of Hospital Accounting

In ordei to undefstand the problems inherentbin bud-
 geting‘hospital oéerations, it is necessary to recognize
the difference in hospital accbunting and accounting for
commercial cohcerns, where budgets have a far longér hig~
“torye. Some administrators claim that there are too many
variablesrinvolved in hospital operations and that the
preparation of meaningful, comprehensive budgets is not
feasible. However, prudent management will recognize the
follow1ng unigue aspects of h08p1tal accountﬂng and will
overcome these difficulties by thorough investigation,

study, and research preliminary to budget preparation.

General Non-Competitiveness of Hospitals.--Even before

- the passage of Medicare - Title XVIII of Public Law 8997 =
hospitals received much of theix income from third-party
agencies. Voluntéry hospitals exercise little control

overbthe types of patients admitted, and thus the percéntw
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age of uncollectible accounﬁs is ordinafiiy higherbihé#_in‘
a comﬁercial concern; Qhere Dun and Bradstreet credit rat-
ings and other methods for measuring a.poteﬁtial custom-
ér's ability to pay are available.lo For the budgeting'éf
revenues, management will cerﬁainly need to keep track, on
a year-to-year basis,.of the percentage of total income
derived from individuals not covered by hospifalization
insurance and the percentage of uncollected billings to

these individualso

Diversity of Revenue Sources.--Hospital revenues

arise from many sources, such as sexvices rendered to
patients, tuition fees for educational programs, donations
from foundations and individuals, grants ffomigovernmental
agencies, concession sales, and other miscellaneous souxces
-including investments and telephone éervice.. Most busi-~
negs concerns do not have such an extensive variety of
revenues and can prepare revenue estimates based upon past
trends, economic and financial indicators for the current
year,_competitors‘ perﬁormance, etc. Alﬁhough there are
many more variables to consider in prepariﬁg revenue esti-
mates for hospitals, guidelines do exist and management

must develop sound budgetary procedures in order to arrive

. 10grnest C. Laetz, "Unique Aspects of Hospital Ac-
counting, " Hospital Accounting, XVII (June, 1962), 15.
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at estimates that are neither too conservative nor to§
optimistic. The interdependence of the revenue‘budget and

the’expenditure budget means that poor estimates could‘ren

sult in decisions which adversély affect the future fin-

ancial strength of the institution.

Impact of Stand-by Facilities.--The goal of the hos-

piﬁal is sexvice to the patiént; the goal of business is
to make a profit. In industry; a downturn in sales can be
met by the'laying off of employees. A process that is no
longer profitable can be terminated. In other words, eco-
nomic considerations determine the direction in which firm
resources arebﬁtilizéd. In the hospital,,however, manage-
ment must be ready to meet the needs of the patients, and
it is not pdssible to release personnelvdue to a decrease
in patient volume, unless this decreasélrepfesents a def-
inite‘trénd rather than a temporary fluctuation. Similar-
ly, equipment cannot be dismantled and scrépped simply
‘because it is not being utilized at a certain percentage
of capaéity. This equipment must even bé maintained for
potential use. Thus,,"readiness~t0mserve," “standwby," or’
more ccmmanly; "fixed costs" represent a sigﬁificant por- .
tioﬁ of the total hospital costs. These fixed costs muét
be carefully considered when budgeting expenditufes and

off-setting revenues, and when setting rates.
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Dual Control.-“Although the hospital administrator is

ultimately responsible for directing the operations of the
institution, the attending physician sets the‘standard of
- professional care and is only 1nd1rectly respon81ble to the
admlnlstrator.ll This problem of dual control is p01ncedly
- set forth by Hall as follows:
At the level of fiscal responsibility,'that'is,‘re~
sponsibility for financing the institution or for
preserving it as a going concern, the doctors are
~generally unwilling to accept the burdens and tasks.
On the other hand, in the day-to-day running of the
hospital, they are unwilling to accept control by
laymen.
Merely by stressiﬁg the emergency character of any
situation the doctor puts himself in a position
where he can sally forth to take control wherever
he sees his interest at stake, without accepting
any contlnulng responsibility to act in a similar
way in succeeding situations.lZ2
This problem can be overcome only through a spirit of
co~-operation and an awareness of the total hospital mission
by both the administrator and the attending physician.
This awareness is furthered in many institutions by regular
conferences between the administrator and the medical
staff. In this connection, it should be pointed out that

the_medical}staff is a valuable source of information and

opinions on long-range develdpments, and the administratorxr

Llypig.

120, Hall, "Some Problems in the Provision of Medical
Sexrvices," Canadlan Journal of Economics, XX (June, 1954);
461
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- shauld not overlook the contribution its members can make

toward successful forecasting.

Summarz

Before ﬂospital managemeht can make effective use of
budgetary control, it must perceive the budget as a plan
covering all phases of hospital operation for a definite
- future period. The bu@get represents a formal expression
in financial terms of plané and objectives for the insti-
tution. Hahn has also called the budget "a vote of auth-
ority given by the hospital's board of trustees to its

administration."l3

It is up to the administration to run
the hospital within this authority.

There are several factors which have brought about
increased budget emphasis, including more cost conscious-
ness, awareness of a need for more closely defined objec-
tives, a desire for strengthenéd internal controls, and
more interest in the effective utilizétion of resources.
As management positions in today's community voluntary
hospitalsvare filled by mofe highly tréined and better
educated individuals, the comprehensive budget promises to

become a widely-used tool of control.

The several significant differences in hospital ac-

13pahn, op. cit., p. 47.
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counting and accounting for business coﬁcerns organized for
profit;must be recognized.by the hoSpital,management ieamv
in preparing bﬁdgets. - Accounting, préperly used, cz= pro-
vide guidance and direction tovadministration; and c-=bined
with a realistic appraisal of the future and co-operztion
th:oughout the institution, should enable management to

reach its established objectives.



" CHAPTER II

' METHODOLOGY

| In the Introduction tovthis thesis, it ﬁas noted‘that
the mailed questidnnaire was thé'method used to conduct
the study. The purpose of this chapter is to (1) explain
the proceduresvand methods of collecting data relating to
budgetary philosophy and procedurés in Virginia community,
~general, non-profit hospitals, (2) explain the organization
- of the questionnaire, and (3) describe the’techniques to

‘be utilized in analyzing the data.

- Collection of the Data

‘Since the August 1, 1967 issue of Hospitals listed
sixty—one voluntary noﬁ»profitvgeneral hospitals in Vir-
._ginia, it was:detefhined tobattempt to collect»budget‘data
from all of these institutions rather than to désign a |
Sample.l Preliminary~reseafch and discussions with hos-

pital administrators indicated that there was a wide vari-

Iamerican Hospital Assooiation,‘Hospitayg; XLl (Aug-
ust 1, 1967), 1-20.

a3
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ety‘of budget-practicés among hoépitals and that the study
would'bé of more value if all community hospitalé in the
State were examined. Because.bf the distances involved,
time limitations, and perhaps most importantly, incon-
venience to administrators and contiollers,,thé mailed
qguestionnaire was preferred‘over the personal interview.

In oxder -to gather the desired data Quring aypersonai in¥
vterview,,the_researcher would have fequired approximately
fcrtwaive minutes to one hour with each intervieweé; It
wasvfelt that most administrators and contrbllers céuld not
afford this time during the working day. The majled ques-
Fionnaire, on the other hand, céuld be compieted at home
and may thus receive more careful attention. The guestion-
naire wés devised after an extensive review offhospitalb
budgeting literature and discussions with administrators, a
hospital consultant, and officials of Vaﬁious hospital
organizations. The questionnaire transmittal letter re-
gquested administrators to have their budget ofﬁicefs com=
plete the form where possible. A second mailing was sent

out approximately three weeks subsequent to the first.

The Questionnalre

The guestionnaire (see Appendix A) is divided into
five parts: (1) identification data, (2) budgetary phil-

osophy, (3) basic requirements for budgetary procedures,
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 (4)’pro¢edures in budgéting, and (5) managerial uses of
budget datao This arrangement is logical since 1t indi-
cates the relationship between phllosophy and practlce and '
between practlce and use of budget data. The major ques—"'
tions of'eéch section and théir intent are discussed below.
It wa$vnot considered necessary to_discuss the intent of
the remaining questions since this intent should be clear

from the guestion itself.

Identification Data.--The number of beds and number of

.bassinets is needed in oxrder to classify the hospital as
small, medium, or large. 1In classifyiné questionnaire fe"
spondents,‘three cateqorieé are used:
1. Small - hospitalsrof 100 beds and less.?
2. Medium - hospitals of 101 to 300 beds.
3. ‘La?ge - hospitals of 301 beds and over.S3

The number of accounting personnel is intended as one

‘ 2por purposes of this study, a bassinet is considered
the equivalent of one-half bed. This conversion rate was
used by several administrators interviewed in the planning
“stages of the study.

3This classification is used in Raymond P. Sloan,
Today's Hospital (New York: Harper & Row, Publishers, 1966),
" P. 8o Altnough fifty beds and underx represents a “small"
institution in many publications, the writer feels that
the purposes of this study are better served by using
Sloan's classifications. It is also felt that in a day
when institutions are increasing their bed capaczuies,
small, medium, and large categories may come to mean in-
creased lower limits for each cauegOrj._
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indicator of accounﬁing capabiiity wheh related>tb the
numbexr ofbbedsvand bassinets; The limitations of this
factor areirecognized, however. Aithdpgh‘one iﬁstifutibﬁ
may havé more accounting'persohnel_than its same*size‘
neighbor, the caliber of these personnel may not’bé as
high, thus limiting»budget capability. Unfortunately, a
~ significant number of respondents failed to indicate the'
number of accounting personnel, and the factor was there-

fore not considered in analyzing the responses.

Budgefary'Philosqphz,méQuestion (l)n—Tﬁe purpose Qf
this question is to determine whethex the'individual com-
pleﬁing the questionnaire feels that he has an adeguate
understanding of the budgeting role. ‘Qﬁestion (2)-~This
question is intended to measure the perceived importance
of the'budget amonglhospital management personnel.
Questions (3), (4), and (5) are'designed to determine man-
agement attitudes téward the budget as used in the particu-
lar institution. These questions are applicable only if

the institution does utilize a budget.

Basic Requirements for Budgetary Procedure.-~Success-

ful budgeting cannot be achieved without adequate finan-
cial and statistical data, a clearly defined organization-
al structure, proper budget education, and co-operation

throughout all levels of the hospital. wWithout these cri-
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terie,’ﬁhe best‘budgeﬁ‘philoSOPhy'willvnot pioduce an efe
feetive budget Question (2)~~Wr1tten progected goals by
.department heads contrlbute to a "forward~lean1ng" posture
thloughout the organlzatlon and give the admlnlstrator some
'assulance'that his subordinates do have definite plans for
Atheir aieas.of responsibility. | | |
QueSﬁien'(4)-4The positionvcgntrol plan is instrumental in
budgeting‘labor expense, the major pertion of the oper-

ations budget.4

By ?etermihing whatApositions are author-
ized, the administrator has a degree ef control over de-
parﬁmental staffingvthat'is far superior to relying solely
on department head recommendatlons. |

Questlon (9)—»Budget preparatlon must be tled in with the
chaxt of accounts if responsibility is to be ass;gned. A
breakdown between direct and indirect costs greatly facili-
tates follow-up of budgetvdeviatienseA

Question (11)"—This question is intended to determine
Whetherbthe system of Classifying costs is adapfable for'b
flexible budgeting. | |

Question (135—~Timely budget reports are essential if bud-
“get followfusvis,to be effective. Automation may not only

aid in preparation of useful budget reports, but may also

4“P081L10n control plan" is a technical term wzdely
used among hospital administrators. In effect, this plan
constitutes a personnel budget, in that it sets forth pre-
determined positions in relation Lo p:Ojected work loads.
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‘relieve accounting personnel from many routine duties so

~ that more time may be devoted to COSt analysis.

Procedures in Budgetlng.——Questlon (l)—»Flex1b1e bud-

'getlng permlts comparlsons of actual expenses w1th what

S expenses should have been for the level of act1v1ty actual-,'

ly achleved. If variable elements of costs are known,vbudw‘
‘gets}cen'be,prepared_for.different levels of volume (patient 
days) . | | | .
‘Question (4) --The purpose of thisrquestioh.is to‘determine'
if the administration eommunicates to the e?ganizatioh the
established operafing PerfOrmance objective and financial
,position'objeCti€e'of the hospital.v |

Qﬁestion (6)~~Expressing budgets in-quantitative.and/or
time units as well as in dollars facilitates the control
espects Qf-budgeting. By compering actual unitsvof sefvice
with_prcjected‘units, a measure of'departmental'produc-
tivity is provided. |

Question (13)-~This question is designed to determine how

- closely the administrator worké with his aepartment'heads
in the importent task of budget pxeparatioh. The depart-

- ment heads undoubﬁedly desire a private session with the
administrator so that a more detailed dlscuss10n is pos-
FSlble than that which takeq place at group meetlngs°
~Quest10n (l6)n~Con51stent adherence from year to year to a

specific schedule for budget preparation'premotes better
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‘planning and coordination among the Various departments.

It also eliminates the excuse that a due date was missed
:beCauSe of igﬁorance of thekreqUirement |

Questlon (lS)—-The longaterm fixed asset plan descrlbes .
fixed assets which will reguire replacement or retlrement
‘and details of future expansion, along with methods of |
financing sﬁchlexpension. Altheugh the plan will probably
consist of lnformal notes and estlmates, it reflects broad,
comprehensive thlnklng about the future needs of the insti-
tution. Comparison of short—-term requirements with this
long-range plan may facilitete the assignment of priorities'
to current period pﬁrchases.

Question (19)--This question atﬁempts to determine whether
_maﬁagementls concep£ of‘depxeciation is consistent with its

policy regarding fund accounting (see Question 3 under

Basic Requirements for Budgetary Procedure). Because of
the higher costs of replacing plant facilities, many hos-
pital managements have begun to give greater attention to

setting aside replacement funds from current operations.

Managerial Uses of Budget Data.--Question (1)--This is

perhaps.one of the most important potential uses of budget
data, especially at a time when the purchasing power'of the
dollar is'steadily declining. The inadequaéy of historical
cost reimbursement becomes more apperent as the time be-

tween incurring the costs and their reimbursement lengthens,
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Questlon (2)—mBefore a. department head is asked to explaln
- an unfavorable budget deviation, the non- controllable por~
 -t1Qn of the»dev1atlonvshould be sepaxated. It is not fair
to‘aék an individual to explain.fluctuations in.finenciale

‘statements over which'he has no control.>

Techniques for Analyzing the Data

Classx;xcatlon of Hosp tals by SlzecmnThe purpose of

’classtylng re3pondents by size is to 1solate the impact
‘of this factor upon budgetary philosophy and practlce, lf
‘any. The Amerxican Hospltal Association states that:
"Basic budgeting procedures are the same fdr‘any size or
type of hospital; Whethervfunctions are COmbined into few.
departments or segregﬁted in many."6 The writer belleves,
vhowever, that the dlfference in budget appllcatlons be-
vtween,the small, medium, and large-size hospitals is sig-

nificant enough to warrant investigation.

Testing the Hypotheses.-~The first hypothesis formu-

lated in the Introduction was that most administrators,

‘SSee Homer A. Black, John E. Champion, R. Gene Brown,
Accounting in Business Decisions (Englewood Cliffs, New
Jersey: Prentice-Hall, Inc., 1967), pp. 722-724, for a dis--
- tinction between controllable and non-controllable, fixed -
and variable, and direct and indirect expenses.

6 american Iosp{tal Association, BudgetlngvProcedures“
for Hospitals (ChlcagO"Amerlcan Hospltal Association,
1%61), p. 1.
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-

'régardless ofvinétitufionai size,‘recégnizé‘thé signifi-
 §ant contributions which'budgeﬁing éan’make toward enabliﬁg
their organizations to aéhieve‘designated fiscal objec-
 tives. Responses to qﬁeétioné undervthe heading Budgetary

Philosophy will be tabulated accbrding-to previously men-

tioned size Categories in order to determine the Validity
of this proposél} The second hypothesis ?roposed that
budget pr@gress has been limited due to a number of cauées,
these causes varying from institution to institution. Re-
sponses to guestions under the three remaining headings of
the questionnaire will be tabulated to test this hypoth-
esis. Finally, the interdependence of certain responses
will be tested in order to discover possible budgéting
trendsvin communityA§eneral hospitals. Alﬁhough this
thesis does not specifically analyze the status of each
institution involved in the study, it does point out those
areas warranting further investigation oﬁ an institution-
by-institution basis, if such an invéstigatiqn weie to be
undertaken° The completed gquestionnaire returned by each
faciliﬁy would adequately sexve as the starting point for

an analysis of the facility's budget status.



CHAPTER TITX

THE ANALYSIS OF DATA

’  This chapter analyzes the responses to the mailed»l
_ questionﬁaire. These responses are_grouped under the
section headings of the questionnaire, i.e., (1)’Budget4
.ary Philosophy, (2) Basic Requirements for Budgefary
Procedure, (3) Procedures in Budgeting, and (4) Mahagerial
Uses of Budget Data. Comparisons will be made between
small, medium, and large size hospitals in order to assess
fhe‘relative streﬂgths and weaknesses of each category as
a whole. These assessments will form the basis for recom-

mendations to be made in Chapter IV.

Distribution of the Respondents

Table‘I shows by size category and in total (1) the
'tétai nﬁmber of institutions includedvin the study, (2)
 the number of respondents to the study questionnaire, and
(3) the ?ercentage of (2) to (1). |

A hospital was considered to havé responded to the
"questibnnaire if (1) the questionnaire was completed in
its ehtirety and returned, (2) the questionnaire was par-

tially completed and returned, or (3) the guestionnaire

.32
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TABLE I

' DISTRIBUTION OF HOSPITAL QUESTIONNAIRE RESPONDENTS
| BY SIZE OF INSTITUTION

Total Number CoT T AT
of Number of Percentage of

Institutions  Respondents  Respondents to

N Size - Included in To the Total in

Category the Study™ Questionnaire Category

Small

(100 beds : -

and under) 25 : 19 ' 76.0

Medium o

(101 to | - R

300 beds) 26 - 21 " 80.8

Large |

(Over 300 v ' A . .

beds) 10 .10 - "100.0 o

Total 61 5 8.9

Source° Amerlcan Hospital Asqo01atlon, Hospltals,
XLI. (August 1, 1967), 1-20.
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was not completed, but the reaéons for noncompletion were
.stated either on>the blank‘questiohnaire itself or in a
ééparate lettei.’ Includéd in the fifty responsesvare re-
'plies.from four hospitals stating that a budge£ is not

- used. Threé of these hospitals are in the medium category
and one is in the small category. No assumptions can be
made regatdipg'the eleven hospitals»ndt responding in any

manner.

Analysis of Budgetary Philosophies

‘Table II shows the distribution of responses to the
five questions designed to determine the overall philos“
ophy on budgeting and to compare philosophies among the

~different sizes of hospitals.

Analysis of'Responses’to Each Question

Questions One and Two.--It is significant to compare

thé percentage distributions of responses to quesﬁions
one and two. Question one asks whether the respondent
.agrees with one writer who claims that the area of finan-
cial budgeting is probably one of the beSt‘understood
areés of'hospital operation. Qﬁestion two asks the fe~
spondent.whether or not he»agrees that all hospitals
shouid be operating on a budget5 - The vast_majority of

respondents do not agree with Toomey's assertion that the
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area of financial budgetiﬁg is well understood.l 1In theb
large institﬁtions; where financial controls presumably
>should be more highly developed'than in small institu-
tions, only 20 pefcent of the individuals answering ques-
tion one thought'thaf there was good understanding of the
bbudgeting area. 'Eighty—seven percent of the individuals
 answering questionbtwp, however, thought that all hos- |
- pitals should be opératinq on a budget. The combinatién
of responses‘to these two questions suggests that while
thére may be é significant degree of agreement oﬁ the
frecggnition of the need for financial budgeting, there
also appears to be a significant lack of understanding of

the subject.

QueStion Three.--Seventy-nine percent of all indi-
,Viduals answering question thrée indiéated that the budget
used in their hospital was a finahcial measure of a pre-
conceived and accepted program. This high percentage of
positive responéés to the question is a hopeful sign that
there is a,growing awvareness of the broad applications of
budéeting. Since hospitals in the medium size category

reflected the smallest percentage of acceptance of this

lrobert E. Toomey, "Financial Management, Planned
and Controlled," Hospital Progress, VI (February, 1964),
106. ' .
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broad definition ofvbudoetiog, the-six questionneires with
negative reSponses to'this queStion were e#amioedtin an
t‘attempt to determlne poss1ble reasons for a "no" answer,'
‘No budget was prepared 1n three of the 1nst1tutlons., The
questlonnalres of two lnstltutlons, although 1nd1oat1ng
the existence of‘several conditionsbrequisite for budget-
o ary'oontrols, showed definite feéervations about the Value
. of budgets. One.questionnaire indicated that there had
been a brea?down in the hOSpltal s budgetlng process and
~that the budget dld not carry “the 1mportance that manage-

ment deSLred of it.

Question Four.--Of the hospitals anéwering question
fOﬁr, concerning whether or not the budget is‘considered
a time-saver, 21 did consider it to seve time, while 18
apparently considered it to be a burden. Moredver, there
was little variation between positive-and negative per-

- centages among’the threeFSize categories° Hahn points
~voﬁt that "the budget is time-saving in that it ptovides a
spherevof freedom as well as a tool of control.“z Hebbem

lieves the budget to be a vote of authority given by the

board of trustees to management, within which management

ZJack A, Lo Hahn, "Budgetary Reporting and Management'
Action," Hoqg als, XXXVII (Maxch 16, 1963),v47, '
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is free to 6perate.3 kThé'writer‘of this thesis beliéves
ﬁhat_at‘least some df the‘individuals respondiﬁg negativé—
ly to this guestion probably read the question as: "Is
the budget considered a time~savef?“ in effect omitting
the pbrtion *rather than a burden?" This opinion is based
- on a comparison of negative answers to question four with
all answers to question five, which seeks to détermine how
management perceives the overall reception throughout the
institution to the idea of budgeting. Nine of the 18 "no"
responses to question four (50 percent) were accompanied
by "no" responses to question five, indicating either (1)
that although tbp management may consider the budget to
be.a (necéssary?) burdén; it does not belieﬁe the idea of
budgeting to be unpopular on a wide scale throughout the
rest of the institution, or (2) that although the budget
‘may not be considered'a timewsaver, its éoﬁtributions in
other ways to the wellmbeing of the institution are ac-
knowledged by both top management and the majority of
other personnel. In other words, it is difficult to de-
termine whether a negative answer'to question four sig-
nifies (1) misunderstanding of the meaning of the ques-
tion,A(Z) a poor attitude toward budgeting, or {3) a bef
lief that the values of budgeting outmwéigh the time it

occupies.

31pid.
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Question Five.—nAlthough over 60 percent of the ie—‘
v-Spondénts—to question five did not believe that budgeting
Carried’a bad connotation in a significaﬁt portion of the
inStitution, the 37 percent "yes“-answers shows how much
budéet education is needed in hospitals. The aScending

percentages of "né" answers from "small" to "large" cate-
.gories appears logical if one visualizes more acceptance

of the budgetary role in the larger hospital.
Summary

The fact that a decided majority of individuals rep-
resenting each size category of hospital answered ques-

tions two and three of the questionnaire section Budgetary

Philosophy positively tenas to support the hypothesis
that most administrators recognize the contributions which
‘bﬁdgeting>can make toward achieving fiscal objedtives.
The import of the 53.8 percent positive and 46.2 perxcent
negative'aﬁswers to question four cannot be definitely
determihéd since it is felt thatlthere may have beén some
misunderstanding of the questioﬁ. Finally, the distri- |
bution of responses to question five, regarding receptiv-
ity of the idea of budgetihg throughout the institution,
reveals that there may be a gap between management's
ﬁndérstanding of the role of budgeting and that of other

 personnel in the hospital.
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Analysis of Responses to Questions Concerning Basic
Requirements for Budgetary Procedure

Table III shbws the diStribution'Of‘iesponses to the
thirteen questions designed to deterﬁine the overall
existence of the basic requiremenfs fof budgeting and to
compare the development of these requirements among the
different sizes of hospitals. It should be noted that of
the thirteen questions, only questions six and eight re-
late strictly to budgeting, i.e., all of the remaining
questions may be answered "yes" for a particular hospital

without there being any form of budgeting in the hospital.

Analysis of Responses to Each Question

Question One.--As the responses to question one in=-

dicate (Table IiI),v84.5 percent of respondents do receive
daily information on the patient census, the amount of
income recorded, and the cash balanée of thé operating
account. The spread from 80 percent of small size hos—
pitals to 90 percent of large size hospitals appears rea-
sonable, this spread representing a difference of only two
‘institutions. The one large size hbspital'with a negati#e
response to the questidn indicated that it was just be-
'ggiﬁning to institute budgetary proéedures;vélthough it

appears unusual that a hospital with over 300 beds does



41

0°0v | 8T] 0°09 | L2 A B 0*0otj ot || o'sv| 6 | o°ss|{tr | o0to9| 6 | 00y |9 €T
L°€9 ] 82| €°9€ | 9T | 0°0S| S | 0°0S |S €°v8] 9T L°sT{c¢ s°ov| L | ¥°€S |8 At
L°9% | e1 ] €°¢eL | €¢ .o.om. € | ooL |t 0°SZ} & ) Oo°SsL sty 9°9zf v | v EL | TT 11
L9y tz|ces|{vz § otos| s | 0°0S|S 0°ss| TT{ 0°sv |6 €°€€l s | L°99 | 0% 0T
**§g i ot00T wq ** | **f1o0%00Tj 0T *c | *°} 07007 02 ** f *°{ 0700T| ST 6
t*ot|c | coes|sc i oroz|z | ovos|s zeeel v b 8tLLiwT fl 1L § T} 6°26 | €T 8
€°C¢9 | gz LoLej LT f O0OV| ¥ | 0°09 19 0°S9] €T} 0°S€ | L v EL] TT] 9°9C | ¥ L
186 Le| 6°TT| S s°L8i L | ST {T 0°s6{ 61| 0°s | T 9°8L| IT| v°1z ¢ o
L°s { € {'cg6 |2y ** | ! 0%00T{OT| 0°S | T | 0°S6j 6T || 9°21} ¢ veL8 €1 S
8rLe| Lt z 2o 8¢ *t } *t}0°00TjOT | 0°S¥| 6 | 0°SS | IT || v°es| 8 | 9797 | L v
1°TT| 6 | 6788 O¥ . +| 000t ot || o°st] € | oss| Tl 9vzr| z | w8 |en €
6°ss!| ve| T°vy | 61 § 00| € | 0oL |¢L L°ZS} 0T} €Ly | 6 9°8L{ TT| ¢°12 | ¢ z
‘m.WH L | s ws| st 0°0T| 1T | 0°06 | 6 9°9T| € | v-€8 | st ||l 0"0zy € | 0°08 |21 1
s |on| s |on | s Jl-on] s Ilon|| s J|-on|] s lon| s |'on] % |on (¥ xtpusddy
ON sax 02 s9% oN sox oN 50K wmnwuwwmmwwwmwwmv
@305 (sPaq 00€ X2A0) (spaq 00¢ ©3 T0T) (I°pun pue sPaq 00T} ~ zeoquny uorlsend
sbae . WUnTpPoN 11ews :

ILNIANOdSId TVLILSOH J0

dZIS Ad--TdNAIO0dd AY¥VLIOANE dOJd
SINIWIYINDIY OISVE ONINYIONOD SNOILSIND OL SISNOJSIY

IIT JTdYL




42

not generate these three important figures on a daily

basis.

Question Two.--The responses to question two, as

' indicated in Table III, show a wide variance between the
three sizes of hospitals and, on an overall basis,‘it is
seen that.the,majority (55.9 percent) of respondentsvdo
not have their department heads submit,reportswon planned
accomplishments. Some administrators may argue thaﬁ such
reports are unnecessary in the small institution, where
department heads are few in number and top management is
aware of what the coming year will bring without having
to have reports. However, the fact that, of the medium~‘
sizevhoépitals answering the question, only 47;3vpercént'
reported department héad projeétions is more difficult to
justify. One respondent answered "no," but inserted the
woxrd "informal)" apparently implying that although writ-
ten reports are'hot submitted, expected accomplishments
are conveyed to the top in a less formal manner. It is,
of course, not poésible to'détermine how many negative
responses would have been positive insteéd had the ques-
tion been worded to the effect that such feports could be
‘either verbal or writﬁeh.\ The fact that 70 percent of the
respondents from large size hospitals replied "yes" does

possibly indicate that both means were considered by most
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individuals completing the queétionnaire. In.any case,

it appeérs that this may be an area subject tb improve- 
ment.» Viguérs feferévto this lookiﬁg ahead as .v.v. "the
key to progressive administratién and . . . é yardstick by
nd

which to measure the performance of all the departments.

(See also the discussion under question seven.)

 Question Three.--Fund accounting is utilized in the

vast majority of éll hospitals, as indicated by the 88.9
peréent "jes" answers to quéstidn three ofvTable IIT.
There is but a slight difference in the percentages of
small and medium size institutiéns using separafe funds,
but 100 percent of the large size institutions responding
répdrted using these separate funds for different activi-
ties. The AmericanvHospitalvAssociationkrecognizés fund
vaccoanting as meeting a managerial need to make a sep-
arate accounting for groups of resources restricted to
particulaxr activities or functions, but alsobacknowledges
the division of opinion among héSPital accounting author-
ities regarding the actual need for this separate account-

i_ng,5 Laetz takes issue with the whole concept of fund

4Richard T. Viguers; "How to Make a Report System
Effective," Modern Hospital, CIII (August, 1964), 166.

5American,Hospital Association, Chart of Accounts
for Hospitals (Chicago: American Hospital Association,
1966), pp. 16-17.




‘aécounting,'claiming that "with our modérn sophiSﬁicated>
accounting, this forced accounting by zones of activity

‘ féally”is no lénger necessary."6 Althoﬁqh he does say
that "the same controls and results may be attained more
.easily'. o o " he does not elaborate beyond this point.7

’v_See also the discussion of question nineteen under Analy-

'sis of Responses to Questions Concerning Procedures in

Budgéting,

'Questicn{Four.—~Thé reéponses to question four, con-
céfning the use of a position control plan, indicate that
the maﬁoxity of reporting hospitals:do use such a plan;
hoWever, only 51 pércent of the total small and medium
size hbspitais replied‘affirmatively as opposed to 100
percent of large size hospitals. All large size hospitals

report:na the utilization of fund accountlng also reported-

~ using a p051t10n control plan, although no particular re-

lationship between the two can be visualized. Seawell has
- called the position control plan an effective budget aid.®8

Fifteen hospitals of the small and medium size éategories

6Ernest C. Laetz, "Financial Responsibility Reporting
and Interpretation,"” Hospital Accounting, XXI (January,
1967), 8.

Tybid.

8L10yd Vann Seawell, Hospital Accounting and Finan-
cial ManaqemenL (Bexrwyn, Illinois: Phys101anv‘ Recoxd Com—
pany, 64), p. 233,




: reportlng utilization of budgets replled that they did

" not use posxtlon control plans.

Question Five.--As indicated in Table III, 93.3 per-

cent of all respondents answering question five have a
formal orxrganization chart. The édoption,of such a chart
is the first step in identifying responsibility éentérs
and in establishing a chart of accounts adequate for man-
agemént purpo#es. That fact that two small size hospitals
and one medium size hospital replied that no formal chart
is used is not significant enough for further investiga-
tion.sincevall three facilities answered question nine
(breakdown of direct costs on the chart of accounts) af-
firmatively. These hospiﬁals thus appear to have estab-

lished a chart of accounts on a more informal basis.

Question Six.--"Has the controller/business manager

bdevéloped a Formalized Inservice Educational Program on
~Budgeting to be given to all people involved in the bud-
~geting program?“ Everett Graff cites the need for all

people involved in the budgeting pngrém th"know why a
budget is prepared,_how a budget is prepared; the coor“

dination involved . . . "2 He says that the business

9Everett E. Graff, "Working Tools of Budgeting," Se-
lected Papers of the American Association of Hospital
Accountants®' Annual National Institute - 1964 (Chicago:
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‘manager or controller should develbp a formalized budget

10 1he respdnses’

education pr@gram on a continuing basis.
to qﬁestion six,,hOWeﬁér, show fhat»only llf9_per¢ent of
the forty«two.hospitals replying'to this,question do.héve 
formal budget education programs.. Mofeover, thevsmall o
size hospitals appear to be more progressive iﬁ this_area
than do the medium and large size hospitals. One possible
’explénation for this difference may be that it is easier
to conduct such prpgraﬁs in small facilities because of
the smaller number of people involved and the closer work-
ing relatiohship.between the business managér or control-
1erkénd supervisors. Perhaps the significance of the re-
plies to this question can be seén most clearly when it is

realized how many institutions utilize budgets but have

little formal training on budget implementation.

Question Seven9~«This guestion asks if department

heads periodically develop a position paper regarding
present and future labor status in the department. The
question can be compared with question two,‘in that both
concern future projections by department heads. Question

seven, however, deals with only one aspect of departmental

American Association of Hospital Accountants, 1964), p. 28.

101hig.
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oberationsQ—iabo#.‘ The percentage distributions of.re?

‘ 5ponses:to these two questions, as shown in‘Téble III,
"‘indicate that, forkall hospitals,,thé:propoftion 6f de-

'partment héads submitﬁihg reports 6f a géneral,nature is

~greater than the proportioﬁ submitting reéorts déalingk

- with labor only. For hospitals of medium sizé;‘lZ.S per— 
cent more respohdenfs re?oxt.genéral,départﬁental projeé—
tions than report labor projections. For large hospitals,
- the difference is lOlpercent in favor of the general prOw
jections. The slight'egcessb(502 percenﬁ) of small size
hospital respondents réporting labor projections (éues—
tion seven) over qeneral projections (queétionvtwo) is
represented by a difference of only one hospital. In sum-
mary, the distributions of percentages for questions two
‘and three of Table III indicate that the majority}of laxge
sizevhospitals rely on departmental projections, but that
as size decreases, such projections occur less frequently.

_(See also the discussibn of question two.)

Question Eight.~--0f forty-two total responées tb
‘question eight,; thirty-five (83.3 percént) indicated an
understanding of the service ideals and financial_géals of
the institution on the part of all individuals involved
in budget preparation. It is interesting to note that
small size hospitals reporﬁed a higher percentagé (92.9)

of understanding than did large hospitals (80.0). One of



the two negati?é answers from large size hospitals waé
'qualified wiﬁh the words “in’process." ‘Part of the reésoh'
for thié difference may possibly be explained by reference
to the results of question six,AWhich show thatva_greater
"proporﬁion of small size hospitals than largé,size‘hos— 
pitals answering the\questionnaire have established a
fbrmalized budget education programg: Certainly, one of
the purposes éf such a program is the imparting of this
uhderstanding of the institution's service ideals and fin-
ancial goals. A precaution shoﬁld be taken in coming to
this conclusion favoring the small hospital, however. It
- may well be that in the smaller hospital fewér individuals
below or outside the administrative level are involved in
budget preparation. If this is the case, compérisons be-
tween different sizes of institutions lose some of their
meaning, because, while smaller hospitais are guilty of
ﬁot involving operating personnel ‘in budget preparation

on the one hand, larger hospitals aresguilty of insuffi-

cient budget education on the other.

Question Nine.--The importance of identifying direct

costs on a departmental basis with adequate subclassifi-
céﬁibns as to types of costs and the activities respon-
sible for incurring the costs is apparently well recog-
nized by hospitals of all sizes, since 100 pércent of all

respondents answering question nine replied affirmatively.
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Questioanen.~~Tabie III shows that of forty—five
~responsee to quesfionvﬁen,vonly slightly more than'oﬁe~
half (53.3 percent) of the hospitals reoresented have
‘wrltten-procedufes on the accumulation of st atlstlcal data. .
Smell size hospitals appear stronger in this requirement
then the larger‘facilities. All questionnairee returned
by both Smellrahd lexqe sizeihospitals were examined in an
effort to determine possible reasons for this disparity;
but none could be isoleted.. The'administ:atbr_of one
large institution qualified his negative reply with.“but
we agree sueh'shpuid‘be the case." vThe American Hospital
Association states that "an oréanizedvsystem of eonmone-
tary statisticsﬁ. . ." is as imporﬁant to successful bud-
~geting as the functional account system.ll Formal wiitten
procedures would insure some degree of consistency in col-
leeﬁing and reporting departmental statisﬁics. They would
also appear to be helpful in training neW’personnel to
‘accunu1ate such statxstlcso From the responses to ques»“
tion ten, it is apparent that hospltals of all sizes neod

improvement in the area of accumulating statistical data.

1lamerican Hospital Association, Budgeting Procedures
for Hospitals (Chlcago. American Hospital Assoclatlon,
1961), p. 5. A
and : ‘
American Hospital Association, Cost Finding foxr
- Hospitals (Chicago: American Hospltal A55001atlon, 1957),
P 100. . _




Question Eleven.--Historical costs are‘separated N

inte fixed énd‘variable eiements by-73 3 percent of aliiﬁ
hospltals (forty—flve) completlng questlon eleven. Four 
of the twelve hospltals replvlng negatlvely to the ques—
tion indicated that they did not use budgets. of the
eight remaining hospitals replying.negetively,‘five re-
ported using comprehens Lve budgetlng, two reported partlalv}
budgeting,.and one did not indicate the type of budgeting

used (see question twelve under Procedures in Budgetiﬁg).

The questionnéire definition of comprehensive budgetingll
includes "operations" budgets (income and ex@ense). Some
- question arises, however, es to the value of comprehensive
budgeting in those institutions not separating costs inﬁo
fixed and variable elements. Without such separation,
only fixed ox "taxéet“ budgets can be prepared. The Amefm
ican Hospital Association’favors flexible budgets over
fixed budgets, as evidenced by the;following:‘

There is a probability that the type of patients
‘served in the future will be proportionately similar
to that of the current period. However, consideration
nust be given to the pos51b111ty of changes in faCle
ities, medical staff, types of patients, operating
procedures, population shifts, introduction of new
drugs and other factors which may influence the ser-
vice requirements of the institution. Flexibility
in the budget, to meet these varving demands, is
therefore essential.d4 (Italics mine.)

12pmerican Hospital Association, Budgetlng Procedures
 for Hos spitals, p. 7.




Table 11X shows that 25 to 30 percent of all respon~
dents from each size cauegory do not 1dentlfy costs by
fixed and varlable comoonents. The writer of thlS thesis
belleves that all hospvtals should give careful con31der-
atlon to cla551fy;ng costs into these chponents and to
the;adoption of flexible budgeting. See éléo the discus-

sion of the responses to question one under Analysis of

Responses to Questions Concerning Procedures in Budgetihg;

Question Twelve.--Chapter I pointed out the-nedessity.'

for co-operation between the administration and the medl-'
cal stafF and the 51gnlglcant contribution to rorecastlng
that the medical staff can often make, The1admlnlstrat;on
should remember that the hospital goal is patient care.
On the other hand, the medical staff should recognize the
importance of planning. Seawell stresses this importance
in the following statement:

A hospital building, disarranged machlnery and
equipment, an uporganlzed staff of doctors, nurses,
technicians, housekeepers,; and other personnel, a
few thousand dollars, and an unattended pile of
medical and surgical supplies will not provide
hospital services.

Yet, out of a total of forty-four réplies to question

twelve, vhich deals with the administration's opinion of

the adequacy of understanding between the medical staff

l3sea§velly OEQ cj-—ta r pe 59
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and.other hospital personnei, only sixteen.poéitive answers
wére received (36.3 percent).b Medium size hospitais ape
pear to have the most severe problem, since dnly 15.7 per%
cént of total responses in this category are positive. |
_ Examination of the sixteen questionnaires wiﬁh negative
xesponseé from medium‘hospitals does not uncovér any éig»
nificant trends or any.one outstanding reason for this
lack of understandihg, although three responses are supw
plemented with comménts blaming the medical staff foxr the
existence of the problem. It is safe’to assume that at
least several of the thirteen remaining respondents place
much of the blame upon the medical staff. Thé 3.4 percent
difference betweenbsmall’and large size hospitals is not -
significant enough to warrant investigation. In any case,
the administrator and his staff must seek to foster a
better spirit of co-operation between all personnel if

the institution is to attain its sexvice and fiscal ob-
jectives. Impibved communications, more effort to see the
other side's point of view; and the solicitation of |
opinionsvand advice from the medical étaff are a few of
the means by which this.gap in uﬁderstanding can be

closed.

Question Thirteen.--This guestion in the.secticn‘on

basic requirements for budgetary procedures asks if any
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phases of the hospital's accounting routines have been

. automated, and if'so; what these phases are. The ascend-

ing percentages of positive answers from small to large
hospitals are not unexpected.' Many,hospitais are just now
discovering the opportuhities for saVings inr¢lerical time
which automafion‘presents, but somevadministrators of
small facilities are not convihced‘that their Volume of
transactions necessitates the automation of payrolls, bill-
ing, accounts payabie, and other procedures. Table IV.

was constructed from the replies to Question thirteen and
~gives some idea of the)extent to which the varioﬁs_sizes

of hospitals have automated.their operations. Five hos-
pitals using computers for some phases of operatidn failed
to indicate what theée phases are. Only one institution
reported using data processing eqﬁipment for any aspect

of budget preparation and follow-up, although the capabil-
ities in this arxea should be‘recanized by all institutions

using‘bﬁdgets.
Summary

In order to summarize the preceding discussion con-
cerning‘the existence of basic requireﬁents for budgetary
procedure in Virginia hospitals, Table V was constructed,
using a rating scale of "strong" (existent in a signifi-

cant number of hospitals in the class), "average" (exis-
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TABLE V

. RATING OF THE EXTENT.TO WHICH BASICvREQUIREﬁENTS
FOR BUDGETARY PROCEDURE EXIST IN HOSPITALS

'OF DIFFERENT SIZES

Question

(See Section B Small Medium Large
- of (100 beds (101 beds (Over 300
Questionnaire-~ ~ and under) to 300 beds) ~ beds)
Appendix A) SR ' :
| 1 ‘Strong Strdnq FStrong
2 Weak Weak Stfoﬁg
-3 Strong Strong Strong
4 Wéak Average Strong
5 Strong - Strong Strong
6 Weak | Weak. - Weak
7  Weak Weak Average
8 Strong Strong  Strong
9 Strong | Stroﬁg Strong
10 Average - Weak  Average
11 Strong Strong Strong
12 Averagé Weak Average
13 Weak Average

Strong

Source: Table III.
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tent in a reasonable nunber of hoépitals in the class;
but needs to be extended to more hospitals), and "weak"
(nonexistent in a.significant number of hospitals in the
class, indicating a need for extensive improvemeﬁt); a
strong rating was given to the situation where 70 to 100
percent of the reépondents replied that the indicated re-
quirement waé being met, an averagé rating to the situation
where 50 to 69 percent of the respondents replied that the
requirement was being met, and a weak rating where less |
than 50 percent of the respondents replied that the re-
quirement was being met. This table will be useful in
analyzing the responses to the questions concerning pro-
cedures in budgeting, which are discussed below.

Analysis of Responses to Questions Concernlng
Procedures in Buagetlng

Tables VI ahd VII show the distribution of responses
to the nineteen questions designed to determine what bud-~
‘qetary proceaures are used in those hospitals indicating
use of a budget and to compare these procedures among the
different sizes of hOSpitals; Questions seven, twelve,
and fourteen recu:re the respondent to 1ndlcate in the
space provided what procedure is being used. The remalnder
- of the questioné.in tﬁis section'rqui:e only a "yes" or

- "no" answer.
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Analysis of Résponses to Each Question

Question One.—éThis question asks if the budget is

flexible. The discussion of the responses to question

eleven under the heading Analysis of Responses to Ques-

tions Concerning Basic Requirements for Budgetary Pro-

cedure concluded ﬁhat all hospitals should'give careful
consideration to the adoption of flexible budgeting.

Table VI indicates that 36 out of a total of 40 respond-~
ents to question one (90.0 percént) do have flexible bud-
~gets. However, the responses to question eleven of the
section concernihg basic requirements showed that only 33
out of 45 respondents separate historical costs into fixed
and variable elements. A tabulation of the responses to
the two questions‘shﬁWed the following reasons for this
lack of corrxelation: Five institutions énswering question
eleven (separation of cosﬁs) did not answer question one
(flexible budgeting) or indicated that the guestion was
not applicable siﬁce an indication had already been made
that budgeting was not used. In fact, there is less cor-
relation between £he replies to the twoaquestions than the
distributions indicéte. Six institutions (three medium,
two small, and one large) reported no separation of'fixedb
and variable elements of costs, but do use flexible budgeté

ing, offset by three institutions (one from each size cate-
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_gory) which;'althoughksepafating'costs, do no£ use flex-
ible budgéting. While it appears feasible that an insti-
tution may classify costs into fixed and variéble elements
yet fail to utilize fiexible budgeting concepts, it is

much more difficultvto'understand how an institution claims
to practice fiexible budgeting without breaking down costs. 
The oniy plauéible explanation for this lack of consisten-~
cy would seem to be that several institutions are not prac-
ficing true flexible budgeting, but instead have several
fixed budgets based upon different levels of activity.
Discounting the possibiliﬁy of varying meanings of "flex-
ible budgeting," the spread from 85.8 percent of small
facilities to 100.0 percent of.large facilities reporting
use of the technique appears reasonable. As indicated
above, three of the four facilities with negative answers

have the capability of readily adopting flexible budgeting.

Question Two.--Table VI shows that 79.5 percent of all

réspdndents do use budget reports. Hahn has described
- budget reports as . . . "essentially action reports. They
are designed to disclose the extent to which the budget is

wld

- being realized.” Hinderer makes this statement about such

repoxrts: "Budget reports are not intended to provide man-

l4I‘Iahny OE o cit& 7 p. 48’0
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agement with anéwers to‘prbblems bﬁt,rather to indicate
‘areas that requiré investigation."15 It should be recog—
nized by all hosplta]s employlng budgeus that clear, ac-
curate, and timely budget reports are essentlal ;f manage-
ment is to effectively use the control features of budget-
ing. Questioh two does not explore the efficiency of the
respondents' report system, but.herein lieé an‘opportunity
for the controller to assert his part on the management
team.‘

Hahn says that the controller must ask himSélf and
successfully answer the following questions:

1. Where is the deviation and what does it
indicate?

2. How can it best be‘demopstrated?

3. How dan it best be understood by the person
receiving the report?

4., Are charts or financial statements the best
method Of_expléining it to the grbup to whom
~the report is given and for whom the required
action is necessary?16 |

‘As the distribution of responses to question two

' points out, the percentages of respondents reporting the

15Harold Hinderer, "Accounting and Financial Managew
ment, " Hogpltals, YXXIK (Anrll 1, 1965), 39.

16Hahn, loc. cit.
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pSe of budget reports‘in sméll'and large size‘hospitals
 ,;ére almost identical (84.7 and 85.7, respectively). Only
73.7 percent of medium size hospitals use these reports,
‘however. One of the fiVe medium size institutions reply-
ing negatively to the question does not prepare a budget
,:and'thus must be eliminated from the comparison. The re-
‘méining four institutions all give evidence of éonsidef~
able weakness in other aspects of budgeéary control, in4
':ciuding"the lack of formal budget educatioﬁ, the absence
of formal written procedures for the accumulation of
sfatistical data, and insufficient frequency of compariéon
of forecasts with éctual statistics. 1In summaiy, priority
should be»given to the initiation of .an effective budget |
report system in those institutionsblacking in this re-
~gard. In those institutions with a system already estab-

Iished, critical appraisal should be made of the system

to assure that it is accomplishing its purpose.

Question Three.-~The distribution of the total re-
‘sponses- to question three, which asks Whether or not bud-
~get reports show comparative data for‘othér periods, is ’
the same as that for question two, i.e., 31 out of 39 re—r
spondents answered each of the questions affirﬁativély..

Differences in distributions within each of the three size

categories result from (1) a statement by one small hos-
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bpltal respondent that "annual reports are compared w1th
monthly and perlod reports," 1moly1ng that some effort-ls
"belng made to accomollsh the intent of the questlon, al—
v'though the respondent does not utlllze budgets as such,
(2) a. reply by a respondent from a medium siZe hospitai
-that lS apparently ‘erroneous, since he 1ndlcated that
budget reports are not utlllzed but answered yes “to
the question concernlng the'form of such reporte, and_(3)
the exclusion of a "yes"‘and *nd"'reply from one 1arge
size hoepital reepondent\to question two. vBecauee of
these discrepancies, it is not possible to conclude with
»complete certainty that large size hospltals have . less
meaningful budget reportS'than small.hospltals. It should
be evident to all ueere of budget reports that the in-
oluSion of comparative data greatly enhances'the value of

such reports.

Question Four.--This question asks if projected fin-

ancial.statements-areean integral part ofdbudget preparﬂ
ation. 1In Chapter I1, it was pointedvout that‘projeeted
 financial statements are a means of relating the estab-
" lished operating performance ohjective and financial'po~
sition objective of the hespital to all who’are:oonCerned
with‘the future of the hospital. These statements sum=-

marize the results of planned activity as expressed in the
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budget of the institution. By‘compafiﬁg Statements of
.actual results-with projected statements; managemeht is~
able to see to what extent financial objectives are belng o
achleved and what areas need corrective actlon. bl
| »The tabulatlon of'responses to question four, éhown’
: iniTable'VI, reveals that medium and 1ax§e'sizé hospitéls
are'far ahead of'Smail hospitalsvin the area of projected
finaﬁcial'statements,_6n1y 57.1 percent of the respondénts‘
- from the'latter reporting preparation of such statements.
Thenquestionnairés fromlﬁhe six Smailthosgitaié whose ad—v
ministrators stated thét»projegted étatéments are not pre-v
pared were examined in an attempt to detect the reasons
for the .negative answers. One institution doés_nét preparé
a budgéﬁ and thus would have little basis upon which to
, prepare'statements; The questionnaire of ahother insti-
tution revealed ¢onsiderable réservations about the value
6f bﬁdgetiﬁg, as evidenced by opiniéns,that iﬁ was not a
time*éaver~and that the idea of budgeﬁing carried é bad
éonﬁotation in the minds of a significant number,of'person¥
nel in the institution. bne administrator stated that he
would like a more sophisticated budgeting program, butbthat‘
1ineXperiencéd personnel prevented development of such a
pngram; No reasons could be detected fo; the'négatiﬁe
.answers froﬁ the three xemaining\institutibﬁs.b McClary may

" have shown some discernment as to how small size hospitals
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'éxeréise fihaneial contrdl over‘their ooerations when be
dsaid that'somevof these'facilities S "do not budget at
all, preferrlng to keep close watch on flnanc1al changes
dln thelr accountlng reports and adjustlng rates.perlodlc-v*ﬂ
ally as balance sheet trends become 31gn1flcant,?l7 The |
-.wrlter of thls thesis feels, however, that all hospltals
employ:ng budgets should prepare progected flnan01al state-
ments, since the data“already exist for thelt preparatlon,j

~and their value is well recognized.

Question Flve.~~"Is the budget prepared on a bas1s_

comnatlble with the classwflcatlon of accounts°" Prepar~
ation of the budget on a basis’compatible with the classi-
fication of accounts is‘a prerequisite to preparation of
projected finahcial statements, since pro~£orma balance
4sheets‘end income statements mﬁst be eomparable‘with'hiSm
;torical.balance'sheets and income statements if theif value
is to be realized. Thisvrelationship is seeﬁ in comparing.
the responSes to queStibns feur‘and five of Table VI for
the medium andiiarge size hospitels, but some explanation
isrneeded for'the differenceS-appearing in the small'hOSn
pital category. In this categery, the tabulation'shows -

two more hosbltals preparlng budgets on-a baSlS compatlble

'17Jack A,‘Mcclary, "Hos pltal Budget Phil osophy," Hos-
pital Accounting, XXI (November, 1967), 12. ,
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with the c}assifiéatibn of accoaﬁtslthan'thé naﬁber pref
'pafing projected finaacial sfatemehts,and éonveréely fbf;l
‘the negative answars.b These]differences:ara accountednfor
- bY-twovof the same hospitals discussed ﬁadefrquestion four,
. i'e;, one‘which showed cohsidefable reéervationé‘abdut

| _budgetlng and one whlch attrlbuted budgetary Weaknesses to

'f'the lack of exoerlenced personnel. Once agaln, 1t appears

that these two 1nstltutlons have the caoablllty of obtaln—
1ng the control furnlshed by progected flnan01al'state~
ments; It is up to the administration to use this capa-

bility.

Quéstion,Six,ff?Afevbudgets expressed iﬁ qﬁantities'of:‘
time units as}Well as>in dollars?“'_ihe contﬁibution ﬁade‘
to the control aspects of budgetlng by expre851ng budgets
in quantltles or tlme unlts as well as in dollars has been
polnted:out in ChapLer II. _"Statlstlcal budgeting, " in-
volviag projecﬁions ofaoccasiéns of service7(see Selectéd

Definitions), facilitates the follow-up of budget devi-

ations, since-bperating personnel are usually'more familiax
with quantities and time units than they are with dollars,
It should be noted that thls questlon is related to ques»

tion ten under the heading Ba51c Requlrements for Budgetw

' ary Procedure, in that‘accurate and con515tent statlstlcalv

data from the originating activities are necessary before
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'*.statlstlcal bﬁdgets ean be prepared.
As Table VI shows, there is a 31gn1f1eant amount of-
s varlablllty in the resPonses to questlon six. Seventy—
flve pe:eent of large size hospltal respondentsereport;
that their,budgets ‘are expreesed in quentitieseorrﬁime ,
uhits ae well as inedeilars, wﬁile ehiyfil-] éercentﬁof
medlum size hospltal reqPondents reported u31ng these
statistical data. Ind1v1dual questlonnalres of small and'
’medlum 512e hOSpltals were examined in order to compare
the responses,concernlng the existence oﬁ formal written
procedures on‘thebaccumulation of statisticalvdata.with 
those»concerning the inclusion of quantities and time |
units in budqete, This comparison is made:because of £heﬂ
_apparent failure to recogniZe'the capability of incorpor-
ating statistics into operatiﬁg budgets. Six small and
ﬁine medium size hespitals replying that formal written
procedures.for accumu;ating statistical data were being
‘used also'replied that quantities'end fime units were not
- being included in their budgets. Thus, this is another

‘area of budgetary control where much improvement is needed.

Question Seven.--This question asks whether continu-

ous or periodic budgets are used, continuous budgets being
defined as those which are reviewed, revised, and pro-
jected one month or quarter further as each month or quar-

- ter expires, and periodic budgets as those which are pre-
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pared only at cerﬁain‘intérvals of time. Continuous bud-
‘ .geting; if adne proPefly,‘should iesult in moreiacéuraﬁé
projections, since chénging internal and external factors
dicﬁate modification of original-estimaﬁes made with leééf
knowledge of the future. Table VII’sﬁows that none of B
" the twelve smail size hospitals‘responding.td this ques-
tién practiée continuousvbudgeting}_while approximately
one-third of thé medium size and two-thirds of the large
size hospitals repért'the §ractice. If management is to
‘make a significant effért to establish a budget program
that is useful in planning and control, it should not
weaken the effort by preparing only'périodic budgets.
Budgeting, by its ver§ nature, is a continuous proceés°
Thé writer conteﬁds thét the added benefits from continu-
ous budgeting are more than worth the added effort in-

volved.

Question Eight,--A positive answer to question eight,

concerning a comparisoh'of actual productive hours with
‘budgeted productive hours, presupposes a positive answer
to question six (expression of budgets in quantitiesvor
time units). Before estéblishing a salaty budéet, a po-
sition budget must be set up based on current needs. Fach
pay periody all departmenté report'actual hours worked to

‘the accounting departmentv - The actual hours are compared
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with:budgetéd hdurs for the level of aCﬁivity>attaihea,£o.’
éstablish hour’co‘n‘tr'ol.’.l8 Table VI shoWs.that 11 outfof‘ 
- the 39 hoépitals respbnding to queStion eight‘(71,8 per#v
cent) do mékebsuch a éomparison. 'This}distributiOn of
responses is consistent With the diétributionvof total
responses‘to question six (11 out of 38, or 71.43pércen£,
.'reporting'ﬁée'of’QUantitieé or timé unité in budgefs).

Two of thevthréeAsmall‘size‘hosPitalsﬁansQéring question
six positively; hdwever, do not compéré actual»héurs with.
'budgetéd hours. A COmparisoﬁ of the distribution of the
responses to questions six and eight in the nedium and
large‘éize categories reveals an excesé of one hospital ih
each cate§ory ?eportihg such a cdmparison:overlthe numnber
expressing budgets in time units. No explanation for this
'inconsistency}can be given for ;he,onefmedium size hos-~
pital invoived. The one iarge size hospifai with é neéa~
‘tive answer to‘quesfion'six'énd a positive answer tovqueéé
tion eight stéted that it does not preparé a budget. It
should be realiied, hoWever, that it is possible for an
institution to prepare a budget expressed in quantities or
time units only. in summary;_the same degree of weakness

is found in this aspect of budgetary control as that point-

18alcolm T. MacEachern, Hospital Organization and
Management (Chicago, Illinois: Physicians® Record Company,
1957), p. 910.
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ed out under the discussion for question six.

Question Nine.--The value of cash forecasting to the

‘hospital is set forth Clearly_by Hinderer and by Seawell.
The former says that shortnrange cash forecasting enables
the hospital to use its excess funds to earn more funds
by dealing in short~term securities. Such forecasting
should not be difficult, he says, because payroll obli-
~gation and vender:payment dates can be determined in ad-
vance.t? seawell puts the case for cash forecasts as fol-
lows:

In the present economic environment and in the
financial fairyland in which some hospitals operate,
cash budgets and forecasts assume a role of major
importance to hospital management. Even though the

* ‘hospital does no comprehensive budgeting, the prep-
aration of a cash budget along can become a vital
tool of planning and control.

Thirty-five percent of all respondents do not prepare
short~range cash forecasts. Medium size hospitals occupy
the weakest positidn regarding this procedure. (Only 9
out of 18 reporting institutions prepare forecasts.) The
one negative reply in the large size category represents

an institution which does not prepare a budget at all (but

see the discussion under qguestion ten below). In summary,

lgHinderer,';pcu cit.

20g0awell, op. cit., p. 365.
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it appears that more small and medium size hospitals need
to recognize the importance of short-range cash foredast4_

Question Ten.ﬁ—Hlnderer advocates long range cash

:forecastlng for two reasons:
1. It enables 1nveqtment in 1ong—term securltles,
- which yield a higher return than do shoxrt-
- term secur1t1es. : :
2. It enables determihation of money needs fai'
enough in advance to arrange the most eco-
' nomical»means to meet theSe needs,zl
For each SiZe'éatégbry, ldngnrangé cash forecaéting
is oerformed more exten51vely than short-range forecastlng,
The official publlcatlons of the American HosPlual Asso~.'
c1atlon do not differentiate between short and longmterm
forecasts, howevel,-lllustratlons in these publlcatlons
use the current operating period (most commonly twelve
months) for cash budgets. Thé‘questionnaire simiiarly did
not.specify definite periods of time, but it_i$ believed
vthat the vast majority of respondents ﬁsed twelve'monthS'
as the poiht of separation. This.belief ié baseé upon a
:récbgnition of the parallel between cash projections'and
projected financial>statements,_which in most cases cover
the hoSpital‘s fiécal year. A comparison of the‘replies'

to questions nine and ten in Table VI shows that seven more

 2lginderer, loc. cit.
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hospitals in the medium size categéry prepare long-range
cash fdrecasts.thaﬁ pre?are short—rangé forecasts. (In-
cluded in this excess is One>institution repofting that it
performed no budgetin@, apparéntly»considering longmrange»
cash forecasts to be informal projections rather than a
fbrm of formal budgetihg{) A controller of one hQSpitalv
offered the suggestion.that hospitals making loﬁg-range»
cash projections, but not neceséarily Shoitwrange pro-
jections, are in expansion stages and are planniné how to
finance receivables and inventories at the same timevthat

payments are required to be made on 1ong?term debt.,

Question Eleven.--Table VI indicates that only 47.6

percent of all respondent hospitals do have a budget com-
mittee. It is éppropriate, hoWever, to comment on the

fact that a greater percentage of small size hoépitals have
such committees than‘either medium or large_size facili~
ties, especially in view of Seawell's assertion that these
' cémmittees are more prone to be found in these latter two

categories.22

It is realized, of course, that the compo-
sition of budget committees varies widely, and herein may
lie part of the answer to this apparent inconsistency.

Taylor and Nelson disagree with Hay as to the inclusion of

2250awell, op. cit., p. 9.
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department‘heads'on such committees, the former contending
that "committees should not include those respohsible for

"23.the

departmental of other limited areas of activity,
1attér contending‘thatv"heads of major departments" belong
- on budget comnittees.?? The writer of_this thesis be~ |
lieves that the composition of the budget committee caﬁ
best be determined by thé_managemenf of the individual hos-
pital, but that there is a need for such a committee in'

order to insure proper planning and control of the budget-

ary process,

Question Twelve.--Table VII shows that 70.2 pércent

of the total respondents prepare comprehensive budgets;
while 29.8 percent prepare partial budgets. All eight
'laxge size hospitals replying to the question use compre-
hensive budgets. The interesting statistic is the almost
doubled proportion of small size hospitals over medium size
hospitals reporting use of comprehensive budgets (84.7 per-
cent to 43.9 percent). All questionnaires from medium

size hospitals were examined,'resulting in the disclosure

the the nine responées in the "partial" category included

23Philip J. Taylor and Benjamin O. Nelson, Management
Accounting for Hospitals (Dhlladelph1a° W. B. Saunders Com~
pany, 1964), p. 147. '

24Leon E. Hay, Budqec1ng and Cost Analysis for Hos-
pltal Managenent (Bloomington, Indiana: University Publi-
catlons,\l958), p. 135.
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one.from a respondent whé étatéd that, although his insti-
tution uséd budgeting, it was considered a "guesstimate"
only and three from reséondenté who stated that budgetary‘
controls Were'presently being‘strengthened~-including'the
intention to adopt comprehensive budgeté. If these latter
three‘repliés are_subtracted from the total number of
"partiai" replies, the percentage would be 53.8 in favor

' of_comprehensiﬁe budgets; still considerably lower than
the 84.7 percent for small size hospitals. It must be con-
cluded that medium size facilities are éignificantly‘weak—'
er in this requirement than either small ér latge size

facilities.

Question Thirteen.--As indicated in Chaptexr II, this

question seeks to determine how closely the administrator
works with his department héads in budget prepération° By
discussing the budget of each department with the head of
the department, the administrator gives some assurance to
operating personnel that the human aspects of budgeting

are not being negleéted. Hughes says that "if bddget plans
~and decisions are made by higher management, their lower-

‘level managers cannot be expected to consider budgetary

coﬁtrol their responsibility."25 He also says that bud-

25Charles L. Hughes, "Why Budgets Go Wrong," Person-
‘nel, XLII (May-June, 1965), 20.



75 ! .

'géting and budgetary éontrol:probiems‘.;; . "involve the

'recénciliatiéﬁ of_grcupfgoalé.with each other aﬁd With‘the
";goals and‘desireé of individuais;“26- Table VI shows that
- although a slight majority (52,9’per¢ent)}of ali réSpond¥
ents report that each department head does discuSsvhis
pro?osed budget withvthe’adminiStratbr,'there is much var-
iability between the three sizé categories with regard to
the ?ractice. ’Oniy.the'medium éize caiegory can be'rated

strong in department participation (73.4 percent positive,

‘answers).

Question Fourteen.--This question asks how frequent1y

forecasts are compafed‘with actual resﬁlts. Table VII
reveals that 36 out of the total ofv34 respondents (88.0
percent) to question fourteen compare forecasted with
actual figures at least every three months. The one small
size hospi.tal makiné annual_comparisons has 27 beds and
prepéres pértial budgets on a periodic basis. Even though
the size of this fécility possibly’enables'the’administraF
tion to maintain cloée-pefsonal_conirol over cost trehds,
it would stiil appear to be béneficial to make a mbrev
 frequent comparison invorder}to fnrtﬁer.strengthén'this
control. The éne medium size hospital making annual com-

parisons represents a facility where management reccg-

261pid., p. 22.
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ﬁizes existentvbudget laxity aha states its inténtionlfél
make corrections. The table shows that aAgreafer propoxr-
tion of medium size hospitals make mdnﬁhly comparisons
than do large size hospitals. 'Conttibuﬁors to the.liter¥v'
ature on hospital budgeting are in almost unanimous agree;
ment that comparisons of budgeted and actual figures"‘
should be performed at least monthly. Tﬁe writer agreés-
with this freguency in all instances>where buﬁgéts are‘
expressed in monthly amounts and/or statistics, since ac-
tual figures on a monthly basis will also be available'

through the routine operation of the accounting system.

Question Fifteen.-~It has already been pointéd out

that individual departments are in the best position to
-prepare their own estimates. Question fifteen seeks to
detexrmine whether or,not‘the respdnsibility for preparing .
these estimates is definitely assigned within the depart-
ment in oxrder to assure some degree of consistency from‘
period to period. The question also seeks to determine
whether oxr not oﬁerall control over the budget.is main-
tained by having one individual responsible for consoli-
dating departmental budgets into a maSter.budgeﬁ. This
individual wouid"most probably be the chairman of the bud-
_get committee, whose other members assist in insu?ing thé

understanding of, and éompliance with, budget policies.
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The.distribufion of the responses to this question shows
that as size increases, the responsibility is more defin-
itely assigned. It appears, howevér,_that both small‘and
medium size hospitals are definitely weak on this point
and that more large size hospitals‘should assign such re¥
sponsibility. 'The'writer recognizes that in some insti-
tutions custom has operated to accomplish the intent of’
the question, even though no written policies exist. Thié
is because certain individuals play a repetitive role in
budget‘preparation and coordination by virtue of their
positions. Thus the con%roller may be habitually expected
to assumevresponsibility for cohsolidating the budget.
Written policies covering budgetary responsibility are ad-
vocated in oxder to preclude the possibility of misunder-

standing and disagreement.

Question Sixteen.--"Has a budget caiendar been estabw
lished?" The budgét calendar similarly is a device de-
signed to preclude misunderstandiﬁg and disagreement. It
also enables individuals engaged in budgeﬁ preparation to
plan ahead in scheduling special projects, trips, etc. and
in‘gathering data to be used iﬁ the preparation of esti-
mates. Table Vi shows small and medium size hospitals to
be weak in this procedure, while large size hospitals are

fairly strong. In the institution with many departments
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and a more complex budgetaryvprocess;ithe budget calendar
would seem to be a necessity. 'Overall;_the majority of

respondents have not established such a calendar.

Question Seventeen.--"Are revenue estimates computed

on a monthly basis?" The American Hospital Association
stateé that "computation of revenue on a monthly basis isb
‘; . . considered highly deéirable and necessary . o . ."27
It is not acceptable, of course, to estimaté reﬁenue'for

a year and to divide the result by twelve, for such'a pro-
cedure does not recognize seasonal variations. Only 60.0
percent of all respondent hospiﬁals compute revenue esti-
mates on a monthly basis. Moreover, small size hospitals
are weak in this regard, since only 42.9 percert prepare

- estimates with such frequency. The writer feels that
there may‘just as nuch, if nét more, need for small insti-
tutions to méke accurate monthly revenue estimates as for
large institutions, because small institutions very prob-
ébly operate on a tighter cash balance and find it more
difficult to obtain short«term_finanéing on short notice.
Medium size hospitals, with 66.7 percent positive replies,

' show average strength in this procedure. Large size hos-

2T pmerican Hospital Association, Budgeting Procedures

for Hospitals (Chicago: American Hospital Association,
1961), p. 14.
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pltals, w1th 75.0 percent positive reolles, OCCdO] a falr—

ly strong p051tlon.

Question Eighteen.-~"Does management have a longétermv

fixéd asset plan?" Although é plan for the replécement;; 1
retirement, and expansion of fixed assets may not be formal
enough to warrant designation as a budget, the writer be-
lieves that such a plan is an integral part of;managementfs
"forward-leaning" posture. Rising constructionVCOsts make
it mandatory for management to consider how future expané
sions are to be financed at a time when private donations,
communi drlves, and governmental grants often fail to
provide sufficient funds. Sloan has pointed out that "area-
wide hospital planning councils" are having a significant
impact on plant and equipment replacement and‘moderni—
zation. 28 Top management should consider the recommend-
ations of these councils when formulating long-range plans
for improvements and expansions. Approximately 55 percent
of all respondents to qﬁestion eighteen replied that ﬁan—
agement does have long-term fixed asset plans. vOnly large
size institutions show a moderate degree of strength in
this respect, 75.0 percent of all résponses for the cate-

~gory replying positively. Medium size institutions show

28Raymond P. Sloan, Today's Hospital (New York: Harpexr
& Row, Publishers, 1966), p. 17.




‘ average strength (62.0 perccnt), and small 31ze 1nst1tu~v
tions show a SLgnlflcant need for lmprovement (30.8 per—

cent positive answers).

Question Nineteen.——"Is depreciation funded?" Table

ITI showed that 88.9 percent of all resoondents to questlon"

three under the sectlon Basic Requlrements for Budgetary

Procedure utilize fund accounting. Table VI shows, how-
evef,'that only 53.4 percent ofvthe respondente to questien
nineteen fund depreciation, A»comparieon of‘answers to
the two questions reveals that, for ali hoepitals,replying;x
eight small size, six nedium eize, and one‘laxge size util-
ize fund aceounting but do not fund depredietion.: The
_American Hbspital Association states that the’Plant Fund

'« « « "carries the resources glven to or set a31de by the
hosplta1 for the purposes of replaCLng and expandlng the
plant assets in the future. Many hospitals, for example,

- "fund" depreciation thfough periodie transfers of cash from
the Operating Fund to the Plant Fund . . . .29 Mikesell
and Hay endoree‘transfers of cash from the'Operating Fund |

to the Plant Fund "in amounts at least equal to periodic

29American Hospital Association, Charts of Accounts
for Hospitals (Chicago: American Hospltal Association,
1966), p l7.» : ,
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depreciation chérges."30' it is noﬁiposéiblé,vof course,
. to determine how many of the hospitals not-funding depre-
ciatibn sét aside cash for the'feplacement of fixed assets
as it becomes available, even though tﬁese tranSfefs may
bear_no relatioh to £he amount of periodié’depreciation
charges.' The writer of this thesis believes that every
institution shoﬁld.give adequate considérationvto funding
depreciation oxr making other provisions for insuring the
availability of sufficientbfunds to finance plant énd eqﬁip~
ment betterment, replacements, and additions.

It should also be pqiﬁted out that another incentive

for funding deoreciatibn arisesvfrom the fact that Prin-

. ciples for Pelmbhrsement for Provider Costs, the publica-

tion of th° Social Security Administration governlng reim-
bursement under Title XVIII of the Social Security Act as
amended (Public Law'89—97), does not require inﬁestment in-
- come from funded depreciation to be used to reduce interest

~expense, an allowable cost for reimbursement'purposes.31

sSummary

In order to summarize the preceding discussion con-

30Rufus M. Mikesell and Leon E. Hay, Government Account-
ing (Homewood, Illinois: Richard D. Irw1n, Inc., 1961),

————t

p. 595.°

3lU S., Department of Health, Education,; and Welfare--
Social Security Administration, Pr1n01ples of Relmbursement
for Provider Costs, 1966, p. 1ll.
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cerning the exiSteﬁcé-aﬁd adequacy of budgetaryiéroce—;
dures,nTable'VIIIFWas constructed, usipg.the rating scale
'éiscussed in the precedingrsection, i.é., 70 to 100 per-

- cent positive resPonseé ("continuous" for question 7,
"comprchensive" for question 1? and "monthly" for questlon
14) eguals a strong ratlng, 50 to 69 percent an average
rating, and less than 50 percent a weak ratlng.‘

AnalySLS of Responses to Ouestlons Concernlng
Manaaellal Uses of Budget Data

Table IX shows the distribution of responées to the.
four questions designed to determine how management util-
izes budget data and the budgetary process in exercising
its control over the organization and in insuring finan-
‘cial stability. The budget is not an end in itself. It
is useful only so far as management uses‘it as an instru-
.ment of control. Horngren statés that budgets, "when adF
ministered wisely, (1) compel management planning, (2)
provide definite expectations that are the best framework
for judging subsequent performance, and (3) promote com-
munication and coordination among the variousvsegments of

the'business."32

32Charles T. Horngren, Cost Accounting, A Managerial
Emphasis (Englewood Cliffs, New uersey. Prentice~Hall,
,Inc., 1967), p. 121.
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TABLE VIII

. RATING OF THE EXTENT TO WHICH BUDGETING
| PROCEDURES EXIST IN HOSPITALS
'OF DIFFERENT SIZES

Question

(See Section C - _
of : Small Medium Large
Questionnaire-- (100 beds (101 beds (Over 300
- Appendix A) ' and under) to 300 beds) beds)
1 Strong Strong Strong
2 Strong Strong Strong
3 Strong Strong - Average
4 Average Strong Strong
5 Strong Strong Strong
6 Weak Weak Strong
7 Weak Weak Average
8 Weak Weak Strong
° Average Average Strong
- 10 Strong Strong Strong
11 Average Weak Weak
12 Strong Weak Strong
13 Weak Strong Weak
14 Average Average Average
15 Weak Weak Average
16 Weak Weak Strong
17 Weak - Average Strong
18 Weak Average Strong
19 Weak Average Strong

Source: Tables VI and VII.
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s

Analysis of Responses to Each Question

Question One.--The responses to question one, shown

in Table IX, indicate that the majority of hospitals reply-
ing do not reéuest reimbursements in amounts sufficient

to cover expected future coperational costs. Large size
hoSpitals are seeh~to be signifidantly more’advanced in
this respect th§n small or medium size hoépitals, i.e.,
57.1 percent of large size respondents base requests for
reimbursement upon expected future operational costs as
opposed to only 35.7 percent of small and 35.0 percent of
medium size respondenté, One respondent with a negative
replyvto the'questionvadded thét third-party agencies (ian
cluding Medicare»intermediaries) pay only for costs
actually incurred. However, the so»éalled "plusg" factor
has been used in reimbursement terminology for some time
’ahd refers to the addition of a spedified percentage of
all other allowable costs. The whole concept of costs
versus.chaxges has a long and complicated history in hos-
pital accounting, but the development‘of the controversy

is not germane to the present discussion.33

337he veader is referrved to Herman M. Somers and Anne
R. Somers, "How Should Hospitals Be Paid," Medicare and :
the Hospitals (Washington, D.C.: The Brookings Institution,
1967), pp. 154-196, for an excellent capsule discussion of
the entire concept of reimbursement.
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Pr1n01ple 2 4 under Tltle XVIII "Payments to Pro;
| v1ders," now state5° -

Interlm payments approximating the actual costs |
of the provider will be made on the most expeditious
~basis administratively feasible but not less often
than monthly. A retroactive adjustment based on
actual costs will be made at the end of the report-
ing period. At the request of the provider, payment
will be made on a basis designed to reimburse cur-
rently foxr serv1ces rendered to beneflc1ar1es 34
It.should be obvious that aaequate recordukeeplng
systems together with accurate budget data will be of much
vbeneflt to h05p1tals at a time when relmbursement formulas
‘are being applied liberally, s1nce those lnstltutlons most
able to support relmbursement requests with adequate backw

up data will tend to receive maximum reimbursements.

‘*Question»TwoommApproximately eighty~two percent of

the respohdents_to;question two replied that budget follow-
up'does include analysis of devietions to determine whethexr
vthey are controllable or non-controllable. All large size
hospital reSpondents perform this analysrs, however, it ie
seen that a largor percentage of small size facrlltles
analyze deviations than do medium size facilities. Unless
'deviationslare analyzed to determine why they occurred,

little value can be seen in budgeting. Management loses

: ' 34U S., Department of Bealth, Education, and Welfare--
Social Security Administration, Principles of Reimbursement

for Provider Costs, 1966, p. 29.




87

some‘deéree of dontrol over oberations andAgivés tﬁe im;

pression that lip-service qnly is being}given»to_budgetary

control. At the same tiﬁe, operating personnel éannot be

" held fésponsible_for‘fluctuations'iﬁ'costs overvwﬁich they‘
:haVe no control. In summary, evefy inéfitution uéing de;

- geting should aﬁélee budget deviations,_breaking thém down‘

info ¢0nérollable and ndn~¢ontrollable eleﬁents,vand pursﬁe

the former to their source.

. Question Three.--"Are variances from budgeted amounts

traceable to individual accounts and responsibility cen-
ters?" The reséonses to quéstion thrée should be compared |
with those‘to question two, since the purpose.ofbseparating
deviations intobcontrollable and non-controllable elements
is to enable the tracing of the former to individual ac-

. counts and responsibility centers. For the_small and large
size catggories, there is perfect cérrelation between ﬁhe
replies to questions two and three. Four medium size in-
stitutions, however, indicatedbthat whilé they do not ideﬁ-
tify conﬁrolléble and nonwcontrollableAportionslcf budget
dé?iations, théy do tface deviations to individual accounts
and reépoﬁsibility centers. This practice fails to recog-
nize a requisite 6f responsibility accountingmacosts‘and
expenditures‘in eéch individual's budgeﬁ-shoﬁld be limited

to those expenses he can control. Top management must look
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to itself for explaining fluctuations in non-controllable

expenses.

Question Four.--"Do you believe that the budget has
been an effective instrument in stimulating cost conscious-
ness . . . ?" This question seeks to determine manage- |
ment's assessment of the degree of success of its budget
program. Certainly, it is difficult to perceive of a suc-
cessful buaget prog ram which has not stlmulated cost con-
scious ness. Welsch says that "the budget system should
include effective control devices which may provide an

incentive for 1nd¢v1&ualsn"35

Success in stimulating cost
consciousness must rest to a large extent on subordinates'
ability to relate the budgetary goals to their particular
situation. Table IX shows that 75.0 percent of all res~
pondents do believe that the budéet has been effective in
“stimulating cost consciousness. The large size hospitals

' shbw the moét strength in this regard (88.9 percent posi-
tive replies). ‘Smalllsize hospitéls have a higher percent-
‘age of positive replies (76.9) than do the medium size.fa~
cilities (66.7 percent). Although no definite conclusibns

can be reached regarding reasons for this relatively weaker

performance'by the medium size hospitals, the writer be-

35g1enn A. Welsch, Budgeting: Profit=Planning and
Control (Englewood Cliffs, New Jexsey: Prentlce ~Hall, Inc.,
1964), p. 368.
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lieves that at least part.of the'explanation is to bé
found in the discussion under quéstion three; where it

was pointed 6ut that four institutions in the medium size
category were apparentiy assigﬁiﬁg'résponsibility for non-
contréllable budget,deviatibns to operatingﬂindividuals.:
This practice would appear to be detrimental to an effort

to stimulate cost consciousness.
Summary

More progress needs to be made‘by all sizes of hos-
pitals in the area of third-party reimbursement rates.
This prpgress in most instances will rest upon improve-
ments in record;keeping, coétmfinding, and budgetary pro-
cedures. Medicare has already provided the stimulus for
much of this improvement. In the areas‘of analyzing bud-
_get deviations and tracing fhem ﬁo their sourée, all size
categories show considerable strength, although several
medium size institutions reveal inconsistency in the prac-
tice of.the two control techniques. Small and large size
hospitals appear to have achieved considerable success in
stimulating cost consciousness by use of the budget.
Medium size hospitals, although showing somé strength as

‘a group, need improvement in this effort.
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TheZInteqration of'Theory and Practice 

It ﬁaé hypothesized thaﬁ exiétehﬁ féilures-to obtaiﬁ
maximum benefits ffbm budgeﬁing result‘from a multitude of
~ causes, varying from institution to institution. Tables
IXI, and V through IX, and the discuééion adcompanying
these tables bear out this assertion. Although a strong
majority of all respondents may be meeting several of the
basic prereguisites for budgetary procedure, significant'
shortcomings are revéaled in meeting others, and the re-
sult‘is a weak foundation upon which to initiate an effec-
tive budget program. This same weakness is fouﬁd when cur-
rent budget procedures are analyzed. Even for the large
size hospitals, which have "strong" ratings in most of the
nineteen rated procedures (Table VIII), there are several
institutions with significant deficiencies. For example,
two out of eight (25.0 percent) large hospital respondeﬁts
have no budget calendars; do not estimate revenue on a
monthly‘basis, and have no longeterm fixed asset .plans.
Finally, it was seen that there is a need for education in
the area of relating budgeted financial needs to réimburse"
ment rates.

It is important to emphasize the possibility that,
although an institution may exhibit a strong budgetary

philosophy, this same institution may be weak in the basic



- requirements fdf»budgetaty ptoeedure and therefore weak
in its bﬁdgetary procéss. It is also possible thet the
1nst1tutlon exhlbltlng substantlal strength in budgetary
phllOSOphy and in the budgetary process itself may lose
'the benefit of budgetlng because its manegement does not
-efully utilize'the data it has available. ’In,order to
assess, on an 1nd1v1dual hospital basis, the degree of
con51stency between theory and practlce; Tabie X was cen-
~structed froﬁ an analysis of all questioﬁnaires, This-
tableishows that six hospitals not using a budget believe‘
that all hospitals.should be using one. The business man-
ager of one small 31ze hospital included in the tabulatlon
.stated that both he and the admlnlstrator were new and had
fallowed,the 1mplement1ng of a budget "o takeva back seat"
for the present, although both felt bﬁdgetihg to be quite»
important. Included in the three mediﬁmesize hospitals
not opetating under a bﬁdget is one institutiOn whose chief
accountant projects costs "over a short and longnterm
pﬂrlod " This individuel eays that engagement in building
programs sometime in the near future may bring budcetlng
into effect. The admlnlstrator of another institution
incluéed in the totai Says that "although I do not operate
undex a'Written budget, I do operate under an infotmal |
bﬁdget, Based on history, current condition, and antici-

pated future business, non-routine expenditures are oxr are
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~not made." The buéinéés ﬁanager.of the one large size hos4
pital adVoéating but not having‘a budget suppléménted the
'returned questi6nnaire with a statement that the facility
v  will begin complete budgétiﬁévin 1968.

- Included in Table X are a fétal,of fifteeﬁ hospitals
which indicate tﬁe exisfence of a sttong budgetary phil-
,osophy but are weak in»existént budgetéry controlé.' Thus,
fit may be said that thevmanggements‘of'these'hcspitals have
not gotten beyond the’talking stagé‘of budgeting‘and may |
be spending too much time on duties of far ieSs value to
the well-being of the institution. Also included in the
‘table are four hospitals whésévbudgetary prdcesses.go all
thexWéy up to the utilization or control phase but break
down at that point. Menagements in these facilities need
to recognize their shortcomings in makiﬁg the budgét an
effective instrument of control while at the same time
.buSing_it to instill a spirit of»co;operation among emn-
pioyeeé S0 thét the entire organizatioﬁ‘becomes cost con~
 scious. | | *

Thislchapﬁer has analyzed in detail the relative
buégetary strengths ané Weaknésses of the three size cate-~
~gories of hospitals. With this backgroﬁnd, it is now pos-
sible tobmake recommendations designed‘to improVe budgetary
phildéophy and procedures in Virginia communiﬁy hospiﬁals

so that managements' efforts to control spiralling costs

will be more effective.



 CHAPTER IV

- SUMMARY AND RECOMMENDATIONSV :

"Generél.—«fhe'budget has long been recognized as
one of the important tools for cost control. This thesis
examines,thévbﬁdgetary philoéophyvand prdcedures'in com-=
munity,:genéral, ndnmprOfit,hosﬁitals_ih the state of Vir-
“ginia. The study was undertaken in ordéfvfd“form a basis
~upon which to ﬁake recommendations for strengthening bud-
getary controls. These fecommendationS”aie made at a
crﬁcial time in the life of thé nation‘s voluntéry hos~-
pitals, for muéhvgovernmental.pressure is being put upon
these hospitals to do soﬁething about stéeply‘rising |
costs. A state-wide study was undertaken because the
writer believes that each state nmust examine its own hos~
pital situation and deterﬁine which are'ﬁhé best avenues
| for effecting iﬁpﬁovementS'in budgetary'controis, It is 
also believed that’educational programs wiil be most ef-
fective if ¢oordinated on avétatewwide’basis.
The study did not undertaké a detailéd examination of
éach voluntary hgspital in the state. It does,; however,

serve to focus attention on areas_of common difficulty

%4
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within each size category of’institution. Any concerted
program directed toward improving budgetary controls must
rec@gnize differences in capabilities and must éléb~rec¢g~

nize the common needs of institutions of all sizes.

Impoxrtant Findings.--It was found that, for both

small, medium, and large size hospitals, manégement does
recognize the ébntributions whichvbudqeting can make to-
ward stréngthening hospital fiscal performance. However,
it was found tha£ lower echelons in the hospital need a.
betterbunderstanding of the budgeting role. 1In analyzing
the existence of basic requirements for budgetary pré—
cedure, it was revealed‘that hospitals of all three sizes
need to devote more attention to improving their account-
iﬁg systems, althoﬁgh iéxge hdspitals,(300 beds and over)
‘are better off in this regard than‘the small and mediUﬁ
size institutions. A strong budget system is not possible
without a comprehensive, accurate, and uniforﬁ acéountingv
system. Medicare has forced hospital management to take
a hard look at accounting deficiencies and, hopefully,
imprbvements are being made, however gradual they may be.
A proper attitude and the eXistenCeggf,prerequisites
are of no value if they are not used to establiSE anrefé
fective budéet systeﬁ, ' In the area of budgetary proce«'

dures presently'béing used, the findings show that, with
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_the exceptibﬁ 6f thé areas of bddget committees‘and de-
partment head partlclpatlon in budget preparatlon, 1arge"
size hospltals, as a group, must be rated 81gn1flcantly
‘ahead of small_and medium size hospitals.

'Finally,_it was found that, from an overall view-

péint,vhospital managements show considerable strength in

. using'what budgetary controls alreédy ekist to (1) pin=-
'point and trace deviations_from plannedvamounts, and (2),v
_stimulaté costwconséiousnesé. vHowever,:a weakness exists
in using thé budget in connection with'reimbursement
 rétes° This weakness is discussed furthex under the sec~-

tlon enult]ed Recommendatlonse

Recommendations

Budgetary Philosophycanudget'education needs more

attention in hospitals than it has beenvgiven in the past.
‘This education should start on a state-wide basis and
work down into the’individual institutions.‘ The appro-
priate stéte affiliates of the American Hospital Associ~‘
ation,_thé American Association of Héspital Accountants,
and any othervoxganizations'concerned with providing hos-
pital services should comﬁence a well~directedvand cooxr=
dinated program designed to provide respon81ble individ-
uals within each hospital with the motivation and tech-

nical knoWledge necessary to familiarize operating per-
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SOhnel with budgétary concepts. ‘it is extremely importéht
._‘that individual managers become aware of the féc£ that |
budgeting can no longei be considered something to be put
off until more time is availabie; The pressurés for |
strengtheningvaccountiﬁg systems and‘manégement‘techniques.
are steadily building, and the choice appears to.be bé~ |
tween{self~admihi5teréd controls and eXternalvregulatory

controls.

Basic Requirements for Budgetary Procedure.--The fol-~

lowing recommendations are intended to strengthen the:
'foundaﬁion ﬁpon whiéh budgetary procedures are buiit.

| 1. Again, éducatién is a necessary starting
point. A strong budget program cannot be superimposed dn
a weak accounting system. Direction and training will
:have‘to stem from a state-wide coordiﬁated prpgtam, where
‘the time and resourceé are available for adapting the
latest advances in accouhting and management techniques to
the specific needs of the hospitalé, both large, médium,
and small. It is felt that the fouhdation‘for such a pro-
~gram already exists in the form of the oﬁganizations pre-=
- viously mentioﬁed,_but’that adequate financial.baning
will have to come ffom'ﬁhe state itself; The interesfs
of the citizens of the state ave at stake.

2. Better means of communication between manage-
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ment and operating personnel and‘between'nanagement and
the medical staff should be emphasized threngheut'theihos-
‘pital. 'Many of.thevweeknesses reveeled in the.area of
budgetary prerequisites are attributable to poor communi~
cation, both downward to.the’lowest echelons ofbthe hos%‘

pltal and ubward to top management These'WeaPnesses in-

»xclude lack of reports from department heads on expected

accompllshments, lack of formal budgeu educatlen for those
involved in budget preparation,vabsence:of formal-written
proceduresvenbthe coileetion'of statiStical activiﬁy data,.
‘and poox nnderstanding between the medical staff and
othet hqspital personnel. Management has'a responsibility
to relate the organizaﬁion's goalS’to everyone in the
organlzatlon if it expects co- ooerat:on in fulfilling
these goalso At the same time, management must be aware
of the need,foi flexibility and personal fulfillment on
the part of operating personnel. Improved channels of
communication facilitate understanding and ceeeperation.
.3; More smaijvand medium size hospitais’should
consider initiation of a pos;tlon contgol planev Such a
device facilitates benter control over labor in that it
matches projected work loads with the positions necessary

: tb_accomplish these loads. It is'generally écknowledged
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- that thé nation's hospitals face a-manpowef criSis.l Aﬁy
- form of strengthened control over 1ab0i wouldvtheréfdfe
. seem essential. |
| 4, More small and medium size hoséitals need
. to recognize fhe opéortunities that automation presents-to
_‘réduCe'cierical‘time and to provide acéountiné and statis—
“'ﬁical_information-on a more timely basis. Joint computer
_centets, serviéé bureaus, and arrangémehts to use equip-
ment on the manufécturer's premises all hold perisevfot
the.fa¢ility that cannot afford its own equipmeﬁt and
'sfaff,. It should also be pointed out that many levels of
equipmeht below the computer range can be used to reduce

record~keeping time.

Procedures in Budgeting.--Suggestions for stxengthen—

ing budgetary procedures are as folloWs:

- l.. A committee should be established in each
hospital to make a detailed study of (1) existent budget
practices, if any, (2) how these practices compare with
published guidelines, and (3) what needs to be done to

-~ effect improvements. This committee should be responsive

- lgee for example Hexman M. Somers and Anne R. Somers,
Medicare and the Hospitals (Washington, D.C.: The Brook-
ings Institution, 1967), pp. 96-129, for a discussion of
labor problems throughout the entire spectrum of hospital
operations. ‘
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tbvdeveiopments'in~the field of budgeting and Shoﬁld work
closely with state hoépital 6;ganizations.

2. Budgetslshould be exétessed in guantities
band time units as well as ih dollars;,and actual statis-
tics shbuld be coﬁpaxed with budgeted statistics at’regun
lar intervals. Suéh a pracﬁice'gives managemenf a measure
bf productivit§ and'bettér control than the practicé of
merely comparing doilar amounts.

| 3. -Continuous budgeting is preferable to peri-
odic budgeting becaﬁse itvforces management to?give care-
ful consideration to the future on arcontinuingvbasis
rather,than four times a year 6rbonce a year. The budget
thus becomes more useful as a means of planning and con- |
trol. |

4. More small and médium size hospitals need
- to compare actual productive hours by départment with
budgeted productive hours on‘a periodic basis. This is
an important part of labox cost control. The practice
permits the neasurement of depaxtmental productivity
trends and spéflights those departments needing attention
because of declining productivity.

5. Short-range cash forecasting should be prac-
ticea‘by the managements of all hospitals, regardless of
- size. MOSt‘hOSpitalS operate on a very tight cash balance,

and the planning of cash receipts and disbursements is



o101

essehtial.

| v'6. All Lhree sizes of hospltals reveal a need
ifor the more wide- spread use of budget commlttees. Thesef
'commlttees are recommended in order to pinpoint the re-
sponsibility for proper planning ana‘conerol of the bud—
.getary process. | ' e | |
7. More nedlum size hospltals need to 1n1t1ate
, comorehen31ve versus partlal buagets, Comprehens1ve budm
~gets (operatlons, ash and plant and- equlpment) cover
. the full scope of hospital operatlons end insure that
‘pfOPer attention is_givenyﬁo the interreietedhess of all
.operations. | | -

w 8. Too fewbsmalleand‘large eize hospitals per—
mit department heads to discuss their proposed estimates
with the'adminisfratof. Tﬁese discussions shodld be en-
couraged,’becauee they not only‘give'the administratoi
‘the opportunity to obtain a more complete understanding
- of the problems peculier to'eaCh department, but also'give'
him the oppoitunity to elicit greater eo~operation:from
each department head‘by‘personaily impressing upon the
latter the overall goal represented in the budcet |

9.: Forecasts need to be compared with acLual
stetistiCSIOn a moxre frequent basis by hospltals in all
thfee size.cateQOries. This comparison should be done

monthly. Six-month or even three-month old deviations
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ate difficult toﬁtréce énd‘exp1éih..
- 10, vfoo few small and mediuﬁ size'hospitals
 utilize a budget'calendar,. Such a célendar should be used
'because it éstablishes'définiﬁé dates fér the.submissioh |
- and accumulétion of,esﬁimatés. It éhouid also éléar up
considerablé misundérstanding concérhing due-dates.

11. Monthly reVénue estiﬁates.need to be com-
putéd by mbre.small and‘medium size hosPitals.- In addi-
tion, more'shortwraﬁgévcash forecasting shouid‘be done. |
Manégémént must often plaﬁ ahead in order to'obtain shértﬁ
term financing for bpéréting and capital ﬁeeds. Monthly
estimates may also facilitatebshortmterm invegtment plan-
ning. | |

12. Sﬁall size facilities reveal a paiticular
need for.giﬁing ﬁore attention to fixed asset plans. Méd—'
ium size'hOSPitals as a.group_are stronger in this area,
but‘room’for improvement exists. It is recommended that
management realisticélly appraise the future fixed éap—
ital needs of the institution in the light of community
trends and trends in medical care. It is recommended that
management work closely with area~wide‘hospital planning'
councils in order to minimize the duplication of facilities
and the wastevofwresources. | |

13. Tt is recommended that all institutions fund

depreciation in order to insuxe the availability of suf-
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ficientbfunds to finance plant and eqnipment betterment,

replacements, and additions.

Managerial‘Uees of'Budgethata.~»The following recomé

mendatlons are made 1n order to lmprove management s use
of aata supplled by the budget

1. As pointed out in Chapter II1Y, Medlcare pro-
.VLSLens call for 1nter1m monthly payments approx1mat1ng
actual costs to be made to the prOVLder of medlcal ser-
vices. It was also p01nted out that the "plus" factor,
the addltlon of a specxfled percentage of all other allow-
able costs, can make a,s;gnlflcant difference in the‘ameunt‘
of reimbursement to the hospital. Medicare reguiations
require, nowever, that providers furnish the Social Secur-
ity AdministratiOn with "adequate cost data . . . based
on their financial and stetistical records which must"be
capable of verification by qualified auditors."? It is
yecommended that all hospitals consider the opportunities
which carefully formulated budget amounts can provide for
securing interim reimbursements in amounts adeqnate'te
1cover the financial needs of the institution. Inbfact,

a proposal has already been made that hospitals use their

2U S., Department of Health, Educatlon, and Welfare--
Social Security Administration, Pr1n01ples of R01mbursem
ment for Provmder Costs, 1966, p. 27.




projected budget costs és a‘basis for intexim Medicare_ 
payments, thus permitting the review of expenditures before
" the money is spent.> New Yérk City's Blue Cross organi-
zation already asks its hospitals to submit their opera-
ting cost forecasts for the year ahead as a basis for
determining interim Medicare payments.4 

| 2. Finally, it is recommended that hospital
management.become aware of the revolutionary changes.in
medical care now occurring and destined to occur in the
- years ahead, and that it adapt policies tovsuccéssfully'
, adjusf to these changes. The Somersrhave depicted the
hospital scené a decade or so hence andvproject the follow-
ihg developments:

(i) There will be less emphasis on the con-
struction of new facilities and more on modern-
izing and increasing the size of existent facil-
vities.

(2) Multiple'hospital units under single
management will arise, thus ?ermitting the econ-
omies of scale and the pooling of scarce manager-
ial talent.

(3) More co-operation between hospitals will

- 3somers and Somers, loc, cit., p. 250.

4ipia.
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be seen, especiéllyvin the referrél ofvspecialu
iZed caseé to those institutions best éapable:
of handling them.
| (4) Costs will continué to rise. Per.diems
averaging $100 are foreseeabie. Because of this
prospect, more effective cost control will be v
'essential. This control must be a combination_
of "strengthened internal»o;ganizatiéh and man-
agement, external sﬁrveillance and régulation,
and efféctive community health planning."5
(5) ‘Boardé of trustees will‘recognize the
need for "strong management, long-range planning,
and rational relations with the rest of the com-
munity."6
Some administrators may look upon the above recom-
mendations as impractical or too costly to institute. In
nost cases, however, such an attitude will prove to be
: short«éighted. The nation's hospitals are being asked
to provide more extensive, better quality medical care
than ever before. As a result, managément canno£ afford
to rely on experiences of the past, intuition, and

strong, one-man control to effectively steer the institu-

Stbid., p. 287.

61pbid., pp. 270-286.
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ﬁion‘into an uﬁcertain tomoxrrow. Efféctive ménagement
and accounting techniques do not waété:time aﬁd_moﬁey;
On the contrary, they éave precibus ﬁanagerial_time andh
{ preserVe'fuhds becausebof:proper planning,‘coordinating,
~.and controlling of institutional resources. .Management 
" needs to show the consuming public'that it'isvconcerned
vabout rising hospital costs. The most éonvindiﬁg wayvtd 
evidence this concern is to promote all poSsibiefﬁeans of
combating this rise in costs. BudgetinQ is oné of these
means. vBy’following'the_redémmendations of this,thesis; 
hqspital management.qan have a budgetary system which wili
be an effective weapon against escalating‘hospitalvcdsts.:'

Budgetary reforms should not be delayed further.



Name of Hospital

APPENDIX A

"BUDGET QUESTIONNAIRE

Location

Number of Beds Bassinets Number of Accounting

Individual completing questionnaire

Position

A. Budgetary Phi1osophy:

1.

Personnel

NO

Would you agree with one writer who has
stated that the area of financial bud-

- geting is probably one of the best

understood areas of hospital operation?

YES

Do you agree that all hospitals should

be operating on a budget, i.e., a basic
plan through which expenditures for all
purposes and revenues from all sources

may be forecast and controlled?

- Is the budget of thlS institution a

financial measure of a preconceived
and accepted program, i.e., the overall
policy based on objective?

Is the budget considered a tlmemqaver
rather than a burden?

Do you believe that the idea of budget—-
ing has bad connotations in the minds of
a significant number of personnel 1n
your institution?

107
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YES

NO

Basic Requirements for Budgetary Procedure:

1. Does administration on a daily basis
know 1) daily patient census, 2) in-
come record, 3) cash balance of the
operating account?

2. Do department heads submit repoxrts on

what they expect to accompllsh durlng
the coming year?

3. Is fund accounting utilized? (Fund
accounting refers to the segregation
of the h05p1cal s resources, obli-

~gations, and capital balances into
logical groups according to legal
restrictions and administration re=-
- guirements.)

4, Is a position control plan in use?

5. Is there a formalized organization
chart?

6. Has the controller/business manager
developed a formalized Inservice
Educational Program on Budgeting to
be given to all people involved in
the budgeting program?

7. Do department heads periodically

develop a position paper indicating
the experience of the past, justifi-
cation of present or increased per-
sonnel complement, and some pro-
jections for the future?

8. Do all those involved in budget prep-
aration have an understandlng of the
© service ideals of the institution,
as well as of its financial goals?

9. Does the chart of accounts break down
direct costs (amounts of outlay in-
curred for the particular purpose of

~each department) into departmental cate-~
‘gorlec based upcn responsibility and
activity?




10.

1.

12,

13.

1.
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"~ YES

‘NO

Are there formal written procedures
on what statistical data will be

collected for each activity and the
manner in which it will be accumu-

vlated°

Are hlstorical costs classified into -
fixed and variable elements?

Do you believe that there is adequate

1understand1ng between hospital pexr-

sonnel and medical staff regarding
the expectations of the medical pro-
fession and the operating pfoblems
of the hospital? :

Have any phases of the hospital's‘
accounting routines been automated?

If so, briefly indicate what areas.

Procedures in Budgeting:

Is the budget,flexible, i.e., respon-
sive to changes in operations?

-Are budget reports utilized?

If budget reports are used, do they
show comparative data for other

- periods?

Are projected financial statements,
i.e., a projected statement of rev-
enue and expense, a projected balance
sheet; a cash receipts and disburse-
ments forecast, and a projected cap~
ital expenditures report, an 1ntegral
part of budget preparatton’

Is the budget prepared on a basis com-~
patible with the classification of
accounts7 '

Are budgets expresged in guantities or

time units as well as in dollaxs?



10.
11.

12.

13.

14.

15.

16.

17.

each month/quarter.)

Is there short-range cash forecasting?

Is there long-range cash forecasting?

1110

- YES

NO

Please indicate whether continuous or

.periodic budgets are used. (In this

questionnaire, continuous budgets are
those which are reviewed, revised, and
projected one month/quarter further

Are actual productive hours by depart-
ment compared with budgeted productive
hours on a periodic basis?

Is there a budget committee?

Please indicate whether you prepare
comprehensive or partial budgets.

(For purposes of this questionnaire,
comprehensive budgets consist of
operations, cash, and plant and equip-
ment budgets, whereas partial budgets
represent only certain activities,
such as payroll, capital expenditures,
or cash.) :

Does each department head discuss his
proposed budget with the administrator?

Please indicate how frequently fore-
casts are compared with actual sta-
tistics, revenue and expense, in order
to determine the effectiveness of the
financial program.

Does the formalized budget plan in-
clude a definition of the responsibil-
ities for the preparation of the de-
partmental estimates and the accumu-
lation of the various forecasts into

a master budget?

Has a budget calendar been estab-
lished?

Are revenue estimates computed on a
monthly basis?




18.

19,

Co111

YES

NO

Does management. have a long term flxed
set plan°

Is depreciation funded, i.e., are

periodic transfers of cash made from
the Operating Fund to the Plant Fund?

D. Managerial Uses of Budget Data:

1.

_costs rather than on past experience?

Are rates used in requests for reim-
bursement from third-party agencies
based upon expected future operational

In budget follow-up, are deviations
analyzed to determine whether they
are controllable or non-controllable?

Are variances from budgeted amounts
traceable to individual accounts and
responsibility centers?

Do you believe that the budget has
been an effective instrument in stimu-

- lating cost consciousness (alertness

COMMENTS ¢

to opportunities to keep costs at a
minimum) ?




APPENDIX B

TOTAL EXPENDITURES AND AVERAGE EXPENDITURES
' - BY HOSPITAL SIZE FOR SELECTED
INSTITUTIONS IN THE STATE
OF VIRGINIA--1966

Number of . ' - Average Hospital

Size Institutions Expenditures Expenditures
Category Reporting* (in thousands) (in thousands)
Small
(100 beds o ‘
and under) 19 . $10,746 $ 565.6
Medium '

(101 to : ' ‘ .

. 300 beds) 24 47,081 1,961.7
Large |
(Over 300 » , v

beds) 9 43,863 - 4,873.7

Total 52 $101,690 $1,955.6

' ' Source: American Hospital Association, Hospitals,
XLI (August 1, 1967), 1-20. -

*Phe totals for each size category do not agree with

those in Table I, Chapter III, because several hospitals
did not report expenditures.
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' BUDGETARY PHILOSOPHY AND PROCEDURES IN COMMUNITY, GEWERAL

NON-PROFIT HOSPITALS IN THE STATE OF VIRGINIA

by
Jeffrey Robert Barnes

ABETRACT

This thesis examines the budgetary philosophy and bud-
getary procedures found in community, general, non-profit
| hospitals in the State of Virginia, for the purpose of making
recommendations for strengthening budgetary controls. In-
creasing demands are being made upon the nation's hospitals
to make every effort to control steadily rising medical costs.
Hospital management can no longer ignore the imp@xtaat con-
tributions which effective budgeting can make toward control-
ling costs.

In order to gather data, a @meahiennaire'was.mailed‘tm
all community, voluntary hospitals in the State. Questions
were classified under four headings: budgetary philosophy,
basie requiremeﬁts for budgetary procedure, procedures in
budgeting, and managerial uses of budget ﬁata.

Responses were tabulated by three size categories:
améll (10¢ beds and under), medium 1101 to 300 beds), and
large {(over 300 beds).



The main conclusions of this study are:

(1) The managements of most institutions recognize the
e@atribuﬁioms wﬁiahfhuﬁgeﬁiﬁg‘¢an_maka\tawafﬁ strengthening
hospital fiscal pegﬁaﬁmance, but the medical stafﬁ‘and agar4
ating personnel need nore awéran&ss of the budgeting role.

(2) Hospitals of all three sizes need to improve their
a&aQun&ing systems before effective budgetary controls can
be initiated.

(3) Large size hospitals are significantly ahead of .
medium and small size institutions in the use of budgetary
proceduras. | ; o

(4) Although most hospital managements show consider~- -
able strength in utilizing mh&ﬁ_buégataxy controls they
already have to control unfavorable financial trends, few
use budget data to aﬁfaéﬁ adequate reimbursement §xam»thiré*
party agencies. |

Recommendations are designed to £uxﬁhar_budg¢t education,
correct existing accounting and budgeting deficlencies, and
improve management's utilization of budgaﬁ data in reimburse-

ment requests.
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