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INTRODUCTION 

Universal Concern with Medical Carec--There are few 

institutions which are more vital to our lives than the 

hospital, for sooner or later we all come to know at least 

some facets of its operation. One writer has stated that 

the "rising demand for medical care all over the world is 

no-I.: capricious, and it is.unlikely to abate.in the future." 1 

One need not 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 hosp!tal personnel. The need for 

optimum utilization of available resources and for long-· 

range, innovative planning :i.s apparent. For those who must 

cope with the imrnediacy, however, control over rising costs 

presents a problem that has escaped solution to dateo 

of 1957-1959 throug-h 1966, medical care costs increased 

---~-----

1Jerome Pollack, "rl'he Voice of the Consumer: Cost, 
Quality, and Organization of Medical Services, 11 Hospitals, 
Doctors, a.nd the Public Interest., ed. John H. Knowles ---
{Cambr".:fa.'ge-;-·I1as_s.ac1111settS:I:1arvard university Press, 1965), 
p. 188. 

l 
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130 percent, more than any other component of consumer 

spending. 2 The increase from 1965 to 1966 alone was eight 

percent. 3 The unhappy prospect is for a continued esca-

lation in medical costs at a rate which will far exceed 

that of the. general cost-of-living index. 4 The economic 

reasoning for this escalation is not difficult to under-

stand, but the consuming public has refused to accept the 

medical profession's explanation, i.e., that in high labor 

cost-service type enterprises, including hospitals, pro-

ductivity cannot be increased proportionate to salary in-

creases. In manufacturing, productivity. gains often off-

set a portion of the wage increase. Of the increase in 

per capita expenditures for medical care since 1948, only 

about one-third reflects an increase in individual volume 

of utilization, the remaining two-thirds representing 

price rises. 5 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, Bducation, and Welfare Indicators, February, 1967; 
p. s-15. ·---~----

3rbid. 

4 11 Folsom Report, The Governor's Committee on Hospital 
Costs: Sui:nmary and l!':i.nding·s, 11 N .~St~___i!our11al of M~~i­
cine, August 1, 1965, cited by 'William J. Mueller, 11 F1n-
ariC'fal Management; n Ho~~s, XL (April l~ 1966), 73. 

5Pollack, £12.· ci~., p. 195. 
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full costs. At the same time, however, he.is faced with 

prohibitive hospitalization rates and physicians' fees 

and relentlessly climb.fng premiums for hospitalization in-

surance. In view of this unhappy development, the consumer 

of medical services has taken more interest in the oper-

ations of his local community hospital and is increasi~gly 

asking for explanations of the various charges on his hos-

pital bill, even though he does have insurance coverage. ·· 

Hospital accounting must provide the data to support these 

charges. 

The Role of Bud9:eting.--In a rapidly changing world, 

hospital services cannot be static. Improvements are con-

stantly being made to provide better individual and more 

extensive service to the community at large. Just as 

there are new developments in medical equipment and tech-

niques, so there must also be developments in the manage ... 

ment aspects of hospital operation. The successful man-

agement of today's hospital presents a challenge in the 

effective utilization of the latest advances in managerial 

and cost accounting, personnel administration, psychology, 

public relations, finance, and many other fields. An 

essential part of successful business management is plan.;. 

ning future operations through budgeting. Hay and Seawell 

have put the case for budgeting hospital income and expen-
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ditures ahead of that for the business corporation since 

hospital deficits will necessitate outside financing to 

enable the institution to continue operations. 6 Yet bud-

get programs, while more widely used than ten years ago, 

are still not as common as they should be. There are 

numerous reasons for this slow progress, but perhaps the 

most significant has been the lack of uniform accounting. 

Inconsistency in methods of accounting and the adoption 

of procedures as a result of individual inclination have 

made it difficult to arrive at realistic cost figures and 

budget estimates. This in turn makes it difficult to 

justify prices to the public. Boards of trustees are 

realizing, however, that the public concern over hospital 

costs can be answered appropriately only when prices are 

set at rates that reflect the cost of rendering the ser-

vice. There is a direct relationship between budgeting 

and rate setting. 

Purpose_gf the St~~X 

This thesis examines the budgetary philosophy and 

budgetary procedures found in community,. general, non-

--------·-------·----
6Leon Ee Hay, ~dgeti.~.<q_-~~lx.§1.~~~. 

pital Management (Bloomington, Indiana: University Publi-
c~-f~fsfff;-·p. 4 and. 

Lloyd Vann Seawell, P:sin<~i:J21~-~HosEJ.~<?.~­
ing (Berwyn, Illinois: Physicians' Record Company, 1960), 
Pe 3. 
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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 institutions 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 causes of the limited budget progress made among 

the hospitals taken as a whole. 

Scooe.--It was decided to concentrate on the volun-
tL • 

tary hospital as opposed to the. g·overnment and proprietary 

types because the major needs of our population are met 

by, and the high standards of today's medical care are 

largely attributable to, the non-profit voluntary insti-

tution. Raymond P. Sloan describes the voluntary hospital 

as 11 a public enterprise conducted under private management. 

It is sponsored by boaxds of men and women, representative 

of the communityr who are legally and Iµorally responsible 
-

for its professional services, properties, and policies."' 

This thesis does not attempt to investigate cost finding 

methods, although an accurate and uniform system of col-

lecting and classifying cost data is essential for ef fec-

tive budget utilization. 

?Raymond P. Sloan, Today's Hospital (New York: Harper 
& Row, Publishers; 1966)-;-p-:-·-~--·-
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Methodology.--In collecting data concerning budgetary 

philosophy and procedures,.a questionnaire was des~gned 

(see Appendix A) and mailed to the administrator·s of the 

hospitals included in the study. Chapter II, "Methodol-

~gy," outlines this questionnaire in detail. 

Si2nificance.--The need for bu?getary controls has 

lo!lg been ~ecognized by most successful profit-type organ-

izations. Many non-profit voluntary hospital management 

teams have similarly recognized the value of these con-

trols. Much, 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 pract~ces may be part of the 

reason that little, if anythi!lg, has been done in Virginia 

in the form of surveys or studies to determine existent 

attitudes and procedures. Although it is realized that 

the bu~getary procedures for a 500-bed institution will 

differ from those for a forty-bed institution, the aim of 

man~gement is t.he same, i.e., the formulation of a plan 

which will serve to direct and guide. No administrator 

will admit operating on the "hoping to come out 11 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 
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hospital budget philosophy and procedures, areas of sub-

stantial agreement and disagreement may be pinpointed·and 

related to variables such as size and number of accounting 

personnel. In this manner, it is anticipated that recom-

mendations may be formulated for strengthening budgetary 

controls. 

In order to guide the investigation, the following 

hypotheses are formulated and provisionally adopted for 

testing against the data: 

1. Regardless of institutional size, some degree 
of budgeting is generally recognized 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 direction, but rather 
from a multitude of causes, varying from in-
stitution to institution. · 

Selected Definitions 

In designing the study questionnaire (see Appendix 

A), an attempt was made to clearly define those technical 

hospital and budget terms which appeared to be subject to 

varying interpretations. This was accomplished on the 

questionnaire itself in order to facilitate the respon-
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dents' replies to the questions. These definitio.ns were 

formulated from publications 6_f the American Hospital Asso-

ciatlon, the American Association of Hospital Accountants, 

and various authorities in the field of hospital account-

i~g. The following additional terms are defined in order 

to clarify l~ter discussions. They do not necessarily 

appear in the ql.1estionnaire: 

1. 

2. 

3. 

4. 

5. 

Occasions of Service.;...-"Units of measurement of 
hospital ac-ffvities. 118 This unit of measurement 
varies, of course, with the type of activity, 
e .• g., "patient days" and "examinations." 

!3?.c?-ge;_tari s-=on.'!_:;-ol. --"The full procedure of plan-
ning, formally recording the plans!.. and compar-
in~ actual with standard figures."~ 

Total Costs.--All indirect and direct costs of 
anactTvity.10 

Cost Centers.-- 11 Units (departments; subdivisions 
of departments, functions, or activities) whose 
costs are being determined. 11 11 In this thesis, 
the terms cost center and "responsibility cen-
ter" are considered-to be synonymous, since both 
imply ultimate responsibility by an individual. 

Cos~~n~sis {Cost Finding). --"The process of 
recasting the data derived from the accounts 
ordinarily kept by a hospital to obtain costs 

--------------·--------------------
8Am.erica.n Hospital Association, !3Ud_5;Letini~· Procedures 

for Hospitals (Chicago: American Hospital Association, 
1961) , }?:-a:- ' 

g ' . 1 ' t' C ' ' d' f H . American Hospita · Associa 1on, os·c: Fin ing or os-
E:i:-.t~~ (Chicago: 1>.merican Hospital Association, 1957-r;---· -
p. 97. 

lOIJ?:°L':l • , p. 11. 

11rb~ :i · 22 __ :.:s!, • I J? • • 
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of services rendered. 11 12 Cost analysis, then, 
may be viewed as the link between the account-
ing system and budgeting. 

Plan of Analysis 

Chapter I will review the objectives and requirements 

of budgetary control as appearing in the significant lit..;. 

erature on the subject, discuss some of the reasons for 

increased emphasis on the use of budgets, and point out 

some of the peculiarities of hospital operation that com-

plicate, but do not alleviate the need for, accurate fore-

casts and control of costs. Chapter II will describe the 

methodology of the study. Chapter III will analyze the 

responses to the study questionnaire in an attempt to 

relate actual practices in Virginia hospitals to guide-

lines in the professional literature. Chapter IV will 

. give conclusions and recommendations based on the data 

in Chapter III. 

~~-----

12Ernest c. Laetz, "Accounting's ••• Contribution 
to Administration, 11 Hosp_:b:ta.1 A~~~~, XV (February, 
1961) f 3c 



CHAPTER I 

AN ANALYSTS OF' THE ROLE OE' 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 the entire field of 

hospital accounting was neglected for a number of years 

by the majority of those engaged in health adm.inistration. 

In the last several years, however, the growth of third-

party reimbursement, rising medical costs, and more public 

concern with community medical facilities have all oper-

ated to force hospital managements into more sophisticated 

accounting methods. Concomitant with this recognition of 

the need for improved accounting, several academicians and 

practitioners began to cover the subject of budgeting in 

more detail. The following discussion summarizes those 

books and articles which give some insight into the areas 

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, iri preparing the bu~get. One such source of infor-

:mation--audited financial statements--has perhaps assumed 

more significance today than ten years ago when his.com-

prehensive text first appeared. MacEachern also empha-
' . 

sized the role of department heads in .budget preparatio~ 

and in controlling activities in their own area:s. 1 

·.Successful bu~gets have been taken out of the narrow 

context of financial plans and into the broader area of 

operational plans by numerous contributors to budgeting 

literature during the last ten years, including Leon E. 

Hay, James L. Peirce, Lloyd Vann Seawell, Philip J. Taylor, 

Benjamin o. Nelson, and Glenn A. Welsch. 2 Hayis widely 

used text presents concise definitions of many budgetary 

terms and. gives detailed examples of application of the 

concepts involvea. 3 Peirce has shown much ins~ght into 

1Malcolm T. MacEachern, Hospital Organi,~ation and 
Mana~~nent (Chicago, Illinois: Physicians' Record 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 the 
Hospital and the Community," Southern Ho~pitals, XXXIV 
(January, 1966), 36. 

3Leon E. Hay, Bud9eting and Cc;>~ f,:\nalysis for Hos-
pital Manageme1~ (Bloomington, Indiana: University Publi-
cations, 1958). 
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the htunan aspects of budgeting, aspects too frequently 

overlooked by well-intentioned but short-sighted planning. 4 

The works by Seawe115 and Taylor and Nelson6 were both 

published in 1964 and delve into the threefold budget pur-

pose of planning, coordinating, and controlling. However, 

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 booko Welsch has developed perhaps the most in-

tensive application of the tithree recognized functions of 

management" (the planning function, the coordinating func-

tion, and the.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 bu~get officer. Welsch also describes the implemen-

tation of an effective budget education program. 7 

4Jack I-.1. Peirce, "The Budget Comes of Age," Read:!:,n~ 
in Cost Accountingf Budgeting, and Control, ed. William E. 
TE.OrriaS;-Jr :-(cliicagO:'·--south-westeiiiJ?UEIIshing co. , 19 ss > , 
pp. 130-139. . . 

5Lloyd Vann Seawell, Ho~ital Accounting and Finan--
cial Management (Berwyn, Illinois: PhysTcian-s' Recora~m­
pany-;-1%4-), pp. 2-19. 

6Philip J. Taylor and Benjamin o. Nelson, Management 
Accountin9".._..:!_or_~ELt~l_~ (Philadelphia: w. B. Sau~ 
Company,, 1964), pp. 146-150. 

7Glenn A. Welsch, Budgeting: Profit-Planning and Con-
trol (Englewood cliffs, Te\:rJersey: i»reri:ITCe-=HaTr;-tnc:;-
i957), pp. 5, 25, 365-371 •. 
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Throughout the articles and books cited above as well 

as many others on budgeting, th~ reader can perceive an 

application of scientific management to the problems in-

herent in an increasingly complex economic environment. 

Intelligent and intensive thinking about the future may 

seem like a painful process, but the pain involved iri 

failure due to lack of planning is manifestly greater. 

Factors SUEE~rting the Use of Budgets 

The Threat of Governmental Interventio~.--Many indi-

viduals in the hospital field today fear that the voluntary 

health system is in danger of eventual government take-

over. Although various reasons are projected to support 

this fear, 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 total budgetary process, adequate plan-

ning will reveal developing trends and spotlight the need 

for alternative, less costly, actions where appropriate. 

An example of this involves the whole area of the compu-

terized information system. At first glance, the extra 

cost of computer programming may seem to preclude the con-

sideration of replacing a punched-card accounting system. 

However, the improved 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 Objective~.· ~-It would 

be almost inconceivable to ask the president of a large. 

company what the long-range objectives of the concern are 

and to receive the reply that there 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 

establish definite objectives, which would probably in-

elude a standard of performance, an outline of services to 

be rendered, a plan for expanding facilities as community 

needs grow, and plans for financing these progressive pro-

. grs .. ro.s. Peirce has described budgeting as "a trained, dis-

ciplined approach to all problems. 118 Budget preparation 

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 
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as demands for reduction or minimization of any increase 
9 in patient or third party charges. 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 administration field 

of the need to establish fiscal. goals. The properly de-

signed and used bu~get 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 

standards of performance and controls based on accepted 

accounting practices if management is to have confidence 

in the financial statements. Effective utilization of the 

concepts of responsibility accounting within a framework 

of strong budgetary controls can go a long way toward 

giving management this confidence. By identifying and in-
. I 

vestigating deviations of actual performance from budgeted 

perfm .. "mance, 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 E'actors 

in 1967 Hospital Budgeting, 11 ~~!;To~pit<!2-S.r XXXIV 
(December, 1966), 24. 
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organization. It should be remembered that internal con-

trol refers not only to reducing losses from dishonesty 

and errors, but also to the promoting of operational effi-

ciency by_ getting the most 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 officer, 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-

plishment of predetermined objectives. These. group meet-

ings may also promote better understanding of the problems 

faced by each department 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 

upon department head recommendations. At the department 

head meeting, the administrator has the opportunity of 

discussing projected requirements in the presence of repre-

sentatives of all departments concerned and may thereby 

avoid f:d.ct.i.on. when some requests have to be denied. 

Another example of co-operation resulting from budget meet-
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i~gs lies in the area of operating supplies. If the pur-

. chasi~g agent has a monthly projection of medical and 

su:i:-gical·patient days, he may be able to affect savings 

by adjusting his purchases of supplies to take advantage 

of volume discounts or by maintaining inventories at a 

sufficient level to meet demands and at the same time min-

imize losses from spoilage or outdated drugs. 

Unique Aspects of Hosp,i:._tal Accounting 

In order to understand the problems inherent in bud-

. geti!lg hospital operations, it is necessary to rec~gnize 

the difference in hospital accounting and accounting for 

conunercial concerns, where budgets have a far longer his-

tory. Some administrators claim that ~here are too many 

variables involved in hospital operations and that the 

preparation of meaningful, comprehensive budgets is not 

feasible. However, prudent management will recognize the 

following unique aspects of hospital accounting and will 

overcome these difficulties by thorough invest~gation, 

study, and research preliminary to budget preparation. 

~neral Ndn-Competitiveness·of Hospitalso--Even before 

the P,assage of Medicare - Title XVIII of Public Law 89-97 -

hospitals received~much of their income from third-party 

agencies. Voluntary hospitals exercise little control 

over the types of patients admitted, and thus the percent.,. 
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. age of uncollectible accounts is ordinarily higher than.in· 

a commercial concern, where Dun and Bradstreet credit rat-

i~gs and other methods for measuring a potential custom-

er's ability to pay are available. 1° For the budgeting of 

revenues, man~gemen t will certainly need· .to keep track, on 

a year-to-year basis, of the percen:t~ge of total income 

derived from individuals not covered by hospitalization 

insurance and the percentage of uncollected billings to 

these individuals. 

Diversity of Revenue Sources.--Hospital revenues 

arise from many sources, such as services rendered to 

patients, tuition fees for educational programs, donations 

from foundations and individuals,. grants from_ governmental 

agencies, concession sales, and other miscellaneous sources 

including investments and telephone service. Most busi-

ness 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' performance, etc.. Although there are 

many more variables to consider in preparing revenue esti-

mates for hospitals, guidelines do exist and management 

must develop.sound budgetary procedures in order to arrive 

lOE~nest c. Laetz, "U~ique Aspects of Hospital Ac-
counting," Hospi~al Accounting, XVII (June, 1962), 15. 
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at estimates that are neither too conservative nor too 

optimistic. The interdependence of the revenue budget and 

the expenditure budget means that poor estimates could re-

sult in decisions which adversely affect the future fin-

ancial strength of the institution • 

.!.!!Wact ~f Stand-by F~Eilities.--The. goal of the hos-

pital is service to the patient; 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 detennine the direction in which firm 

resources are utilizede In the hospital, however, manage-

ment must be ready to meet the needs of the patients, and 

it is not possible to release personnel due to a decrease 

in patient volume, unless this decrease represents a def..,; 

inite trend rather than a temporary fluctuation. Similar-

ly, equipment cannot be dismantled and scrapped simply 

because it is not being utilized at a certain percentage 

of capacity. This.equipment must even be maintained for 

E.O~tial use. Thus, "readiness-to·=serve, 11 11 stand-by, 11 or 

more co:rrnnonly, "fixed costs 11 represent a significant por-

tion of the total hospital costs. These fixed costs must 

be carefully considered when budgeting expenditures 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 indirectly responsible to the 

administrator.11 This problem of dual control is pointedly 

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 doc.tors are 
generally unwilling to accept the burdens and taskso 

· On the other hand, in the da.y-to-day running of the 
hospital, they are unwilling to accept control by 
laymen. · 

Merely by stressing 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 continuing responsibility to act in a similar 
way in succeeding situations.12 . 

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 b~ pointed out that 

the medical staff is a valuable source of information and 

opinions on long-ra~ge developments, and the administrator 

11rbid. 

120. Hall, "Some Problems in the Provision of Medical 
Services," Canadian Journal of Economics, XX (June, 1954), 
461~ ------ . 
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should not overlook. the contribution its members can make 

toward successful forecasting. 

Before hospital management 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 budget represents a formal expression 

in financial terrns of plans and objectives for the insti-

tution. Hahn has also called the budget 11 a vote of auth-

ority. given by the hospital's board of trustees to its 

administration. 1113 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 strengthened internal controls, and 

more interest in the effective utilization of resources. 

As management positions in today's community voluntary 

hospitals are filled by more highly trained and better 

educated individuals, the comprehensive budget promises to 

become a widely-used tool of control. 

The several significant differences in hospital ac-
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counti~g and accounti~g for business concerns organi.z-e:d for 

profit must be rec?gnized by the hospital man~gement t.eam 

in prepari~g budgets. A:ccounti~g, properly used, ca::: pro-

vide. guidance and direction to administration; and cc::-bined 

with a realistic appraisal of the future and co-opera~ion 

thro~ghout the institution, should enable man~gement to 

re.ach its established. objectives. 



. CHAPTER II 

METHODOLOGY 

In the Introduction to this thesis, it was noted that 

the mailed questionnaire was the method used to conduct 

the study. The purpose of this chapter is to (1) explain 

the procedures and methods of collecti!lg data relating to 

budgetary philosophy and procedures in Virginia community, 

general, non-profit hospitals, (2) explain the organization 

of the questionnair~, and (3) describe the techniques to 

be utilized in analyzing the data. 

Collection of the Data 

Since the August l, 1967 issue of Hospitals listed 

sixty-one voluntary non-profit. general hospitals in Vir-

. ginia, it was determined to attempt to collect budget data 

from all of these institutions rather than to design a 

sample.1 Preliminary research and discussions with hos-

pital administrators indicated that there was a wide vari-

!American Hospital Association, g;:>s12ital~, XLI (Aug-
ust 1, 1967), 1-20. 

23. 
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ety of budget practices among hospitals and that the study 

would be of more value if all community hospitals in the 

State were examined. Because of the distances involved, 

time limitations, and perhaps most importantly, incon-

venience to administrators and controllers, the mailed 

questionnaire was preferred over the personal interview. 

In order -to gather the desired data during a personal in-

terview, the researcher would have required approximately 

forty-five minutes to one hour with each interviewee. It 

was felt that most administrators and controllers could not 

afford this time during the working day. The mailed ques-

tionnaire, on the other hand, could be completed at home 

and may thus receive more careful attention. The question-

naire was devised after an extensive review of hospital 

budgeting literature and discussions with administrators, a 

hospital consultant, and officials of various hospital 

organizations. The questionnaire transmittal letter re-

quested administrators to have their budget officers com-

plete the form where possible. A second mailing was sent 

out approximately three weeks subsequent to the first. 

The Ques~ 

The questionna.ire (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).procedures in budgeting, and (5) managerial uses of 

budget data. This arrangement is logical since it indi-

cates the relationship between philosophy and practice and 

between practice and use of budget data. The major ques-

tions of each section and their intent are discussed below. 

It was not considered necessary to discuss the intent of 

the remaining questions since this intent should be clear 

from the question itself. 

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

bassinets is needed in order to classify the hospital as 

small, medium, or large. In classifying questionnaire re-

spondents, three categories are used: 

1. Small - hospitals of 100 beds and less. 2 

2. Medium - hospitals of 101 to 300 beds. 

3. Large - hospitals of 301 beds and over.3 

The number of accounting personnel is intended as one 

2For 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:-s:--Arthot1gh fifty beds and under represents a 11 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 capacities, 
small, medium, and large categories may come to mea.n in-
creased lower limits for each category. 
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indicator of accounting capability when related to the 

number of beds and bassinets. The limitations of this 

factor are recognized, however. Altho~gh one institution 

may have more accounting personnel than its same-size 

neighbor, the caliber of these personnel may not be as 

h~gh, thus limiting budget capability. Unfortunately, a 

s~gnificant number of respondents failed to indicate the 
. . 

number of accounting personnel, and the factor was there-

fore not considered in analyzing the responses. 

Budgetarx Philosophx.--Question (1)--The purpose of 

this.question is to determine whether the individual com-

pleting the questionnaire feels that he has an adequate 

understanding of ~he budgeting role. ·Question (2 )-..;This 

question is intended t<;:> measure the perceivec"!_ importance 

of the budget among hospital management personnel. 

Questions (3), (4), and (5) are designed to determine man-

agement attitudes toward the budget as used in the particu-

lar institution. These questions are applicable only if 

the institution does utilize a bu~get. 

Basic Requirements ·for Budgetary Procedure.--Success-

ful budgeting cannot be achieved without adequate finan-

cial ~nd statistical data, a clearly defined organization-

al structure, proper budget education, and co-operation 

throughout all levels of the hospital. Without these cri-
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teria, the bestbu~getphilosophy will not produce an ef-

fective budget. Question (2)--Written projected. goals by 

department heads contribute to a "forwara.:...1eaning" posture 

throughout the organization and give the administrator some 

· assurance that his subordinates do have definite plans for 

their areas of responsibility. 

Question (4)--'I'he position control plan is instrumental in 

budgeting labor expense, the major portion of the oper-

ations budget. 4 By determining what positions are author-

ized, the administrator has a degree of control over de-

partmental staffing that is far superior to relying solely 

on department head reconunendations. 

Question (9)---Budget preparation must be tied in with the 

chart of accounts if responsibility is to be assigned. A 

breakdown between direct and indirect costs greatly f acili-

tates follow-up of budget deviationso 

Question (11)--This question is intended to determine 

whether the system of classifying costs is adaptable for 

flexible budgeting. 

Question (13)--Timely budget reports are essential if bud-

get follow-up.is to be effective. Automation may not only 

aid in preparation of useful budget reports, but may also 

4"Position control plan 11 is a technical term widely 
used among hospital administrators. In effect, this plan 
constitutes a personnel budget, in that it sets forth pre-
determined positions in relation to projected work loads. 
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·relieve accounti?g personnel .. from many routine duties so 

that.more time may be devoted to cost analysis. 

Procedures in Budgeting.-..,Question· (1)--Flexible bud-

. geti~g permits comparisons of actual expenses with what 

expenses should have been for the level of activity actual-. 

ly achieved. If variable elements of costs a:t'.e known, bud-

. gets can be prepared for different levels of volume (patient 

days). 

Question (4)--The purpose 6£ this question is to determine 

if the administration communicates to the o:rganization the 

established operating performance objective and financial 

position·objective of the hospital. 

Question (6)--Expressing budgets in quantitative and/or 

time units as well· as in dollars facilitates the control 

aspects of bu~geting. By comparing actual units of service 

with projected units, a measure of.departmental produc-

tivity is provided. 

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

·closely the administrator works with his department· heads 

in the important task of budget preparation. The depart-

ment heads undoubtedly desire a private session with the 

administrator so thata more detailed discussion is pos-

sible than that which takes place at group meetingso 

·Question (16)--Consistent adherence from year to year to a 

specific schedule .for budget preparation promotes better 
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planning and coordination among the various deoartments. 
• . . J,; 

It also eliminates the excuse that a due date· was missed 

because of ignorance of the requirement. 

Question (18)---The long .... term fixed asset plan describes 

fixed assets which will require replacement or retirement 

and details of future expansion, along with methods of 

financing such expansion. Although the plan will probably 

consist of informal notes and estimates, it reflects broad, 

comprehensive thinking about the future needs of the insti-

tution. Comparison of short-term requirements with this 

long-range plan may facilitate the assignment of priorities 

to current period purchases. 

Question (19)--This question attempts to determine whether 

management's concept of depreciation is consistent with its 

policy regarding fund accounting (see Question 3 under 

Basic Requi;em~s ~q,r B)l,£!9etary Pr2sedure) • 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 Bud3_et D~~: --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. 'I'he inadequacy of historical 

cost reimbursement becomes more apparent as the time be-

tween. incurring the costs and their reimbursement lengthens. 
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Question (.2)--Before a department head is asked to explain 

an unfavorable budget deviation, the non~controllable por-

tion of the deviation should be separated. It is not fair 

to ask an individual to explain fluctuations in financial 

statements over which he has no control. 5 

Technigues for Analyzin9 the Data 

Classification of Hos;eJ- tals by Siz~. --The purpose of 

classifying respondents by size is to isolate the impact 

of this factor upon budgetary philosophy and practice, if 

any. The American Hospital Association states that: 

"Basic budgeting procedures are the same for any size or 

type of hospital, whether functions are combined into few 

departments or segregated in many. 116 The writer believes, 

however, that the difference in budget applications be·-

tween the small, medium, and large-size hospitals is sig-

nificant enough to warrant investigation. 

'.l'esting the Hypotheses.--The first hypothesis formu-

lated in the Introduction 'l.'las that most administrators, 

5see Homer A. Black, John E. Champion, R. Gene Brown, 
Jl..ccountili·~ 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. 

6Ani.erican Hospital Association, Budgeting Procedures 
~itals (Chicago: American HospttaI-Association,--
1961), p. 1. 
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regardless of institutional size, recognize the signifi-

cant contributions which budgeting can make toward enabling 

their organizations to achieve designated fiscal objec-

tives. Responses to questions under the heading Budgetary 

Philosophy will be tabulated according to previously men-

tioned size categories in order to determine the validity 

of this proposal. The second hypothesis proposed that 

buc1get progress has been limited due to a number of causes, 

these causes varying from institution to institution. Re-

sponses to questions 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 budgeting 

trends in conmmnity. general hospitals. Although this 

thesis does not specifically analyze the status of each 

institution involved in the study, it does point out those 

areas warranting further investigation on an institution-

by-institution basis, if such an investigation were to be 

undertaken. The completed questionnaire returned by each 

facility would adequately serve as the starting point for 

an analysis of the facility's budget status. 



CHAPTER III 

THE ANALYSIS OF DATA 

This chapter analyzes the responses to the mailed 

questionnaire. These responses are_ grouped under the 

section headings of the questionnaire, i.e., {l) Budget-

ary Philosophy, (2) Basic Requirements for Budgetary 

Procedure, (3) Procedures in Budgeting, and (4) Managerial 

Uses of Budget Data. Comparisons will be made between 

small, medium, and large size hospitals in order to assess· 

the relative strengths 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 

total ntunber of institutions included in the study, (2) 

the number of respondents to the study questionnaire, and 

(3) the percentage of (2) to (1). 

A hospital was considered to have responded to the 

questionnaire if (1) the questionnaire was completed in 

its entirety and returned, (2) ~he questionnaire was par-

tially completed and returned, or (3) the questionnaire 

32 
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TABLE I 

. DISTRIBUTION OF· HOSPITAL QUESTIONNAIRE RESPONDENTS 
BY SIZE OF INSTITUTION 

Size 
Category 

Small 
(100 beds 
and under) 

Medium 
(101 to 
300 beds) 

Large 
(Over 300 
beds) 

Total 

Total Number 
of 

Institutions 
Included in 
the Study* 

25 

26 

10 

61 

Number of 
Respondents 

To the 
Questionnaire 

19 

21 

10 

50 

Percentage of 
Respondents to 

Total in 
Category 

76.0 

. 80. 8 

100.0 

81.9 

*source: American Hospital Association, Hospitals, 
XLI (August 1, 1967), 1-20. 
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was not completed, but the reasons for noncompletion were 

stated either on the blank questionnaire itself or in a 

separate letter. Included in the fifty responses are re-. 
plies from four hospitals stating that a budget is not 

used. Three of these hospitals are in the medium category 

and one is in the small category. No assumptions can be 

made regarding the eleven hospitals not 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 

the percentage distributions of responses to questions 

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 un.a.erstood 

areas of hospital operation. Question two asks the re-

spona.ent whether or not he agrees that all hospitals 

should be operating on a budget. The vast majority of 

respondents do not agree with Toomey's assertion that the 
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area of financial budgeting is well understood.l In the 

large institutions, where financial.controls presumably 

should be more highly developed than in small institu-

tions, only 20 percent of the individuals answering ques-

tion one thought.that there was good understanding of the 

budgeting area. Eighty-seven percent of the individuals 

answering question two, however, thought that all hos-

pitals should be operating on a budget. The combination 

of responses to these two questions suggests that while 

there may be a significant degree of agreement on the 

recognition of the need for financial budgeting, there 

also appears to be a significant lack of understanding of 

the subject. 

Question Three.--Seventy-nine ~~rcent of all indi-

viduals answering question three indicated that the budget 

used in their hospital was a financial measure of a pre-

conceived and accepted program. This high percentage of 

positive responses to the question is a hopeful sign that 

there is a growing aHareness of the broad applications of 

budgeting. Since hospitals in the medium size category 

reflected the smallest percentage of acceptance of this 

!Robert E. Toorne?, "Financial .Management, Planned 
and Controlled, 11 H~nt:::_l Progressr VL (February, 1964), 
106. 
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broad definition of budgeting, the six questionnaires with 

n~gative responses to this question were examined in an 

attempt to determine possible reasons for a "no·" answer. 

No bu~get was prepared in three of the institutions. The 

. questionnaires of two institutions, although indicating 

the existence of several conditions requisite for bu~get-
. . 

ary controls, showed definite reservations about .the value 

of budgets. One questionnaire indicated that there had 

been a breakdown in the hospital's budgeting process and 

that the budget did not carry the.importance that manage-

ment desired of it. 

Question Four.--Of the hospitals answering question 

four, concerning whether or not the budget is considered 

a time-saver, 21 did consider it to save time, while 18 

apparently considered it to be a burden. Moreover; there 

was little variation between positive and negative per-

centages aino~g the three size categories. Hahn points 

out that "the budget is time-saving in that it provides a 
. 2 sphere of freedom as well as a tool of control." He be-

lieves the budget to be a vote of authority_ given by the. 

board of trustees to management, within which management 

2Jack A. L. Hahn, "Budgetary Reporting and Management· 
Action," Hos12itals, XXXVII (March 16, 1963), 47. · · 
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is free to operate.3 The writer of this thesis believes 

that at least some of the individuals responding negative-

ly to this question probably read the question as: "Is 

the budget considered a time-saver?'' in effect omitting 

the portion 11 rather than a burden? 11 This opinion is based 

on a comparison of negative answers to question four with 

all answers to question five, which seeks to determine 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 11 responses to question five, indicating either (1) 

that although top management may consider the budget to 

be a (necessary?) burden, it does not believe 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 time-saver, its contributions in 

other ways to the well-being of the·institu.tion 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, (2) a poor attitude toward budgeting, or (3) a be-

lief that the values of budgeting out-weigh the time it 

occupies. 
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Question Five.--Although over 60 percent of the re-

spondents to question five did not.believe that budgeting 

carried a bad connotation in a significant portion of the 

institution, the 37 percent "yes" answers shows how much 

budget education is needed in hospitals. The ascending 

percentages of "no" answers from "small" to "large" cate..,.; 

gories appears logical if one visualizes more acceptance 

of the budgetary role in the larger hospital. 

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 Budgeta;:x, 

Philospphy positively tends to support the hypothesis 

that most administrators recognize the contributions which 

budgeting can make toward achieving fiscal objectives. 

The import of the 53.8 percent positive and 46.2 percent 
. \ negative ariswers to question four cannot be definitely 

determined since it is felt that there may have been some 

misunderstanding of the question. Finally, the distri-

bution of responses to question five, regarding receptiv-

ity of the idea of budgeting throughout the institution, 

reveals that there may be a gap between management's 

understanding of the role of budgeting and that of other 

personnel in the hospital. 
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~alysis of .Responses to Questions Concerning Basic 
Requirements for Bud5I_etary Procedure 

Table III shows the distribution of responses to the 

thirteen questions designed to determine the overall 

existence of the basic requirements for 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-

dica.te {Table III), 84.5 percent of respondents do receive 

daily information on the patient census, the araount of 

income recorded, and the cash balance of the 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 hospital with a negative 

response to the question indicated that it was just be-

ginning to institute budgetary procedures; although it 

appears unusual that a hospital with over 300 beds does 
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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 respondents do 

not have their department heads submit reports on planned 

accomplishments. Some administrators may argue that 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 reportss However, the fact that, of the medium-

size hospitals answering the question, only 47.3 percent 

reported department he.ad projections is more difficult to 

justify. One respondent answered 11 no, 11 but inserted the 

word "informal," apparently implying that although writ.;.. 

ten reports are not submitted, expected accomplishments 

are conveyed to the top in a less formal manner. It is, 

of course, not possible to determine how many negative 

responses would have been positive instead had the ques-

tion been worded to the effect that such reports could be 

either verbal or written.. The fact that 70 percent of the 

respondents from large size hospitals replied 11 yes" does 

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

it appears that this may be an area subject to improve-

ment. Viguers refers to this looking ahead as • • • "the 

key to progressive administration and • a yardstick by 

which to measure the performance of all the departments."4 

(See also the discussion under question seven.) 

Question Three.--Fund accounting is utilized in the 

vast majority of all hospitals, as indicated by the BB.9 

percent "yes" answers to question three of Table III. 

There is but a slight difference in the percentages of 

small and medium size institutions using separate funds, 

but 100 percent of the large size institutions responding 

r~ported using these separate funds for different activi-

ties. The American Hospital Association recognizes fund 

accounting as meeting a managerial need to make a sep-

arate accounting for. groups of resources restricted to 

particular activities or functions, but also acknowledges 

the division of opinion among hospital accounting author-

ities regarding the actual need for this separate account-

ing. 5 Laetz takes issue with the whole concept of fund 

4Richard T. Viguersr "How to Make a Report System 
Effective, 11 Modern Ho~tal, CIII (August, 1964), 166. 

5American Hospital Association, Chart of Accounts 
for Hospitals (Chicago: l'i.merican Hospi talASsociatioil-; 
1966), pp. 16-17. 
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accounting, claiming that "with our modern sophisticated 

accounting, this forced accounting by zones of activity 

really is no longer necessary. 116 Although he does say 

that "the same controls and results may be attained more 

easily • ,"he does not elaborate beyond this point.7 

See also the discussion of question nineteen under Analy-

sis of Responses to Questions Concerning Procedures in 

Budgeting. 

Question Four.--The responses to question four, con-

cerning the use of a position control plan, indicate that 

the majority of reporting hospitals do use such a plan; 

however, only 51 percent of the total small and medium 

size hospitals replied affirmatively as opposed to 100 

percent of large size hospitals. All large size hospitals 

reporting the utilization of fund accounting also reported 

using a position 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 categories 

6Ernest c. Laetz, "Financial Responsibility Reporting 
and Interpretation, 11 HosE_~_tal_ Accoun!:in~, XXI (January, 
1967) I 8 • 

7 Ibic1. 

8Lloyd Vann Seawell, Hos2.~a~.!},!i.~SL.and Finan-
cial Management (Berwyn, Illinois: Physicians' Record Com~ 
~4T,}?7 233. 
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reporting utilization of budgets replied that they did 

not use position control plans. 

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

cent of all respondents answering question five have a 

formal organization chart. The adoption of such a chart 

is the first step in identifying responsibility centers 

and in establishing a chart of accounts ad~quate for man-

agement purposes. 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 since all three facilities answered question nine 

(breakdown of direct costs on the chart of accounts) af ... 

firmatively. These hospitals thus appear to have estab-

lished a chart of accounts on a more informal basis. 

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

developed 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 program to "know why a 

budget is prepared, how a budget is prepared, the coor·-

dination involved • 119 He says that the business . . . 
-----

9Everett E. Graff, "Working Tools of Budgeting," Se-
lected P§2ers of the American Associa.tion of Hospital 
Accountants~ual National Ins ti tu~T§64(c!h:Lcago: 

~-------·-- . 
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man~ger or controller should develop a formalized budget 

education program on a continuing basis. 10 The responses 

to question six, however, show that only 11.9 percent of 

the forty-two hospitals replying to this question do have 

formal budget education programs. Moreover, the small 

size hospitals appear to be more progressive in this area 

than do the medium and large size hospitals. One possible 

explanation for this difference may be that it is easier 

to conduct such programs in small facilities because of 

the smaller number of people involved and the closer work-

ing relationship between the business manager or control-

ler and supervisors. Perhaps the significance of the re-

plies to this question can be seen most clearly when it is 

realized how many institutions utilize budgets but have 

little formal training on budget implementation. 

Question Seven.--This question 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 

Arner:i.can Association of Hospital Accountants, 1964), p. 28. 

lOrbi.d. 
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operations--labor. The percentage distributions of re-

sponses to these two questions, as shown in Table III, 

indicate that, for all hospitals, the proportion of de-

partment heads submitting reports of a general nature is 

greater than the proportion submitting reports dealing 

with labor only. For hospitals of medium size, 12.3 per-

cent more respondents report_ general departmental projec-

tions than report labor projections. For large hospitals, 

the difference is 10 percent in favor of the general pro-

jections. The slight excess (5.2 percen~) of small size 

hospital respondents reporting labor projections (ques-

tion seven) over general projections (question two) 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 large 

size hospitals rely on departmental projections, but that 

as size decreases, such projections occur less frequently. 

(See also the discussion of question two.) 

Que~ion Eight. --Of forty-two total responses to 

question eight, thirty-five (83.3 percent) indicated an 

understanding of the service ideals and financial goals of 

the institution on the part of all individuals involved 

in budget preparation. It is interesting to note that 

small size hospitals reported a higher percentage (92.9) 

of understanding than did large hospitals (80.0). One of 
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the two negative answers from large size hospitals was 

qualified with the words "in process." Part of the reason 

for this difference may possibly be explained by reference 

to the results of question six, which show that a_ greater 

proportion of small size hospitals than large size hos-

pitals answering the questionnaire have established a 

formalized budget education program. Certainly, one of 

the purposes of such a program is the imparting of this 

understanding of the institution's service ideals and fin-

ancial_ goals. A precaution should be taken in coming to 

this conclusion favoring the small hospital, however. It 

may well be that in the smaller hospital fewer individuals 

below or outside the administrative level are involved in 

budget preparation. If this is the case, comparisons be-

tween different sizes of institutions lose some of their 

meaning, because, while smaller hospitals are guilty of 

not involving operating personnel·in budget preparation 

on the one hand, larger hospitals are guilty of insuffi-

cient budget education on the other. 

Question Nine.--The importance of identifying direct 

costs on a departmental basis with adequate subclassifi-

cations 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 percent of all 

respondents answering question nine replied affirmatively. 
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Question Ten.--Table III shows that of forty-five 

responses to question ten, only slightly more than one-

half (53;.3 percent) of the hospitals represented have 

written procedures on the accumulation of statistical data. 

Small size hospitals appear stronger in this requirement 

.than the larger facilities. All questionnaires returned 

by both small.and large size hospitals were examined in an 

effort to determine possible reasons for this disparity, 

but none could be isolated. The administrator of one 

large institution qualified his negative reply with 11 but 

we agree such should be the case." The American Hospital 

Association states that "an organized system of nonmone-

tel:ry StatistiCS • e. o II is aS important tO SUCCeSSfUl bud-

geting as the functional account system. 11 Formal written 

procedures would insure some degree of consistency in col-

lecti!lg and reporting departmental statistics. They would 

also appear to be helpful in training new·personnel to 

accumulate such statisticso From the responses toques..;.· 

tion ten, it is apparent that hospitals of all sizes need 

improvement in the area of accumulating statistical data. 

11American Hospital Association, BudsetingProcedures 
'!-or Hospit_als (Chicago: American Hospital Association, 
1961), p. 5. . . 

and 
American Hospital Association, Cost Finding for 

Hospitals (Chicago: American Hospital Association, 1957), 
Po 100. 
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Question Eleven.--Historical costs are separated 

into fixed and variable elements by 73.3 percent of all 

hospitals (forty-five) completing question eleven. Four 

of the twelve hospitals replying negatively to the ques-

tion indicated that they did not use budgets. ·Of the 

eight remaining hospitals replying negatively, five re-

ported using comprehensive budgeting, two reported partial 

budgeting, and one did not indicate the type of budgeting 

used (see question twelve under Procedures in Budg~.:!:i:E50e 

The questionnaire definition of comprehensive budgeting 

includes 11 operations 11 budgets (income and expense)e Some 

question arises, however, as to the value of comprehensive 

budgeting in those institutions not separating costs into 

fixed and variable elements. Without such separation, 

only fixed OJ;' "target" budgets can be prepared. The Amer-

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 
must be given to the possibility of changes in facil-
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 budg-et, to meet these varying demands, is 
~esseri"fla1.r2 (Itai"ics rn:Gleo) 

1 2Alnerican Hospital Association, ~cedures 
for HosEitals, p. 7. 
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Table III shows that 25 to 30 percent of all respon-

dents from each size category do not identify costs by 

fixed and variable components. The writer of this thesis 

believes that all hospitals should_ give careful consider-

ation to classifying costs into these components and to 

the adoption of flexible budgeting. See also the discus-

sion of the responses to question one under Analysis·<?_~ 

Responses to Questions Concerning Procedures in Budgeting. -- . -
Ques~v~.-~chapter I pointed out the necessity 

for co-operation between the administration and the medi-

cal staff and the significant contribution· to forecasting 

that the medical staff can often make. The administration 

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, d:Lsarranged machinery and 
equipment, an unorgan:Lzed 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~l3 

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

twelve, which deals with the administration's opinion of 

the adequacy of understanding between the medical staff 

-----·-----~-------
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and other hospital personnel, only sixteen positive answers 

were received (36.3 percent). Medium size hospitals ap-

pear to have the most severe problem, since only 15.7 per-

cent of total responses in this category are positive. 

Examination of the sixteen questionnaires with negative 

responses from medium hospitals does not uncover any sig-

nificant trends or any one outstanding reason for this 

lack of understanding, although three responses are sup-

plemented with comments blaming the medical staff for 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. The 3.4 percent 

difference between small 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 service and fiscal ob-

jectives. Improved communications, more effort to see the 

other side's point of view, and the solicitation of 

opinions and advice from the medical staff are a few of 

the means by which this gap in understanding can be 

closed. 

Quest~een.-~This question in the section 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 hospitals are just now 

discovering the opportunities for savings in clerical time 

which automation presents, but some administrators of 

small facilities are not convinced that their volume of 

transactions necessitates the automation of payrolls, bill-

ing, accounts payable, and other procedures. Table IV 

was constructed from the replies to question thirteen and 

. gives some idea of the extent to which the various sizes 

of hospitals have automated.their operations. Five hos-

pitals using computers for some phases of operation failed 

to indicate what these phases are. Only one institution 

reported using data processing equipment for any aspect 

of budget preparation and follow-up, although the capabil-

ities in this area should be recognized by all institutions 

using budgets. 

Summary 

In order to summarize the preceding discussion con-, 

cerning the existence of basic requirements for budgetary 

procedure in Virginia hospitals, Table V was constructed, 

using a rating scale of "strong 11 (existent in a signifi-

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

RATING OF THE EXTENT TO WHICH BASIC REQUIREMENTS 
FOR BUDGETARY.J?ROCEDURE 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) 

1 .strong Strong Strong 

2 Weak Weak Strong 

.3 Strong Strong Stro!1g · 

4 Weak Average Strong 

5 Strong Strong Strong 
-

6 Weak Weak Weak 

7 Weak Weak Aver~ge 

8 Strong Strong Strong 

9 Strong Strong Strong 

10 Average Weak Aver~ge 

11 Strong Stro!lg Strong 

12 Average Weak Average 

13 Weak Average Strong 

Source: Table III. 

) 
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tent in a reasonable number of hospitals 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 improvement). A 

strong rating was given to the situation where 70 to 100 

percent of the respondents replied that the indibated re-

quirement was being met, an average rating to the situatiort 

where 5.0 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 re~lied 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 Resnonses to Questions Concernin~ 
· Proc~dures in Budgetin2 

Tables VI and VII show the distribution of responses 

to the nineteen questions designed to determine what bud-

. getary procedures are used in those hospitals indicating 

use of a budget and to compare these procedures among the 

different sizes of hospitals. Questions seveni twelve, 

and fourteen require the respondent to indicate in the 

space provided what procedure is being used. The remainder 

of the questions in this section require only a "yes" or 

11 no 11 ans~ . .ver. 
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Analysis of Responses to Each Question 

Question One.~-This question asks if the budget is 

flexible. The discussion of the responses to question 

eleven under the heading ~sis of Responses to Ques-

tions Concerning Basic Requirements for Budgetary Pro-

cedure concluded that 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 percent) do have flexible bud-

. gets. However, the responses to question eleven of the 

section concerning 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 showed the following reasons for this 

lack of correlation: Five institutions an~wering question 

eleven (separation of costs) did not answer question one 

(flexible budgeting) or indicated that the question was 

not applicable since an indication had already been made 

that budgeting was not used. In fact, there is less cor-

relation between the replies to the two questions than the 

distributions indicate. Six institutions (three medium, 

two small, and one large) reported no separation of fixed 

and variable elements of costs, but do use flexible budget-

ing, offset by three institutions (one from each size cate-
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. gory) which, although separating costs, do not use flex-

ible budgeting. While it appears feasible that an insti-

tution may classify costs into fixed and variable elements 

yet fail to utilize flexible budgeting· concepts, it is 

much more difficult to understand how an institution claims 

to practice flexible budgeting without breaking down costs. 

The only plausible explanation for this lack of consisten-

cy would seem to be that several institutions are not prac-

ticing true flexible budgeting, but_instead have several 

fixed budgets based upon different levels of activity. 

Discounting the possibility 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 

respondents 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 

being realized. 1114 Hinderer makes this statement about such 

reports: "Budget reports are not intended to provide man-
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agement with answers to problems but rather to indicate 

areas that require investigation."15 It should be recog-

nized by all hospitals employing budgets that clear, ac-

curate, and timely budget reports are essential if manage-

ment is to effectively use the control f~atures of budget-

ing. Question two does not explore the efficiency of the 

respondents' report system, but herein lies an opportunity 

for the controller to assert his part on the management 

team. 

Hahn says that the controller must ask himself and 

successfully answer the following questions: 

1. Where is the deviation and what does it 

indicate? 

2. How can it best be demonstrated? 

3. How can it best be understood by the person 

receiving the report? 

4. Are charts or financial statements the best 

method of explaining it to the group 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 Manage~ 
ment," Ho~~tals, XXXIX (April 1, 1965}, 39. 

16 Hahn, loc. cit. 
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use of budget reports in small and large size hospitals 

are 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-

maining four institutions a.11 give evidence of consider-

able weakness in other aspects of budgetary control, in-

cluding the lack of formal budget education, the absence 

of formal written procedures for the accumulation of 

statistical data, and insufficient frequency of comparison 

of forecasts with actual statistics. In summary, priority 

should be given to the initiation of -an effective budget 

report system in those institutions lacking in this re-

gard. In those institutions with a system already estab-

lished, 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 other periods, is 

the same as that for question two, i.e., 31 out of 39 re-

spondents answered each of the questions affirmatively. 

Differences in distributions within each of the three size 

categories result from (1) a statement by one small hos-
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pital respondent that "annual reports are compared with 

monthly and period reports," implying that some effort is 

being made to'accomplish the intent of the question, al.-

though the respondent does not utilize budgets as such, 

(2) a.rep~y by a respondent from a medium size hospital 

that is apparently erroneous, since he indicated that 

budget reports are not utilized, but answered "yes" to 

the question concerning the form of such reports, and (3) 

the exclusion of a "yes" and ''no" reply from one large 

size hospital respondent to question two. Because of 

these discrepancies, it is not possible to conclude with 

complete certainty that large size hospitals have.less 

meaningful budget reports 'than small hospitals. It should 

be evident to all users of budget reports that the in-

clusion of comparative data. greatly enhances the value of 

such reports. 

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

ancial statements are an integral part of budget prepar-

ation. In Chapter II, it was pointed out that projected 

financial statements are a means of relating the estab-

lished operating performance objective and financial po~ 

sition objective of the hospital to all who are concerned 

with the future of the hospital. These statements sum-

marize the results of planned activity as expressed in the 
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bu~get of the institution. By comparing statements of 

actual results with projected statements, management is 

able to see to what extent financial objectives are being 

achieved and what areas need corrective action. 

The tabulation of responses to question four,· shown 

in Table VI, reveals that medium and large size hospitals 

are far ahead of small hospitals in the area of projected 

financial statements, only 57.1 percent of the respondents 

from the.latter reporting preparation of such statements. 

The questionnaires from the six small hospitals whose ad.., 

ministrators stated that projected statements are not pre-

pared were examined in an attempt to detect the reasons 

for the negative answers. One institution does not prepare 

a budget and thus would have little basis upon which to 

prepare statements. The questionnaire of another insti-

tution revealed considerable reservations about the value 

of budgeting, as evidenced by opinions that it was not a 

time-saver· and that the idea of budgeting carried a bad 

connotation in the minds of .a significant number.of person-

nel in the institution. One administrator stated that he 

would like a more sophisticated budgeting program, but that 

inexperienced personnel prevented development of such a 

program. No reasons could be detected for the negative 

.answers from the three remaining institutions. M.cClary may 

have shown some discernment as to how small size hospitals 
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exercise financial control over their operations when he 

said that some of these facilities ••• nao not budget at 

all, preferring to keep·close watch on financial changes. 

in their accounting reports and adjusting rates periodic-

ally as balance sheet trends become significant."17 The 

· writer of this thesis feels, however, that all hospitals 

employing budgets should prepare projected financial state-

ments, since the data already exist for their preparation, 

and their value is well recognized. 

Question Five.--"Is the budget prepared on a basis 

compatible with the classification of accounts?" Prepar-

ation of the budget on a basis compatible with the classi-

f ication of accounts is a prerequisite to preparation of 

projected financial statements, since pro-forma balance 

sheets and income. statements must be comparable with his-

torical balance sheets and incorne statements if their value 

is to be realized. Th.is relationship is seen in comparing 

the responses to questions four and five of Table VI for 

the medium and large size hospitals, but some explanation 

is needed for the differences.appearing in the small hos-

pital category. In this category, the tabulation shows 

two more hospitals preparing budgets on a basis compatible 

17Jack A. Mcclary, "Hospital Budget Philosophy," Hos-
12ital Accounting, XXI (November, 1967), 12. 
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with. the classification of accounts than the number pre-

pari!lg projected financial statements and conversely for 

the n~gative answers. These differences are accounted for 

by two of the same hospitals discussed under question four, 

i~e., one which showed considerable reservations about 

budgeting. and one which attributed bu~getary weaknesses. to 

t;he lack of experienced personnel. Once again, it appears 

that.these two institutions have the capability of obtain-

i~g the control furnished by projected financial state-

ments. It is up to the. administration.to use this capa'."" 

bility. 

Question Six.-- 11 Are budgets ~xpressed in quantities or 

time units as well as in dollars?" The contribution made 

to the control aspects of budgeting by expressing budgets 

in quantities or time units as well as in dollars has been 

pointed.out in Chapter II. "Statistical budgeting," in-

volving projections of. occasions of service (see Selected 

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

ations, since operating personnel are usually more familiar 

with quantities and time units than they are with dollars .. 

It should be noted that this question is related to ques-

tion ten under the heading Basic Requirements for Budget'."". 

. ary Prpcedure:, in that accurate and consistent statistical 

data from the originating activities are necessary before 
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statistical budgets can be prepared. 

As Table VI shows, there is a significant amount of 

variability in the responses to question six. Seventy-

five percent of large size hospital respondents report 

that their budgets jare expressed in quantities or time 

units as well as in dollars, while only 11.1 percent of 

medium size hospital respondents reported using these 

statistical data. Individual questionnaires of small and 

medium size hospitals were examined in order to compare 

the responses concerning the existence of formal written 

procedures on the accumulation of statistical data with 

those concerning the inclusion of quantities and time 

units in budgets. Th;j.s comparison is made because of the 

apparent failure to recognize the capability of incorpor-

ating statistics into operating budgets. Six small and 

nine medium size hospitals replying that formal written 

procedures for accumulating statistical data were being 

used also replied that quantities·and time 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 certain intervals of time. Continuous bud""' 

geting I if done properly I .ShOUld reSUl t in more aCCUrate 

projections, since changing internal and external factors 

dictate modification of original estimates made with less 

knowledge of the future. Table VII shows that none of 

the twelve small size hospitals responding to this ques-

tion practice continuous budgeting, while approximately 

one-third of the medium size and two-thirds of the large 

size hospitals report the practice. If management is to 

make a significant effort to establish a budget program 

that is useful in planning and control, it should not 

weaken the effort by preparing only periodic budgets. 

Budgeting, by its very nature, is a continuous process. 

The writer contends that the added benefits from continu-

ous budgeting are more than worth the added effort in"'" 

volved. 

Question Eisrht:.--A positive answer to question eight, 

concerning a comparison of actual productive hours with 

budgeted productive hours, presupposes a positive answer 

to question six (expression .of budgets in quantities or 

time units). Before establishing a salary budget, a po-

sition budget must be set up based on current needs. Each 

pay period, all depart.ments report actual hours worked. to 

the accounting department. The actual hours are compared 
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with budgeted hours for the level of activity attained to 

establish hour control. 18 Table VI shows that 11 out of 

the 39 hospitals responding to question eight (71.8 per-

cent) do make such a comparison. This distribution of 

responses is consistent with the distribution of total 

responses to question six (11 out of 38, or 71.4 percent, 

reporting use of quantities or time units in budgets). 

Two of the three small size hospitals answering question 

six positively, however, do not compare actual hours with 

budgeted hours. A comparison of the distribution of the 

responses to questions six and eight in the medium and 

large size categories reveals an excess of one hospital in 

each category reporting such a comparison over the number 

expressing budgets in time units. No explanation for this 

inconsistsncy can be given for the one medium size hos-

pital involved. The one large size hospital with a nega-

tive answer to question six and a positive answer to ques-

tion eight stated that it does not prepare a budget. It 

should be realized, 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-

18Malcolm T. MacEachern, Hospital Organization and 
Management (Chicago, Illinois: Phys.icians' Record Company, 
1957)--;-p:-'910 . 



70 

ed out under the discussion for que~tion six. 

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

hospital is set forth clearly by Hinderer and by Seawell. 

The former says that short-range 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.19 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 aloQe can become a vital 
tool of planning and contro1.20 · 

Thirty-five percent of all respondents do not prepare 

short-range cash forecasts. Medium size hospitals occupy 

the weakest position r~garding 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 question ten below). In summary, 

--.,...~·-~--------· ---
19Hinderer, loc. cit. 

· 2 0seawell, ~~t., p. 365. 
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it appears that more small and medium size hospitals need 

to recognize the importance of short-range cash forecast-

ing. 

Question Ten.--Hinderer advocates long-range cash 

forecasting for two reasons: 

1. It enables investment in long-term securities, 
which yield a higher return than do short-
term securities. 

2. It enables determination of money needs far 
enough in advance to arrange the most eco-
nomical. means to meet these needs.21 

For each size category, long-range cash forecasting 

is performed more extensively than short-ra~ge forecasting. 

The official publications of the American Hospital Asso-

ciation do not differentiate between short and long-term 

forecasts; however, illustrati.ons in these publications 

use the current operating period (most comrnonly twelve 

months) .for cash budgets. The questionnaire similarly did 

not specify definite periods of time, but it is believed 

that the vast majority of respondents used twelve months 

as the point of separation. This belief is based upon a 

recognition of the parallel between cash projections and 

projected financial statements, which in most cases cover 

the hospital's fiscal year. A comparison of the replie5-

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

->------------·---~-------

21Hinderer, loc. 6it. 
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hospitals in the medium size category prepare long-range 

cash forecasts than prepare short-range forecasts. (In-

cluded in this excess is one institution reporting that it 

performed no budgeting, apparently considering long-range 

cash forecasts to be informal projections rather than a 

form of formal budgeting.) A controller of one hospital 

offered the suggestion that hospitals making long-range 

cash projections, but not necessarily short-range pro-

jections, are in expansion stages and are planning how to 

finance receivables and inventories at the same time that 

payments are required to be made on long-term debt. 

~io~~~.--Table VI indicates that only 47.6 

percent of all respondent hospitals do have a budget com-

mittee. It is appropriate, however, to comment on the 

fact that a greater percentage of small size hospitals have 

such committees than either medium or large size facili-

ties, especially in view of Seawell's assertion that these 

committees 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 

22seawell, op.~, p. 9. 
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department heads on such committees, the former contending 

that "comi'11ittees should not include those responsible fbr 

departmental or other limited areas of activity, 1123 the 

latter contending that "heads of major departments" belong 

on budget comrnittees. 24 The writer of this thesis be-

lieves that the composition of the budget committee can 

best be deterrninea. by the management 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 percent 

of the total respondents prepare comprehensive budgets, 

while 29. 8 percent prepare partial budgets. All eight_ 

large 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 responses in the "partial" cat~gory iricluded 

23Philip J. Taylor and Benjamin o. Nelson, Management 
Accounting forHosnitals (Philadelphia: W. B. Saund~rs Com-
pany, 19 6 4~p:--1,f7:'---

2.4r..eon E. Hay, Budgeting and ~os~s for Hos-
p_ital Ma.nag~E:!~nt (Bloomington, Indiana: University Publi-
cations, ,1958), p. 135. 



74 

one from a respondent who stated that, although his insti-

tution used budgeting, it was considered a "guesstimate" 

only and three from respondents.who stated that budgetary 
-

controls were presently being strengthened--including the 

intention to adopt comprehensive budgets. If these latter 

three replies are subtracted from the total number of 

"partial" replies, the percentage would be 53.8 in favor 

of comprehensive budgets, still considerably lower than 

the 84.7 percent for small size hospitals. It must be con-

eluded that medium size facilities are significantly weak-

er in this requirement than either small or large size 

facilities. 

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

question seeks to determine how closely the administrator 

works with his department heads in budget preparation. 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 neglected. Hughes says that "if budget plans 

and decisions are made by higher management, their lower-

level managers cannot be expected to consider budgetary 

control their responsibility. 112 5 He also says that bud-

25charles L. Hughes, 11 Why Budgets Go Wrong," Person-
nel, XLII (May-June, 1965), 20. 
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. geting and budgetary control problems • "involve the 

reconciliation of group. goals with each other and with the 

goals and desires of individuals. 1126 Table VI shows that 

although a slight majority (52.9 percent} of all respond-

ents report that each department head does discuss his 

proposed budget with the administrator, there is much var-

iability between the three size categories with r~gard to 

the practice. Only the medium size category can be rated 

strong in department participation (73.4 percent positive 

answers}. 

Question Fourteen.--This question asks how frequently 

forecasts are compared with actual results. Table VII 

reveals that 30 out of the total of 34 respondents (88.0 

percent) to question fourteen compare forecasted with 

actual figures at least every three months. The one small 

size hospital making annual comparisons has 27 beds and 

prepares partial budgets on a periodic basis. Even though 

the size of this facility possibly enables the administra-

tion to maintain close personal control over cost trends, 

it would still appear to be beneficial to make a more 

frequent comparison in order to further strengthen this 

control. The one medium size hospital making annual com-

parisons represents a facility where management recog-

26 b'd 22 !.....:':.._. , p. . 
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nizes existent budget laxity and states its intention to 

make corrections. The table shows that a greater propor-

tion of medium size hospitals make monthly comparisons 

than do large size hospitals. Contributors to the liter-

ature on hospital budgeting are in almost unanimous agree-

ment that comparisons of budgeted and actual figures 

should be performed at least monthly. The writer agrees 

with this frequency in all instances where budgets 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. 

Quest~on Fifteen.--It has already been pointed out 

that individual departments are in the best position to 

·prepare their own estimates. Question fifteen seeks to 

determine whet.her or not the responsibility for preparing 

these estimates is definitely assigned within the depart-

ment in order to assure some degree of consistency from 

period to period. The question also seeks to determine 

whether or not overall control over the budget is main-

tained by having one individual responsible for consoli-

dating departmental budgets into a master budget. This 

individual would.most probably be the chairman of the.bud-

. get committee, '>"Jhose 1 other members assist in insuring the 

understanding of, and compliance with, budget policies. 
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The distribution of the responses to '(;his question shows 

that as size increases, .the responsibility is more defin-

itely ass~gned. It appears, however, that both small and 

medium size hospitals.are definitely weak on this point 

and that more large size hospitals should ass~gn 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. This 

is .because certain individuals play a repetitive role in 

bu~get preparation and coordination by virtue of their 
' positions. Thus the controlle.r may be habitually expected 

to assume responsibility for consolidating the budget. 

Written policies covering budgetary responsibility are ad-

vocated in order to preclude the possibility of ·rnisunder-

standing and disagreement. 

Question Sixteen.--"Has a budget calendar b~en estab-

lished?" The bu~get calendar similarly is a device de-

s~gned to preclude misunderstanding and dis?-greement. It 

also enables individuals e~g~ged in bu~get preparation to 

plan ahead in scheduling special projects, trips, etc. and 

in. gatheri!lg data to be used in the preparat.ion of esti-

mates .. Table VI shows· small and medium size hospitals· to 

be weak in this procedure, while large size hospitals are 

. fairly stro!ig· In the institution with many departments 
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and a more complex budgetary process, the 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? 11 The American Hospital Association 

states that "computation of revenue on a monthly basis is 

••• considered highly desirable and necessary •••• 1127 

It is not acceptable, of course, to estimate revenue 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 hospitals compute revenue esti-

mates on a monthly basis. Moreover, small size hospitals 

are weak in this regard, since only 42.9 percent prepare 

·estimates with such frequency. The writer feels that 

there may just as much, if not more, need for small insti-

tutions to make accurate monthly revenue estimates as for 

large institutions, because small institutions very prob-

ably operate on a tighter cash balance and find it more 

difficult. to obtain short-term financing on shoJ.'.'t notice. 

Medit.ul! size hospitals, with 66. 7 percent positive replies, 

·show average strength in this procedure. Large size_hos-

27 American Hospital .Zi..ssociation r Budqeting Procedures 
for Hospitals (Chicago: American HospitalAssocia:E".:Lon, ---
l96lf I P • 14-:- . 
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pitals, with 75.0 percent positive replies, occupy a fair-

ly strong position. 

Question Eighteen.-.,."Does management have a long-term 

fixed asset plan?" Although a plan for the replacement, 

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 management's 

"forward-leaning" posture. Rising construction costs make 

it mandatory for man?-gernent to consider how future expan-

sions are to be financed at a time when private donations, 

community drives, 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-

t . 28 za· ion. 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 question eighteen replied that man-

agement does have long-term fixed asset plans. Only large 

size institutions show a moderate degree of strength in. 

this respect, 75.0 percent of all responses for the cate-

.gory replying positively. Medium size institutions show 

-----
28Raymond P. S:,Loan, Today's Hospital (New York: Harper 

& Row, Publishers, 1966),p.~--·-
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aver~ge stre~gth (62.0 percent), and .small size institu-

tions show a significant need for improvement (30.8 per-

cent positive answers). 

Question Nineteen.--"Is d~preciation £unded?" Table 
. . 

III showed that 88 .• 9 percent of all respondents to question 
' . . . . 

three under the section Basic Requirements for Budgetary 

Procedure utilize fund accounting. Table VI shows, how-

ever, that only 53,.4 percent of the respondents to question 

nineteen fund depreciation. A comparison of answers to.· 
. . 

the two questions reveals that, for all hospitals replying, 

eight small size, ·six mediu..rn size, and one la:c-ge size util-

ize fund accounti~g but do not fund depreciation. The 

A.rnerican Hospital Association stat.es that the Plant Fund 

·• •• "carries the resources. given to or set aside by the 

hospital for the purposes of replacing and expanding the~ 

plant assets in the future. Many hospitals, for example, 

"fund" depreciation thro:ugh periodic transfers of cash from 

the Operating Fund to the Plant Fund • 1129 Mikesell . . . 
and Hay endorse 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 Hospital Association, 
1966), p. 17.. ' 
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depreciation char~es." 30 It is not possible, of course, 

.to determine how many of the hospitals not funding depre-

ciation set aside cash for the replacement of fixed assets 

as it becomes available, even though these transfers may 

bear no relation to the amount of periodic depreciation 

charges. The writer of this thesis believes that every 

institution should. give adequate consideration to funding 

depreciation or making other provisions for insuring the 

availability of sufficient funds to finance plant and equip-· 

ment betterment, replacements, and additions. 

It should also be pointed out that another incentive 

for funding depreciation arises from the fact that Prin-

9iples for Reimbursement for Provider Costs, the publica-

tion of the Social Security Administration governing reim-

bursement under Title XVIII of the Social Security Act as 

amended (Public Law 89-97), does not require investment in~ 

come from funded depreciation to be used to reduce interest 

expense, an allo·wable cost for reirnbursement purposes. 31 

Summarx_ 

In order to summarize the preceding discussion con-

30Rufus M. Mikesell and Leon E. Hay, Government Account-
ing (Homewood, Illinois: Richard D. Irwin, Inc., 1961), 
p-:--595. 

3lu.s., Depart._ment of Health, Education, and Welfare--
Social Security Administration, '.P:~:i.:!2.~1J2les of Reimbursement 
for Provider Costs, 1966, p. 11. 
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cerning the existence and adequacy of b~dgetary proce-

dures, _Table VIII was constructed, using the rating scale 

discussed in the preceding section, i.e., 70 to 100 per-

cent positive responses ("continuous" for question 7, 

"comprehensive" for question 12, and "monthly" for question 

14) equals a strong rating, 50 to 69 percent an average 

rating, and less than 50 percent a weak rating. 

Analysis of Responses to Questions Concerning 
__,,,~ia.l Uses of !?udget Data ._._ 

Table IX sho·ws the distribution of responses to the 

four questions design~d 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 states that budgets, "when ad-

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 various se~Jments of 

th b • . 11 32 .e us1ness. 

32charles T. Horngren, Cost Accounting, A Managerial 
Emphasis (Englewood Cliffs, New J·ersey: 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) 

l Strong Strong Strong 
2 Strong Strong Strong 
3 Strong Strong Average 
4 Average Strong strong 
5 Strong Strona 

• ;;J 
Strong · 

6 Weak Weak Strong 
7 Weak Weak Average 
8 Weak Weak Strong 
9 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 VIIo 
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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 request reimbursements in amounts sufficient 

to cover expected future operational costs. Large size 

hospitals are seen to be significantly more advanced in 

this respect than small or medium size hospitals, i.e., 

57.l 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 respondentso One respondent with a negative 

reply to the question added that third-party agencies (in-

eluding Medicare interr1.1ediaries) pay only for costs 

actually incurred. However, the so-called 11 plus 11 factor 

has been used in reimbursement terminology for some time 

and refers to the addition of a specified percentage of 

all other allowable costs. The whole concept of costs 

versus charges has a long and complicated history in hos-

pit.al accounting, but the development of the controversy 

is not germane to the present discussion. 33 

33Th d . f - " t H M s d "'~ e rea er is re_errea .o _erman vi. omers an cu1ne 
R. Somers, "How Should Hospitals Be Paid, 11 Medicare and 
tl!_~ 1!2.§.E~t:.al1!. (Washington, D.Co: The Brookings Institution, 
1967), pp. 154-196, for an excellent capsul~ discussion of 
the entire concept of reimbursement. 



Principle 2-4 under Title XVIII, "Payments to Pro-

viders,".now states: 

Interim payments approximati~g 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-
i~g period. At the· request of the provider, payment 
will be made on a basis designed to reimburse cur-
rently for servicies rendere~ to beneficiaries.34 

It should be obvious that adequate record~keeping 

systems t~gether with accurate budget data. will be of much · 

benefit to hospitals at a time when reimbursement formulas 

are bei~g applied liberally, since those institutions most 

able to support reimbursement requests with adequate back-

up data will tend to receive maximum reimbursements. 

-Question Two.--Approximately eighty-two percent of 

the respondents to question two replied that bu~get follow-

up does incluqe analysis of deviations to determine whether 

they are controllable or non-controllable. All large size. 

hospital respondents perform this analysis; however, it is 

seen that a la:t"ger percent~ge of small size facilities 

analyze deviations than do medium size facilities. Unless 

deviations are analyzed to determine why they occurred, 

little value can be seen in budgeting. Management loses 

34 . l h d . d w lf U.S., Department of Heat, E ucation, an · e are--
Social Security Administration, ?rinci;t:>_le.s of Reimbursement 
for Provider Costs, 1966, p. 29. · 
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some d~gree of control over operations and gives the im-

pression that.lip-service only is being given to bu~getary 

control. At the same time, operating personnel cannot be 

held responsible for fluctuations in costs over which they 

have no control. In summary; every institution usi~g bud-

geti!lg should analyze bu~getdeviations, breaking them down 

into qbntrollable and non-controllable elements, and pursue 

the former to their sourcee 

· Question Three • ...:.-"Are variances from budgeted amounts 

traceable·to individual accounts and responsibility cen-

ters?" The responses to question three should be compared 

·with those to question two, since the purpose of separating 

deviations into controllable and non-controllable.elements 

is to enable the traci!lg of the former to individual ac-

counts and responsibility centers. For the small and large 

size cat~gories, there is perfect correlation between the 

replies to questions .two and three. Four medium size in-

stitutions, however, indicated that while they do not iden-

tify controllable and non-controllable portions of budget 

deviations, they do trace deviations to individual accounts 

and responsibility centers. This practice fails to recog-

nize a requisite of responsibility accounting-..;.costs and 

expenditures in each individual's budget should be limited 

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

expenses. 

Question Four.--"Do you believe that the budget has 

been an effective instrument in stimulating cost conscious-

ness • ? II . . . 'l'his question seeks to determine man~ge-

ment's assessment of the degree of success of its bu~get· 

program. Certainly, it is difficult to perceive of a sue-
. . . 

cessful bu~get.pr~gram which has not stimulated cost con~ 

sciousness. Welsch says that "the budget system should 

include effective control devices which may provide an. 

incentive for individuals. 1135 Success in stimulating cost 

consciousness must rest to a large extent on subordinates' 

ability to relate the bu~getary. goals to their particular 

situation. Table IX shows that 75o0 percent of all res-

pondents do believe that the bu~9et has been effective in 

· stimulati!lg cost consciousness. The large size hospitals 

show the most strength in this regard (88.9 percent posi-

tive replies). Small size hospitals have a h~gher percent-

~ge of positive replies (76o9) than do the medium size fa-

cilities (6607.percent). Although no definite conclusions 

can be reached r~garding reasons for this relatively weaker 

performance by the medium size hospitals, the writer be-

· 35Glenn A. Welsch, Budgeting: Profit-Planning and 
Control (Englewood Cliffs;-New Jersey: Prentice-Hall, fnc., 
1964), p. 368. 
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lieves that at least part of the explanation is to be 

found in the discussion under question three, where it 

was pointed out that four institutions in the medium size 

category were apparently assigning responsibility for non- · 

controllable budget deviations to operating individuals. 

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 pr~gress in most instances will rest upon improve-
. . 

ments in record-keeping, cost-finding, 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 them to their source, all size 

categories show considerable strength, although several 
• I . • 

medium size institutions reveal inconsistency in the prac-

tice of the two control. techniques •. Small and 19-rge size 

hospitals appear to have achieved considerable success in 

stimulati~g cost consciousness by use of the budget. 

Medium size hospitals, although showing some strength as 

a. group, need improvement in this effort. 
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The _Inte_<J,Eation of Theory and Practice 

It was hypothesized that existent ~ailures to obtain 

maximum benefits from budgeting result from a multitude of 

causes, varying from institution to institution. Tables 

III, and V through IX, and the discussion accompanying 

these tables bear out this assertion. Although a strong 

majority of all respondents may be meeting several of the 

basic prerequisites for budgetary procedure, significant 

shortcomings are revealed in meeting others, and the re-

sult is a weak foundation upon which to initiate an effec-

tive budget program. This same weakness is found 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 respondents 

have no budget calendars, do not estimate revenue on a 

monthly basis, and have no long-term fixed asset plans. 

Finally, it was seen that there is a need for education in 

the area of relating budgeted financial needs to reimburse-

ment rates. 

It is import.ant to emphasize the possibility that, 

although an institution may exhibit a strong budgetary 

philosophy, this same institution may be weak in the basic 
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requirements for budgetary procedure and therefore weak 

in its budgetary process. ·_It is also possible that the 

institution exhibiti~g substantial strength in bu~getary 

philosophy and in the bu~getary process itself may lose 

·the benefit of budgeti~g because its management.does not 

fully utilize the data it has available. In order to 

assess, on Jan individual hospital basis, the degree of 

consistency between theory and praC:::tice, Table X was con-

structed from an analysis of all questionnaireso This 

table shows that six hospitals not using a bu~get believe 

that all hospitals should be using oneo The business man-

ager-of one small size hospital included· in the tabulation 

stated that both he and the administrator· were new and had 

.allowed the implementing of a budget "to take a back seat" 

for the present, altho~gh both felt budgeting to_ be quite 

important. Included in the three medium size hospitals 

not operati~g under a bu~get is one institution whose chief 

accountant projects costs "over a short and· long-term 

periodo" This individual says that engagement in building 

programs sometime in the near future may bri!J.g budgeting 

into effect. The administrator of another. institution 

included in the total says that "although I do not operate 

under a written budget, I do operate under an informal 

budget. Based on history, current condition, and antici-

pated future business, non-routine expenditures are or are 
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.not made." The business manager of the one large size hos-

pital advocating but not having a budget supplemented the 

returned questionnaire with a statement that the facility 

will begin complete budgeting in 1968. 

Included in Table X are a total of fifteen hospitals 

which indicate the existence of a strong budaetary phil-. . ~ . 

osophy but are weak. in existent budgetary controls. Thus, 

it may be said that the managements of these hospitals have 

not gotten beyond the talking stage of budgeting and may 

be spending too much time on duties of far less value to 

the well-being of the institution. Also included in the 

table are four hospitals whose budgetary processes go all 

the way up to the utilization or control phase but break 

down at that point. Managements in these facilities need 

to recognize their shortcomings in making the budget an 

effective instrument of control while at the same time 

using- it to instill a spirit of co-operation among em-

ployees so that the entire org·anization becomes cost con~ 

scious. 

This chapter has analyzed in detail the relative 

budgetary strengths and weaknesses of the three size cate-

. gories of hospitalso With this background, it is now pos-

sible to make recorrunendations designed to improve budgetary 

philosophy and procedures in Virginia cornraunity hospitals 

so that managements' efforts to control spiralling costs 
will be more effective. 



. CHAPTER IV 

. SUMMARY AND RECOMMENDATIONS 

General.--The budget has long been recognized as 

one of the important tools for. cost control. This thesis 

examines the budgetary philosophy and procedures in com-

munity,_ general, non-profit hospitals.in the State of Vir-

. ginia. . The study was un.dertaken in order to - fo_rm a basis 

upon which to make recommendations for stre~gthening bud.,.. 

getary controls. These recommendations·· are made at a 

crucial time in the life of the nation's voluntary hos.,.. 

pitals, for much governmental pressure is being put upon 

these hospitals to do so~ething about steeply rising 

costs. A state-wide study was undertaken because the 

writer believes that each state must examine its own hos-

pital situation and determine which are the best ~venues· 

for effecting improvements in budgetary.controls. It is. 

also believed th.at ed.ucational programs will be most ef-

fective if coordinated on a state-wide basis. 

The study did not undertake a detailed examination of 

each voluntary hospital in the state. It does, however, 

serve to focus attention on areas of common difficulty 

94 
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within each size category of institution. Any concerted 

pr~grarn directed toward improving bu~getary controls must 

rec~gnize differences in capabi.lities and must also. recog-

nize the common needs of institutions of all sizes. 

Important Findings.-.;..It was found that, for both 

1small, medium, .and la?="ge size hospitals, management does 

recognize.tl:le contributions which budgeting can make to-

ward stre!lgthening hospital fiscal.performance. However, 

it was found that lower echelons in the hospital need a 
better understanding of the budgeting role. In analyzing 

the existence of basic requirements for budgetary pro-

cedure, it was revealed that hospitals of all three sizes 

nee.d to devote more attention· to improvi!lg their account-· 

ing systems; altho~gh large hospitals. {300 beds and over.) 

are better off in this regard than the small and medium 

size institutions. A stro?g budget system is not, possible 

without a comprehensive, accurate, and uniform accounti!lg 

system. Medicare has forced hospital management to take 

a hard look at accounti~1g deficiencies and, hopefully, 

improvements are being made, however. gradual they may beG 

A proper attitude and the existence \~f prerequisi te.s 

are of no value if they are not used to establish an ef-

fective budget systemo · In the area of budgetary proce-
. . . 

dures present.ly being used, the findings show that, with 
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·.the exception of the areas of bu~get committees and de..-

partment head participation in budget preparation, large 

size hospitals, as a. group, .must be rated significantly· 

ahead· of small and medium size hospitals. 

Finally, it was found that, from an overall view-

point, hospital managements show considerable strength in 

usi!lg what budgetary controls already exist to (1) pin-

point and trace deviations from planned amounts, and (2) 

stimulate cost-consciousness. However, a weakness exists 

in usi~g the budget in connection with ·reimbursement 

rates. This weakness is discussed further under the sec-

tion entitled Recommendations • 

. Recommendations 

Budgetary Philosophy.--Budget education needs more 

attention in hospitals than it has been. given in the past. 

This education should start on a state-wide basis and 

work down into the individual institutions. The appro-

priate state affiliates of the American Hospital Associ-

ation, the American Association of Hospital Accountants, 

and any other organizations concerned with providing hos-

pital services should commence a well-directed and coor-

dinated pr~gram designed to provide responsible individ:--

uals within each hospital with the motivation and tech-

nical knowledge necessary to familiarize operating per-
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sonnel with budgetary concepts. It is extremely important 
. 

that individual man~gers become aware of the fact that 

budgeting can no lo!iger be considered something .. to be put 

off until more time is available. The pressures for 

strengthening accounting systems and management techniques . ' . ' . . . 

are steadily building, and the choice appears to be be-
. . 

tween self-administered controls and external regulatory· 

.controls. 

Basic Re3uirements for.Budgetary.Procedure.--The fol-

lowing recommendations are intended to stre!lgthen the 

foundation upon which budgetary procedures are built. 

1. ~gain, education is a necessary starti!lg 

point. A stro!lg budgetpr~gram cannot be superimposed on 

a weak accounti~g system. Direction and training will 

have to stem from a state-wide coordinated pr~gram, where 

the time and resources are available for adapting the 

latest advances in accounting and ma.n~gement techniques to 

the specific needs of the hospitals, both la:rge, medium, 

and small.· It is felt that the foundation for such a pro-

gram already exists in the .form of the organizations pre:... 

viously mentioned, but that adequate financial backing 

will have to come from the state itself. The interests 

of the citizens of the state are at stakeo 

· 2. Better means of communication between manage-
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ment and operati~g personnel and between·man!=lgemerit and 

the medical staff should be emphasized throughout the hos-

pital. Many of the weaknesses revealed in the. area of 

bu~getary prerequisites are attributable to poor communi-

cation, both.downward to the lowest echelons of the hos-

pital and upward to top management. These weaknesses in-

.. elude lac~). of reports from department heads. on expected 

accomplishments, lack of formal budget education for those 

involved in bu~get preparation, absence of formal written · 
. . ~ .. . 

procedures on the collection of statistical activity data, 

and poor understandi!lg between the medical staff and 

otbe:r hospital personnel. Mano.gement has a responsibility 

to relate_ the organization's goals to.everyone in the 

organization if it expects co-operation in fulfilling 

these. goalso At the same time, management must be aware 

of the need for flexibility and personal fulfillment on 

the part of operating personnel. Improved channels of 

communication facilitate understanding and co-operation. 

3. More small and medium size hospitals should 

consider initiation of a position control plan. · Such a 

device facilitates better control over labor in that it 

matches projected work.loads with the positions nece~sary 

to acqomplish these loads. It is generally acknowle~ged 
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. that the nation's hospitals face a manpower crisis. 1 Any 

form of strengthened control over labor would therefore 

. seem essential. 

4. More small and medium size hospitals need 

to rec~gnize the opportunities that automation presents to 

reduce clerical time and to provide accounting and statis-

tical information on a more timely basis. Joint computer 

centers, service bureaus, and arrangements to use equip-

ment on the manufacturer's premises all hold promise for 

the facility that cannot afford its own equipment and 

staff. It should also be pointed out that many levels of 

equipme11t below the computer range can be used to reduce 

record~keeping·time. 

ing budgetary procedures are as follows: 

1. 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 

1see for example Herman M. Somers and Anne R. Somers, 
Medicare and the Hospitals (Washington, D.C.: The Brook-. 
ings:fi1Stitution;-T967T;"" pp. 96-·129, for a discussion of 
labor problems throughout the entire.spectrum of hospital 
operations. · 
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to developments in the field of budgeting and should work 

closely with state hospital organizations. 

2. Budgets should be expressed in quantities 

· and time units as well as in dollars, and actual sta.tis-

tics should be compared with budgeted statistics at regu-

lar intervals. Such a practice gives management a measure 

of productivity and better control than the practice of 

merely comparing dollar amountse 

3. ·Continuous budgeting is preferable to peri-

odic budgeting because it forces management to. give care-

ful consideration to the future on a continuing basis 

rather .than four times a year or once a year. The budget 

thus becomes more useful as a means of planning and con-

trol. 

4. More small and medium size hospitals need 

to compare actual productive hours by department with 

budgeted productive hours on a periodic basis. This is 

an important part of labor cost control. The practice 

permits the measurement of departmental productivity 

trends and spotlights those departments needing attention 

because of declining productivity. 

5. Short-range cash forecasting should be prac-

ticed by the managements of all hospitals, regardless of 

size. Most hospitals operate on a very tight cash balancev 

and the planning of cash receipts and disbursements is 
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essential. 

6. All three sizes of hospitals reveal a need 

for the more wide-spread use of budget committees. These 

com..rnittees are recommended in order to pinpoint the re""'. 

sponsibility for proper planning and control of the bud·-

. getary process. 

7. More medium size hospitals need to initiate 

comprehensive versus partial budgetso Comprehensive bud-

. gets (operations, cash, and plant and equipment) cover 

the full scope of hospital operations and insure that 

proper attention is. given to the interrelatedness of all 

operations. 

8. •roo few small and large size hospitals per-

mit department heads to discus~ their proposed estimates 

with the administrator. These discussions should be en-

couraged,. because they not only give the administrator 

the opportunity to obtain a more complete understanding 

of the problems peculiar to each department, but also give 

him the opportunity to elicit. greater co-operation from 

each department head by personally impressing upon the 

latter the overall goal represented in the budget. 

9. Forecasts need to be compared with actual 

statistics on a more frequent basis by hospitals in all 

three size categories. This comparison should be done 

monthly. Six-month or even three-month old deviations 
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are difficult to trace and explain •. · 

10. Too few small and medium size hospitals 

utilize a budget calendar~ Such a calendar should be used 

because it establishes definite dates for the submission 

and accumulation of estimates. It should also clear up 

considerable misunderstanding concerning due-dates. 

11. Monthly revenue estimates need to be com-

puted by more small and medium size hospitals. In addi-

tion, more short~r.a!J.ge cash forecasting should be done. 

Man~gement must of ten plan ahead in order to obtain short-

term financing for operating and capital needs. Monthly 

estimates may also facilitate short-term investment plan-

ning. 
. . 

12. Sm~ll size facilities reveal a particular 

need for giving more attention to fixed asset plans. Med-

ium size hospitals as a_ group are stro~ger in this area, 

but room for improvement exists. It is·recoroJUended that 

man~gement realistically appraise the future fixed cap-

ital needs of the institution in the light of community 

trends and trends in medical care. It is recommended that 

mci.nagement work closely with area-wide hospital planning 

councils in order to minimize the duplication of facilities 

and the waste of resources. 

13. It ·is recommended that all institutions .fund 

depreciation in order to insure the availability of suf-
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f icient funds to finance plant and equipment betterment, 

replacements, and additions. 

Managerial Uses of Budget Data.--The following recom-

mendations are made in order to improve management's use 

of data supplied by the budget. 

1. As pointed out in Chapter III, Medicare pro-

visions call for interim monthly payments approximating 

actual costs to be made to the provider of medical ser-

vices. It was also pointed out that the "plus" factor, 

the addition of a specified percentage of all other allow-

able costs, can make a significant difference in the amount 

of reim.bursement to the hospital. Medicare regulations 

require, however, that providers furnish the Social Secur-

ity Administration with "adequate cost data ••• based 

on their financial and statistical records which must be 

capable of verification by qualified auditors. 112 It is 

recmnmended that all hospitals consider the.opportunities 

which carefully formulated budget amounts can provide for 

securing interim reimbursements in amounts adequate to 

cover the financial needs of the institution. In fact, 

a proposal has already been made that hospitals use their 

2u.s., Department of Health, Education, and Welfare--
Social Security Administration, Principles of Reimburse-
ment for Provi_?er fosts, 1966, p:-21 .-· 
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projected budget costs as a basis for interim Medicare 

payments, thus permitting the review of expenditures before 

the money is s_pent. 3 New York 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 

yea.rs ahead, and that it adapt policies to successfully 

adjust to these changes. The somers have depicted the 

hospital scene a decade or so hence and project the follow-

ing developments: 

(1) There will be less emphasis on the con-

struction of new facilities and more on modern-

izing and increasing the size of existent f acil-

ities. 

(2) Multiple hospital units under single 

management will arise, thus permitting the econ-

omies of scale and the pooling of scarce manager-

ial talent. 

· (3) More co-operation between hospitals will 

3somers and Somers, loc. ci~., p~ 250. 

4Ibid. 
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be seen, especially in the referral of special-

ized cases to those institutions best capable 

of handling them. 

(4) Costs will continue to rise. Per diems 

averaging $100 are foreseeable. Because of this 

prospect, more.effective cost control will be 

essential. This control must be a combination 

of "strengthened internal organization and man-

agement, external surveillance and regulation, 

and ef fee ti ve cormnuni ty heal th planning. n 5 

(5) Boards of trustees will recognize the 

need for "strong management, long-range planning, 

and rational relations vdth the rest of the com-

munity. 116 

Some administrators.may look upon the above recom-

mendations as impractical or too costly to institute. In 

most cases, however, such an attitude will prove to be 

short-sighted. The nation's hospitals are being asked 

to provide more extensive, better quality medical care 

than ever before. As a result, management cannot afford 

to rely on experiences of the past, intuition, and 

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

5 b'd ' 287 !.2:_:_. , p • • 

6rbid., pp. 270-286. 
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tion into an uncertain tomorrow. Effective management 

and accounting techniques do not waste time and money. 

On the contrary, they save precious managerial time and 

preserve funds because of proper planning, coordinating, 

.and controlling of institutional resources. Management 

needs to show the consuming public that it is concerned 

about rising hospital costs. The most convincing way to 

evidence this concern is to promote all possible means of 

combating this rise in costso Budgeting is one of these 

means. By following the recommendations of this thesis, 

hospital management can have a budgetary system which will 

be an effective wea.pon against escalating hospital costs. 

Budgetary reforms should not be delayed further. 



APPENDIX A 

BUDGET QUESTIONNAIRE 

Name of Hospital 
. . . 

Location: 

Number of Beds Bassinets --- Number of Accounting _...,._._ 

Individual completing questionnaire 

Position 

A. Budgetary.Philosophy: 

Personnel 

1. · Would you agree with ohe writer who has 
. stated that the area of financial bud-
geting is probably one of the best 

·understood areas of hospital operation? 

2. 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? 

3. Is the budget of this institution a 
financial measure of a preconceived 
and accepted program, i.e., the overall 
policy based on· objective? 

4. Is the budget considered a time"'.'"saver 
rather than a burden? 

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

107 

YES NO 
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B. 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 reports on 
what they expect to accomplish during 
the coming year? 

3. Is fund accounting utilized? (Fund 
accounting refers to the segregation 
of the hospital's resources, obli-
gations, and capital balances into 
logical groups according to legal 
restrictions and administration re-
quirements. ) 

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 understanding 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-
gories based upon responsibility and 

· acti vi t.y? 

YES NO 
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10. Are there formal written procedures 
on what statistical data will be 
collected for each activity and the 
manner in which it will be accumu-
lated? 

11. Are historical costs classified into 
fixed and variable elements? 

12. Do you believe that there is adequate 
·understanding between hospital per-
sonnel and ~edical staff regarding 
the expectations of the medical pro-
fession and the operating problems 
of the hospital? 

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

If so, briefly indicate what areas. 

c. Procedures in Budgeting: 

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

2. Are budget reports utilized? 

3. If budget reports are used, do they 
show comparative data for other 
periods? 

4. 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 integral 
part of budget preparation? · 

5. Is the budget prepared on a basis com~ 
patible with the classification of 
accounts? 

6. Are budgets expressed in quantities or 
time uriits as well as in dollars? 

YES .NO 
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7. Please indicate whether continuous or 
.periodic budgets are used. (In this 
q~estionnaire, continuous budgets are 
those which are reviewed, revised, and 
projected one month/quarter further 
each month/quarter.) 

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

YES NO 

9. Is there short-range cash forecasting?~~-~~~-

10. Is there long-range cash forecasting? 

11. Is there a budget corruuittee? 

12. 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 budg·ets 
represent only certain activities, 
such as payroll, capital expenditures, 
or cash.) 

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

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

15. 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? 

16. Has a budget calendar been estab-
lished? 

17. Are revenue estimates computed on a 
monthly basis? 

--~---



111 

18. Does management have a long-term fixed 
asset plan? 

19. 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. Are rates used in requests for reim-
bursement from third-party agencies 
based upon expected future operational 
costs rather than on past experience? 

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

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

4. Do you believe that the budget has 
been an effective instrument in stimu-
lating .cost consciousness (alertness 
to opportunities to keep costs at a 
minimum)? 

COMMENTS: 

YES NO 



APPENDIX B 

TOTAL EXPENDITURES AND AVERAGE EXPENDITURES 
BY HOSPITAL SIZE FOR SELECTED 

INSTITUTIONS IN THE STATE 

Size 
Category 

Sma.11 
(100 beds 
and under) 

Medium 
(101 to 

. 300 beds) 

Large 
(Over 300 

beds) 

Total 

OF VIRGINIA--1966 

Number of 
Institutions 

t . * Repor 1ng 
Expenditures 
(in thousands) 

Average Hospital 
Expenditures 

(in thousands) 
-----·-----~--

19 $10,746 $ 565.6 

24 47,081 1,961.7 

9 43,863 4,873.7 

52 $101;690 $1,955.6 

Source~ American Hospital Association, Hospitals, 
XLI (August 1, 1967), 1-20~ 

*The 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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by 

Jeffb:ey itoben Barnes 

~his t:besia eteam!nes the budlq:etary phlloso-ghy and bud• 
9etary ptooedure11 found u oommu11.ity,, 9enet-al, a:oa~pt'oft,t. 

hospitals in tbe State of V!q.tnta, fo:t the purpose of makinf 
rec:r.ommendatio•• fo:r s.rtrea~beninf l>U49etary contbl•. Xn-
Ctheinf demafttl• .~ beia; made upon the Dt.tion's hospitals 
to mue eveJ.'l( ef'fon to col'ltu:ol steadil.1 risiag' medica.1 costs. 

llospttal •ua9ement caa 110 loafer ipore the lmportut oon-. 
t.rlbut!on• which effective bu4getiaf cal\ atake toward. 0011tJ"Ol-

1inf costs. 
ta <:>t-del" to, gaWiew 4ata, a quest:Lonnai• wa• mailei t.o 

all ~mmut ty,, voluntary bo&pitals l.n the, State. Que.st!Gl'as 

wes:e olaasified unde2t fou heatU.a:f•t bdptaiy phtlcsCJPhy, 

J)a&ie requirement• for b\ldfeta:tY proeeh-., prooedures in 
budqet.lnq, a.ad,. maxuafer:ial uses of budret. <teta• 

~•penses •e~e tabulated ~y tk:ree ai•• c•-•fOl'i•st 
small (100 llte4s aad un4er), me4i• (101 to 300 bda), and 
lar•e (()ve,_. 300 be41). 



'?he u.tn cencl'Qsions of this study are: 
(1) The inant.uJ«ettl$nt.t1 of most inst.! tut.ions x-ecctntse the 

t:ontr1J:n:itions which budqetin4J can mak:.e t.owa:td s.ttengtheninf 

.hosp.ital fiscal performance, but thee medical staff and Op$r ... 

at.int personnel need •*'e awareness of the budg-et1nsr t'ole. 
(2) aosp!tal$ of a11 ~•e sties need to improve their 

accQunt.int sy$tems before eftect!ve budg-•tary eontrol!i:¥ ei!U'l 
be initiated. 

(3) Large si~~ hospitals at'e siq~ifiQantly ahea(.t of 
medi\am and $1ta11 siie in$i:l.tut:ioS1s in the use o~ bt1d9ataey 

prooed.u1:es. 
(4) J\l thcn.tgh m()St. hospt.tal :tnal'lag-.. nt.s e;h.ow considel'-

il!lblc s1uren9th in iU:;!liztn9 what b.ud9etary control$ they 

alt."eady have to control unff.•vo:rable tin~nctal trends, few 

use budqet data to •f feet adequate :relmburse:m.ant from tll:ird-

pat'ty ag-enc:Les. 
ttecom.YRendations are desiqnea to fuJtther bud9et education; 

®rrect. existing- accounting and bud~euinf il~fi.•le:nc:le$, and. 

improve manaqemen:t' s atiJ.ieatio:n of budget. da:ta in re!;n:lburse"" 

:nlent requests. 
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