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SUMMARY

This is an investigation of the coordination of the goods and
services of heospital departments. Its general purpose is to contribute
to the bedy of knowledge in hospital management systems. Its general
objective is the development of practical procedures through which man-
agers can effectively coordinate the goods and services of hospital
departments. As used in this investigation, the term "coordination"
refers teo the identification, availability, and the use, in the proper
amounts, of departmental goods and services which blend inte a harmonious
effort to achieve the goals of the hospital. The term "management system'
refers to the management team and the mechanisms and procedures which
the members of the team develop and use in planning for, organizing,
staffing, directing, and controlling the departmental "production
systems," the combinations of facilities and personnel that actually
produce the goods and services of departments,

Hospitals are complex organizations with many quasi-gutonomous
departments organized around complex technologies, Not all of these
departments produce goods and services which directly provide patient
care; many produce goods and services which benefit patients only
indirectly by benefiting cther departments. OCne cof the current and major
problems of hospital administrators is to cause department heads, first,
to coordinate the goods and services of the departments and, then, to
manage the departments in the efficient production of the goods and

services.
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As a medium through which to analyze hospital organizaticn and
management, procedures for cocrdinating departmental gocds and services
are derived from the general procedures of public utility eccnomics
and implemented in & hospital management system. These procedures focus
on the "business transactions" Eetween preducer and consumers. These
transactions are taken to be a fundamental component cf cocrdination,.

From the analysis of hospital organization and management, 23
characteristics of hospital organization and management which contribute
to the need for, and influence the design of, procedures through which
hospital managers formally coordinate departmental gcods and services
are identified. These characteristics pertain to the following general
elements of hospital organization and management:

1. Organization.

2. Relations Among Departments.
3. Technological Theme,

4, Organizaticnal Positions.

5. Fiscal Procedures.

These characteristics of hospital organizaticn and management are
used in the develcpment of a program of coordination which includes
practical procedures for coordinating departmental goods and services
which conform to the characteristics. The program of coordination
consists of the following sequential steps or projects, each of which
produces a specific result:

1. Estaklish a hospital services commission.

2. Identify departmental goods and services,



Establish the authority and responsibility for each
good and service,

Value goods and services.
Modify budgets.

Account for transactions.

ix



CHAPTER I

COORDINATION AND CCST CONTAINMENT IN HOSPITALS

This is an investigation of the coordination of the goods and
services of hospital departments., Its general purpose is to contribute
to the body of knowledge in hospital management systems. Its general
objective is the development of practical procedures through which man-
agers can effectively coordinate the goods and services of hospital
departments. As used in this investigation, the term "coordination"
refers to the identification, availability, and the use, in the proper
amounts, of those departmental goods and services which blend into a
harmonicus effort to achieve the goals and objectives of the hospital.
The term "management system" refers to the management team and the
mechanisms and procedures which the members of the team develop and use
in planning for, organizing, staffing, directing, and controlling the
departmental "production systems," the combinations of facilities and
personnel that actually produce the goods and services of the depart-

ments.

Hospitals have a clear mandate to contain costs; however, there
is not a corresponding clarity as toc which costs can be contained with-
out sacrifices in the quality of patient care. While patient care
results from the production of departmental goods and services and the
preponderance of hospital costs is incurred by the departments In the

production of these goods and services, the relationships between patient



care, departmental goods and services, and departmental costs are not
readily apparent. Hespitals are complex organizations with many quasi-
autonomous, technical departments. Many of the department heads, citing
justifications based upon their expert knowledge of the complex tech-
nelogy of their departments, often unilaterally specify the goods and
services of their department. And in this complex setting, not all of
the departments produce goods and services which directly provide patient
care; many hospital departments produce gocds and services which benefit
patients only indirectly by benefiting other departments which, in turn,
produce goods and services which benefit other departments and patients.
One of the current and major problems of a hospital administrator is to
cause the department heads, first, to coordinate the goods and services
of the departments and, then, to manage the departments in the efficient
production of the gocds and services. The present investigation is con-
cerned with the development of practical procedures for effectively

cocrdinating these goods and services.

Cost Containment in Hospitals

The United States is experiencing a significant increase in the
demand for health care services, and this increase is expected to con-
tinue inte the fereseeable future. The number of people in the United
States 1s increasing, and, of course, additional citizens create addi-
tional demands for health care services. But of even more significance,
more citizens are beginning to demand that health care services be made
available to all citizens. Increasingly, health care is being viewed as

a right to be available to all, not merely to the more affluent., Such



government programs as Medicare and Medicaid, and such new concepts as
health maintenance organizations are the beginnings of major efforts to
make health care services available to all citizens, and programs which
place more people in the role of consumers of health care services
further increase the demand for these services,

A significant portion of this increase in demand is supply
generated. Rapid strides in medical technology are producing major
changes and improving the more traditional health care seprvices. In
addition, many new services which were being introduced in research-
oriented institutions a few years agce are now widely available as
standard practices and procedures, and additional services are being
developed. As these new services and improvements in services become
available, additional demand is generated,

The increase in the demand for services and the increase in the
number of services available in combination with such factors as the
inflationary increases in the prices of all the geoods and services used
in the health system have produced dramatic increase in the total costs
of the health care system--from $17,%00,000 in 1955 to $67,200,000,000
in 1970.l

This rapid rate of increase in the costs of health care services
is now receiving attention from many groups in the United States. Over
the past few years, articles about the expanding health care system and

its costs have been appearing with increasing frequency in such widely

li"he Size and Shape of the Medical Care Dollar: Chart Book/1870,
Department of Health, Education, and Welfare, U.S. Government Printing
Office, Washington, D.C., 1971, p. 5.



read and influential journals as Business Week, Newsweek, Harvard Busi-
nesg Review, Forbes, and Fortune. It is obvious to many thoughtful
Americans that, with the present health care system and national priori-
ties, an accelerating increase in the cost of providing health care
services seriously restricts the expansion of the system and reduces the
availability of health services to many needy persons.

As a result of the attention to and the effect of the increasing
costs, efforts are now being devoted to innovative approaches to modify
or redesign all or porticns of the current health care system., But no
matter what changes are introduced, hospitals with essentially their
present facilities and organization will continue to be one cf the major
focal points in the delivery of health care services for many years into
the future. The American Hospital Association reported that in 1970 the
United States had $36,159,198,000 invested in 7,123 hospitals with
2,537,112 employees.2 The United States simply cannct afford to fail
to give proper attention to these assets. Nor is it reascnable to
expect major changes in hospital facilities and organization or a major
retraining of hospital employees in the short run.

As a major component of the health care system, hospitals have
experienced increases in the demand for services and the costs of pro-
viding the services comparable to those of the entire health care system,
The demand for hospital services, as indicated by the number of admis-

sions, increased by approximately 50 per cent from 1955 through 1870,

2"Guide Issue," Hospitals, Vol. 45, No. 15, Part 2, August 1,
1871, p. 463.



from 21,073,000 admissions to 31,759,000 admissions. As indicated by

the number of ocutpatient visits, the demand for services from these same
hospitals increased by approximately 54 per cent in only five years,

from 125,793,000 visits in 1965 to 181,370,000 visits in 1970. The costs
of providing the inpatient and outpatient services of these hospitals
increased approximately 360 per cent from 1955 through 1970, from
$5,594,000,000 to $25,555,000,000.3

Whatever the causes, influencing factors, or extenuating circum-
stances, the rapid increases in the cost of operating hospitals reduce
the availability of hespital services to a considerable number cf people.
These increases alsc consume much of the funds which could be used to
expand the health system and make more health care services available to
mere pecple.

Concern about these increases in costs has led a number of people
both within and outside of the hospital field to demand cost containment,
Even though approaches to cost containment may differ in scope and com-
plexity, the spirit of cost containment is quite clear: realistic con-

trol of the cost of cperating hospitals.

Major Apprcaches to Cost Containment

The growing demand for the containment of the costs of operating
heospitals has precipitated many positive responses. One of the mest
promising responses has been an acceleration of a movement previously

initiated in the hospital field by far-sighted individuals who recognized

S1bid., p. 460,



and responded to the need for cost containment prior to the demand by the
public, 1In this movement, hospitals have been adopting the successful
cost containment approaches which had been developed, accepted, and
implemented in the major U,S. manufacturing industries. Although there
are many variations, the approaches being adopted can be grouped into

the following classes:

1, Using qualified managers who improve the efficiency
of the production systems.

2, Developing and applying technigues to improve the
efficlency of the production systems.

It should be noted that both of these approaches deal with
improving the efficlency of production systems. In hospitals, as in
most organizations, the preponderance of costs is incurred in the pro-
duction systems. Here, people are employed in the production of the
goods and services of the hospital., These people use the space, supplies,
and equipment of the hospital in the performance of physical and mental
activities as directed by the procedures of the hospital, Improving the
efficiency of these production systems can contribute to cost contain-
ment.

The first of these approaches, the use of qualified managers‘who,
through experlence, training, or education, are skilled in many of the
varled, complexr functions of management, is now accepted in all U,S,
industries. Originally businesses were operated by the owners. As the
corporate structure became the organization through which large amounts
of nec;ssary caplital were accumulated, resources were organized, and goods

and services were produced, management became more complex and ownership



became dispersed among a large number of people. To more successfully
achieve their objectives, these owners employed managers to plan, organ-
ize, gtaff, direct, and control the organizations. Although these
managers did not necessarily have cost containment as a primary objec-
tive, to be successful, they certainly had to maintain costs which were
below the prices received for their goods and services, such prices
being determined at least partially by competition.

Although lagging behind the manufacturing industry by several
decades, the growth in size and complexity of hospitals closely parallels
the growth of manufacturing organizations. From small organizations in
which the principal service was compassionate attention, hospitals have
grown into large organizations with extremely complex medical services,
employing several thousand persons. With significant advances in such
areas as anesthesia, surgical techniques, bacteriology, pathology, and
diagnostic and treatment equipment, the health professions provided more
and more services, As the demand for these services grew, hospitals grew.

For many years during this growth, it was accepted that the
administrator of a hospital should be a doctor of medJ'_cine.L'L As the
hospitals became larger and more complex, the "owners" recognized that
qualified managers could help organize the resources to more effectively
and efficiently achieve the objectives of the hospital. In many large
hospitals, managers have been employed as hospital administrators, bring-

ing to the hospital advanced techniques for planning, organizing,

4 . . s :
Letourneau, Charles U., "Hospital Administration; A True Profes-
sion," Hospital Administration, Vol. 13, No, 1, Winter, 1968, p. 57.



staffing, directing, and controlling the production systems and, thereby,
improving the efficiency of these systems.

The second apprecach to cost containment in manufacturing organi-
zaticons, the development and application of techniques to improve the
efficiency of the production systems, uses the assistance of such groups
as the manufacturers of equipment and supplies and the educators,
researchers, and practitioners concerned with the technolegy in each of
the production systems. Another, and major, contributor is industrial
engineering.5 Evolving from the pioneer works of Taylor and the Gil-
breths in the manufacturing industry, industrial engineering has become
accepted and implemented in all major industries in the United States.
Although developed about the same time as the concept of qualified, non-
owner managers, the acceptance and implementation of industrial engineer-
ing has tended to lag behind the acceptance and implementation of this
type of management. As these managers have beccome established, they have
made industrial engineering a permanent part of the corganization In a
staff position providing technical assistance to management.

The acceptance and implementation of industrial engineering in
hospitals is quite similar to its acceptance and implementation in other

industries.6 Larger hospitals with gualified managers led to an

5 . . . . .

As used here, the term "industrial engineer" is synonymous with
the terms management engineer, systems engineer, systems and Industrial
engineer, and operations researcher,

.6For additional information about hospital industrial engineering,
see Smalley, Harold E., and John R. Freeman, Hospital Industrigl Engineer-
ing, Reinhold Publishing Corporation, New York, 1966, 460 pp.; and Manage-
ment Engineering for Hospitals, American Hospital Association, Chicago,
1970, 26 pp.



increasing acceptance and implementation of industrial engineering. As
in other industries, industrial engineers in hospitals have tended to
focus their attention and efforts on improving the efficiency of the
production systems. They have assisted management by developing and
applying techniques for planning and organizing the people, supplies,
equipment, and space and preparing the policies and procedures through
which these resocurces are directed.

Although the use of industrial engineers as full-time staff
specialists in hospital management is growing steadily, most hospitals
with such resources acquire the services from management consulting
companies, the students and faculties of colleges and universities, or
from cone of the latest innovations in the field of hospital management--
shared management engineering services,

That the costs of hospital production systems can be contained can
be inferred from the cost savings studies which have been reported in the
literature. In his review of cost containment studies during 1969, John
Freeman included references to studies reporting annual savings of
816,000, $100,000, and $160,000 in three hospitals.8 The American
Hospital Association reports cost containment studies which reduced the
average inpatient receivables in one hospital by more than $400,0C0,

which reduced the average length of stay of Blue Cross surgical patients

7For additional information about shared services, see Coopera-
tive, Multihospital Management Engineering Programs, Hospital Management
Systems Society, Chicago, October, 1968, 17 pp.

8Freeman, John R., "Systems Engineering,'" Hospitals, Vol. 44,
No. 7. April 1, 1970, pp. 151-4.
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by one day, which decreased the average nursing staff level in a group

of hospitals with over 80,000 patient days per month by 0.2 staff hour
per patient day, and which achieved cost savings in excess of $18 million
annually in 140 Califormia hospitals.9

In summary, the widespread acceptance and implementation of these
approaches in most U.S. industries can be taken as an indication of their
value in controlling costs., When utilized in hospitals, these approaches
contribute to the design and implementation of more efficient production
systems and, thereby, to the containment of costs, With the increasing
demand for the containment of hospital costs, these two approaches will
become even more widely accepted and implemented in hospitals.

However, one of the prerequisites to the design of an efficient
production system is information about the types and amounts of goods and
services to be produced by the system., In many industries, much of this
type of information is supplied by a dominant, central technelogy. In
hospitals this information typically must be generated through special
studies. Yet this essential information could be routinely generated
through a hospital management system which formally coordinates the goods

and services of the hospital departments.

The Problem of Coordination

Whether special or general, long-term or short-term, proprietary
or not-feor-profit, hospitals are organized to produce goods and services,

To maintain control over the actions of the employees and the use of the

gMbnagement Engineering for Hospitals, op. eit., pp. 22-4.
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resources in the production cof the goods and services, to gain econcmies
in the production of the goods and services, and tc set clear policy in
regard to each of the many technologies, hogpitals have, to a certain
extent, decentralized management. That is quasi-autonomous departments
have been formed within hospitals. For example, a dietary department
is formed by bringing under one control all the activities associated
with technologies used in the preparation and distribution of food. A
dietician, given authority over these activities, is expected t¢ obtain
economies in the preparation and distribution of food and to establish
and maintain uniform hospital policy wi;h regard to the types and quality
of food services.

Through extensive application of this concept of departmentaticn,
hospitals have become complex organizations with many departments.
Joseph Owen, in the bock Modern Concepts of Hospital Administration,
illustrated this complexity by having 25 of the 52 chapters correspond to
functions around which hospital departments are traditionally organized,
with each of these chapters written by an expert in the technology of the
department.lo Ray Brown and Richard Johnson, in the book Hospitals
Visualized, identified 32 hospital departments.ll The American Hospital
Association, in its booklet describing the design of the chart ¢f accounts
for hgspitals, presented illustrative hospital organization charts for

large hospitals, medium hospitals, and smaller hospitals. From these

. Vuodern Concepts of Hospital Administration, ed. Joseph K, Cwen,
W. B. Saunders Company, Fhiladeiphia, 1%62, 823 pp.

llBrown, Ray E., and Richard L. Johnson, Hospitals Visualized,
American College of Hospital Administrators, Chicage, 1961, 134 pp.
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charts, it is possible to identify 66 departments in large hospitals,
37 departments in medium hospitals, and 17 departments in smaller
hospitals.12

A primary objective of each of these departments is the production
of goods and services which are of benefit to other departments and to
patients., For example, a hospital laundry produces goods and services
either for a linen department or directly to those departments using
linens. The hespital laundry, in turn, is provided gocds and services
from such hospital departments as maintenance, perscnnel, the business
office, and purchasing. As in the case of the laundry, most hospital
departments are both "producer" departments, providing goods and services
to other departments and patients, and "consumer" departments, utilizing
goods and services from other departments.

The many quasi-autonomeous, technical departments which produce
and consume goods and services leads to the problem of coordinating the
goods and services of the departments. The existence of this basic
problem is illustrated by the contrasting views of experts which are
presented as '"modern concepts of hospital management" in the bock by the
same name. Jane Rchrback wrote that the perscnnel department should pro-
vide training for all hospital employees, since the other department
heads dc not have the time nor the necessary skill to conduct this train-

ing.la The author of the chapter on the pharmacy agreed that the

12Chart of Acocounts for Hospitals, American Hospital Association,
Chicage, 1966, pp. 37-42, 127, and 130.

13Rohrback, Jane C., "Hospital Persconnel Administration,! Moderm
Concepts of Hospital Administration, ed. Joseph K. Owen, W. B. Saunders
Company, Philadelphia, 1962, pp. 132-3.
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pharmacist should not be involved in training the employees in the
pharmacy. Authors of the chapters on laundry, engineering, housekeeping,
radiclogy, and nursing preferred that the training be conducted by the
department head in each of these departments. E. C. Wolf, in his chap-
ter on hospital procurement, would have the procurement department
"purchase for all departments of the hospital, thus permitting the pro-
fessicnally trained people in the hospital te devote their time and
effort to the better administration of their department.”lq This point
was debated by authors of chapters devoted to the functions of laundry,
engineering, housekeeping, pharmacy, radiolcgy, and nursing service.
Similar differences in professional opinion about the availability and
use of departmental goods and services can be found among most of the
department heads in a hospital.

From his incisive observations of hospital management and organi-
zation, Stanley Young inferred that hospital department heads do not aim
to coordinate the goods and services of their departments; rather, they
maintain a state of non-interference in the affairs of each other. He
dramatically peortrayed the picture thusly:

. . Bach [hospital] department more or less went its own way;

A kind of feudal system existed in which the hospital represented
a series of principalities, loosely organized under the aegis of

the hospital administrator. Each department was possessive about
its own jurisdicticnal rights and privileges. Occasionally, two

or more would infermally reach some accommodation over certain

types of changes. This represented a treaty of sorts between
respective dukedoms. An implicit struggle between departments

lLLWolf, E. C., "Hospital Procurement," Modern Concepts of Hospital
Administration, ed. Joseph K. Owen, W. B. Saunders Company, Philadelphia,
1362, p. 118.
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continued over budget allocations, with each attempting to
maximize its own departmental development.15

One of the major challenges facing hospital administrators is to
cause the department heads, first, to coordinate the goods and services
of the departments so as to effectively achieve the objectives of the
hospital, and, then, to manage the departments in the efficient produc-
tion of the goods and services of the departments. Effective coordina-
tion can assist in assuring that all the goods and services necessary to
the objectives of the hospital are being produced. Effective coordina-
tion can contribute directly to cost containment through a reduction in
any duplicaticn of effort in the production of goods and services and
the elimination of any goods and services which are not essential to
the objectives of the hospital. And, effective ccordination can con-
tribute directly to cost containment by providing a practical basis for
the identification of the demand for the goods and services of each
department, information essential to the design of efficient production

systems.

Objectives

The general objective of this investigation is the development of
practical procedures through which managers can effectively coordinate
the goods and services of hospital departments. To this end, the two
specific objectives of this investigation are:

1. To identify characteristics of hospital organization and
management which contribute to the need for, and

lSYoung, Stanley, Management: A Systems Analysis, Scott, Fores-
man & Company, Glenview, Illincis, 1966, p. 299.
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influence the design of, procedures with which hospital
management coordinates the goods and services of the
departments.

2. To develop practical procedures for coordinating goods

and services which conferm to the characteristics of
hospital organization and management,

Scope and Limitations

Procedures for coordination developed in this investigation are
applicable to a wide range of hospitals. Basically this Investigation
is concerned with the identification and the specifications of the goods
and services produced in each hospital department and the mechanisms and
procedures through which these goods and services are exchanged among the
departments and delivered to patients. The production, exchange, and
delivery of departmental goods and services cccur in all hospitals.

Although efficient production of these goecds and services of
hospital departments contributes to cost containment, this investigation
is not directed at those management functlions dealing directly with the
hospital production systems. Such functions as planning, organizing,
staffing, directing, and contrelling the production systems in the
departments are currently receiving considerable attentien. Effective
techniques for performing these functions are being developed and imple-
mented by hospital administrators, hospital industrial englineers, hos-
pital department heads, and other groups.

Nor are the motivational aspects of hospital management directly
included. This investigation focuses on coordination rather than
cooperation and on services rather than people. Although the employees,

each with his own hopes, desires, capabilities, and interests, produce
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health care goods and services, it is the goods and services which
benefit the patient. And although the employees must cooperate if the
objectives of a hospital are to be achieved, coordinating the goods and
services prcduced by their efforts will direct the attenticn of the
employees to those areas in which they should cooperate. Coordinating
the goeds and services of the departments does not eliminate the need
for a people-oriented management system, but it does formally direct
management attenticn to those goods and services which are to be

produced.

Overview
The appreoach used in this investigation is manifested in the
following steps:

1. Chapter II: A survey of the dominant procedures and
techniques for formally coordinating geods and services
and the general characteristics of the organizations and
management in the industries in which they were developed.

2., Chapter III: A study of the coordination of goods and
services in a small, general hospital during the implemen-
tation and operation of procedures derived from the funda-~
mental principles of public utility economics.

3. Chapter IV: The identification of a set of relevant
characteristics of hospital organization and management
which contribute to the need for and influence the
design of procedures through which hospital managers
formally coordinate departmental goods and services.

4. Chapter V: The development of procedures which conform
to the characteristics of hospital organization and
management and through which hospital managers formally
coordinate departmental goods and services.
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CHAPTER II

TECHNIQUES FOR COORDINATING GOODS AND SERVICES

The ccordinaticn of goods and services is not a problem unique to
hospitals. It exists to some degree in the organizations in all indus-
tries. And, to the practicing managers in these organizations, the
coordination of goods and service is only one of a large array of complex
management functions to be performed.

Among those disciplines which develop, and assist in the implemen-
tation of, techniques through which the managers can more effectively
and efficiently perfeorm these complex functions are management, indus-
trial engineering, and economics, Typically, the techniques from each
of these disciplines are developed from the body of knowledge underlying
the discipline. Many of the techniques are developed to conform to the
characteristics of the organizations and management within a specific
industry. And, although coordination is not emphasized, many of the
techniques do include procedures through which managers formally coordi-
nate goods and services.

In this chapter is presented a survey of the basic approaches of
the more prominent techniques from the disciplines of management, indus-
trial engineering, and economics which include procedures for coordi-
nating goods and services. The discussion of each technique includes a
brief examination of some of the dominant characteristics of the organi-

zations and management which influenced the design of the procedures for
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formally coordinating goods and services. This survey illustrates the
basic approach of, and the current body of knowledge incorporated into,

this investigation.

Management
Several writers in the field of management have been concerned
with the use of geoals and objectives as a means of informal cocrdinaticn.
Among these, Chester Barnmard, in examining the feormal organization as a
cooperative system, identified the formulation of purposes and cbjectives
as one of the principal functions of management, indicating that the
cooperation and coordination so necessary to the successful operation of
an organization could be more readily achieved with the development of
specific goals for each of the departments or divisions of the organiza-
‘tion.l And Peter Drucker specifically related goals and objectives to
the ccordination of the goods and services of departments when he said
that:
. Objectives should lay ocut what performance the man's own
managerial unit is suppesed to produce, They should lay out
what contribution he and his unit are expected to make to help
other units cbtain their objectives, Finally, they should spell
out what contribution the manager can expect from other units
toward the attainment of his own objectives.?

In addition to this informal approach to coordination, management

has recently contributed to the design and implementation of two

lBarnard, Chester I, The Functions of the Executive, Harvard Uni-
versity Press, Cambridge, 13938, p. 231.

2Drucker, Peter F., The Practice of Management, Harper & Row,
Publishers, New York, 1954, p. 126.
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techniques for formally coordinating goocds and services, techniques
which conform to the characteristics of the organization and management
of government. The procedures of Program, Planning, and Budgeting
Systems (PPBS) are being implemented in the management systems of
government agencies. Within these agencies in the field of education,
procedures for accountability are being explored, developed, and imple-
mented in the management systems.

There are several characteristics of government which influence
the design of procedures for coordinating goods and services., Ior
example, government agencies generally produce services, not products,
so there is little flow of material or products among the divisiens in
government crganizations. In addition, governments have multiple
service objectives and goals. There are many services which could be
provided by governments in such fields as security, sanitation, training,
and transportation, and there are many such fields. In organizing for
the delivery of these services, governments usually develop a set of
parallel, relatively independent agencies, each responsible for the
services within a specific field. Also, in government, funding is inde-
pendent of production, that is, income is not produced through the sale
of services.

Program, Planning, and Budgeting Systems

One of the major problems of management in government is the allo-
cation of its limited funds among a large and growing number of services
and demands for services. Traditionally, government management has dealt

with this problem through the use of budgets, and the procedures for the
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preparation and evaluation of budgets have become quite elaborate. Bud-
geting is a valuable management tool for fiscal planning and control,
but when budgets are developed and sustained independently of production,
their value has some limitations.3

Management in government has need for procedures which direct
attentien to the preoduction of services and to the ccordination of these
services as well as the expenditure of funds. To meet this need, the
United States Air Force and other government agencies, working with the
Rand Corporation, developed and implemented the concepts and preocedures
of PPBS in 1965. By 13970, PPBS was being used throughout the federal
government, and a large number of state governments, city governments,
and county governments had either adopted or were exploring the use of
PPES in their management systems.u

Basically, PPBS "is an approach that starts with planning about
cbjectives, then develops programs through analysis on the basis of these
objectives, and finally translates the programs Intc budgetary require-
ments."5 The procedures of PPBS lead management to focus first on the

objectives of the agency. For each of these cobjectives, PPBS leads to

3For a cogent discussion of the limitations of the budget as a
means of allocating resources, see Smithies, Arthur, "A Conceptual Frame-
work for the Program Budget," Systems, Organizations, Analysis, Manage-
ment: A Book of Readings, eds. David I. Cleland and William R. King,
McGraw-Hill Book Company, New York, 1969, pp. 163-7.

uProgram Budgeting: Program Analysis and the Federal Budget, 2nd
ed., ed. David Novick, Helt, Rinehart and Winston, Inc., New York, 1969,

P. V..

SAnaZysis for Planning, Programming, Budgeting, ed. Mark Alfandary-
Alexander, Washington Operations Research Council, Potomac, Maryland,
1968, p. v.
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the identification of ''programs'" (services) through which the agency can
achieve the objectives. In the procedures of PPBS, management also
identifies alternative services and the effect on the achievement of the
objectives of incremental changes in these services. Budget requirements
are then developed for each service and for all the realistic alternative
services which have been identified. These budgets are extended beyond
the traditional budget period of one year for a more rational interval of
up to ten years, depending upon the circumstances.

With the objectives, the programs and alternatives, and the budget-
ary requirements for these programs, top management can more objectively
coordinate the services of its agencies and the use of its limited re-
sources in the achievement of the desired results., The identification
and publication of the specific services to be produced by each agency
provide an opportunity to identify and, hopefully, eliminate any duplica-
tion of services and any services which are not directly aimed at the
objectives of the government. This approach to coordination also assists
in the assignment of services to those agencies in which they can be per-
formed most effectively, This approach alsc assists in the identifica-
tion of any lapses (or erosions) in services; services which should be,
but are not being, produced.

Accountability in Education

One of the major responsibilities of government in the United
States is education. Government agencies are formed and given the
responsibility for developing and operating educational processes.

These agenciles of education exhibit many of the characteristics of
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gaovernment agencies described earlier. But they also differ from mest
other geovernment agencies, having some of the characteristics of the
organizations in the manufacturing industry. Somewhat similar to
products in a manufacturing process, students pass through a sequence of
grades which are somewhat similar to departments in the manufacturing
process. Through the process of teaching (the application of the tech-
nology of the production systems in each grade), modifications are
introduced in each student. After a sufficient amount of this proces-
sing, the student is ready for transfer or promotion to the next grade
in the sequence for additional processing. As in the manufacturing
process, the services in each grade are usually requisite to the
services in the subsequent grades.

But dissimilar to the manufacturing process, the products in
education are not homogenecus when either entering or leaving a grade;
relevant characteristics among students differ considerably. Nor is the
teaching process in each grade susceptible to the same precise controls
and the degree of vepeatability found in the departments in most manu-
facturing processes. Nor is there precise knowledge as to the specifi-
cations required for the transfer of a student from one grade to the
next, Thus, coordinating the services of the grades is a significant
preblem in the management of an educaticnal organization.

Although this problem of coordination was not explicitly identi-
fied as a major target, the '"performance contracting" project introduced
intoe fhe Texarkana school system In 1369 did include basic preocedures

which could be used to formally coordinate the services of the grades in
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a school.6 In this project, which was sponsored by the U. 5. Office of
Education, firms in the education business were invited tc bid on a
program to train a group of children who were below average in the basic
skills of reading and mathematics. The desired results of the program
would be specified by schoel officials. The firm would select the pro-
duction system and train the students. Payments to the firm weould be
made in relation to the degree to which it achieved the desired results,
as determined by an independent, outside auditor. At the completion of
the project, the teaching procedures and equipment would become the
property of the school system.

The publicity given to this project caught the attention of many
pecple in the field of education and precipitated a large number of
articles in a wide variety of periodicals.7 From this interest, it
appears that all three of the major aspects of performance contracting--
the use of private firms, incentive payments, and accountability--will
have considerable effect upon the management system in education. This
interest will be further stimulated through the grants from the O0ffice
of Economic Opportunity to 18 scheool districts which, in turn, have con-
tracted with six firms to teach underachieving students reading and

. 8
mathematics.

6For an excellent discussion of this project and the concept of
accountability in education, see Lessinger, Leon M., Every Kid a Winner:
Accountability in Education, Simon and Schuster, New York, 1970, 239 pp.

‘ 7Por example, the entire issue of Educational Technology, Vol. 11,
No. 1, January, 1971, was devoted to accountability in education.

BSchiller, Jerry, "Performance Contracting; Some Questions and
Answers," dmerican Education, Vol. 7, No. 3, May, 1971, p. 4.
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One prominent aspect of performance contracting is accountability--
the identificaticn of the specific results desired and a measure of the
degree to which the results are achieved. John Morris, in describing
accountability as the watchword of the 70's in education, reported that
200 school districts throughout the nation are trying accountability in
some form.9 Although identification of the desired results is extremely
complex and still experimental, it appears that this approach will lead
to new procedures in the management of education--procedures which will
have an impact comparable to that of PPBES in the management systems in
other governmental agencies.

Basic to this accountability is a study to determine and identify
the specific results desired in each grade. Properly performed, such a
study is the quintessence of formal coordination. It can lead to the
elimination of any duplication of services and the elimination of those
services which do not complement the objectives of the entire crganiza-
tion, It can lead to the addition of service which is nect being pro-
vided but which would significantly complement the achievement of the
objectives of the organization. It can lead to the assignment of
services to those grades in which they can be most effectively performed.
And, finally, the services of each grade along with information about the
volume can be used to establish the specific demands on each grade, in-
formation which is very valuable in the design of effective and efficient

production systems in each grade.

9Morris, John E., "Accountability; Watchword for the 70's," The
Clearing House, Vol. 45, No., 6, February, 1971, p. 328.
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Industrial Engineering

The practice of industrial engineering was developed to conform
to the characteristics of management and organization in the manufactur-
ing industry. Although his specific reasoning and logic are not avail-
able, Frederick Winslow Taylor apparently observed that the planning
function of management as directed toward the production systems was not
being adequately performed. He must have decided that this planning
function was easily pestponed by managers who also perform the other
functions cof management, such as organizing, staffing, directing, and
controlling. He decided that the planning function could be more
effectively performed if separated from the other functions of manage-
ment and given to a special department with the specific responsibility
for the development of plans for all management. Taylor envisioned a
lofty role for this department when he said that ". . . the shep, and
indeed the whole works, should be managed, not by the manager, superin-
tendent, or feoreman, but by the planning department.”lO From this con-
cept evolved industrial engineering. Although not appropriating the
authority nor assuming the responsibility of the management of '"the
whole works," industrial engineering has become accepted as a major
planning department in all major American industries.

Through this planning functicn, industrial engineering has
developed and assisted in the implementation of management techniques

which include procedures for ccordinating goods and services. Cver the

lOTaylor, Frederick W., "Shop Management," p. 110, reprinted in a
collection of Taylor's most important papers in Seientific Management,
Harper & Brothers, Publishers, New York, 1%47.
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years, many such techniques have been developed; however, two signifi-
cantly different approaches which are inherent in many cof these tech-
niques can be related to:

1. Preduction management systems in which coordination is
achlieved through the design of the production systems.

2. Project management systems in which coordination is
achieved through such techniques as network analysis.

Producticn Management Systems

Several characteristics of the organization and management of
production influenced the develcopment of the production systems design
approach of industrial engineering. One of these is the arrangement of
the production systems and the flow of materials and products within a
firm. In the manufacturing industry, the usual arrangement of the pro-
duction systems can be classified into one of two basic types: product
or line organization, and process or functional organization. The funda-
mental organizational unit in each of these organizations is the work
station, usually consisting of one or two operators, one machine or
piece cf equipment, and the necessary supplies. As the product is moved
through a series of these work staticns, the worker uses the resources
of the station in a set of activities so as to modify (and add value to)
the product.

Another characteristic underlying this production system design
approach is voclume production. Although the total time for a production
run might extend over several months, with volume production, the cycles
of activity at the work stations are repeated many times. Thus, there

is an opportunity for savings from increased efficiency in some of the
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cycles to more than pay for the cost of the study to Increase the effi-
ciency.

Coordination In producticn systems design typically begins with
or builds upon extensive studies of the activities of each of the work
stations. Studies are made of such factors as the motions of the oper-
ators; the activitles of the machines; the relations among the operators,
the machines, the supplies, and the product; and the characteristics of
the machine, the operators, the supplies, and the product. From an
analysis of the data and the application of certain techniques, prac-
tices, and principles, standards are established for the motions of the
operator, the sequence of the activities, the layout of the work area,
and the quality of the product. This information can be used in the
design of work stations in the production systems.

Since, in production processes, the product output of one work
station is the Input to another work station, the design of the work
stations provides a means of coordinating the flow of the product between
work stations and among the production systems in the process. In the
preduction line organization, cocrdination can be achieved through such
techniques as balancing the amount of work at the work staticns. In a
functionally organized production process, coordination of the flow of
the product among the production systems can be achieved through such
techniques as scheduling the production so as to accommodate the differ-
ences In the time required for the operations at each work station and
to keeﬁ idle time at the work stations to a minimum.

This approach of industrial engineering has been successfully
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expanded beyond the manufacturing industry, and the traditional tech-
niques have been expanded and many new technigues have been developed.
Advanced mathematical theories and techniques have been incorperated to
provide more powerful methods for extracting information from data and
for modeling systems. Statistical theories and technigques have been
introduced to more effectively accommodate the many variations which
cannot be eliminated or controlled. Electronic computers have been
introduced to process the large amounts of data, to take advantage of
the more powerful and complex mathematical and statistical techniques,
and to provide real-time control over work stations and production
systems. With these innovations industrial engineering has produced more
pOWerfhl techniques with which management can pian for, design, or organ-
ize the production systems and coordinate the flow of products among
these systems.

In this approcach to production management systems, coordination is
an integral component of the design of efficient production systems.
Through the detail design of this approach, only those goods and services
which are necessary to the achievement of the objectives are included.
Through design, duplication of goods and services is eliminated. And,
finally, through design, the production of goods and services are
assigned to those work stations in which they can be produced most
effectively.

Project Management Systems

Industrial engineering has also participated in the development of

a different approcach to the coordination of goods and services where the
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characteristics of management and organization are significantly differ-~
ent from those typically found in the manufacturing industry. In the
construction of a high-rise office building, for example, there is only
one building to be constructed, the production systems of several inde-
pendent companies will be used during the construction process, and,
although the time required tc complete the building may extend over
several years, this type of project typically has a time constraint:
either the project has a specific completion date or management wants to
minimize the duration of the prolject within the constraints of certain
key resources, Similar characteristics are found in the management and
organization of many other construction projects and many research and
development proiects,

In developing procedures for coordination which conform to these
characteristics, industrial engineering shifted from the approach of
designing production systems to the approach of network analysis. Al-
though there are many intermediate variations which include procedures
from both, these two approaches can be contrasted in terms of how they
deal with the precduction systems. The approach of production management
systems begins with detail studies of the activities at the work stations
in the production systems and, then, through the design of efficient and
effective work stations, coordinates the goods and services of the pro-
duction systems. The approach of project management systems, on the
other hand, begins with only estimates about a few of the characteristics
of the.goods and services of the production systems and, then, with

little attempt to improve the efficiency of the production systems,
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schedules the goods and services of the production systems.
Two techniques quite widely used in project management systems

are the Critical Path Method (CPM) and the Project Evaluation and Review

Technique (PERT).

Typically the estimates and other information which form the data
base for these techniques are provided by the experienced managers who
have authority over and responsibility for the production systems which
produce the gocds and services to be coordinated. Although the more
elaborate the procedures, the more elaborate the information, the basic
information required for these techniques include (1) the identification
of the activities (the goods and services of the production systems)
which are necessary for the completicn of the project, (2) an estimate
of the time required to complete each activity, and (3) the precedent
relations among the activities.l

This information is organized in a network diagram. From an
analysis of this nmetwork, an earliest possible start date and a latest
possible start date are established for each activity with particular
emphasis given to that sequence of activities whose start and completion
dates are most crucial to the timely completion of the project.

Pericdically, as the activities are completed, the network dilagram
is updated. Through an analysis of this current network, a revised set
of start dates for the remaining activities is identified, again with
emphasis on those activities whose start and completion dates are most

crucial to the project.

11 - . .
For additicnal information about these procedures, see Moder,

Joseph J. and Cecil R. Phillips, Project Management with CPM and PERT,
Reinhcld Publishing Corporation, New York, 1964, 283 pp.
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Coordination as typically provided through the techniques used in
project management systems is in two phases: the formal identification
of the activities of the project and the scheduling of these activities,
Formal identification of the activities provides an opportunity to
identify and eliminate any duplication of activities, It alsc assists
in the identification of any omissions in activities, activities which
should be, but are not being, planned. These necessary and, in total,
sufficient activities are then scheduled sc as to complete the project

with the censtraints.

Economics
Eccnomics has been defined by George Stigler as "the study of the
operation of econcmic organizatieons, and economic organizations are
social (and rarely, individual) arrangements to deal with the production
. . . . . nl2 . . . ox
and distribution of economic goods and services. Stigler identified
the following four functions of an economic system:

1. To determine the goods that should be made and to
determine the quantity cf each good.

2. To allocate the rescurces among products and produc-
tion units in such a way, given the state of techno-
logical infcrmation, so as to obtain as much as
possible of the desired outputs.

3. To divide the aggregate output of the economic system.

4. To maintain the capability of change and grow‘th.13

The first and third functions identified by Stigler correspond to

letigler, George J., The Theory of Price, rev. ed., The MacMillan
Company, New York, 1852, p. 1.

B1id., pp.s-s.
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the task facing heospital management in the coordination of the services of
the departments. The second function identified by Stigler corresponds
to the task facing hospital management in the efficient production of
these services. And the fourth function identified by Stigler is a de-
sirable characteristic of a hospital management system.

Two basic approaches of economics to the develcpment of proce-
dures for coordination are found in the branches of microeconomics and
public utility economics,

Microeconomics

Microeconomics, also known as price theory and the theory of the
firm, deals with the firm as an eccnomic unit, an entity which is con-
sidered to act as an entrepreneur. One of the major concerns of micro-
economics is the cocrdination of goods and services among firms, since
the goals of microeconomics are to determine what goods and services are
produced, how they are produced, and who gets them. In microeconomics,
prices are the primary means through which coordination is achieved.lj+

As firms became large, it was only natural that economists would
be interested in the application of prices as a mechanism for coordi-
nating goods and services among divisions within a firm. In 1955, an
article by Joel Dean generated a great deal of interest in and precipi-
tated a large number of articles devoted to transfer pricing--the pficing
of goods and sevvices exchanged among divisions of a firm--as a technique
for coordinating goods and services.l5 This article is representative of

the many subsequent articles deveted to the same subject,

14Por an excellent development of the theory of prices, see Stig-

ler, op. eit., and Watson, Donald S., Price Theory and Its Uses, Houghton
Mifflin Company, Boston, 1983, 431 pp.

lSDean, Joel, "Decentralization and Intracompany Pricing," Harvard
Business Review, Vol. 33, No. 4, July-August, 1955, pp. 65-74,
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In his article in the Harvard Business Review, Dean claimed a
new management system based on profit centers and transfer prices., Under
his management system, each profit center would seek to maximize its own
profit and, thereby, maximize the profits of the entire firm. He identi-
fied and examined the fellowing six bases for determining transfer
prices: published market prices, marginal cost price, full cost-plus
price, sales-minus price, traditional price, and negctiated competitive
price. He concluded that a negotiated competitive price system, a mini-
ature free-enterprise system, would best serve the interest of the firm,
Because of the strain placed on management in the transition from tradi-
tional cost allocation to transfer pricing, Dean recommended that a price
mediator be used. He anticipated that as the managers gained experience
and came to appreciate the valué of the transfer pricing system, the
effective mediator would work himself out of a job.

Dean referred to the characteristics of the organizations in which
this technique might be applied by citing three characteristics of organ-
izations where it was not applicable: wheyre profit centers cannot be
identified, where a small, closely knit group of men can confidently
exercise all managerial functions, and where mathematical models and
computers can be used in solving the problems of coordinating goods and
services. He identified four characteristics which distinguish profit
centers from service centers: operaticnal iﬁdependence, access to
scurces and markets, separable costs and revenues, and profit geoals. As
an illustration of a service center, Dean described a "captive" steel

mill which delivers all its output to a large equipment manufacturing
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plant within the same firm. He said that the steel mill should not be
considered a profit center because none of the requirements of a profit
center were met. For example, the management of the mill is expected to
meet the requirements and specifications of the manufacturing plant, not
to produce profits.

Other writers in this field recommend other methods for determin-
ing prices, but all the propenents of this approach focus on developing
prices for goods and services and presume consumer or division sover-
eignty over the purchase of these goods and services.16 Thus, in this
approcach, a major phase of coordination--the identification of those
goods and services which are necessary to the operation of a division--
is dependent, to a cconsiderable degree, upon the pressures of supply and
demand. Suppliers, both internal and external to the company of which
the divisicon is a part, are supposed to recognize the necessity for
additional goods and services and react to the economic opportunity to
provide these goods and services., Given sets of services and corre-
sponding prices from a number of suppliers, the consuming division com-
pletes another major phase of ccordination by selecting those goods and

services in the amounts which best meet the needs of the division.

lBFor illustrations of and references to other methods of trans-
fer pricing, see Gordon, Myrcn J., "The Use of Administered Price Systems
to Centrel Large Organizations,' Management Controls: New Directions in
Basic Research, eds. Charles P. Bonini and others, McGraw-Hill Book
Company, New York, 1964, pp. 1-26; and Hirschleifer, Jack, "Internal
Pricing and Decentralized Decisions," Management Controls: New Direc-
tions in Basic Research, eds. Charles P. Bonini and others, McGraw-Hill
Bock Company, New York, 1964, pp. 27-37.
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Public Utility Economics

Public utilities are private firms which are organized to provide
to the public indispensable services under monopoly conditicns with
government regulation substituting for the regulation of the competition
of the market.l7 The services provided by the firms are essential to the
wellbeing of the public, services which are "affected with a public
interest." The privately-owned public utility firms have an obligation
to their owners teo provide an adequate return on the investment. They
also have an obligation to the public to provide the approved services
to anycne who is willing and able tc pay for them.

In public utility eccnomics, coordination of services between
producer and public is achieved in two phases. The first phase is the
regulation of the services and the corresponding prices; the second phase
is customer scvereignty.

In the utility industry, government regulation 1s usually accom-
plished through regulatory commissions operated independently of the
government and of the firms being regulated. The power of these commis-
sions is centered in their authority to eliminate or contrcl competition
and to control the prices of the services offered by the firms. Pro-
tecting these firms from competition aggregates a large demand for the
services. Having one large organization meet this total demand permits
significant economies of scale in terms of long-run decreasing costs, as
compared to having several smaller organizations, each meeting a segment

of the demand. In addition, making these services available from one

7Por an excellent discussion of the public utility concept, see
Bonbright, James C., Principles of Publie Utility Ratee, Columbia Uni-
versity Press, New York, 1961, Chapter I, pp. 3-25.
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firm eliminates many expenses and inconveniences which would be incurred
by the customer if parallel, competing systems were in operation.

Although the actual procedures are quite involved and very com-
plex, in simplified form, the general steps followed by a regulated firm
in requesting approval for a set of services and prices are:

1. Prepare the specifications of the proposed services.

2. Estimate the annual demand for each service.

3. Estimate the annual operating cost of supplying the demand.

4., Propose a price for each service.

5. Petition the commission for approval of the proposed
services and prices.!®

These steps are not necessarily sequential nor are all these steps neces-
sary when a firm merely requests modifications of existing prices.
Although procedures differ among commissions, the official busi-
ness of the commissions is cconducted through formal hearings. In pre-
paring for a formal hearing, a firm petitions the commission, and a pre-
hearing conference is held to identify the issues, limit the scope of the
hearing, specify the data which will be required, and schedule the hear-
ing. O0fficial notice of the hearing is made available to all interested
firms and citizens. At the hearing, arguments are presented hy repre-
sentatives of the firm submitting the petition. Additional infermation
and arguments are presented by members of the commission staff, repre-

sentatives of other firms, and interested citizens. After hearing the

8 . \ . PR $a
1 These basic procedures are discussed in detail in Phillips,
Charles F., Jr., The Economics of Regulation, Richard D. Irwin, Inc.,
rev. ed,, Homewoed, Illineois, 1969, pp. 134-42,
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arguments, the commission either rejects the petition, approves the
petition as submitted, modifies the petition and approves it, or sets
“the petiticn aside for additional study.

One of the basic tenets of public utility economics is that the
beneficiary should bear the burden. Under this concept, each customer
is free to use as much of each of the approved services as meet his
needs, and he is obligated to pay only for the services he uses. In
addition, most public utility firms subscribe to the concept of differ-
ential rates, Under this concept, the firm will obtain the approval to
offer reduced prices for those services which are delivered at off-peak
periods and for other special services which increase the utilization of
the facilities and, thereby, lower the average price of the services,
Thus, the customer has some opportunity through differential rates to
select a comparable service at a lower price,

Thus, public utility economics, in developing procedures for
coordinating services, not only incorporated the concepts of service
prices and consumer sovereignty as used in the transfer pricing tech-
niques of microeconcmics, but also provided procedures for accomplishing
other aspects of coordination. Through these procedures, the producer
and consumers formally participate in (1) the identification of the
services necessary to the operation of the organizations in the communi-
ty, (2) the identification of alternative levels of services, and (3) in
establishing the prices for the services. These procedures also assign
to a ﬁublic utility firm the responsibility to make these services and

levels of services available. And, then, under these procedures, the
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consumer has sovereignty over the selection of those services in the

amounts which best meet his needs.

Conclusion

In summary, this survey indicates that:

1. Although the coordination aspects of the technigues may
not be identified, industrial engineering and other
disciplines develep and assist in the implementation of
management technigues, and many of these techniques
include procedures through which managers formally
coordinate goods and services.

2. Although the characteristics may not have been explicitly

identified, many cf these techniques have been developed
to conform to the characteristics of the organizations
and managements in a specific industry.

3. Management techniques which include procedures for
formally coordinating departmental goods and services
and which conform to the characteristics of hospital
organization and management have not been reported.

This investigation aims to extend the bounds of present knowledge
to dinclude practical procedures through which hospital managers formally
coordinate departmental goods and services. In achieving its goal, this
investigation makes a contribution to the body of knowledge in hospital
management systems.

In pursuing its geal, this investigation uses the approach of
analysis and design which was implied in the development of the tech-
niques identified in the survey. Such an approach includes an analysis
of an organization and its management in order to identify those charac-
teristiecs influencing the design of procedures through which the manage-

ment coordinates the goods and services. The design of practical proce-

dures conforming to these characteristics completes this approach.
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In addition, this investigation uses the fundamental principles of
public utility economics in the derivation of an initial set of proce-
dures for coordinating goods and services, A principal reason for using
this technique is that certain similarities between the characteristics
of organization and management in a hospital and in the public utility
industry can be drawn.

The relation between each hospital department and the hospital as
a whole may be likened to the relation between a public utility and the
community which it serves. A public utility provides to the community
indispensable services under moncpely conditions with the community
regulating, through a commission, the charges for these services. That
a hospital, with its wide range of services, may be likened to a com-
munity was implied in the Amerlcan Hospital Association's slogan, '"Your
Hospital--City of Care' for National Hospital Week in 1967. Hospital
departments provide to this "eity" indispensable services under monopoly
conditions with the hespital administrator regulating, to some extent,
these services. The hospital administrator, in effect, grants a monopoly
to a laundry manager to produce indispensable laundry services for
basically the same reasons that a community grants a monopoly to a util-
ity, that is, to eliminate costly duplication of facilities and tec achieve
decreasing average unit cost as output increases. The business office,
the emergency room, and other hospital departments can also be considered
to be monopolistic entities providing goods and services which are indis-
pensabie to the objectives of the hospital. In the community, each public

utility is a business which utilizes the goods and services of and
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provides services for other businesses. Correspondingly, each hospital
department can be considered to be a "business" which utilizes gocds and
services of other departments and provides its goods and services for
hospital departments and for patients.

In contrast to these similarities are some significant differ-
ences between the characteristics of the organization and management in
a hospital and in the other industries identified in this survey. Tor
example, hospital departments do not normally exhibit the operational
independence of the divisions in the organizations for which the tech-
niques of PPBS and transfer pricing were developed. Nor do hospitals
employ sequential processing through an extended series of production
systems as found in those crganizations for which the techniques of
production management systems and accountability in education were
developed. Nor are the main efforts of a hospital directed toward
projects which are performed cnce, such as the construction projects for
which the techniques of project management systems were developed.

Thus, the basic approach of, and the current body of knowledge
incorporated into, this investigation are established. The next task,
an analysis of the characteristics of hospital organization and manage-

ment, is presented in the following chapter.
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CHAPTER III
A STUDY OF CCORDINATION

In several industries, effective procedures through which managers
coordinate goods and services have been developed to conform to the char-
acteristics of the organization and management peculiar to the industry.
Similarly, knowledge about the characteristics of hospital organization
and management can be used most effectively in the design of procedures
for formally coordinating departmental goods and services of hospitals.,
Relevant characteristics of hospital organization and management can
be identified and described through analysis. In this investigation,
such an analysis is conducted during a study of coordination in a
hospital.

In this study, procedures for coordinating departmental goods and
services are derived from general procedures of public utility econcmics
and implemented in a hospital management system. The implementation of
these procedures provides a practical medium through which to analyze
hespital organization, management, and coordination. Through the proce-
dures of public utility economics, this study focuses on the '"business
transactions' between producing departments and consuming departments,
since public utility economics deals with the coordination of goods and
services between a producer and a set of consumers, not with methods of
producing goods and services nor with the use of goods and services,

These business transactions are taken to be a fundamental component of
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ccordination in hospitals.

In this chapter is presented a description of the study of
coordination, Beginning with an examination of the general procedures
of public utility economics from which procedures for coordinating
departmental goods and services are derived, the description includes an
cverview of the organization of the hospital in which the study was con-
ducted. The major segment of the description is devoted to the implemen-
tation and operation of procedures. The description concludes with a

discussion of the general results of the study.

Procedures
The general procedures of public utility economics provide a

practical means for cocrdinating the goods and services between a
monopolistic entity and the users of its goods and services. Basically,
this coordination is achieved by regulating the prices of the goods and
services and permitting a ccnsumer to buy as much of these goods and
services as he needs. Procedures for coordinating departmental goods
and services were derived from general procedures of the feollowing
aspects of public utility economics:

1. The Regulatory Commission.

2. Price Regulation.

3. Differential Pricing.

L. Consumer Sovereignty.

1. The Regulatory Commission. In public utility economics,

government regulation, which substitutes for the regulation of competi-

tion, is accomplished through an official body, such as a public service
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commission., Even though this commission obtains Its authority from the
government, it operates independently of the government and of the firms
being regulated. A principal power of the commission is in its author-
ity to control the prices charged for the services offered by the
utility.

A "review commission' composed of the administrator and two mem-
bers of the board of directors can provide to a hospital administrator
and his hospital department heads the principal regulatory functions of
a public utility commission. Essentially, the administrator can substi-
tute the authority of the review commission and its "public'" hearings for
the regulation of his authority and the private negotiaticns between him-
self and the heads of producing departments, Although such a commission
would not be independent of the source of its authority or the entities
being regulated, it should be concerned with achieving the overall goals
and cbjectives of the hospital.

2, Price Regulation. In the general procedures of public util-

ity price regulation, each public utility prepares a proposed price or
"rate" schedule, based upon the estimated annual cost of providing the
services and the estimated annual demand for services. This estimated
annual cost of providing services, also called the annual revenue
requirement, is the sum of the annual operating expenses, the annual
depreciation expenses, the annual taxes, and a reasonable return on the
net valuation of the property. A price for each service is proposed
such that the expected total annual income from all services will equal

the estimated annual cost of providing the services. The proposed price
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schedule is submitted to the public service commission for review at a
public hearing with the consumers being invited to participate. After
the hearing, the commission reviews the material, makes whatever adjust-
ment it deems necessary, and approves the prices. These, then, become
the prices of the services of the public utility.

These procedures can be incorporated into a hospital management
system. Each hospital department head can review his annual cost and
preduction records, estimate future demands for the services of his
department, estimate the costs of providing these services, estimate a
price for each service which will return the full costs of providing the
services, and prepare a report justifying these prices. At a '"public"
hearing the hospital review commission can review the proposed prices.
As in the hearings of the public service commission, the heads of the
departments consuming these services can be invited to participate in
these hearings. After reviewing the material and making whatever adjust-
ments it deems necessary, the commission can publish a schedule of the
approved prices of the goods and services of each hospital department.

3. Differential Rates. In public utility economics, differential

rates is the concept of relating the prices for services tc those demand
characteristics affecting the cost of providing the services. Through

differential rates, those customers who create peak demands pay more for
services than do those customers who can shift the timing of their demand
to an off-peak period. COCne of the primary purposes of differential rates
is to.promote the use of services in such a way as to increase the utili-

zation of the facilities, and thereby, lower the average unit cost.
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Twe readily recognizable differential rates designed to increase utili-
zation during off-peak periocds are the less expensive night rates
offered by the commercial airlines and by the telephone companies. The
procedures for regulating these differential rates are the same as those
for regulating other prices, that is, proposed sets of differential rates
with supporting arguments are submitted to the commission for review,
adjustment, and approval.

In hospital management systems, differential rates can be applied
to many departmental services when alternative levels of service are
desirable either by the producer or the consumer. TFor example, three
differential levels of service which might be established for many of the
services of the laboratory are:

1. Stat.--at once.
2. Routine--within four hours.
3. Dilatory--within two days.

These levels of service can be priced s¢ as to penalize the
departments using those levels of service with the higher production
costs, As in public utility econcomics, the purpose of differential
rates is to cause the hospital consumer department to select the lowest
cost level of service, consistent with the required level of patient
care., As in price regulation, these rates can be submitted to the
hospital review commission for review, adjustment, and approval.

4. Consumer Sovereignty. The final general procedures of public

utility economics included in this study relate to consumer sovereignty.

A public utility might have a few broad groups of customers, such as
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industrial customers and private customers, and offer a unique set of
services at specific prices to each group of customers; however, the
utility cannot discriminate among any of the customers within a group.
Any potential customer who can pay is entitled to the services. Each
customer can select from among the approved services those services in
the amounts which help him meet his objectives.

In the application of the concept of consumer sovereignty in a
hospital management system every department head has the opportunity to
use as much of any of the services of other departments as he can justify
economically. Each department head should manage all the rescurces
available to his department so that the cost of operating the department
does not exceed the value of the goods and services produced., If a
department head can efficiently use the goods and services of other

departments, he should use those goods and services.

The Hospital Site

This study was conducted in Holy Family Hospital in Atlanta, which
was owned and operated by the Medical Mission Sisters. From their head-
quarters in Philadelphia, Pennsylvania, these Sisters operated a reli-
gious society which had as a primary aim the caring for the sick as a
work of Christian love and charity. Although most of their work was
conducted through hospitals in Africa, Asia, and Latin America, the
Sisters opened this hospital in Atlanta in 1964 as a result of their
efforts to expand the services of the medical clinic they had operated
for a number of years.

Similar in size and services to a large number of American
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hospitals, this 128-bed short-term general medical and surgical hospital
participated in both the Blue Cross and Medicare Programs. The facili-
ties and the services of the hospital included pathology, clinical
laboratory, pharmacy, premature nursery, emergency rcom service, radi-
olagy service, intensive care service, and a post-operative recovery
room,

The administrative organization of the hospital is shown in the
chart in Appendix A-1. Through this organization, 274 employees par-
ticipated in a progressive care plan for approximately 5,000 admissions
each year at a total annual expense of approximately $1,700,000,

The Sisters were interested in learning about, developing, and
utilizing modern hospital management techniques. Several of the Sisters
were participating in the Program in Hospital Administration at Georgia
State University in Atlanta. One of the Sisters attended and success-
fully completed the Hospital Management Systems Analyst Training Program,
an experimental program conducted in 1965-1966 by the Hospital Systems
Research Group of the Georgia Institute of Technology.

In addition, the Sister serving as the Administrator of Holy
Family Hospital was actively interested in having the hospital partici-
pate in research related to hospital management. She assisted in the
development of a proposal to the U,S, Public Health Service to conduct
this study in Holy Family Hospital. Even though the study was not funded,

she still offered the hospital as a resource to the study,
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Implementation and Operation

The study officially began with a presentation of the basic con-

cepts and the general plan to the Board of Directors of the Hospital

during the winter quarter of 1967. Even though most of the department

heads had been exposed to these basic concepts during meetings and dis-

cussions associated with other projects, these concepts and the general

plan of the study were alsoc presented at a staff meeting of the hospital

department heads.

The general plan for the study was as follows:

1.

Identify the goods and services of all the service depart-
ments and two revenue producing departments, Central
Service and Pharmacy, through interviews with department
heads.

Develop a proposed price for each good and each service,
using the basic pricing procedures of public utility
economics,

Establish a review commission to review the proposed
prices at a "public hearing,'" make any adjustments it
deems necessary, and publish the approved prices for
all goeds and services.

Apply the concept of consumer sovereignty and permit
department heads to select those goods and services which
best meet their needs in the amount which meets their
needs.

Record the transfer of goods and services among departments
through simplified accounting procedures.

Prepare financial reports of the transfer of goods and
services and present the reports to hospital managers.

Have the review commission re-evaluate prices of goods
and services as requested by department heads.
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Service Identification

Implementation began with interviews with the deparment heads of
Pharmacy, Radiology, Central Service, and a nursing unit. The primary
objectives of these interviews were the identification of and the collec-~
tion of information about the goods and services which were available as
"inputs" to these departments, the "outputs" of the service departments.
The initial definitions, presented in Appendix B-1, were discussed with
the department heads during these interviews, and the guide in Appendix B-2
was used in the collection of information about the goods and services,

Even though it provided valuable insights intoc the interrelations
among hospital departments, this approach was not a productive means of
identifying goods and services. The department heads had little percep-
tion of services being provided as a benefit to their departments.
Although recognizing that other departments produced goods and services,
in general the department heads implied that such goods and services
were produced for the "hospital," or for the patients, not for their
departments., TFrom this viewpoint, housekeeping services are not provided
as services to Laboratory, they are provided by Housekeeping for the
hospital; the services of the Laundry are services for patients, not
‘services for Nursing Service; and the preparation of paychecks and main-
tenance of personnel records are not services for departments, but rather
services for the hospital.

Following this experience, efforts to identify the goods and
serviées cf the service departments were directed tc those departments--

Business Office, Dietary, Housekeeping, Medical Records, Maintenance and
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Engineering, Personnel, and Purchasing. The identification of the goods
and services of two revenue-producing departments, Central Service and
Pharmacy, was also included in this phase of the study. It was assumed
that the charges by the other departments to the patients would reflect
a value of the goods and services of these departments. Using the
service identification form shown in Appendix B-3, the goods and services
of the nine departments were identified through a series of iInterviews
with the department heads.

Although the actual procedure depended upon such factors as the
work schedule, interest, and ability of the department heads, the basic
procedure was to have three interviews with the head of each of the
departments for which the services were to be identified. During the
first interview and after the basic concepts and the general plan of
the study had been reviewed, the department head was encouraged to talk
about his department. Typically, the department head would identify two
or three specific services and discuss the general goals and objectives
cf the department. Following this interview, these goals were trans-
lated into statements identifying specific services. At the second
interview, as these statements were reviewed with the department head,
the concept of differential levels of services was introduced. As he
helped edit the statements and identify the levels of service, the
department head could usually identify additional services. Following
this interview the statements were edited and organized inte a standard
format. At the third interview, these statements were reviewed and

edited.
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Hospital Personnel Changes

During the initial phases of the study in the spring quarter of
1967, the Administrator resigned, an event which had a profound effect
upon the study. Her intense interest in the study as demonstrated by
her frequent discussions about the plans of the study with the department
heads generated considerable interest in the study. During the summer
quarter until the next Administrator arrived, the haspital was under the
direétion of one of the Sisters who served as Acting Administrator.
Although she had considerable interest in the study, the many other pres-
sures of her new position appeared to prohibit her active participation.
The next Administrator who arrived during the fall quarter of 1967 did
not actively participate in the identification and pricing of the depart-
mental goods and services nor did he exhibit much Interest in cellecting
data about departmental transactions and using the information in the
hospital management system. As might be predicted, a lack of interest
and participation by top management was reflected in a lack of interest
and participation by the department heads. The change in viewpoint
seriously inhibited the implementation and operation of the procedures;
however, it did neot inhibit the study cof hospital organization and
management.

The change in the administrative viewpoint was made even more
pronounced by several other personnel changes at the hospital during the
study. In any project dealing with the hospital management system in a
small ﬁospital, two influential positions are the Business Office Manager

and Director of Nursing. During the study, the hospital had four
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different men occupying the position of Business Office Manager and
three different nurses occupying the position of Director of Nursing.
Other personnel changes which affected the study were the heads of the
departments of Medical Records, Pharmacy, Central Service, Delivery
Room, Emergency Room, and Recovery Room.

Service Prices

Even though these many perscnnel changes impeded the rate of
progress of the study, the identification of the departmental goods and
services was continued and the pricing of these goods and services was
begun. Originally, the general procedures of public utility economics
were to be used in pricing these services; however, the dearth of produc-
tion and cost records, and the absence of departmental budgets prchibited
the use of this approach., Instead, prices were developed from estimates
of direct labor costs, supplies costs, and indirect labor costs or bur-
den. It was recognized that such a procedure would, in all probability,
underestimate the price which should be charged for each service in order
that the income from all services equal the cost of operating the depart-
ments and providing the services. However, since there were insufficient
data available to use the public utility economic procedures, since the
department heads appeared to understand the concept of direct costs, and
since the procedures of the Review Commission would permit the department
heads to adjust the process of their services, these revised procedures
were implemented to provide a simplified approach to the initial prices
with which to implement the accounting procedures.

As with the identification of goods and services, the initial
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prices were established through a series of meetings with each department
head. With the general guidelines in the letter in Appendix B-4 and the
worksheet for computing the prices in Appendix B-5, the price per unit
for the regular level of services were estimated. The basic price was
then adjusted tc reflect the department head's opinion as to the costs
of the differential levels of each service.

Implementation

In the original plan of the study, the goods and services would
be identified and priced, a Review Commissicn would be established to
adjust the approve these prices, and simplified prccedures with which
to account for the transfer of these goods and services would be put
into effect for a four-month operational period. However, the change in
the administrative viewpoint, the many changes in personnel, and the
false starts in the identification and pricing of the goods and services
had greatly lengthened the time required to complete the initial phases
of the study. It appeared that these events were adversely effecting
the interest of the department heads. Therefore, rather than to delay
any further, the operational period of the study was implemented on
December 1, 1867, even though identification, pricing, and review of the
goods and services were not completed by that date.

During the operational periocd of the study, several of the depart-
ment heads maintained accurate reccrds of the delivery of the geoods and
services of their departments, but many of the department heads made only
a tokén effort to collect these data. Where adequate records were not

maintained, basic accounting and census data were used to estimate the
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delivery of the goods and services of the departments.

Reviewing Prices

After the operational period had been in effect for more than a
month, but before the first "contributed value statements" (basically a
profit and loss statement as shown in Appendix B-9) were prepared, a
Review Commission was formed, and the first hearing was conducted. Just
before the hearing, the proposed prices of the goods and services of
three service departments and Pharmacy were submitted to the Commission,
At the hearing, which was attended by the members of the Review Commis-
sion and the hospital department heads, a review of the original plans
and the current status of the study was presented. Also included in
this presentation was a review of the contributed value statements which
were being prepared. Then the Commission heard the arguments of the
department heads in support of their proposed prices. Although a few of
the arguments precipitated some discussion, the proposed prices were
routinely approved.

In an attempt to stimulate interest in the use of the managerial
information generated by the study, the second hearing was scheduled to
follow the preparation and the distribution of the contributed value
statements for December, the first month of the operaticnal pericd of the
study. Since these statements would present, for each department, the
difference, if any, between the cost of operating the department and the
"revenue'" produced through the delivery of the goods and services of the
departﬁent, it was expected that a significant difference between cost

and revenue might cause the Administrator and the department heads to
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bring additional requests tc the Review Commission.

For a department in which the cost exceeded the revenues, the
Administrator and the department head might study the prices of the
goods and services of the department, review the goods and services
actually produced by the department, inspect the methods of receording
the production of goods and services of the department, and examine
the efficiency of the production processes. If, after such a study,
the price of the goods and services should be increased, the department
head should prepare and submit the justification to the Review Commis-
sion. If, after review, additional gocds and services prcduced by the
department were identified, these services could be priced and the prices
could be submitted to the Review Commission. Of course, methods for
obtaining more accurate production records and more efficient production
could be implemented withcout the approval of the Review Commission.

As shown in the input-output transactions for December in Appendix
D-1, only two of the seven service departments, Housekeeping and Main-
tenance, and the four income-preoducing departments had total revenues
which exceeded cost. Although this fiscal informaticn generated some
discussion about the prices for the goods and services of the departments,
the additicnal prices to be approved were presented as originally pro-
posed, and the Commission received no request to modify prices or approve
additional goods and services from any of the department heads. The pro-
posed prices discussed at the second hearing of the Review Commission
were réutinely approved. The approved services and prices are presented

in Appendix C,.
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Operaticn

With these services and prices, the operational pericd of the
study continued through March, 1968. As socn as the production and cost
data for each hospital department could be collected after the end of
each of the four menths of the study, the data were organized into
input-cutput transaction tables as presented in Appendix D and distribu-

ted to the Administrator and the department heads.

Results

The major results produced by this study were the identification
of the services of the seven service departments and Central Service and
Pharmacy, a set of input-output transaction tables displaying the fiscal
results of the exchange of services among the hospital departments, two
component sub-studies, and the identification of a set of characteristics
of hospital organization and management which contribute to the need for
coordination and influence the design of procedures for fermally coordi-
nating departmental goods and services,
Services

All the interactions, the goods and services, to be coordinated
formally among departments are classified in this study as services.
A service is defined as the work in one department for the benefit of
another department or for a patient. Even though a department produces
goods for other departments or patients, such as clean linens and ster-
ile water, these goods are classified as services of the work of pro-
ducing, processing, or delivering the goocds. TFor example, although

dietary plans, prepares, and delivers patient meals to the floor, and
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the business office prepares payroll checks, these activities are
identified as services with the emphasis on the action rather than the
goods .

Each of the services identified in this study 1s designated by a
brief description which begins with the infinitive form, without the o,
of the transitive verb denoting the primary action of the service. The
verb is followed by a direct object, the recipient of the action of the
service., Many of these services require a number of adverbial modifiers
in regard to such factors as manner, time, place, and degree to complete
the description. Examples of these services are "process and file
patient chart," '"pick up and deliver items cutside the hospital,” and
"prepare and dispense drugs and chemicals for use on floeor and for floor
stock."

For many services, differential levels of service are included in
the description of the service. In some services, the differential
levels of service require significantly different procedures, such as the
discharge of patients with cash or insurance and the discharge of
patients with term payments. In some services, the differential levels
require additional work on the part of the department providing the
service, such as the delivery of the goods supplied by Purchasing to the
user. In other services, differential levels of service were available
in regard to the timing cof the service, such as the emergency drug
dispensing service of FPharmacy.

Several of the departments identified and received approval of

services of an informational or consulting nature which were based upon
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the technical knowledge of the production systems of the department and
frequently provided by the department head. For example, the Purchasing
Department provides purchasing counsel, the Dietary Department provides
special diet instructions to patients and serves on various administra-
tive committees, the Pharmacy provides pharmaceutical information and
also provides training services to Nursing Service, and the Chief Engi-
neer provides engineering and maintenance consulting seprvices and serves
on the Fire and Safety Committee.

The services, the levels of each service, and the charge per
service identified in this study are presented in Appendix C. For each
department the services are organized in a format which could serve as
a monthly statement of services rendered to a consumer department. The
number cf each of the services delivered could be entered on the form
and multiplied by the charge per service to produce the total charges for
each of the services. The sum of these charges would be the total
charges from the producing department to the consuming department.

Input-Output Transaction Tables

The fiscal results of the interaction of these services among
hospital departments are presented in the input-output transaction table
in Appendix D, one table for each of the months of the operational per-
led of the study and one table in which the vesults for the four months
are summarized. These transaction tables have a basic organizational

format similar to the input-ocutput analysis table of microeconomics.

For an excellent introduction to input-output analysis, see
Miernyk, William H., The Elements of Input-Output Analysig, Random House,
New York, 19585, 156 pp.; and for a theoretical discussion of the use of
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The first 18 rows and 1B columns of the tables represent the departments
of the hospital identified in this study. In each cell of this portion
of the table is recorded the dollar value of the services provided
during the pericd by the department whose name appears cn the row to the
department whose name appears at the top of the column. This flow of
services is an "output" from the department named on the row and is an
"input" to the department named in the column.

In the cells in ceclumn 19 are recorded the outside income during
the pericd from sources other than patients to the department whose name
appears on the row. In column 20 is the sum of the charges of all the
hespital departments during the period. In the cells in column 21 are
recorded the sum of the charges to patients during the period for serv-
ices by the department whose name appears on the row, In the cells in
column 22 are the sum of the data across the row. In rows 20 through
25 are recorded the expenses named on the row as incurred by the depart-
ment whose name appears at the top of the column. In the last row, 26,
each cell contains the sum of all of the costs of operating the depart-
ment listed at the head of the column.

In these tables, the income from patients usually credited to
Pharmacy and Central Service has been credited to Administration. The
charges for the services of Central Supply and Pharmacy were made to
the consuming departments on the basis of the cost of the service ex-

cluding the cost of the goods supplied with the service. The costs of

an input-output transaction table in hospital management system, see
Nasta, Manohar D., and Robert A. Shapiro, Mathematical Models to Faeili-
tate Management Developmental Planming of a Hospital System, School of
Industrial Engineering, University of Oklahoma, April 1970, 263 pp.
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the goods of these two departments were charged to Administration, and
the income from these goods was credited to Administration., Other Income
credited to Administration includes the income from patients for oxygen,
anesthesia, television, and miscellaneous charges, such as telephone
calls.

One of the apparent managerial uses of the transactions tables is
a comparison between the costs of cperating a department and the value
of the services produced by that department. In the transactions tables,
the value of the services is recorded at the intersection of column 22
and the row for the department, and the cost of operating the department
is recorded at the intersection of row 22 and the column fér the depart-
ment. If there are significant differences between the value of the out-
put and the cost, managerial action by the administrator and the depart-
ment head could lead to the identification of the cause of the difference
and to the initiation of corrective action.

During this study, only three of the nine departments for which
services were identified and priced--Housekeeping, Personnel, and Mainte-
nance--produced revenues from services which equaled or exceeded the
cost of providing the services.

Component Subk-Studies

During both the implementation and operation periods of this
study, several graduate student assistants from the Hospital Systems
Research Group (later the Health Systems Research Center) of the Georgia
Institute of Technology assisted with the collection and organization of

the data and with the design and implementation of the procedures. Two
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of these students developed their master's theses in associlation with
the study.

One student simulated, through the use of DYNAMC, a hospital
management system which included the concepts of consumer scvereignty
over the goods and services of other departments and over the use of
overtime within the departments, regulated prices for the goods and
services available to the departments, and differential pricing for
these goods and services.2 The three basic hospital departments
included in this simulation were: A doctor-nurse-patient complex, such
as intermediate care ward or a pediatric ward in which nurses care for
patients; a medical supportive department, such as radiology or labera-
tory which provides goods and services to the doctor-nurse-patient
complex; and a general service department such as housekeeping or main-
tenance which provides service for both the medical supportive department
and the doctor-nurse-patient complex. Based on the assumptions under-
lying the decision model, the simulation indicated that a hospital
management system incorporating the fundamental principles of public
utility economics would cause the department heads to effectively use
the geoods and services of other departments and overtime by its own
employees to adjust to the varying demand for services generated through-
out the hospital as a result of variations in the patient load at the
doctor-nurse-patient complex.

The second student recognized that the available time of a

2Hardison, Jasper H., Jr., "A Simulation Model of a Hospital
System Under 'Management by Fiscal Control,'" unpublished M.S. thesis,
Georgia Institute of Technology, Atlanta, June 1968, 77 pp.
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hospital department head is normally limited to 40 hours a week, assumed
that the total time which could be invested by a department head exceeds
40 hours a week, and concluded that the department head could use an
objective guide to the efficient allocation of his time.® Furthermore,
since the objective of a department is the production of goods and
services, such a guide should deal with the relative values of these
goods and services. Using information generated during the study about
the services of the pharmacy and the price and the frequency of these
services, and Pareto's concept of the "vital few, and the trivial many,"
he demonstrated that only 21 per cent of the services of pharmacy
accounted for 96 per cent of the contributed value of the pharmacy.q
From this, he concluded that the information generated through procedures
for coordination such as those implemented in this study, could be used
by a department head as a guide in the efficient allocation of his time.

Characteristics of Hospital Organization and Management

In addition to specific results, the study of coordination pro-
vided an opportunity to intimately observe and analyze a hospital man-
agement system., For three years fcollowing the completion of the study
at Holy Tamily Hospital, the analysis of hospital management systems was
continued in other hospitals. Opportunities to analyze management sys-

tems were provided through management consulting projects in large,

7 3Alonso, Felipe, "An Application of Managerial Accounting to Cost
Data in a Hospital Service Department,’unpublished M.S. thesils, Ceorgia
Institute of Technology, Atlanta, August 1968, 45 pp.

“bid., p. 30.
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medium, and small hospitals; in specialty and general hespitals; and in
hospitals operated by state government, by hospital authorities, and by
private parties. Also during this pericd, contemplative discussions
with leading hospital administrators, department heads, and industrial
engineers in Alabama and Georgia provided wvaluable input to the analysis
of hospital management systems.

This analysis produced a set of characteristics of hospital
organization and management which contributes to the need for, and
influence the design of, procedures through which hospital managers
formally coordinate the goods and services of hospital departments. The
importance of these characteristics to this investigation and the amount
of space required for their descriptions demand a separate chapter.
Thus, the major result of the study of cocordination is presented in the

following chapter.
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CHAPTER IV

RELEVANT CHARACTERISTICS OF HOSPITAL

ORGANIZATION AND MANAGEMENT

The characteristics of hospital organization and management in
this chapter were developed through an inductive process of cbservation,
generalization, and summation. Hospital organization and activities
were closely observed and analyzed in one hospital during the study of
coordination described in the preceding chapter and were studied in a
number of other hospitals. During and following the study, many details
observed in the organization and management of these hospitals were
generalized, i,e., transformed into properties shared by a large number
of hospitals. Several properties contributing to a distinguishing fea-
ture were summarized in a single sentence, termed a chargeteristic of
hospital organization and management.

Such an inductive process generates a plethora of characteristics,
However, a necessary attribute for a characteristic to be included in
this chapter is that it contribute to the need for, or influence the
design of, procedures through which hospital managers formally coordinate
departmental goods and services, Selecting and arranging characteristics
such that their descriptions based on the general properties clearly
portray the nature of the problem of cocrdination and demcnstrate a need
for formal coordination assures relevance to coordinatien. Selecting

characteristics which are used as a basis for the design of a set of
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procedures through which hospital managers can formally ccordinate
departmental goods and services demonstrates relevance to design.

The arrangement of the characteristics included in the three
major sections of this chapter is such that their descripticns demon-
strate relevance to coordination and the design of procedures through
which managers coordinate goods and services. In the first section, the
descripticons identify the basic elements of coordination and pertray fhe
nature of the problem of coordination., In addition, these descriptions
introduce some termineology used throughout the chapter. In the second
section, the descriptions present a review of the principal functions of
existing potential agents of coordination in hospitals. The discussion
of these functicns augments the descriptions of the nature of coordina-
tion and of the need for formal coordination. The additional character-
istics identified and described in the third section alsco influence the
design of procedures to be implemented and used by hospital managers.
Throughout these three sections, the characteristics are numbered
sequentially as one list. Several auxiliary or corocllary characteristics,

identified with a lower case letter, are also included in the list,

Coordination

Coordination, as the term is used in this investigation, implies
first that there is a group of entities, secondly that there are rela-
tions among these entities, and thirdly that these relations can be modi-~
fied solas to achieve a harmonious and complementary effort from the
group. The initial characteristics of hospital organization and manage-

ment in this chapter pertain to entities or segments of hospital
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organization and tc the relaticns among these segments.

Organization

When the traditional organization chart, &s shown in Appendix
A-1, is used to illustrate the formal lines of authority from the top
administrative position down through the organization of a hospital, a
rectangle identified by the name of a department, such as dietary,
represents the head of the department, & person who has some managerial
respensibility for, and authority over, the resources used in the pro-
ducticn of the goods and services of the department. This organization
chart is alsc used to identify the segments of the organization to which
employees, rescurces, and facilities are assigned, in which case a rec-
tangle identified by the name of a department represents the authorized
resources used in the production of the goods and services of the depart-
ment. Thus, this traditional organization chart does not clearly dif- .
ferentiate between the organizational segments in which employees produce
the gocds and services to be coordinated and those segments in which
employees manage the production cf geods and services,

A distinction between these segments is developed and illustrated
on a medified hospital organization chart in the description of the fol-
lowing characteristic of hospital organization and management.
Characternistic 1. The typical hospifal organization consists of a

set of hospital production systems and a hospital
management system,

fhe terms "hospital production system" and "“hospital management
system" have been used in this investigation with only implied defini~

tions. As these systems directly relate to ccordination and to several
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characteristics presented later in this chapter, their descriptions
include formal definitions,

A hospital production system is defined to be a subset of the
resources and facilities of z hospital department. The interrelated
members or components of this set are policies and procedures and
authorized resources and facilities, such as space, supplies, equipment,
and organizational positicons. In this set, the employees assigned to the
organizational positions use the space, supplies, and equipment in per-
forming physical and mental activities as directed by the policies and
procedures. These activities contribute tc the production of goods and
services of the department and, thereby, to the producticn of goods and
services of the hospital.

Within a department, there may be several production systems
organized around such factors as a set of related activities or a work
area. Laboratories, for example, are usually organized into several
production systems, such as the blood bank and the hematology section.
Although many such production systems are recognized as entities in the
financial accounting procedures and assigned unique account numbers,
such reccgnition is not necessary to the organization of production
systems. Engineering and maintenance departments typically include one
production system organized around the technical activities required to
maintain the electrical equipment and ancther organized around the
activities required to operate the beiler, And many housekeeping depart-
ments have a production system for each nursing unit. But whether there

is one production system or several production systems in a department,
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the activities in these systems produce the goods and services of the
department.

Somewhat as a production system is a subset of a department, the
hospital management system is defined to be a subset of the hospital
organization, resources, and facilities. The interrelated components of
this set are equipment, supplies, space, and organizational positions.

In this set, the employees assigned to the organizational positions--the
managers--use their space, supplies, and equipment in performing physical
and mental activities associated with managing the production systems.
For example, many of these managers participate in the development of the
goals, philoscphies, and policies of the hospital. And many of these
managers are department heads who have been delegated some authority
over, and assigned some responsibility for, the rescurces of heospital
departments. These department heads~-guided by the goals, philosophies,
and policies, and operating within their authority and responsibility--
perform the activities of such management functions as organizing each
preduction system and developing the policies and procedures which direct
the activities in these production systems,

To extend these definitions, the hospital management system in-
cludes all organizaticnal positicns, equipment, space, and supplies not
assigned to a hospital production system. Thus, in regard to these re-
sources and facilities, the hospital management system and the hospital
production systems are mutually exclusive and all-inclusive.

The organizational positions and the hierarchical strata in these

systems can be illustrated through an extension of the traditional
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organization chart. To extend the line of authority into, and to
illustrate the hierarchy within, the departments, the portion of the
organization chart in Figure IV-1 has been extended to identify three
strata within each department with the organizational positions of
department head, supervisor, and practitioner. Although each organiza-
tional position below the level of the board of directers represents no
more than one employee, generally, the department heads and the super-
visors also perform in the organizational position of practitioner.l

The only novel term in Figure IV-1 is '"practitioner," the organi-
zational positions in the stratum below the hierarchical level of super-
visor. As used in this investigation, the term practitioner refers to
employees who perform the procedures which produce the goods and services
of the production systems. Included among the practitioners are physi-
cians and technicians, nurses and ward clerks, maids and orderlies,

systems analysts and typists.2

lThe primary functions performed by the employees in the organi-

zational positions are identified in the examinaticn of potential agents
of coordination on pp. 839-107,.

2Although the term practitioner identifies a stratum of hospital
employees with diverse backgrounds, its use is not intended to imply any
social, economic, technical, or professional equality or inequality among
the employees in this stratum. The term is used merely as a convenience
te simplify the discussion of hospital organization in regard to the
definition of hospital production systems. Nor does the identification
of this stratum eliminate the possibility of additional hierarchical
strata within a department., However, it will become evident that even
if there are additional strata within a department, the employees in
these strata are members of a production system participating in the pro-
duction of goods and services. Therefore, the identification of addi-
tional strata within a department would make little contribution to the
description of hospital production systems, at least in terms of the
coordination of gocds and services among departments.
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The organizational positions on the extended chart can be parti-
tioned intc the management system and the production systems. The man-
agement system, by definition, includes the positions from the top
administrative position down through the organization and including the
department head positions. A production system, by definitiocn, includes
a subset of the positions in a department and not iIn the management sys-
tem. Partitioning these positions, as shown in Figure IV-2, clearly dis-
tinguishes between those organizational positions in which the employees
produce goods and services and those in which employees manage produc-
tion.

The complex chart in Figure IV-2 can be simplified by eliminating
the rectangles representing organizational positions and the lines con-
necting them, leaving only rectangles identified as management system,
departments, and production systems. Such a modified chart, in effect,
aggregates the organizational positions into three groups:

1. Administrative positions which are in the management
system but not in a department.

2. Department head positions which are in the management
system and irn a department.

3. Practitioner positions which are in the departments
but not in the management system.

In addition to groups of organizational positions, the modified hospital
organization chart can represent all the components of the management
and production systems, as illustrated with the identlfication of the
componeﬁts of a production system on the modified chart in Figure IV-3,
Such & modified organization chart which clearly distinguishes between

the management system and the production systems will be used in the
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descriptions of several characteristics of hospital organization and
management in this chapter.

Further description of hospital production systems is provided
by the description of the following auxiliary characteristic related to
organization:

Characteristic la. Hespital production systems are organdzed around
complex and changing fechnologies.

Mcst hospital production systems are organized arcund the related
activities of a set of procedures. These procedures are developed from,
or are provided by, a body of knowledge or a set ;f general methods
evelving from the application of science and other organized knowledge
to the accomplishment of practical tasks.

In many production systems, complexity is implied in the amount
of education and training required for a practitioner to achieve an
acceptable level of competency. Several technologles, such as those of
nursing, laboratory, and radiclogy, have been organized into professional
education and training programs and technical education and training
programs, implying a high degree of complexity. In other technologies,
as as those of housekeeping and laundry, practitioners are generally
subjected to short training pregrams in procedures which have been
reduced to routines reguiring little professional or technical judgement,
However, many of these procedures are based upon complex technology. In
the laundry, for example, the relatiocnships and interactions among such
factors as the class of materials to be washed, the types of stains to

be removed, the operations in the wash cycle including the length of each
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operation and the temperature of the water during each operation, and the
actions of such chemicals as socaps, bleaches, sours, and starches are a
part of a complex technology. Thus, even though many procedures may be
reduced to simple routines, the major procedures of hospital production
systems are based upen complex technology.

And these complex technologies are changing. Changes are being
introduced through such agents as advances in the organized knowledge
underlying the technologies, the application of mechanization, and the
introduction of new materials., And these agents interact to introduce
additicnal changes. Many changes in technology which are subsequently
introduced in the procedures of production systems affect the goods and
services of the systems. ©Some of the changes improve the quality of
current goods and services. Other changes lower costs and permit an
increase in the output of current goods and services. Some changes
modify current goods and services, and still cother changes introduce
new goods and services. Examples of changes which have recently been
introduced into hospital production systems are electronic computers
for both accounting and clinical procedures, disposable linens, conveni-
ence foods, and procedures for open heart surgery. As national political
attention allocates more resources to health care services, the rate at
which changes are introduced into the technologies and into hospital
production systems will increase.

Additional description of hospital preduction systems and hospital
management systems is provided as these systems and their components are

cited in the descriptions of other characteristics of hospital
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organization and management in this chapter. For example, the descrip-
tions of the characteristics identified in the discussion of the rela-
tions ameng hospital departments, In taking production systems as the
scurce of departmental gocds and services, augment and complement the
description of production systems which has been presented in this sec-
tion. And the descriptions of characteristics related to the principal
functions of the crganizaticnal positions contrast activities in the
management system and these in production systems, Thus, further
description of these systems defers to other characteristics of hospital
organization and management.

In summary, hospitals are organized into departments; however, in
regard to the coordination of goods and services ameong departments, the
hospital organization consists of a management system and a set of pro-
duction systems. The management system intersects departments with
department heads being members of both a department and the management
system. The production systems are subsets of departments which are
organized around complex and changing technologies. These production
systems are the segments of the organization in which all the goods and
services of hospitals are produced,

Relaticns Among Departments3

Although all the goods and services of hospitals are created in

3Although there are relations among production systems within
departments, the organization of production systems and the development
of procedures which direct the activities within these systems are a
responsibility of the department head. Coordination of the relations
among production systems within a department is cconsidered, in this
investigation, to be included in the procedures which direct and, there-
by, coordinate the activities within production systems.
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the production systems of the departments, not all these goeds and
services are provided directly to patients; many are transferred to pro-
duction systems in other departments to complement or facilitate the
production of other goods and services. In the example illustrated in
Figure IV-4, engineering maintains the equipment of housekeeping which
provides cleaning services to the business office which prepares pay-
checks for nursing service which administers medication to patients.
This transfer of goods and services leads to the following characteris-
tic of hospital crganization and management.
Characternistic 2. The principal formal relations among hospital

departments are the goods and services created

in the production systems and Lransgerred

among departments .4

The transfer of goods and services can be traced not only through

a sequence of departments, such as engineering to housekeeping t©

Another set of important relations among departments includes
those relations generated among people. For example, employees develop
soclal relations that transcend departmental boundaries; but these rela-
tions are primarily personal and informal. Employees also add a human
dimension to the production, delivery, and receipt of goods and services
and, thereby, contribute to relations among departments. For example,

a service delivered by an employee with a positive, enthusiastic atti-
tude may produce a different effect than would the same service delivered
by an employee with a reserved, indifferent attitude. In addition to
differences in attitude, employees differ in motivation and ability, and
these differences affect goods and services. However, there are minimal
acceptable levels of such human characteristics as attitude and ability
which are essential to the effective produstion, delivery, and receipt
of goods and services; and a major responsibility of department heads is
the acquisition of employees who meet or exceed these minima. Even
though relations among employees should be of major and continuing con-
cern to members of the hospital management system, a primary objective
of every hospital is the producticn of goods and services. In achieving
this objective, the goods and services which are produced imr-amd trans-
ferred among the production systems of departments can be considered to
be the principal formal relations among these departments.
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nursing service to the patients, but also through a network of interac-

tions among departments.5 Thus, an auxiliary characteristic of the

relations among hospital departments is:

Characternistic 2a. The thansfer of goods and services produces
internactions among hospital departments.

A simple illustraticn of these interactions is shown in the modi-
fied hospital organization chart in Figure IV-5 in which purchasing
provides goods and services to housekeeping, the business office, and
the nursing services. Purchasing receives goods and services provided
by the business office and housekeeping., Similar interactions can be
traced through the cother departments in Figure IV-5. Although this type
of chart vividly portrays interactions among a few departments, it tends
to become a maze as additional departments are included.

A more succinct illustration of interacticn among hospital
departments is portrayed in the input-output transactions tables produced
during the study of coordination. In these tables, in Appendices D-1
through D-5, the numbers in the cells at the intersections of the rows
and columns through row 18 and column 18 represent an estimate of the
value of the goods and services produced in the department named on the
row and transferred to the department named Iin the column during the
time period represented by the table. Fcr example, as shown in Appendix
D-5, Administration (row 1) provided goods and services valued at $1,536

to Central Service (cclumn 3). Additional sources and evaluations of

To simplify the discussion in this section, the transfer of
goods and services among production systems of departments is referred
to merely as the transfer of goods and services among departments.
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goods and services tc Central Service were Business Office, $4l; House-
keeping, $2,436; Maintenance and Engineering, $S405; Personnel, $347;
Pharmacy, $23; and Purchasing, $229. As shown in the same table,
Central Service produced goods and services for Emergency Room, Nursing
Service, Operating Room, and Recovery Room valued at $100, 5,268, $30,
and $142, respectively., Similar transactions can be traced through the
remaining 123 cells in Appendix D-5 with entries representing interac-
tions among departments.

The complexity of interactions among departments 1s compounded by
changes in several factors external to the hospital. A corollary charac-
teristic of relations zmong departments is:

Charactenistic 2b. Changes in demand for patient services and
changes 4in the technologies of production
systems generate surnges of change through the
inticate inferactions among the production
systems of hospital departments.

A surge of change can be illustrated by tracing through a few
departments a hypothetical set of changes resulting from a sustained
increase in census at a nursing station. In the example diagrammed on
the modified hospital organization chart in Figure IV-&, arrows identi-
fied by numbers represent needs for additional goods and services., These
needs result from primary, seccndary, and tertiary effects of the
increase in demand at the nursing unit. The primary effects are identi-
fied by numbers in circles, the secondary effects by numbers in tri-
angles, and the tertiary effects by numbers in squares.

As shown in Figure IV-6, response to the increase in demand at the

nursing unit generates needs for additional cleaning services from
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housekeeping (:) , additional medical and surgical supplies from pur-
chasing (:) , and additional accounting by the business cffice (:) .

In responding to these needs, housekeeping, purchasing, and the
business office generate needs for additicnal goods and services.
Housekeeping generates needs for additional accounting by the business
office ‘;;7 and for additioral cleaning supplies from purchasing ‘(;7 .
Purchasing generates needs for additional accounting by the business
office §;7 . And the business office generates needs for additional
office supplies from purchasing ‘;7 and for additional cleaning
services from housekeeping .

The response to needs generated by the secondary effect of the
demand at the nursing unit generates needs for additional goods and
services from several departments. Housekeeping generates needs for

additional accounting from the business office [:] and for. additional

cleaning supplies from purchasing . Purchasing generates needs for
additional accounting by the business office !! . And the business

cffice generates needs for additional office supplies from purchasing
.

If appropriate data were available, the final results of the
surge of primary, secondary, and higher-order effects of changes could
be estimated through the techniques of input-output analysis.6 For
example, if the data in Appendix D-5 were accurate, i.e., all the

goods and services transferred among departments were acccunted for and

6Several hypothetical examples of the application of input-output
analysis to hospitals are presented in Nasta and Shapiro, op. ecit.
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the charges for the gocds and services reflected the cost of their pro-
duction, these data could be manipulated to provide measures of the
results of all interactions among all departments. Such measures would
provide an indication of the effects on each department as changes in
the demand for patient services trigger a surge that flows through the
interactions among departments.

Surges in the Interactions among departments are introduced not
only by changes in the demand for patient services, but also by changes
in the production systems. That the technologies around which produc-
tlion systems are organized are evclutional and changing has been estab~
lished in the description of Characteristic la. As many of the changes
in technology are introduced intc hospitals, they inject a surge of
changes which flows through several departments.

The impact of changes in technology on interaction among depart-
ments can be illustrated by the intreduction of disposable needles and
syringes. The adoption of disposable needles and syringes did not sig-
nificantly alter medical procedures, but it did affect the goods and
services of several departments, such as purchasing, engineering, central
service, and the business office.

Adopting disposable needles and syringes produced several primary
effects on goods and services among departments. Purchasing developed
specifications for and added these items to the storeroom stock,
Engineering experienced increases in requests to dispose of needles and
syringes. Central service experienced a reduction in its services; no

longer were its employees required to sharpen needles and wash, rinse,
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sterilize, and store needles and syringes. In many hospitals, it was
possible for nursing units to order these pre-sterilized needles and
syringes directly from the purchasing storeroom; thereby, further
reducing the need for services from central service and changing the
need for services from purchasing.

Adopting disposable needles and syringes also produced some
higher-order effects. Purchasing, by increasing the number of requisi-
tions, increased the need for the services of the accounts payable sec-
tion of the business office. The increase in the need for the goods and
services of purchasing and engineering along with the decrease in the
need for the goods and services of central service had some effect upeon
the need for the goods and services of the personnel and payroll section
of the business cffice.

Many other changes in technology, when introduced into hospital
production systems, inject similar surges of changes in goods and
services,

Conclusion

The organization and operation of heospitals exhibit conditions
which are necessary for formal coordination. There are identifiable
organizational entities, Formal relations among the entities can be
identified. And these relations are susceptible to modification.

In addition, sufficient justification for formal coordination is
implied. in the majer goal of hospitals, the efficient production of those
goods and services which benefit patients., These goods and services are

created in the production systems. Although many of the goods and
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services are delivered directly to patients, many are transferred among
departments to complement or facilitate the production of other goods
and services. ELEffective coordination cf the goods and services among
departments and to patients can contribute to the achievement of the
major goal of hospitals.

Having illustrated that conditions which are necessary for formal
coordination exist in hospltals and that the major goal of hospitals
implies sufficient justification for formal coordination, a next logical
step i1s an examination of characteristics of hospital organization and
management pertaining to existing agents which coordinate goods and

services among departments.

Agents of Coordination

As goods and services are transferred ameng the production systems
of hospital departments and as these goods and services are frequently
subject to changes, due to changes in both demand and supply, then there
must exist an agent, or agents, which limit the extent of the changes
and provide some degree of coordination. The characteristics of hospital
organization and management in this section are organized around three
such potential agents: a theme of technology, the principal functions of
the organizational positions, and fiscal procedures.

Technological Theme

In organizations in the manufacturing industry, functions are
traditionally classified as being either line or staff. Although the
distinction between these two classes is not well drawn, generally line

functions are those dealing directly with the accomplishment of the
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objectives of the corganization, and staff functions help line functions
effectively accomplish the objectives., Functions of both classes are
accomplished through departments which are subdivisions of the organi-
zation. Thus, departments in manufacturing organizations can be classi-
fied as line departments or staff departments.

Generally, each staff department has one or more production system
organized around a complex technology, and the department head is an
expert in that technoclogy. Examples of the technologies are: public
relations, research and development, personnel, and purchasing. Although
the authority and responsibility for the services of these departments
differ among organizations, traditionally staff departments provide
services to administrative positions in the line of authority and to line
departments.

Line departments, on the other hand, are typically segments of the
dominant, central technological theme, and, although the department head
may be an expert in the segment of the technology in his department,
generally the heads of line departments are considered to be managers.

In =such a line department, technolegy is used to process materials and
products moved through the department.

In many manufacturing organizations, a considerable amount of
coerdination is provided among line departments as the products and the
materials are moved threugh an extended sequence of departments. Thus,
the products and materials become a primary formal relaticn among these
departments. Although subject to some miner variations, many of the

characteristics of these relations, such as specifications, quality, and
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timeliness of delivery, can be established through the technology in the
departments. Thus, among such line departments, the ldentification of
the prelations among the departments and the authority and responsibility
for the relations are established, in major degree, by the technological
theme.

Although there are inter-relations among staff departments, there
is not a flow of materials through an extended sequence of these depart-
ments. Other distinctions between line and staff departments can be
drawn. Typically, in manufacturing organizations, there are relatively
few staff departments as compared to a large number of line departments.
And the preponderance of the equipment, supplies, space and employees are
in the line departments. And, finally, line departments apply technology
to goods in the departments; staff departments apply their technology in
services to line departments.

Hospitals are similar to manufacturing organlizations in that they
have staff departments with production systems organized around different
and complex technologies and with department heads who are expert in the
technology of the department. Examples cof these departments are radi-
clegy, housekeeping, dietary, and centrzl service.

Hospitals are different from mapufacturing organizations in that
they do not have an extended sequence of line departments which are
merely segments of the same technology and through which patients are
moved, It may appear that the nursing service departments provide a
"line" function in hospitals, Certainly most of the resources of hos-

pitals are consumed in nursing service departments and nursing
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departments apply technoclogy in caring for patients who are assigned to
the departments. But even though these departments do serve as focal
peints for the delivery of the services of the hospital, patients are
not normally moved through an extended sequence of nursing service
departments. In fact, although goods and services are transferred among
hospital departments, neither patient nor goods are processed through an
extended sequence of departments.

¢ In the terms of classical line and staff departments, most
hospital departments may be classified as staff departments, and the
coordination provided by a central technology for an extended sequence
of line departments is not available. Thus, the first characteristic

of hospital organization and management is as follows:

Chanacternistic 3. Hospitals do not have a dominant technological
theme which coondinates the fLow of goods
through an extended sequence ¢f departments.

Organizaticnal Positions

In many organizatiocns, people are a major agent of cocrdination.
In hospitals, the absence of the coordination provided by a central
technological theme, heightens the influence employees exert over
coordination. Even though such influence depends to some degree upon
the characteristics of the employee assigned tc a position, each organi-
zational position has functions which pertain to cocordination and which
can be identified independently of the characteristics of the incumbent.
And although functions may vary among positions within groups, discussion
of these functions can be simplified by aggregating organizational posi-
tions into the following groups identified in the discussion of Charac-

teristie 1.
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1. Administrative positions.

2. Department head positions.

3. Practitioner positions.

Although the functions to be described in this sectlon are asso-
ciated with organizational positions, in many instances it 1s more natu-
ral to refer to an employee who performs the function rather than the
position from which the function is performed. In order to have this
natural referent, employees in practitioner positions will be identified
as practitioners, employees in department head positions will be identi-
fied as department heads, and employees in administrative positions will
be identified as administrants, since the term administrator has a
unique connotation in traditicnal hospital organization.

It should be recognized that the set of primary functions in this
section is not exhaustive, There are many other functions of major
importance which are essential to the management of hospitals. For
example, although the coordination cf goods and services does have some
implicatien for morale, there are many other functions asscciated with
morale and human relations within hospitals. But the functions to he
identified and described in this section do pertain tc the coordination
of goods and services,

1. Administrative Positions

Charactenistic 4. The primary functions of hospital administrative
: positions can be grouped into twe majon classes:
observing the enviromment outside hospitals, and

organizing and adapting components within hospitals.

Hospitals are but one segment of a society, and a primary
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responsibility of administrants is to continually observe other segments
of society. The functions associated with such observations form one
major class of primary functions of hospital organizational positions.
Having observed those segments and detected needs and changes and trends,
administrants have a corresponding obligation to cause the internal
organization and cperations of hospitals to respond in such a way as to
adapt to the needs and changes and trends, The group of functicns asso-
ciated with response form a second major class of primary functions of
hospital administrative positions. The functions of these two classes
and the relation of these functions to the formal coordination of
departmental goods and services will be examined in the discussion of
three auxiliary characteristics of hospital organization and management.
Characternistic 4a., Observing external sowrces of demand and

external sounces of supply are primary

functions of administrative positions.

Administrants cbserve scurces which generate or influence the
demand for geods and services of hospitals and sources supplying the
resources through which hospitals meet demand, Such souprces are observed
in order to discern existing demand and supply and to detect trends which
have implicatien for future demand and supply.

4 major portion of the demand for the goods and services of
hospitals is generated outside hospitals. Among those sources which
generate or influence demand are such groups as insurance companies,
government agencies, and the people in the area served. For example,
insurance companies influence demand through such actions as the types

and amounts of coverage provided and the metheds of paying hospitals for
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services. Government agenciles influence demand as official bodies which
exercise some control over hospital organizaticn and operation and as
third party payers whc purchase hospital goods and services for citizens.
And the number of pecple in a cocmmunity and their social and economic
condition significantly influence demand. And these groups are changing.
For example, many insurance companies now provide outpatient coverage as
well as the traditional inpatient coverage. Increasingly, government
agencies are becoming inveolved in health care services, including the
goods and services of hospitals. And in most communities, the number of
citizens and their socio-economic conditions are changing. By observing
groups such as these, administrants can discern demand and changes in
demand cutside the hospital,

The demand generated by such groups is to be met with the goods
and services of hospital production systems. As discussed in the
description of Characteristic la, hospital production systems are organ-
ized arcund complex technologies. Although administrants are not neces-
sarily practitioners in all these technologies, they should be familiar
with all available technclogies and the goods and services of each tech-
nology, in corder to identify the resources with which to meet the demand.
Such familiarity can be developed and sustained by observing those groups
which contribute to and influence the technologies.

Research institutions, educational institutions, and manufacturing
companies are among those groups which generate or influence the tech-
nclogies available for use by hospitals. Research institutions con-

tribute to the body of knowledge underlying the technologies.
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Educational institutions prepare people who produce goods and services
through the application of technclogy. And manufacturing companies pro-
duce equipment and supplies through which practitioners precduce the goods
and services of the production systems. That such groups introduce
changes in the technologies and, thereby, in the goods and services of
hospital production systems was discussed briefly in the description of
Characteristic la.

Although the functieons of observing external sources of supply
and external sources of demand have significant implications for the
goods and services of the hospital and, thereby, the goods and services
of hospital departments, these functions do not normally include proce-
dures for formally coordinating goods and services,

The information generated by cobserving external sources of demand
and external sources of supply is used in the primary function through
which administrants cause the internal operations and organization of
hospitals to respond so as to adapt to the demand and changes in demand.
These primary functicns are discussed in the following auxiliary charac-
teristics of hospital organization and management.

Characternistic 4b. Identifying goals, identifuying departments,
selecting department heads, resolving
disagheements between department heads,
and allocating {ncome among departments are
primanily qunctions of administrative posdiions .

The functicns identified in this characteristic are discussed in
sequence.

Identifying Goals. Whether hospital goals are stated explicitly

or merely implied in the actions and decisions of administrants, the
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identification of that segment or portion of the total demand to be met
by the hespital and the identification of the technclogies tc be used in
meeting the selected demand are included in the goals. Although the
identification of geals has significant implication for the goods and
services to be coordinated amecng departments, this function does not
typically include procedures for formally coordinating such goods and
services.,

Identifying Departments. Although basic sets of departments have

become generally accepted in hospitals by size and by types of services,
administrants have some latitude in organizing the technologies identi-
fied in the goals into departments. Traditionally, the identification of
a department has considerable implication for goods and services. For
example, the identification of a printing and duplication department
implies that certain goods and services will be avallable to other
departments in the hospitzl. However, the omissicn of a department does
not mean that the goods and services of that department will not be
available; it may mean that the production systems of that technology
are in another department. For example, the omission of a printing and
duplicating department does not mean that these services are not avail-
able; the technologies associated with printing and duplication may be
in another department, such as purchasing.

Although the identification of hospital departments has consider-
able implication for the goods and services to be coordinated among the
departments, this function does not include formal identification of the

goods and services to be produced by the department.
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Selecting Department Heads. The selection of a department head

has considerable implication for the production of goods and services.
Each department head brings to his job certain personal and professional
goals, and many of these goals relate to the operation of the production
systems of the departments and to the goods and services of these pro-
duction systems. For example, one department head may be willing to "do
the best he can' with whatever resources are made available to his
department. Another department head may want the production systems in
his department to reflect the latest development in the technology.
Still another department head may want to use the production systems not
only to produce goods and services, but also to advance the technology
around which the production systems are organized. In many hospitals,
such techniques as personal interviews and diagnostic testing are used
in an attempt to identify those potential department heads whose goals
synchronize with the goals of the hospital. Although a potential
department head may be willing to modify and synchronize his geoals with
those of the hospital, selecting an individual as a department head
carries with it some obligation to make available to the department
those resources necessary to the production of the goods and services as
implied in the employment agreement.

Although the selection of a department head has considerable
implication for the goods and services to be coordinated among the
departments, this function dees not include formal identification of the
goods and services to be produced by, or made available to, the depart-

ment.
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Resolving Disagreements. As discussed in the description of

Characteristic 2, the principal formal relaticns among hospital depart-
ments are goods and services. Although department heads may have dif-
fering opinions on many subjects, the essentlal nature of the transfer
of goods and services among departments to the achievement of the goals
demand that agreements be developed between department heads in regard
to the transfer. In the event department heads are unable tc agree,
administrants adjudicate the disagreement and identify the goods or
services to be produced in one department and to be made available to
other departments. This adjudication process deals both with non-
recurring services, such as having engineering and maintenance cut g
doorway through a wall, and with centinuing services, such as establish-
ing a delivery service in central service.

This Ffunction deals directly with coordination. In this process,
the goods to be produced and the authority and responsibilities of the
producing department and consumer department are explicitly identified.
However, this function normally occurs only when two department heads
are unable to agree.

Allocating Income. In order that department heads can acquire

the resources to be used in the production systems of departments,
hospital income is allocated ameng the departments, typically through
the use of budgets. The magnitude of budgets has some effect on the
goods and services produced by the department and, thus, on the coordi-
nation of goods and services among departments. This function will be

examined in detail in a characteristic pertaining to fiscal procedures

as an agent of coordination.
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Characternistic 4e. The primary gunctions of administrative
positions draw upon the procedures, practices,
and principles of management.,

Administrants may be trained, skilled, and experienced in one or
more of the technologies of departments. For example, a physician may
be an administrator, a registered nurse may be an assistant administra-
tor, and an accountant may be an assistant administrator, Although the
rrimary functions of administrative positions require some knowledge
about @ll the technologies of production systems, they do not require
that an administrant be a practitioner in a technology. The functions
of the administrative positions draw upon the procedures, practices, and
principles of management.

The body of knowledge underlying the procedures, practices, and
principles of management is being developed at a rapid pace, independ-
ently of the development of the bodies of knowledge in the technologies
of the producticn systems. The increasing complexity of management
functions has attracted the attention of professionals from such disci-
plines as management, engineering, mathematics, and computer technology.
In directing their attention tc the management functions, professionals
from these groups draw upon the body of knowledge underlying their dis-
cipline to develop procedures, practices and principles through which
the complex management functions can be more effectively and efficiently
performed. These procedures, practices, and principles contribute to the
effective accomplishment of the primary functions of the administrative
positions of hospital organization. Thus, it would be logical to expect

that procedures for formally coordinating departmental goods and services
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would come from the field of management.

However, most of the procedures, practices, and principles of
management have evolved from, or been developed in, extractive and
manufacturing industries. As discussed briefly in Characteristic 3, in
these industries the flow of products and materials through the line
departments provides some coordination. And since the dominant interest
of management in these organizations is in the line departments, as
opposed to the staff departments, the procedures, practices, and princi-
ples of management tend to deal with activities within departments and,
thereby, ccordinate goods and services among departments. One notable
exception is in the construction industry, as discussed in Chapter II,
In this industry, procedures have been developed to coordinate activities
of different segments or organizations without detailed knowledge of the
procedures within these segments. Although these procedures are used
in hospitals, they are most applicable to one-time projects, not the
continuous operations of production systems,

2. Department Head Positions

Characteristic 5. The primany functions of hospital department

head positions can be grouped into one minon

clars, observing gactors ocutside hospitals, and

one mafor class, organdizing and adapting pro-

duction systems within hospitals .

Somewhat as administrants continually cbserve segments of the

environment in order to detect changes and trends which affect hospitals,
hospital department heads observe factors ocutside hospitals. And, some-

what as administrants organize and adapt internal components to the

observed changes and trends, hospital department heads organize and adapt
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production systems within departments to the observed changes and trends.
The functions of these two classes and the relaticon of the functions to
formal ceordination will be examined in the discussion of three auxiliary
characteristics of hospital organization and management.
Characteristic 5a. Obsenving external sowhces of supply 48 a

primany gunction of hospital department heads.

Whereas observing the environment outside hospitals is a major
class of functicns for administrants, it is a minor class for department
heads because it does not include cbservations of demand and because it
includes observations of only a few technologies, in which the department
is an expert.

Although the preponderance of the demand for hospital goods and
services is generated cutside hospitals, the demands for the goods and
services of many departments are generated within hospitals, as illus-
trated in the discussion of Characteristic 2. Department heads focus
their attention on technologies with which to meet demand, on the implied
assumption that sufficient demand exists. (The demand for departmental
goods and services will be examined in detail in the discussion of
Characteristic 7c.)

Department heads continually observe the many changes being
introduced into the technologies, as discussed in Characteristie 1a.
Information about changes and trends are utilized by department heads

in the functions described in the following characteristic,
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Characteristic 5b. Seaving as a staff advison, assisting in the
preparation of departmental budgets, acquiring
authondized rescurces, and developing (on
selecting) and Amplementing policies and
procedures, are primany functions of hospital
department head posditions.

The functions identified in this characteristic are discussed in
sequence,

Serving as a Staff Advisor. Department heads, as experts in the

technologies of their department, serve as staff advisors to adminis-
trants and to other department heads. The function may be purely
advisory, or a department head may have "functional" authority over some
of the procedures in other departments. For example, the head of a
purchasing department may advise administrants and department heads as

to a supplier, without authority to implement his recommendations. The
head of a clinical laboratory might not only report and interpret the
results of culture tests taken from housekeeping equipment, but alsc have
some authority in develcping the procedures and selecting the supplies
used by the housekeeping department in order to combat micreocrganisms.

As mentioned in the description of Charaecteristie 4b, adminis-
trants need information abecut technolcogies in order to identify hospital
goals and to select the techneologies with which to meet goals. As men-
tioned in the description of Characteristie 1, the increasing number of
technolegies, the increasing complexity of technology, and the increasing
rate at_which changes are introduced make 1t difficult for administrants
to gather the required information. The expert knowledge of department

heads is a valuable source of information about technology.
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Although the staff advisory function has considerable potential
impact on coordination, it does not provide procedures for formally
coordinating goods and services.

Assisting in the Preparation of Departmental Budgets. Although

the final authority for the approval of departmental budgets is a primary
function of administrative positions, department heads prepare budget
requests which are reviewed, edited, and approved. As budgets are fiscal
procedures, they will be discussed with the characteristics pertaining to
fiscal procedure as agents of coordinatioen,

Acquiring Authorized Rescurces. The approval of a departmental

budget identifies the amount of money that can be spent in the acquisi-
tion of resources, such as people, supplies, space, and equipment. Since
the acquisition of such resources involves the expenditure of funds, this
function will be examined in the description of the characteristics per-
taining to fiscal procedures as an agent of coordination.

Developing and Implementing Policies and Procedures. The acguisi-

tion of resources is a first step in the production of goods and services.
As discussed in Characteristic 1, department heads develop and implement
procedures which direct the employees in the organizational positions in
the use of the space, equipment, and supplies.

Although not achieving the monotonous repetition found in many
manufacturing processes, most of the activities in production systems
are performed with sufficient frequency to justify formal, detailed
procedures which identify a set of activities and the sequence in which

the activities are to be performed. Many procedures are explicitly
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identified and established either by the technologies of the producticn
system or by the acquisition of mechanized processes. For example, many
of the activities of the procedures of operating and maintaining a blood
bank are established by the technology associated with maintaining blood.
And the specific procedures for operating such complex equipment as an
automatic analyzer as used in laboratories may permit only few varia-
tions. In such case, the selection of the technolepgy or the selecticn
of the process provides the procedures, But, more typlcally, technoclogy
establishes some general procedures and guidelines, and department heads
are allowed some latitude in developing and implementing procedures, Tor
example, the head of a housekeeping department may have considerable
latitude in developing the activities and the sequence of activities in
the procedures for cleaning patient rooms. And, although there may be
some technical constraints in a dish-washing process, dieticians are
permitted some latitude in such factors as the location of the dish-
washing process, the methods used in the process, the equipment used,

the location, the scheduling, and the assignment of people,

Although the development of procedures implies the identification
of goeds and services, such development does not preovide for formal
identification and ccordination of goods and services. Even though pro-
cedures specify such factors of coordination as quality, timeliness, and
conditions under which goods and services are provided, these factors
are developed through informal, personal relations among department heads.
These personal relations provide a primary coordinating force among

hospital departments.,
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Thus, department heads require information about ccordinaticn such
as the identification of the services and the characteristics of the
services tc be produced by the department and to be made available to
the department in order to develop efficient procedures, Such informa-
tion is not generated through formal procedures, it is supplied through
perscnal relations. Thus, in generating information from which to
develop procedures, department heads perform a major act of cocordination
in hospitals.

Characteristic 5c. The praimany gunctions of hospital department
head positions draw upon the procedures,
practices, and principles of management and
0§ the technology arcund which production
systems are organized.

In contrast to the primary functions of administrants, which draw
primarily upon the procedures, practices, and principles of management,
the primary functions of department heads draw from beth the fields of
management and of technoclogy. TFor example, even though the development
of procedures requires knowledge about the technology, many of the
activities are left to the discretion of department heads. In develcp-
ing the methods for these activities and the sequence of the activities
in the procedure, department heads can utilize the procedures, practices
and principles frcm the field of management.

Of these two fields, technology dominates. That department heads
have extensive training, experience, or education in technology is
typically a prerequisite for assignment. Training, experience, and edu-
cation in the procedures, practices, and principles of management is

desirable but not necessary. /



104

The dominance of technology tends to inhibit coordination. For
example, most department heads belong to professional or technical
socleties organized by researchers, educators, and practiticners. Many
of these organizations are managed or led by individuals who have
achieved an unusually high ability in the technology, and these leaders
exert considerable pressures to upgrade the profession through the
organization. These pressures lead to the publication and presentation,
at regional and national meetings, of papers dealing with new, sophisti-
cated, and, frequently, spectacular services which the members can pro-
duce within thelr departments. Department heads may be motivated to
implement such services in their departments in order to maintain or
establish positions within societies, Department heads may be able to
develor the procedures asnd implement the service without due regard to
the coordination of the services among the departments of the hospital.

This characteristic interacts with Chargeteristic 6a and Charqc-

teritstic 7¢ to be discussed later.

Charactenistic 6. Based on the technology of production systems,
the singulan function of hospdltal practiticnen
vositions 48 the production of goods and
services.

As discussed in Characteristic 4b, the primary goals of hospitals
include goods and services for patients. As described in Characteristic
1, the goods and services through which hospital goals are achieved are
produced in production systems by practitioners as directed by procedures.

Thus, practitioners have a singular function, the production of goods and

services. This function might be more dramatically illustrated with a
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negative statement, the primary function of practiticners is not "to

not produce services." To a practitioner, it may appear that to not
produce certain services would make his work more convenient and

pleasant and lower the cost of operating the department. Although
administrants and department heads would like to have the work convenient
and pleasant for all hospital employees and to have low departmental
operating costs, these are not primary goals of hospitals. And, with the
intricate interactions described in Characteristic 2b, achieving these
goals in one department might increase overall costs and hinder the
achievement of hospital gecals.

Thus, in their primary function, practitioners are not agents for
coordinating goods and services among departments. Practitioners do
influence the development or selection of procedures by making sugges-
tions and recommendations tc department heads, And, if department heads
have nct properly performed their primary functions, practiticners
develop or select procedures, thereby cocordinating goods and services,
but then practitioners are perferming a primary function of department
head pesitions, not practitioner positions,

Characteristic éa. Many hospital department heads alsc perform
in practiteonenr posidions.

Many hospital departments, particularly in small hospitals, have
only a few employees, and department heads produce some of the goods and
services of the production systems. For example, a chief pharmacist may
not only perform functions as the head of the pharmacy, but also serve in

the production system as a pharmacist, filling the order for narcotics
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and providing the services of the clinical pharmacy program. And the
head of 2 perscnnel department might alsc conduct diagnostic employment
interviews, personnel tests, and exit interviews.

And even in large hospitals, department heads may have difficulty
in relinquishing the opportunity to practice. Part of the difficulty
may be due to a professicnal pride, or z reluctance to delegate work, or
a desire to provide services to meet demand.

A department head with more of an inclination toward technology
than toward management and with constraints on the resources of his
department (to be discussed in Characteristic 7¢) may react to any
apparent increase in demand by producing goods and services himself.
Since the goods and services of production systems are necessary to the
goals and the objectives of hospitals, their omission, and frequently,
even their postponement can have adverse effects on the achilievements of
those goals. However, the functions related to department head positions
may be postponed, sometimes indefinitely, frequently with little apparent
negative results, at least in the short run. This difference between the
functions of department heads and practitioners is striking. It is one
thing to delay or postpeone the study of the coordination of goods and
services; 1t 1s gquite another thing to postpone medication rounds. It
is one thing toc postpene the development of formal, detailed procedures;
it is gquite another thing to postpone washing sheets.

Extended neglect of the primary functions of department heads can
contribute to a decrease in efficiency, however, and if a department head

responds to a decrease in efficiency by producing more of the goods and
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services himself, it may be increasingly difficult for him to perform
the primary functions of department heads and eliminate the causes of
inefficiency. And, although a department head may coordinate the gocds
and services he produces, while he is preoducing them, he is nct coordi-
nating the other goods and services produced in his department.

In summary, the primary functions of organizaticnal positions are
presented in Figure IV-7. In conclusion, the function which deals most
formally with coordination is that of administrants in the resolution of
disagreements among department heads. The position which deals most
effectively with cocrdination is that of department heads as they develop
personal relations in order to generate information with which to design
procedures.

Fiscal Procedures

Although primarily concerned with goods and services for patients,
hospitals are eccnomic entities, that is, hospitals acquire funds with
which to acquire rescurces with which to produce goods and services.

The major source of hospital funds is the income from the charges for
goods and services to patients. Hospital fiscal procedures are a valu-
able source of information to administrants who identify charges for each
of the gocds and services, estimate the volume of demand for each of the
goods and services for a specific time period, and, with these data,
estimate the total income to the hospital during the time pericd. Hos-
pital fiscal procedures also provide a valuable scurce of informatien to
administrants who develop budgets which allccate hospital income among

the departments. And hospital fiscal procedures account for the business
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transactions associated with receiving money and spending money.,

The influence of fiscal procedures on the coordination of goods

and services is described in the characteristics of hospital organization

and management.

Characteristic 7. The primary functions of hospital §iscal
procedunes include Ldentifying charges gor
goods and services, accounting for Lincome,
eatablisning departmental budgets, and
accounting for spending.

Hospital charge for the goods and services of only a few depart-
ments, the "revenue producing departments." Among these departments
are nursing department, operating room, anesthesia, radioclogy, and
laboratory. '"Nonrevenue producing departments" include such departments
as dietary, housekeeping, business office, personnel, and engineering and
maintenance., Thus, if charges for goods and services are to reflect the
"full cost'" of providing the services, then the cost of the geoods and
services of the nonrevenue producing departments must be assigned to the
revenue producing departments and incorporated into the charges for
services of these departments. Thus, one important aspect of identify-
ing charges for services rendered to patients is cost finding. 1In
additiop, cost finding directly identifies the charges for the major
cost reimbursement programs, such as Medicare,

In cost finding, the direct costs for labor and supplies are
accumulated for each department, and the overhead costs, Including
depreciation for space and equipment, are distributed among all depart-

ments. These costs for nonrevenue producing departments are tc be
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distributed to revenue preducing departments. The dominant services are
the generally accepted basis for distribution identified by the authors
of the booklet (ost Finding and Rate Setting for Hospitale. For example,
if laundry has provided 10 per cent of its clean linens to a department,
that department should incur 10 per cent of the costs of operating
laundry. And, if 25 per cent of the priced requisitions of pharmacy are
sent to one department, that department should be allocated 25 per cent
of the costs of operating pharmacy.

The first auxiliary characteristic of hospital organization and
management related to fiscal procedures pertains to the identification
of the charges for goods and services.

Characteristic 7a, In Lidentifying charges gorn geods and services,
the mafon sounce of income in most hospitals,
hospital giscal procedunes Ldentify the full cost
o4 each department and the coordination among
departtments .

The three methods of cost finding in hospitals, known as Method
Number 1, Method Number 2, and Method Number 3, will be reviewed
briefly.7

In Methed Number 1, the costs of the nonrevenue producing depart-
ments are allocated directly to the revenue producing departments. This

method is not recommended because it does not develop the full cost of

8 .
operating the nonrevenue producing department. In this method, the

"For move information on these three methods, see Cost Finding
and Rate Setting for Hospitals, American Hospital Association, Chicago,
1968, pp. 21-867.

®id., p. 67.
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costs of the nonrevenue producing departments include depreciation for
equipment and space, but not the costs of the goods and services trans-
ferred to these departments,

Method Number 2, also called the step-down method, accounts for
some of the interaction among departments and zll of the costs for
depreciation. In this method, the nonrevenue producing departments are
taken in sequence, beginning with that department which provides services
to the largest number of other nonrevenue prcducing departments. The
costs of the first department in this sequence are distributed among all
departments in relation to the services provided. The costs of the
second department in the sequence are increased by its share of the costs
of the first department, and these costs are distributed among the
remaining nonrevenue producing departments and all the revenue producing
departments in relation to the services provided. Thus, each nonrevenue
producing department is taken in sequence. Its costs are increased by
its portion of the costs of the nonrevenue producing departments whose
costs have been distributed, and these costs are distributed amcng the
remaining nonrevenue producing departments and all the revenue producing
departments. The authors of the booklet on ccst finding and rate setting
by the American Hospital Assoclation identify this method as being
acceptable; however, they caution that it dces not provide for the
determination of the full costs of the nonrevenue producing departments,
that is, does neot account for all the coordinaticn among the departments.9

Method Number 3, also known as the double-distribution method,

gIbid., p. 67.
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accounts for more of the coordination among departments. In this methed,
the ccsts of the nonrevenue producing departments are distributed ameng
all other departments in relation to the services rendered., Then, for
each of the nonrevenue producing departments, the added costs which have
been assigned to the department are distributed either by ocne of the
methods discussed above cor by repeating Method Number 3. If Method
Number 3 is selected for the second round of distribution, then the
additional costs to each of the nonrevenue producing departments are
distributed. Eventually Method Number 1 or 2 is used to terminate the
process. Method Number 3 is the most highly recommended method because
even though Method Number 2 produces the same basic end result, Method
Number 3 "has the distinct advantage of producing the full costs of
operating the nonrevenue producing departments, as well as the full costs
of the revenue producing department.”l

Thus, the cost finding techniques of fiscal procedures include
the costs of depreciatien for space and equipment and measures of the
coordinaticn which did occur among departments. Even though such pro-
cedures direct attentiocn to identifying and measuring interactlion ameng
departments, the procedures do not serve as agents for coordinating goods
and services among departments.

But cost finding procedures do permit the identification of the
full costs of operating the revenue producing departments and the identi-
fication of charges for services., After services of the revenue producing

departments have been delivered tc patients, other fiscal procedures are

Prid., p. 67.
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used to account for the revenue produced by the charges.

Although several hospital departments are classified as revenue
producing, that is, patients are charged for services delivered by or
through these departments, the revenues are not income to the depart-
ments, but income to the hospital. Through fiscal procedures, hospitals
decompose this income into departmental budgets which may be taken as
"income" to the departments, The money authorized by the budget is the
only money available to department heads with which to acquire resources
to be used in the production of goods and services,

In traditional hospital fiscal procedures, the expense budget Is
the formally recognized source of income to departments. The categories
for which department heads can spend money and the maximum amounts which
can be spent are Included in expense budgets.

The following auxiliary characteristic of hospital organization

and management pertains to the establishment of departmental budgets.
Charnactenistic 7b. In establishing departmental budgets, which
can be taken as Lincome to departments,
hospital §iscal procedures do not identify
charges fon services, full costs, non the
degnree of cechdination among depatments.

The income to hospital departments as determined by traditional
fiscal procedures is not directly related to the production of goods and
services. Although statistical budgets and other methods are used to
estimate the required job positions, salaries and wages, supplies, and
purchased services for each department, once established, expense budgets

are available, relatively independent of production. Even though admin-

istrants pericdically review costs per unit of principal services, and
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may adjust budgets, the income to a department from a budget is only
indirectly related to the production of goods and services.

Even flexible budgets, in limited use in hespitals, do not
directly relate income to production., In such budgets, the income to
a department would be related to some readily available statistic which
is related to departmental services, such as inpatient days,

Nor do departmental expense budgets include full costs, Two major
classes of items frequently omitted are depreciation of space and equip-
ment and the costs of the goods and services of other departments. That
these costs are significant is shown in Figure IV-8, which summarizes
the data in Appendix D-5. The cost data in Appendix D-5 have been aggre-
gated into five categories, equipment, supplies, space, goods and ser-
vices from other departments, and personnel. The value of each category
as a percentage of toctal cost was computed. As illustrated in Figure
IV-8, all departments utilize goods and services of other departments \
and the value of these goods and services constitute between 7 per cent
and 37 per cent of the cost of operating the departments. The costs for
equipment and space constitute between 3 per cent and 3% per cent of the
cost of operating the departments. The costs of goods and services,
equipment, and space constitute between 11 per cent and 66 per cent of
the cost of operating departments.

Thus, fiscal procedures which identify the expense budgets for

departments are not agents through which the goods and the services cof

Mror a discussion of hospital budgeting, see Budgeting Proce-

dures for Hospitals, American Hospital Association, Chicago, 1871,
88 pp.
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the departments are formally coordinated, In fact, such budgeting pro-
cedures provide a means of constraining the income to departments and,
thereby, the resources of departments as described in the next auxiliary
characteristic of hospital organization and management.
Characteristic 7c. For many hospital departments, the total "demand"
for goods and senvices exceeds the capacity of
the production systems, as constrained by zthe
budget and availablfe goods and services.

In the most common definition, demand exists outside the unit
which supplies the goods or services which satisfy the demand. There is
a demand for the goods and services of hospitals. And, within heospitals,
there are demands for departmental goods and services by other depart-
ments as illustrated in Characteristics 2a and 2b.

One factor contributing to the demand for goods and services of
heospital departments is that there are no economic costs assigned to the
goods and services transferred among departments., If a department head
can increase the amount of gocds and services that he receives from
another department, he will, in effect, increase his budget, although
such a change would not be reflected in the fiscal procedures. If nurs-
ing service cleans up the spillage occurring in patient rocoms and
delivers patients' meals, getting the housekeeping department to clean
up the spillage and dietary to deliver the meals would, in effect,
increase the budget of nursing service.

Some demand is supply generated. As ildentified in Charqcteristics
I and 5b, department heads have received extensive experience, training,

or education in technology, and they usually participate in a professional
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or technical society devoted to advancing this technology, as discussed
in Chagracteristic 5b. With the rapid rate at which changes are being
introduced in the technologies, as discussed in Characteristic 2, and
pressures from societies, department heads perceive of even greater con-
tributions to be made by their departments., For example, the head of
an industrial engineering department may want to apply queuing theory.
The director of a library may want to enlarge the reference section and
subscribe to more digest services. Such professional goals augment the
demand for services of departments. Moss recognized this when he said,

The disparity between a nursing director's view of funds needed

for optimum quality patient care and the funds avallable is

apparent in two instances where the initial budgets were size-

able departures from expectations; in one hospital nursing was

$60,000 of the $200,000 excess over-anticipated income, and

another $68,000 to $170,000,'7

But, no matter the source cf demand, the supply with which to

meet demand is constrained by budgets. Frequently, budgets are rational
extensions of historical costs. Typically, such historical data reflects
what did occur, not necessarily what should have occurred. 1In an excep-
tional, but highly illustrative example, an industrial engineering
department in a large mental health hospital studied the randomly gen-
erated demand for linens by incontinent patients. A chart was prepared
showing the amount of linens needed as a function of hospital policy in
regards to the frequency of changing linens for both centinent and in-

continent patients. The administrative and the medical staffs were asked

for a policy in regards to frequency of changes. The resultant policy

Moss, Arthur B. and others, Hospital Policy Decigions: Process
and Aetion, G. P. Putnam's Sons, New York, 1966, p. 2686,
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dictated that the laundry have the capacity to process 600,000 pounds of
linen a week. The capacity of the existing laundry was 240,000 pounds
of linen a week. Neot only did the demand exceed the capacity of the
laundry, but the hospital did not have enough linens nor enough staff

to change linens tc meet the demand.

And when demand exceeds supply, raticning must occur. By modi-
fying the procedures directing the production system as described in
Characteristic 5b, heads of producing departments eliminate services,
change the quality of the service, or delay the timing of the service in
such a way as to operate within budget. Since there are no charges for
the goods and services of the department, the heads of the departments
using the goocds and the services may be willing to accept whatever
services will be made available by the producing department,

Using budgets to constrain the capacity of a department is
certainly an effective procedure for controlling costs. However, this
traditional methed of controlling costs through budgets, where such
budgets deal directly with only one segment of the supply and are not
related to output, does not serve as an agent for formally coordinating
goods and services among departments so as to effectively achieve the
goals of the hospital. Where hospital department heads arbitrarily
ration the production of goods and services in order to stay within
budget, effective coordination must be a chance occurrence,

Conclusiocon
Generally, the primary functions of the potential agents examined

here do not provide for routinely and formally coordinating goods and
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services among departments. The dominant role of coordination for each

of the potential agents can be summarized as follows:

1.

Technolcgical Theme. Not only is there an absence of a
deminant technological theme which cocrdinates the flow
of goods through an extended sequence of departments,
but the quasi-independence of the complex technologies
of each of the departments complicates coordination.

Functions of Organizational Positions. The ccordination

achieved among departments is primarily the result of
personal relations developed among employees in the
organizational positicons. However, except for adminis-
trants resolving disagreements between department heads,
the principal functions of the organizational positions
do not include the formal coordination of goods and
services among departments.

Fiscal Procedures. Although fiscal procedures include a
measure of cocrdination which did occur, they do not
provide for fermally coordinating goods and services among
departments. Fiscal procedures do constrain the capacity
of production systems of departments and inhkibit, to some
degree, the coordination of goods and services.

Additional Relevant Characteristics

In addition to the characteristics identified and described in the

discussion of the basic elements and the nature of the problem of ccordi-

nation and the review of principal functions of existing potential agents

of coordination, there are a few additional characteristics of hospital

organization and management which are relevant to the design of proce-

dures through which hespital managers formally coordinate departmental

goods and services. These characteristics relate to the goals of hos-

pitals, the rate at which management techniques can be introduced in

hospitals, and the role of hespital medigal staffs,
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Characternistic &. Although differing among hospitals and over
time, goals of hospitals can be related to
goods and services of preduction Sysitems.

The goals of hospitals are functions of such factors as discussed
in Characteristic 4b. Since these factors differ among hospitals, goals
among hospitals differ.

And as the factors which affect goals are changing over time,
hospital gcals change over time. New employees bring new interests and
interaction with current employees so as to produce different goals.
Changing technologies, as discussed in Characteristic 1, introduce dif-
ferent goals.

Even though different and changing, the primary goals of hospitals
pertain to goods and services for patients. As described in Character-
i8tie 1, all goods and services for patients are produced in production
systems. And even though not all the goods and services of production
systems are provided directly to patients, the final objective of all
goods and services of all production systems are goods and services to
patients.

Chanactenistic 9. The nate at which hospital managens can assimi-
Late advanced management fechnigues diffens
among hospitals .

Some hospitals currently have elaborate and sophisticated
budgeting procedures, while other hospitals have only the essential,
rudimentary elements of budgeting. Many hospitals have detailed,

formal procedures manuals for the activities in almost all preduction

systems; other hospitals have only a sufficient number of procedures
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manuals to satisfy the requirements of JCAH. These differences in the
current status of development of management systems and the differences
in the interests and the capabilities of the managers affect the rate
at which hospital managers can assimilate additional management tech-

niques.

Characternistic 10, 1In fewms of Anteractions, hospital medical
staggs may be viewed as hospital deparitments
using goods and services of other departments.

Although all members of medical staffs may not be paid employees
of hospitals, they are members cof hospitals. And medicsl staffs have
many of the characteristics of departments as described in Characteristic
1. They have administrants, service chiefs, chiefs of staff, and an
executive committee which relates to the board of directors. And medical
staffs have production systems. In these systems, physicians use the
space, supplies, and equipment in performing physical and mental activi-
ties as directed by policies and the procedures. And even though physi-
cians, as professionals, have considerable latitude in selecting the
procedures, their actions are governed, to some extent, by administrants,
particularly through such peer review groups as Utilization Review Com-
mittees. And, finally, services produced by physicians contribute to
hospital goals.

As a practitioner in a hospital procduction system, physicians
have available to them certain goods and services from other hospital
departments, And although the physician is legally responsible for
decisions related to diagnosis and treatment, he can he restricted to

ordering those goods and services as authorized by the management system.
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Tor example, a physician cannot crder procedures for open heart surgery,
no matter how badly needed, if the management system has not made
facilities avallable with which departments can produce goods and

services required for open heart surgery.

Conclusion

The characteristics of hospital organization and management
identified and described in this chapter indicate that hospitals are
complicated sets of complex and changing technologies with intricate
and variable interactions of goods and services and that these interac-
tions are essential tc the achievement of the organizaticnal goals.,
Thus, these characteristics illustrate an environment suitable for, and
a need for, procedures through which managers formally coordinate
departmental goods and services.

Subsequent characteristics pertaining tc the primary functions of
potential agents of coordination failed to reveal functlions dealing
directly, routinely, and formally with the coordination of goods and
services. Many functions relate indirectly to or have implications for
coordination. Perhaps the most significant of these is the function of
department head positions related to the development of procedures,
Characteristic 5b. Such procedures require some knowledge azbout goods
and services which are to be made available and gocds and services which
are to be produced. If formal procedures are not available tc provide
the information, department heads must develop informal, personal rela-
tions so as to achieve some degree of coordination in the production of

their goods and services.
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The descriptions provided by the characteristics identified and
discussed here do not directly provide procedures for formally coordi-
nating goods and services; description alone seldom resolves problems.
However, if descriptions have been properly develecped, they can be
used in developing soluticns; this is the remaining task to be completed

in the following chapter.
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CHAPTER V
PROCEDURES FOR FORMAL COORDINATION

Even though the Initial procedures developed for the study of
coordination as described in Chapter III were derived from the funda-
mental principles of public utility economics, and even though consider-
zble argument could be advanced that, in terms of the total hospital, =
department could be likened to a public utility serving a community, it
does not necessarily follow that the initial procedures conform to the
characteristics of hospital organization and management. With the
identification of the characteristics of hospital organization and man-
agement in Chapter IV, it is now possible to examine the procedures In
order to identify those procedures or portions of procedures which do
not conform to the characteristics.

Such an examination 1s presented in the first section of this
chapter. As points of disparity are discovered, modification are sug-
gested. In the second section of this chapter, the initial procedures
are revised, by incorporating the suggestions, and organized intec a

program of coordinaticn.

Initial Procedures

The seven initial procedural steps derived from public utility

economics are discussed in sequence.
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1. Identify the goods and services of all the service departments and
two revenue producing departments, Central Service ard Pharmacy.

This step includes twe functions worthy of separate consideration.
These are identifying goods and services and limiting the number of
departments included.

Identifying Goods and Services. Goods and services are the

principal formal relations among departments (2),l and specific knowledge
about which goods and services are to be produced in which departments
can be of value to administrants and department heads. Goods and
services are related to hospital goals (8), and since administrants
identify hospital goals (4b), formally identifying the authorized goods
and services can assist administrants in establishing goals. Xnowing
what goods and services to produce and what goods and services are to be
available can assist department heads in developing and implementing
procedure within their departments (5Sb).

However, departmental goods and services are currently being
identified in only the revenue producing department and cnly for those
gocds and services delivered to patients (7a). Department heads in-
formally, thrcugh perscnal relations, identify the departmental goods
and services transferred among departments (5b). Therefore, introducing
this procedure can precipitate a resistance to the change. However,

since all hospital goods and services are produced in departments, and

lIn the first section of this chapter, numerous references will
be made to the characteristics of hospital organization and management
identified and described in the preceding chapter. To simplify these
references, the point being drawn from the description of a character-
istic will be included in a sentence and the referential characteristic
will be identified by number, marked off by parentheses.
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since the primary goals of hospitals are met through these goods and
services, the identification of department goods and services seems
to be a function too iImportant to be left to the informal perscnal
relations which develop among department heads.

Sc, even though changes in the management system are required,
identifying goods and services is an essential component of coordination
which i1s generally compatible with the characteristics of hospital organ-
ization and management. Therefore, it seems reascnable to retain this
procedure.

Limiting the Number of Departments. In the exploratory study cf

coordination described in Chapter III, it was assumed that the Iincome
produced by the services of the revenue preducing departments was income
to the departments, and, except for Pharmacy and Central Service, the
goods and services of these departments were not included in the study.
Aétually, hospitals charge patients for the goods and services of only

a few departments, and the revenue is the primary source of income to

the hospital (7a) and 211 departments (7b). Since administrants identify
departments, select department heads, and allocate income among depart-
ments (u4b), the view could be taken that administrants pay departments
for services rendered to patients.

There does not seem to be a compelling reason for not including
all departments in a program of coordination. For one thing, the domi-
nant services of the revenue precducing departments which have been priced
serve as a basis for charging patients (7a). In addition, many of these

departments alsc produce services for other departments. For example,
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many radiclogy departments provide chest x-rays for hcspital employees
in other departments. Including the revenue departments in a program of
coordination would permit the identification of all possible interactions
among departments.
2, Develop a proposed price for each good and each service, using

the basic pricing procedures of public utility economics,

Prices for departmental goods and services provided to patients
are now being used in hospitals (7a), therefore, this concept is not
totally new to hospitals. However, prices are not belng developed for
all goods and services, Department heads informaliy develop a system
of values for goods and services transferred among departments (4b, 7b).
Therefore, to price all goods and services introduces changes in the
management system and can precipitate resistance to change.

But covercoming such resistance and developing prices can encourage
tﬁe practice of management. Department heads are experts in, and tend
to devote their attention to, the technology of the producticon systems
in their department (5b, fa). Department heads are also expected to use
procedures, practices and principles of management (5¢). Causing depart-
ment heads to develop prices will direct some of their attentlon to the
use of resources and the cost of output,

Another reason for pricing goods and services Is that prices
indicate value. In those departments in which demand exceeds supply
{7c), information abecut the value of goods and services can assist
department heads mere objectively ration goods and services. The heads

of producing departments know that stat services cost their departments
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more than routine services, and they admonish the heads of consuming
departments tc utilize routine services whenever possible. Pricing
departmental goods and services can provide these department heads with
mere information with which tc make their case, and also information
to be used as they acquire goods and services from other departments
(ub).

Although pricing all goods and services does introduce some
changes in the management system, prices provide information essential
to the primary functions of department heads. Therefore, since pricing
goeds and services contributes to the program of cocrdination and, in
general, is compatible with the characteristics of hospital organization
and management, these general procedures are vetained,

3. Establish a review commission to review the proposed prices at
a "public hearing," make any adjustments it deems necessary, and
publish the approved prices for all goods and services,

This step includes two functions worthy of separate consideration.
These are the review commission and the reviewing of prices.

Review Commission. Currently, hospital departments are identified

by administrants (u4b), and the goods and services of these departments
are developed by agreement among department heads (5b). If two depart-
ment heads are unable to agree on goods and services, an administrant
will resolve the disagreement (4b). However, it is difficult for one or
two perscons to have specific, detailed knowledge about the complex and
different technelogies in the many departments (la), of the surges of
interactions among departments (2b), and of external sources of demand

and supply (4a, 5a). Committees can bring together a group of people
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with knowledge from many areas to apply to the complex problems of
coordination. And the use of committees is well established in hos-
pitals, with committees in the management system, such as the budget
committee, and In the medical staff, such as the utilizatlien review
committee and the executive committee.

However, a few changes are needed to make this procedure cconform
to the characteristics of hospital organization and management, changes
in regard to the name, the authority, and the composition.

The name of the commission should be changed. The adjective
review emphasizes a major function of the commission, not the subject
with which the commission deals. And the utilization review committees
cf medical staffs have established a role for the term review (103J,
Departmental gocds and services occupy the attention of the commission
and using a name such as services commission will emphasize that fact.
The noun commission is retained merely as a distinctive title.

In the initial procedures, it was assumed that the commission
would be given the authority of the administrator in pricing the goods
and services transferred among departments. The administrator has suf-
ficient threats to his authority without the introduction of new ones.
Among these are the several administrative committees within the manage-
ment system, the medical staff and associate committees with their
autheritative roles, and the many complex technologies in which staff
adviscrs employ expertness as a means of gaining authority over portions
of cperations (la). The commission should serve as an adviscr to the

administrator. In effect, the commission consolidates staff advice from
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a large number of experts and organizes this information into recommen-
dations to the administrator.

Also in the initial procedures, the review commission was compesed
of the administratcr and two members of the board of directers. As hos-
pitals are composed of many complex technologies (la), including the
medical staff (10), the commission should be composed of experts from
these technologies. For example, a commission could have representatives
from the board of directors, the medical staff, physician departments,
nursing departments, and service departments., The administrator should
Le a member cf the commissicn and may serve as chairman,

Reviewing Prices. The complexity of determining prices is amply

demonstrated in the fiscal procedures for pricing goods and services
provided to patients (7a). There are several costs to be allocated to
departments, such as depreciation of the building, maintenance of the
bﬁilding and grounds, and administrative costs. The allocation of these
costs is arbitrary and significantly affects the costs of the depart-
ments. After such costs are allocated, departmental costs are distributed
among other departments, and the most generally accepted basis of dis-
tributien is the dominant services.

Since cost allocation is arbitrarily established and since the
prices for the goods of a department are affected by the costs cf
services of other departments in the intricate Interactions among pro-
duction systems (2b), it seems reasonable that the expert knowledge of
the services commission be used to review, adjust, and appreove depart-

mental goods and services and their prices.
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L., Apply the concept of consumer soverelignty and permit department
heads tc select those goods and services which best meet their
needs in the amount which meets their needs.

There are several characteristics of hospital organization and
management which negate the acceptance of consumer sovereignty. Such
characteristics will be discussed under the headings of technology,
demand, and budget.

Technology. Hospital departments have production systems organ-
ized around complex technologies (la)., The heads of these departments
are experts in the technology of their department (5c). Many of the
goods and services of the departments require expert knowledge of the
technelegy in such aspects as initiating the order and specifying the
timeliness of delivery, the method of delivery, and gquality. Since every
hospital department is organized arcund complex technology, it should be
expected that every department head jealcusly guard the authority over
the goods and services produced by the technology of his department.

Another aspect of technolegy is that there are goods and services
from some technologies which do not require expert kncwledge to initiate
the order, but which are so essential to the successful operation of the
hospital that a consumer should not have the authority to reject such
services, Tor example, it may not be reasonable for nursing service to
have the authority to not have a rcom thorecughly cleaned by housekeeping
after a patient has vacated the room. And it may not be advisable for
housekeeping to have the authority to not order the culture checks of
laberatory.

One way to resolve this complex prcblem of authority would be to
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have the department heads propose a set cf authorities and responsibili-
ties for each good and each service for both the producing department
and the consuming department. These proposed authorities and responsi-
bilities could be submitted to the services commission for review,
adjustment, and approval.

Demand., The heads of many hospital departments perceive a total
"demand" for goods and services which exceeds the capacity of the pro-
ductions systems of their departments {(7c¢). It 1s not reasonable to
expect these department heads to forego the rationing of goods and
services which permits them to allocate the limited capacity in such a
way as it meets thelr prcfessicnal goals.

One of the primary objectives of a program of coordination is
to cause the use of the goods and services in the proper amounts. The
identification of the official authorities and responsibilities produced
tﬁrough the process described above will specify those services over
which the producer has authority and those over which consumer has
authority. Through such a process, each department head will have
autherity over the goods and services which require technical knowledge
for order initiation, and, perhaps, other characteristies, For the
cther goods and services of the departments, demand as generated by the
needs of consumer departments and supported by the budgets will establish
the level of operation.

Budgets. Traditiocnal departmental budgets do not include full
costs (7b). Omitted are the depreciaticn on equipment and supplies and

the cost of the goods and services provided by other departments. Thus,



133

with traditional budgets, department heads have funds to employ people
and purchase supplies, but do not have funds with which tc purchase
goods and services of other departments. Even though these department
heads may be told that they will obtain additional income from the pro-
duction of gocds and services, such income is not available at the
beginning of an accounting period, They alsc know that if they do not
have budget with which to purchase goods and services, it is likely that
limited budgets in other departments do not include goods and services
from their departments.

One method of changing the budgets would be to estimate the
amount cf interactions among departments and to increase the budget of
each department to reflect the cost of the goods and services used in
the interaction. In fact, it would be well to include in this budget
the costs for depreciation on space and equipment, in order that the
department heads can identify the full costs of operating departments
and better estimate the prices to be charged for the services of the
department.

With the above modifications, the concept of consumer authority
is reduced to two steps: (1) establishing the availability of goods
and services through authorities and responsibilities, and (2) modifying
the budgets. These procedures conform to the characteristics of hospital
organization and management and contribute to the program of coordina-
tiomn.

5. Record the transfer of gocds and services among departments through
rudimentary accounting procedures.
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Although hospital fiscal procedures may identify the full cost of
each department in identifying charges for goods and services to
patients (7a), the transfer of goocds and services among departments is
net routinely accounted for. The information about the interaction,
which is required for appraising services, is determined periodically
through ceost-finding techniques., Thus, even though hospitals have ade-
quate procedures to account for the delivery of goods and services to
the patients, they have only limited experience with accounting for the
goods and services among departments. Therefore, accounting for these
goods and services through rudimentary procedures provides a means of
acguiring experience with the methods of collecting data and the levels
of detail in the datz collected. After hospitals have had sufficient
experience, formal procedures to account for the transfer of goods and
services could be developed and incorporated into the fiscal procedures
of the hospitals.

Although this procedure introduces changes in hospital operations,
it is an essential step in the program of coordination and is petained,
6. Prepare financial reports of the transfer of goods and services

and present the reports to hospital managers.

In many hespitals, department heads currently receive periodic
financial reports about the rate of which they are using their budgeted
resources. Such information is of wvalue to administrants in allocating
income ameng departments (4b) and to department heads in acquiring
authorized resources (5b)., The financial report to be presented here

ceontains the same information as current budget reports, and also includes
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additional informaticn in regard to the income to the department from

the production of goods and services and the cost tc the department

for the gocds and services consumed. This procedure requires no changes

to cenform te the characteristics of hospital organization and manage-

ment .

7. Have the review commission re-evaluate the prices of goods and
services as requested by department heads.

The technology of hospital producticn systems is changing (la),
the external sources of demand and supply are changing (4a, 5a). In
order to adjust to these demands, the internal organization and proce-
dures of the hospital are mecdified (ub, 5b)., Changes are introduced not
only in the prices of goods and services, but alsc in the gocds and
services to be made available and the authorities and responsibility over
these goods and services. The services commission should consider addi-
tions, deletions, and modifications as recommended by department heads.

This procedure Is compatible with the characteristics of hospital
organization and management and is retained.

Sequence and Focus

Jn addition to the above examination of each of the procedural
steps, the overall sequence sf the steps and the focus of the project can
be examined in view of the characteristics of hospital crganization and
maragement., The initial procedures focus on two primary factors as
agents of coordination, prices and consumer sovereignty., That consumer
sovereignty is in conflict with several of the characteristics of hos-
pital organization and management has been noted above and changes in

the procedures have been suggested.
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The rate at which hospital managers can assimilate such management
techniques as a program of coordination differs among hospitals, and a
major portion of this difference is time availability (9). With the
focus on prices as a means of coordination, it appears that all of the
initial preoccedures through procedure number 6 must be implemented befcre
a hospital achieves meaningful results. Implementing all procedures can
require several years in some hospitals. To wait for several years for
the achievement of meaningful results would inhibit the implementaticn cof
this program in many hcspitals.

OCne way to alleviate this difficulty 1s to reduce the emphasis on
prices and to emphasize goods and services, The sequence of the steps
can be rearranged so that each step 1s a separate project which, except
for sequence, is conducted independently of the other steps in the
project. Each of these steps, or small projects, should have specific
end results with value to hospital managers.

One way to do this would be to arrange the steps such that they
form steps in the act of coordination. In general terms, coordination
can be defined as the act of arranging relations among unlike things in
order to produce a commen action or effort, In hospital organization,
the unlike things are departments with different technologies (1a).

The principal formal relations among these departments are goods and
services (2). In specific terms, coordinating goods and services among
hospital departments consists of three basic steps:

1. Identifying the goods and services to be used,

2. Making the goods and services available,
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3. Causing the use of goods and services in the proper
amounts so as to effectively and efficiently achieve
the goals of the hospital.

Procedures through which hospital managers can formally and
systematically accomplish these steps as independent, but sequential,
projects with meaningful end results are presented in the next section
of this chapter. These procedures also incorporate the other modifica-

tions suggested in this secticn.

Program of Cecordination

Although the procedures for formal coordination presented in this
section incorporate the suggestions developed in the preceding section,
it should be ncted that these are not the only procedures which could be
developed from the suggestions. However, the procedures developed in
this program of coordination do conform to the characteristics of hos-
pital organization and management identified and described in Chapter IV.

These procedures are general, corresponding to the general charac-
teristics of hospital organization and management. For implementation
in a specific hospital, mere specific procedures would be developed to
correspond to the characteristics of the hospital.

Beginning with the establishment of a hospital services commission,
the program of coordination proceeds according tc the three steps of
cocordination identified in the preceding secticn, identifying goods and

gservices, making gocds and services available, and causing the use
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of the goods and services in the proper amounts.

Establish Hospital Services Commission

The hespital administrator forms and formally Incorporates into
the hospital management system a heospital services commission, composed
of representatives from the hospital board, medical staff, physician
departments, nursing departments, and service departments. This commis-
sion is charged with the responsibility for developing and implementing
the program of coordinatien in the hospital,

The administrator should consider consolidating the services com-
mission with some existing committee of the management system, For
example, the services commission and the budget committee might well be
the same group, since the work of the services commissicn deals with
several of the preparatory and fundamental activities typically assigned
to budget committees.

Such crganizational procedures as electing or appointing repre-
sentatives, the length of term in office, and the frequency of meetings
can be devised to conform to the characteristic of a specific hospital.
Although the commission might meet frequently during the initial steps
of a program of coordination, cnce the goods and services have been
identified, the authority and responsibilities have been established,
and the prices have been approved, the commission will only have to meet
pericdically to consider changes as recommended by department heads.

If the commission elects to implement the next step in the program
of cocrdination, a portion of its functions and procedures will Le as

described in that step. However, even if the commission elects not to
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implement the remaining steps, it can serve as a valuable tool of man-
agement, serving administrants in resolving disagreements between depart-
ment heads and relating departmental goods and services to hospital
goals.

If a hospital elects to move Into the program of coordination
after the hospital services commission becomes operational, the first
of three steps of coordination, identifying departmental goods and
services, can be initiated.

Identify Departmental Gocds and Services

Department heads formally identify the goods and services of the
production systems of their departments. The exact format and the level
of detail to be included can be decided by the commission and department
heads as they gain experience in describing goods and services. Examples
of one format and several different levels of detail are illustrated in
Aﬁpendix C. In general, the identification of a service should focus on
what the service does for the consumer, not the procedures used in pro-
viding the service.

As department heads identify goods and services, they also iden-
tify differential levels, or variations in such factors as quality and
timeliness, which are permissible for a good or service. Each of these
levels will be consldered a separate service,

The list of recommended goods and services is submitted to the
services cecmmission for review, adjustment, and approval. The general
procedures through which the services commission identifies goods and

services are to be used in the two subsequent steps of the program of
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coordination, should a hespital elect to continue the program thrcugh
those steps. The following procedures of the services commission will be
referred to in the sections of this chapter describing those two steps.

Services Commission Procedures. The list of recommended goods and

services submitted to the services commission is duplicated and distrib-
uted to all hospital managers. After the members of the commission and
the managers have had sufficient time to review the goods and services
of a few departments, the commission holds & quasi-public hearing and
encourages Iinterested department heads to attend. At this hearing, the
head of a producing department and the heads of the departments consuming
the goods and services of the producing department are invited to discuss
those goods and services. During and after the hearing, the commission
reviews the goods and services, makes whatever adjustment it deems neces-
sary, and approves the goods and services, The list is then submitted to
the administrator for formal approval and adoption. These procedures
become an Iterative process through which the goods and services of a
hospital are continually modified to reflect changes in demand, tech-
nolcgy, and the needs and crganization of the hospital.

The completion of these procedures prcvides hospital managers with
a detailed listing of all goods and services of all production systems.

The formal identification of goods and services can be used by
both administrants and department heads. Since goods and services are
related to hospital geoals, and since administrants identify hospital
goals, they can use the above procedure to relate goods and services to

hospital geals. Administrants, through the services commission, can
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eliminate those goods and services which do not complement geoals, rear-
range or combine gcods and services among departments, so as to better
achieve goals, and add those services which are necessary in order to
assure that the goods and services of the departments, in total, are
sufficient to achieve the goals.

And identificaticn of depaftmental goods and services can be used
to assist department heads. Knowing what goods and services are to be
produced and what goods and services are to be made avallable will be of
value to department heads in developing and implementing procedures within
their departments.

In addition to the above uses, the completicn of the identifica-
tion of departmental goods and services prepares the way for the imple-
mentation of the second step in the program cof coordination, identifying
the authority and responsibility of both the producing department and the
cbnsuming department for each of these goods and services.

Although identifying departmental goods and services is a neces-
sary step of coordination, it does not provide a mechanism for transfer-
ring goods and services among departments. There must be some authority
and responsibility in regards to the availability of goods and services.
If a hospital elects to continue this program of coordination, the next
step deals with authority and responsibility.

Establish Authority and Responsibility

Although authority over the cperations of the production systems
in each department has a clear and unmistakable line up through the

supervisor to the department head and up through a series of administrants
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to the board of directors, there is not a corresponding precise line of
authority and respensibility in regard to the goods and services trans-
ferred among production systems in the different departments. These
authorities and responsibilities are developed in this step.

The heads of the departments propose, for each of the goods and
services of their departments, the authorities and responsibilities of
the producing department and the authorities and responsibilities of the
consumer department. Although the exact format and the amcunt of detail
required in these proposals will be established after hospitals have
acquired experience in defining them, generally the authority and
responsibility will be identified for relevant factors, such as ordering
the service, delivering the service, accepting the service, and specify-
ing the time of delivery, method of delivery, and quality. These pro-
posed authorities and responsibilities are submitted to the services
cdmmission for processing through the general procedures used in identi-
fying the goods and services as described in the preceding section.

This step produces a list of authorized responsibilities and
authorities for each of the goods and services of the hospital. For
example, a nursing service department may have the authority to order a
special cleaning service from housekeeping. However, housekeeping may
have the authority to deliver, without orders from nursing service, the
service to clean rcoms after patients vacate them, and nursing service
may have the responsibility to see that such services are delivered,

Thus, with the completion of this second step in the program of

coordination, a hospital would have a complete list of all the
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departmental goods and services and the official authority and responsi-
bility for both the producer and consumer for each of these goods and
services, The next step in this pregram of cocrdination 1s to cause the
use of the goods and services in the proper amcunts so as to effectively
and efficiently achieve hospital goals.

Cause Effective and Efficient Use

Identifying the goods and services of departments assists in
clarifying relaticns among departments. Establishing the authorities and
responsibilities for each of these goods and services will further
clarify relations among departments, But nelither of these two steps
provide information which will cause department heads to use the gcods
and services of the department in the proper amcunts. One approach to
this task is to value each of the goods and services and acccunt for the
transactions., (With accounting, this value becomes price.) Valuing the
géods and services gives the department head infermation with which tc
censider alternatives. Accounting for the transaction causes the fiscal
results of his decisions to be reported,

The general procedures iIntroduced to accomplish evaluation and
accounting are discussed in three secticns: valulng goods and services,
simulating transactions in order to learn more about interaction and to
acquaint department heads with charges for interaction, and accounting
for transacticns. Each of these is a separate, but sequential, project
with 2 valuable end result.

Valuing Goods and Services. Each department head utilizes what-

ever resources are available to help him estimate a value for each goed
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and each service such that the sum over all goods and services of the
value multiplied by the estimated annual demand equals the estimated
annual cost of operating his department. Since the differential levels
of service which are available are considered as separate services, they
are also valued.

These values are actually estimates of the full costs of the goods
and services, and since the determination of full cost is & highly sub-
jective process, for example, depends to a considerable degree upon the
allocation of administrative costs, these costs must be reviewed and
approved. Again, the procedures of the services commission are avail-
able., As described in the identification cf the goods and services, the
services commission reviews, adjusts, and approves charges and submits
the list of values to the administrator.

After approval and adoption by the administrator, the published
list provides hospital managers with the official value for each good and
service of each department.

Official values of departmental goods and services can be used by
administrants in relating goods and services to goals, identifying charges
for goods and services provided to patients, and identifying the full
costs of each department. And department heads can use the Information
in selecting goods and services from other departments and developing
departmental budgets.

With the ildentification of the gcods and services, the establish-
ment of the authority and the responsibility, and the valuing of goods

and services, it is possible to begin accounting for gecods and services.
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However, one intermediate step is modifying budgets,

Modifying Budgets. Traditional departmental budgets do not in-

clude the costs of depreciation and the cests of the goods and services
from other departments. FEach departmental budget should be medified so
as tc include these costs. One source of the cost of depreclation and
the cost of departmental goods and services are the fiscal procedures
dealing with the establishment of the full cost of operating departments,
as discussed in Characteristic 7a.

If a large-scale electronic computer is available, an effective
method for involving department heads in the generation of these data
is to use the computer as a means of simulating the interactions and
computing the resultant income and expenses tc all the departments. As
input to the simulation, each department head estimates the annual costs
of employees, supplies, and depreciation. In addition, each department
head estimates, for each of the consuming departments, the annual volume
of the goods and services of his department over which he has authority.
And, finally, each department head estimates the volume of goods and
services that he orders from other departments.

The =simulation program manipulates the data and provides output
to each department showing the income from each department as the result
of the producers' decisions to provide services to the consumer and as a
result of the consumers' decisions to acquire goods and services of his
department. The output also presents the expenses for each department
including personnel, supplies, depreciation, and the costs of the goods

and services which the producer had the authority to supply, and the costs
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of the goods and services which the consumer had the authority to order.
After the department heads have had time to review the output and dis-
cuss the interactions among the departments, the simulation process can
be repeated with the department varving their input. After several such
simulations, the department heads will acquire some experience with
interactions and accounting for interacticns and the resulting cost and
income produced by the simulation will reflect this experience, Thus,
simulation provides a means by which to acquaint department heads with
interactions and to develop information with which tc modify the budget
to include the full costs of departmental operation.

Accounting for Transactions. Before actually acccounting for

transactions through the fiscal procedures of the hospital, it is recom-
mended that a design phase be implemented in order to acquire experience
in accounting for, and information about, the transactions among depart-
ments. During this phase, various methods of accounting for transactions
are studied and tested. Relationships between transactions and other
statistical data currently being acquired by the fiscal procedures are
examined. The design phase produces procedures for Incorporating the
transaction among departments into the fiscal procedures,

With the design work completed, the fiscal procedures of the hos-
pital are modified so as to include the transactions among departments.
The chart of accounts of the hespital is expanded to include accounts for
departmental income from services and departmental expenses for services
from other departments. Procedures for routinely recording the transfer

of goods and services between departments and to accommodate the authority
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and responsibiiity of both the head of the producer departments and the
head of the consumer departments is implemented. Monthly departmental
financial statements are prepared and distributed which include the
income from and the expenses for the services exchanged among the
departments, as well as the other costs asscociated with operating the
department.

The value of the transactions among departments and other costs
is organized into a master input-output table and a coefficient table,
and an inverse coefficient table is computed. The results cof these
computations will be distributed to hespital managers feor use in such
programs as evaluation of departmental efficiency, expansion plans, bud-

get preparation, and the pricing of hospital services,.
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CHAPTER VI
CONCLUSIONS AND RECOMMENDATICNS

Conclusions

The three general conclusions drawn from this investigation are:
1. Characteristics of hospital organization and management can be

identified,

Including the auxiliary characteristics, 23 characteristics of
hespital organization and management which contribute to the need fop,
and influence the design of, procedures through which hospital managers
formally coecrdinate departmental goods and services are ldentified in
this investigation, These characteristics pertain to the following gen-
eral elements of hospital organization and management:

1. Organization.

2. Relations among departments.

3. Technological theme,

4. Organizational positions.

5. TFilscal procedures.

2. The characteristics of hospltal organization and management indicate
that there is a need for formal coordination of departmental goods
and services and that this need is not being met.

The characteristics of hospital crganization and management per-
taining to organizatien and relations among departments indicate that

hospitals are complicated sets of complex and changing technologies with
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intricate and variable Interactions of goods and services and that these
interactions are essential to the achievement of the major goal of hos-

pitals. Thus, these characteristics illustrate an environment suitable

for, and a need for, procedures through which managers fermally coordi-

nate departmental gcods and services,

The descriptions of characteristics pertaining to the primary
functions of potential agents of coordination, technological theme,
organizaticnal pesitions, and fiscal procedures, do not reveal functions
dealing directly, reoutinely, and formally with the coordination of goods
and services among departments,

3. Characteristics of hospital organization and management can be used
in the development of a conformable program of coordination.

The characteristics of hospital organization and management were
used in this investipgation in the develepment of a program of cocrdina-
tion which includes practical procedures for coordinating departmental
goods and services and which conforms to the characteristics. The pro-
gram of coordination consists of the following sequential steps or
projects, each of which produces a specific result:

1. Establish a hospital services commission.

2, Identify departmental goods and services,

3. Establish the authority and responsibility for each
good and for each service.

4., Value goods and services.
5. Modify budgets.

&, Account for transactions.



i50

Recommendations

The principal formal relations among hospital departments are

goods and services. The major goal of hospitals is achieved through

departmental goods and services. Yet, very little information has been

published about these goods and services.

It is recommended that a research organization conduct a project

to identify, describe, and catalogue the goods and services of hospital

departments. Although design is not the intent of this recommendation,

the nature of such a project is indicated in the following steps:

1,

4.

Conduct a study in a few hospitals to expand the identifi-
cation of goods and services of this investigation. The
specifications of each of the goods and services would
include relevant factors, such as the authority and
responsibility of the producer, authority and responsi-
bility of the consumer, quality, and timeliness.

Using the above information, prepare a questionnaire
soliciting information about department goods and
services, and distribute the questionnaire to selected
department heads,

Organize the results, publish a series of articles,
perhaps cone per month per department, in a naticnal
publication, and solicit additional information from
the readers.

Catalogue the results, perhaps by hospital size.

Cne use of such a catalcgue can be illustrated in cne additional

recommended project. Although hospital goals are related to departmental

goods and services, and departmental goods and services are related to

departmental budgets, not much information has been published about these

relationships. Moss indicated this lack of information when he wrote

that "A budget can serve to stimulate all parties [managers] to redefine
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.”l But between gocals and

the goals of the institution [hospitall
budgets are departmental goods and services. If such goods and services
have been catalogued, then an additional project can be undertaken to
determine the nature of the relationships among geals and departmental
gocds and services, and among departmental goods and services and
departmental budgets. If these relations can be determined, then hos-
pital goals can be decomposed into departmental goods and services, which

can be decomposed into departmental budgets, including the interactions

among departments.

lMoss, op. eit., p. 321.
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APPENDIX B

B-1. INITIAL DEFINITIONS

Identification of the Input Services of a Department

The department head should carefully consider the work of every other
hospital department in view of the gquestion: What services does this
department provide for my department? If this department did not exist,
what additional work would be added to the present workload in his
department? Tor example, i1f the business office did not write pay checks
and maintain pay records, this office work could be performed in each
department. If housekeeping did not clean patient rooms, each nursing
unit could add this cleaning work to the work of the nursing staff.

Identificaticn of the Cutput Services of a Department

The department head should carefully consider the work of each employee
in the department and identify the services which are prcvided by the
work and the consumer department for which the service is provided,

Hospital Departments: A hospital department is a functional division of
hospital administration in which the people and the facilities required
to perform certain related activities are placed under the direction of
one person, called the department head, who 1s responsible for the
achievement of hospital pelicy in regard to the activities of the depart-
ment and who is given certain authority in developing the tactics through
which hospital pelicy is achieved. A department may be formed for such
reasons as: to achieve economics of operations, to achieve control of
the activities, to be '"like" cther hospitals, and to adjust the organi-
zation to the perscnalities of persons in hospital management.

The departments in Holy Family Hospital are:

1. Administraticn 9. Y4th Flcor 17. Operating Room
2, Business Office 10. Housekeeping 18. Pediatrics

3. Central Service 11. Intensive Care 19. Personnel

L, Delivery Room 12, (Clinical Lab, 20. Pharmacy

5. Dietary 13, Maintenance-Eng, 21, Purchasing

8. Emergency Room 1%4. Medical Records 22. Radiology

7. 2nd Floor 15, Nursing Service 23. Recovery Room
8. 3rd Floor 16, Obstetrics 24, E.K.G.

Producer Department: A producer department is a department which provides
a service for ancther department. For example, the housekeeping
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department in cleaning a patient's room provides a service for the
nursing unit.

Consumer Department: A consumer department is a department which
utilizes the service of another department. For example, the housekeep-
ing department utilized the services of the maintenance department to

maintain housekeeping equipment.

Service: A service is work done for a patient in one department for
another department.

Input Services: Input services are those services which are provided for
a consumer department.

Output Services: Output services are those services which are provided
by a producer department.
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B-2. GUIDE FOR THE COLLECTION OF SERVICE DATA

TOR EACH SERVICE
(Input and Output) February 1967

Who decides that this service is to be provided by (for) another
department? (Name and Title)
a, Consumer department head
b, Ceonsumer department employee

¢. Producer department head

d., Prcducer department employee

e. Hospital administration

f. Negotiation between and
g. Other Name

How is the service request initiated? (Brief description, copy of
forms, etc.)

Telephone call

b. TFormal written notice
Informal written note
Personal visit

Casual conversation
Pre-established frequency of
. Other Name

o]

]

00 @ OO

=

ho initiates request for the service? {(Name and Title)
Consumer department head

Consumer department employee

Producer department head

Producer department employee

Hospital administration

Negotiation between and
Other Name

e s A oo

Who authorizes the service? (Name and Title, see number 3 above.)

Who decides how soon the service is to be performed after request?
(Name and Title, see number 3 above.)

Whe determines the quality level of the service? (Name and Title,
see number 3 above.)

Who evaluates the level of gquality of the service? (Name and Title,
see number 3 above.)

Who evaluates the timing aspects of the service? (Name and Title,
see number 3 above.)
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How is the gquality level of the service evaluated? (Give a brief
description.)

How is the timing aspects of the service evaluated? (Give a brief
description.)

Does the department head have any suggestions related to changes in
this service? (Description of suggesticns; for example, should
this be deone in another department, in a different way, at a dif-
ferent quality, with a different timing.)
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B-3. SERVICE IDENTIFICATION FORM

PRCDUCER DEPARTMENT

Brief description of this service

Departments using this service (please check):

1. Administration 9. 4th Floor 17, Operating Room
2. Business 0ffice 10. Housekeeping 18, Pedlatrics

3. Central Service 11. Intensive Care 19, PFersonnel

4, Delivery Room 12, Clinical Lab. 20, Fharmacy

5. Dietary 13. Medical Records 2?1, Purchasing

6. Emergency Room 14, Maintenance-Eng. 22. Radiology

7. 2nd Floor 15. UNursing Service 23. Recovery Room
8. 3rd Floor 16. Obstetrics 24, E.K.G.

Please describe any unusual, special, or emergency aspects of this
service which may cause increases or decreases in the cost of sup-
plying this service.
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B-4, REQUEST FOR SERVICE PRICES

September 10, 1967
Dear

As you know I am studying your hospital organization as thcugh each
department were operated as a separate 'business"--producing and selling
services to other departments and buying services from other departments.
You might think of your hospital as a '"City of Care': a "ecity" in which
the businesses produce services which directly or indirectly provide

care for the patients.

To determine the "income' of your business, you need (1) the identifica-
tion of all services you produce and the classes or variations available
for each service, (2) records of the amount of each service purchased
(used) by each hospital department, and (3) the prices to be charged for
the gervices,

Attached is a list cf services which have been identified as being avail-
able from your department. Included 1s a statement of the regular or
basic service and the identification of the emergency or special services
which may be ordered. The emergency or special services usually are re-
quested in addition to the regular service thereby, cause additional
costs.

Please review the attached list of your services, correct any errors you

may find, add any additional services which are available but not identi-
fied, identify those services for which production records deo not exist,

and develop prices for all the services.

Existing hospital accounting procedures may account for the producticn of
services and identify the consumer, but there may be some production
which is not accounted for. In these few cases, we may need to develop
some additional simplified accounting procedures to capture this informa-
tion. Mr. Jack Hardison or I will be available tc help you in developing
these procedures.

If there is a known commercial price for the service provided, you might
want to estimate a charge for the service as 85% of the commercial price,
thereby, eliminate the concept of profit from your charge.

You might want to base your charge on an estimated cost of providing the
service., One way to do this would be to estimate the direct laber time

spent and the supplies consumed in providing the service. Sample calcu-
lations follow:
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Direct Labor cost
Estimated labor time hrs % average wage $ /hr. = §

Supplies cost
Estimated value of supplies consumed =8

Indirect costs
Direct labor cost $ x estimated burden rate 0.25

]
>

Charge per cccurrence of service = 5

Mr. Jack Hardison and I will be working with you in order that we might
complete the identification of services, the procedures to account for
the services, and the charges for the services by October 27, 1967,

Your cooperation is greatly apprecilated.

Sincerely,

Tee H. Hiett
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E-5, SERVICE PRICE WORKSHEET

{(Name of Service) (Producing Department)

(Date) [Person(s) preparing this worksheet]

ESTIMATED LABOR COST

Estimated Average Wage
Name of Activity Time (Min) = $ per min. =

$
ESTIMATED BURDEN COST
Calculated
or Direct Labor Cost $ x 0.25 =
— T
ESTIMATED SUPPLIE3 COST
Supply Item Amount Cost
S
PRICE PER UNIT OF REGULAR SERVICE
—

SPECIAL OR EMERGENCY ASPECTS OF SERVICE
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B-6, PROPOSED PROJECT SCHEDULE

Atlanta
23 October 1867

Mr. Lee F. Nichols
Administrator

Holy Family Hospital

Fairburn and Sewell Roads, SW
Atlanta, Georgia

Dear Mr. Nichols:

The attached letter and the form for the schedule of services have been
sent to the following departments:

Administration Housekeeping Personnel
Business Office Maintenance Pharmacy
Central Service Medical Records Purchasing
Dietary Nursing Service

For all other departments, the value of the output 1s assumed tc be
reflected in the charges to the patients,

I would like to propose the follewing schedule for conducting the fiscal
controls project:

November 1, 1867--Each department head will have completed the Identi-
fication of the services produced by his department.

Each department head will begin keeping records of the services
produced by his department.

Noverber 10, 1967--Ezch department head will have ccmpleted the pricing
of the services produced by his department,

November 20, 1967--You will name and convene a three-member '"review com-
mission' which will review and adjust the service prices and publish
a schedule of prices. You might consider the following as potential
menbers: Mr. Nichels, Sr. Geraldine, Mr. Majis, and Dr. Smalley.

November 30, 1957--The department heads will develop theiv first "profit
and loss statements'" based on the prices of the services and the
data collected during the month.

December 1, 1867 to March 1, 1988--Operational period for the project.

Although Mr. Hardison and I will assist in ccllecting and organizing
the data, the department heads will have to devote some time to the
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projects. I would like to suggest that you become familiar with the
attached list of services sc that you, through personal conversation
with the department heads, can discuss the project and stress the value
to Hely Family Hespital of ccllecting, organizing, and analyzing the
data to be generated during the project. Expressed interest on your
part will certainly encourage the department heads to take an active
part in the project.

Your cooperation is deeply appreciated.

Sincerely,

Tee Hiett
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B-7. NOTICE OF REVIEW COMMISSION MEETING

January 24, 1968

Dear

As you know Holy Family Hospital can be considered to be a '"City of Care'
in which each department "buys'" services from its employees, outside
firms, and other departments and "sells" services to patients and to
other departments,.

The services which are exchanged among the departments and a charge for
each service have been identified, and copies of the service schedules
from the departments are attached.

A department's "contributed value" can be estimated by subtracting the
"cost" of operating the department from the "income" resulting from the

production of services. A sample copy of the contributed value state-
ment 1s attached,.

This fiscal control system has been in trial operation during the months
of December and January, and the schedules of service have been submitted
to a "review commission." This commission will evaluate each service
schedule, hold a "hearing" at the regular staff meeting at Holy Family
Hospital on January 30, 1968, and either approve or modify and approve
each of the service schedules.
Please come to the staff meeting on January 30, and be prepared to:

1. Discuss the services offered by each department.

2., Justify the charges for the services of your department.

3. Eequest the addition of services as needed,

Your cooperation is greatly appreciated.

Sincerely,

Tee Hiett
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B-B8. NOTICE OF SECCND "REVIEW COMMISSIQN™ MEETING

February 7, 1968

TC: HOLY FAMILY HOSPITAL STAFF AND “REVIEW COMMISSION:"

Qur first meeting with the "Review Commission" was most encouraging.
Your interest and enthusiasm was very evident, and I wish to express my
appreciation in this regard,

On February 13 at 2:30 p.m., we will hold our second meeting with the
"Review Commission” in the Intensive Care Unit classroom.

The purpose of this meeting will be to allow the '"Review {cmmission" to
determine if your department is in agreement with the present defined
list of services, and their charges. Please review all services and
charges including those discussed in our last meeting, It is lmportant
that you evaluate each service and its charge in terms of its "value"

to your department; i.e., does the price of the service reflect the value
gain by your department.

By February 13 you sheuld have completed your "Contributed Value'" state-
ment for December, and the January "Contributed Value" statement should
be completed by February 29. I would like to review these statements
with you.

Sincerely,

Lee Nichols
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B-9. CONTRIBUTED VALUE STATEMENT

Administration
Business Office
Central Service
Delivery Room

Dietary

Emergency Room
Housekeeping
Laboratory & Pathology
Medical Records
Maintenance-Engineering
Nursing Service
Operating Room
Personnel

Pharmacy

Purchasing

Radiclogy

Recovery Room

E.K.G.

Depreciation (Equipment)
Depreciation (Plant)
Utilities

Salaries and Wages
Taxes

Supplies and Expenses

TOTALS

DIFFERENCE

"CONTRIBUTEL VALUE" OF DEFARTMENT

TOR THE MONTH OF

DEBIT (Outgo)

CREDIT {(Income)

Charges for Supplies

and Services Used

$

(-) 38

(

1

) S

Charges for
Services Produced

$

(+) s

(+) %
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APPENDIX C

C-1. BUSINESS OFFICE

SERVICES BY BUSINESS QFFICE FOR s 19
Charge Number
Per of Total
Service Service Services Charges

1. Make reservation for patient. $1.00 per patient

2, Admit patient. 51.00 per patient
Escort patient, add 50.50 per patient
For emergency, add $0.50 per patient
3. Discharge patient.
Insurance or cash 50,75 per patient
Term payment $1.75 per patient
4, Issue petty cash. $0.40 per issue
5. Process voucher. $0,11 per voucher

For emergency voucher, add 30.05 per voucher

6. Prepare payroll check. $0.45 per check
For advance, add 50.05 per check
For overtime, add $0.10 per check
For special checks, add 0.60 per check
7. Admit patient to emergency room.
Cash $0.90 per patient
Insurance or terms, add $0.10 per patient
8. Copy service. $0.045 per copy
9. Store valuables. $0.40 per storage

10. Write check. $0,50 per check




C-2, CENTRAL SERVICE

SERVICES BY CENTRAL SERVICE FOR

168

Charge
Per
Service Service
Provide sterilization service, $0.50 per batch
For emergency service, add $0.75 per batch
Maintain floor steock of medical
and surgical supply items through
one delivery each week. Cost of
the stock not included. Items
and stock level determined by
consumer.
For 2nd, 3rd, 4th floors $1.00 per trip
For special service $1.50 per trip
For emergency room $0.60 per trip
For special service $0.90 per trip
For intensive care $0.40 per trip
For special service 30,60 per trip
Wash, clean, package, and issue
reprocessed medical and surgical
supplies.
For: Glass bottles Catheter, tubing
Brushes Treatment trays
Dressings Basins
Glassware Utensils
Instruments $0.20 per item
For needles, syringes 50.40 per item
For special service, add 30.20 per item
Pack and issue medical and
surgical pack.
Minor Pack $1.00 per pack
Major Pack 51.50 per pack
For special pack, add $0.50C per pack
For delivery, add $0.20 per pack
Manufacture and issue sterile
water. $0.60 per 500 ml
For special service, add $0.30 per service

For delivery, add $0.20 per service

s 19
Number
of Total
Services Charges
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Charge Number
Fer of Total
Service Service Services Charges
Assemble and iIssue medical and
surgical tray.
Regular tray $1.00 per tray
Special tray 31.75 per tray
For delivery, add 50.20 per tray
Provide traction equipment, $0.50 per service

For delivery, add $0.30 per

service




C-3. DIETARY

SERVICE BY DIETARY FOR

170

Charge
Per
Service Service
Plan, prepare, and deliver
patient meal to the flocor.
Breakfast, regular diet $ 0.90 per person
special diet $ 1.05 per person
Dinner, regular diet $ 0.90 per person
special diet $ 1.05 per person
Supper, regular diet $ 0.90 per person
special diet $ 1.05 per person
Plan, prepare, and deliver
guest tray to the flcor.
Breakfast $ 0.95 per person
Dinner $ 0.95 per person
Supper S 0.95 per person

Frovide food catering service.

Complete meal for 1 to 20 $30.25 per

For more than 20, add $ 1.00 per
Coffee and cakes for 1 to 20 $ 7.00 per
For 11 to 25 $11.25 per
For moere than 25, add $70.40 per

For request for service with
less than 8 hours notice,
add $ 3.00 per

Prepare emulsion $ 0.92 per

service
person

service
service
service

service

service

Issue food and drink to the floors--includes

notifying the Business Office. Cost of
and drink rnot included. $ 5.25 per

For emergency service, add $ 1.55 per
For delivery by Dietary, add § 0.40 per

Provide special diet
instruction. $ 5.00 per

Serve on committee. $15.00 per
per

food
service

service
service
patient

month
committee

s 19
Number
of Total
Services Charges
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C-4. HOUSEKEEPING

SERVICES BY HOUSEKEEPING FOR , 19
Charge Number
per of Total
Service Service Services Charges

1. Clean cccupied patient room daily on scheduled
7-day week--dust tables, and blinds, dust mop
floor, completely wash down bathrcom, restock
bath supplies, inspect room and bath facili-
ties and report malfunctions to maintenance,
empty waste baskets, wash down shower stalls
every other day.

Private room $ 2.20 per room
Semi-private room $ 2.45 per room
ICU and Nursery S 3.20 per rcom
For special clean-up of

spillage or drainage $ 0.15 per request

2. Clean room within one hour after patient has
been dismissed. Completely wash down room
and bath, inspect facilities and report mal-
functions, and resteck supplies.

Private room $ 4.45 per room
Semi-private room $ 4.90 per rcom
Other sizes $ 0.65 per bed

3. Clean nursing station, lobby and waiting room,
and bathroom each weekday--dust mop floor,
dust tables and desks, pick up trash, and
empty waste baskets.

Emergency room S 0.55 per service
2nd Floor and Pediatrics $ 0.65 per service
3rd Floor and u4th Fleor 5 1.10 per service
For weekend service, add $ 0.50 per service
For special clean-up $ 0.25 per service

4. Provide full time {8 hours per day, 7 days per
week) maid service to c¢linical unit. Instruc-
tions as to cleaning procedures and sequence of
activities to be provided by the head of the
unit. Cost of supplies consumed to be added

to the cost of the service. $87.50 per week



10.

Charge
per
Service Service
Wash and dry service $ 0,75 per load
For emergency service, add § 0.40 per load
Issue cleaning products, cost of
products to be added $ 0.40 per issue

Clean office and bathrooms--dust mop floor, dust

tables and desks, wash down bathrooms and
fountains, restock bath supplies, inspect
and all fixtures, and report malfunctions
maintenance,

Administration $ 4,60 per
Business Office $ 1.87 per
Clinical Lab $1.40 per
Medical Records $ 1.05 per
Maintenance and Purchasing $ 1.50 per
Nursing Service Administration $ 1.75 per
Persconnel and Pharmacy $ 0,85 per
Radiology S 2.60 per
For emergency service, add $ 0.25 per
For special clean-up 3 0.50 per

Provide linen supplies as needed--cost of

baths
to

service
service
service
service
service
service
service
service
service
service

linens

and linen processing to be added to the charge

for the service.

Operating Room $13.00 per
X-Ray and ER 373,30 per
Central Services $12.00 per
Intensive Care Unit S 4 40 per
0B, Delivery & Recovery Rooms $§ 5.50 per
2nd Floor and Pediatrics 3 9.00 per
3rd Flcor and 4th Floor $18.00 per

Provide the services of a seamstress. Charges ne-

gotiated in advance of service.$ 2.50 per
A minimum charge of 3 1.50 per

and $ 2.50 per
Frovide services for upholstery. Charges
ated in advance of service. 3 3.50 per
A minimum charge of $ 2.00 per

and % 3.50 per

week
week
week
week
week
week
week

hour
service
hour

negoti-
hour

service
man hr

Number
of
Services
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Total
Charges




SERVICES BY MEDICAL RECORDS FCR

C-5.

Service

MEDICAL RECORDS

173

, 19

Charge
per

Service

Process and file patient charts.$ 0.47 per

For Medicare and Blue Cross
patients, add

$ 0.05 per

For pick-up by Medical Records

add
For incomplete information,

$ 0.05 per
add § 0.75 per

Verify completed work (phone). $ 0.70 per

Send patient chart and the
chart information.

Provide abstract of patient’

chart, 1-5 pages
Additicnal pages

Pull patient charts for
committees.

File emergency room reports.

Maintain the library.

Serve on committees.

Prepare letters and reports.

Daily
Monthly
Bed utilization report

Laboratory test report
Doctor discharge report

$ 1.02 per

5
$ 5.00 per
3 0.50 per
$ 0.45 per
$ 4.70 per
$25.00 per

§ 5.00 per
per

chart

chart

chart
chart

chart

chart

request
page
chart
month
month

menth
com.

Number
of
Services

Total
Charges

Hospital service analysis.

$ 2.25 per
$10.00 per

$ 1,00 per
$ 0.75 per
5 5.00 per

report
report

report
report
report




C-6., ENGINEERING AND MAINTENANCE

SERVICES BY ENGINEERING AND MAINTENANCE FCR

174

, 19

Charge
per

Service Service

Number
of
Services

Total
Charges

Provide technical service for eguipment and

facilities other than plant facilities.

Charge negotiated in advance

of service at $ 3.00 per
A minimum charge of 5 2.00 per

and 3 3.00 per

Provide engineering and maintenance
consulting service.

Charge negotlated in advance

of service at $ 5.00 per
A minimum charge of $ 2.00 per
and $ 5.00 per
Provide labor.
Charge negotiated in advance
of service at $ 2.90 per
A minimum charge of $2.00 per
and $ 2.90 per
Make trips to the Bank
and Post Office $ 3.00 per
For emergency service, add $ .00 per

man-hour
man
man-hour

man-hour
service
man-hour

man-hour
mar
man-hour

trip
trip

Pick-up and deliver items outside hospital.

Charge negotiated in advance

of service at $ 7.00 per

A minimum charge of 5 4,00 per

and $ 4.00 per

and $ 0.10 per

Replace light bulbs--cost of bulbs to be

the charge for the service $ 0.50 per

For emergency, add $0.50 per

Tetal material cost

Develop and maintain service

contracts $10.00 per

per

man-hour
request
man-hour
mile

added to
request
request

contract
month
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11.

12,

13.
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Charges

Charge
per
Service Service Services
Install and remove Bed-a-Chair,
For pediatrics $ 0.50 per request
For all other departments $ 1.50 per request

Install or remove side rails. $ 0.75 per request

For emergency, add 3 0.75 per request
Develop and direct engineering contracts
with outside firms.

Charge to be negotiated in advance
of service at $ 5.00 per hour

Cut and issue keys cr unlock deors

for authorized personnel $ 1.00 per request

For 3 or more keys $ 1.00 plus

The cost of the blanks 5 0.40 per key

Conduct ceonductivity test on

floors and equipment. $40.00 per month
50% CR
20% ER
30% DEL

Develop and maintain preventive

maintenance programs--includes

maintenance of the necessary

records. $ 2.00 per inspec-
tion
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C-6. LENGINEERING AND MAINTENANCE

SERVICES BY ENGINEERING AND MAINTENANCE FOR ADMINISTRATIOQON ,» 19
Charge Number
per of Total
Service Service Services Charges
1. Operate the plant. $1,350.00 per month
2. Paint and clean the outside
of the bullding. $  85.00 per month
3. Maintain security. $1,250.00 per month
4, Maintain the grounds. $ 450.00 per month

5. Administer keys and maintain
records. 8 10.00 per month

6. Tire Marshall and Safety
Committee. 3 15.00 per month




C-6. ENGINEERING AND MAINTENANCE

Service

Strip and wax flcors.

Mop and rewax floors,

Mop and buff floors and
stairways.

Clean windows and blinds.

Remove burnable trash.
For 2nd, 3rd, 4th floors & OB
For all other departments

Remove non-burnable trash.
For 2nd, 3rd, 4th floors & 0B
For all octher departments

Remove soiled linen.
For 2nd, 3rd, 4th floocrs & OB
For all other departments

Provide labor.

SERVICES BY ENGINEERING AND MAINTENANCE FOR

i

s 18
Charge Number
per of Total
Service Services Charges

$40.00 per 1,000
square feet

$12.00 per 1,000
square feet

$ 4,00 per 1,000
square feet
$ 2.35 per bay of

windows

$ 2.00 per service
$ 1.00 per service

$ 2.00 per service

§ 1.00 per service

$ 2.00 per service

5 1.00 per service

$ 2.50 per man-hour




SERVICES BY PERSONNEL FOR » 18
Charge Number
per of Total
Service Service Services Charges
Locate and screen prospective
employees. $50.00 per employee
hired
Complete records of discharged
employee. $10.00 per employee
discharged
Maintain personnel records, 3 3,00 per employee

C-7. PERSONNEL

178

per month




C-8. PHARMACY

SERVICES BY PHARMACY IOR

179

Charge
per
Service Service
Provide pharmaceutical
information. $ 0.31 per

Prepare and dispense drugs for patients--
includes notifying Business 0ffice. Cost
drugs not included in the charge

for this service. $ 0.25 per
For drugs to be packaged, add §$ 0.13 per
For drugs to be compounded,add 5 0.40 per
For emergency service, add $ 0.43 per
For delivery by Pharmacy, add $ 0,36 per
Fer regular night and weekend

service, add S 6.25 per

Number
of
Services

Total
Charges

request

of

order

order

order

oprder

trip

order

Prepare and dispense drugs and chemicals for use
on floor and for floor stock--includes notifying
Business Office; cost of drugs not included in

charge for this service. $ 0.31 per
For drugs to be packaged, add 5 0.11 per
For drugs to be compounded,add § 0.25 per

For emergency service, add $ 0.38 per
For delivery service, add $ 0.36 per
Check stock $ 0.31 per

order

order

order

order

trip

day

Prepare and dispense drugs tc hospital employees--

includes notifying the Business Office,

drugs not included in the charge for this
service. $ 0.16 per
For drugs to be packaged, add 9§ 0.27 per
For drugs to be compounded, add $ 0.16 per

Prepare and add drugs to solutions. Cest
not included in the charge for this

service. $ 0.31 per
For emergency, add $ 0.31 per

Cost of

order

order

order

of drugs

order

order

Provide training--cost of supplies not included in

the charge for this service, $11.50 per
ing

teach-
hour




Service

Issue contrast media,
Tor emergency service, add

Prepare monthly reports for
administration.

Charge Number
per of
Service Services

180

Total
Charges

$ 1.66 per order

5 1.60 per order

$ 6.60 per report




C~9. PURCHASING

SERVICES BY PURCHASING FCR

181

Total
Charges

Charge Number
per of
Service Service Services

Provide purchasing counsel--advice about such
matters as prices, catalog number, descriptions,
vendors, and stock items. $ 1.69 per request

Tor oral request, add S 0.56 per request
Tor consulting with sales-
men, add $ 2.25 per request

Process stock requisition--includes issuring stock
supply items and steock business forms and notify-
ing Business Office. Cost of items not included.
$ 1.24 per page of
reguisition

For delivery service, add §$ 0.83 per requisition

For emergency service, add % 0.85 per requisition

For service on non-
scheduled days, add $ 0.50 per requisition

Prccess purchase requisiticn--includes notifying
the Business Office., If the purchase requisiticn
is incomplete, purchasing counsel will also be
required, Cost of items not included.

S 0.30 per requisition

For emergency service, add $ 1.13

Process special reproduction request--dces not
include cost of form. $ 0,80 per mat

For emergency service, add $ 1,13 per request

For delivery service, add 5 0,83 per request

Recelve returned stock items and notify
Business Qffice, $ 0.45 per item

Receive returned purchased items and notify
Business Office, $ 1.51 per order

Special request. $ 3.40 per hour




APPENDIX D

D-1. DECEMBER TRANSACTIONS
DECEMBER 1967 Adm. B.O. C.S. D.R. D. E.R. H.K. TOTAL
{1) (2) {3) {4) (5) (6) (7) {22)

Administration (1) — |8 300 | S 384 § 67218 612 264 1§ 360 39,755
Business Office {(2) 641 92 11 5 43 639 25 3,423
Central Services 3) - — — —— - — — 1,097
Delivery Room (4) —_ —_ - - - - —_ 1,765
Dietary (5) 362 5 — - — — - 8,573
Emergency Room (6) - - - - - - - 4,751
Housekeeping (7) 132 62 716 707 - 178 45 11,772
Laboratory & Pathology (8) - - —— —— - - —— 23,011
Medical Records (9) 165 214 - 32 — 5 —— 998
Maintenance & Eng. (1) 3,839 122 37 246 304 142 61 8,904
Nursing Services 11n -— - - - — —— — 69,640
Operating Room (12) - - —_— —_— - - — 9,804
Personnel (13) 6 244 90 - - - —_ 1,919
Pharmacy (14> 56 —_ 2 18 — 18 - 1,514
Purchasing (15) 69 45 74 10 23 12 28 594
Radiology (16) - - - - - - -— 18,398
Recovery Room (17) - - - - - —— —— 1,920
E.K.G. {18) —— — —— —— —— — —— 2,158

Total Income (19) 209,996
Depreciation (Equip) (20) 136 213 219 106 337 30 29 3,610
Depreciation (Plant) (21) 4,026 334 489 1,300 912 267 400 21,255
Utilities (22) 908 75 110 231 206 60 100 5,015
Salaries & Wages (23 1,491 10,342 1,139 901 5,372 4,378 4,129 104,457
Taxes (24) 61 464 52 42 244 197 188 4,693
Supplies & Expenses  (25)| 0,547 281 188 4821 2,218 701 | 3,971 25,168

TOTAL (26)| 21,4391 12,793 3,511 4,812 10,414 6,945 9,453

28T



DECEMBER TRANSACTIONS (CONTINUED)

Total Pat,

. DECEMBER 1967 Purch. Rad., R.R. E.K.G. Qutside Charge Inc. TOTAL

(15) (16) 17 (18) (19) (20) (21) (22)

{ Administration (1) $ 708 S 396| S 228 $ 168 —_ $§27,755|§ 39,755

Business Office (2) 34 74 18 46 -- — 3,423

i Central Services (3) - — 34 —— - - 1,097

. Delivery Room (4) - - - - - 1,765 1,765
Dietary (5) - 68 - - -— - 8,573
_ Emergency Room (6) - - — - — 4,751 4,751
" Housekeeping @) 42 153 149 - - - 11,772 .
. Laboratory & Pathology (8) - — -— - — 23,011, 23,011

Medical Records (2) —- - —— - 120 - 998
Maintenance & Eng. (10) 78 64 — 9 50 —— 8,904 :
Nursing Services (11) — - - - —— 69,640 69,640 !
 Operating Room (12) - - — - - 9,804 9,804 °

. Personnel (13 15 33 12 3 — — 1,919

| Pharmacy (14) - —_ 6 - - - 1,514
: Purchasing (15) —— 6 —— 4 - - 594 |
| Radiology (16) - -— - - — 18,398 18,398 !

i Recovery Room (17) —_— - -— - - 1,920 1,920
i E.K.G. (18} - - - - - 2,158 2,1?§J

Total Income (19) 209,996

! Depreciation (Equip.) (20) 26 515 23 16 — - 3,610

" Depreciation (Plant) (21) 1,090 512 222 89 - —— 21,255

" Utilities (22) 246 115 45 20 - ~— 5,015

“Salaries & Wages (23)| 1,168 9,932 714 899 — ——[ 104,457

- Taxes (24) 52 446 33 42 - - 4,693

. Supplies & Expenses (25) 80 681 199 102 - —_— 25,168

TOTAL (26) 3,539 12,995 1,683 1,398 - 214,817 -

€8T



DECEMBER TRANSACTIONS (CONTINUED)

DECEMBER 1967 Lab M.R. M&E N.S 0.R. Pers. Phar. TOTAL
(8) (9) (10) (11) (12) (13) (14) (22)
Administration (1) 420 % 216 | S 28818 5,448 S 960 | S 384 (8 192 $ 39,755
Business QOffice (2) 237 39 31 1,358 93 - 35 3,423
Central Services 3 - - - 1,031 7 - -— 1,097
Delivery Room (4 —_ - — — — - - 1,765 ]
Dietary (3) - - -— 8,126 11 - - 8,573
Emergency Room (6) - - - —_ - — - 4,751
Housekeeping (7) 48 22 32 8,371 937 148 31 11,772 |
Laboratory & Pathology (8) - - - - - - - 23,011
Medical Records (%) 96 - — 366 - - - 998
Maintenance & Eng. (10) 326 3 71 3,182 3G2 68 - 8,904
Nursing Services (11) - - - - - - - 69,640
Operating Room (12) — - -— - — —— —— 9,804
Personnel (13) 101 18 130 862 102 6 27 1,919
Pharmacy (14> 1 - -— 1,316 18 77 —_ 1,514
Purchasing (15) 22 7 16 180 | 83 9 7 594 |
Radiology (16) - — - - — = == 18,398
Recovery Room {(17) - - - - - - - 1,920
E.K.G. (18) -— -— — - -— — — 2,158
Total Income (19) 209,996
Depreciation (Equip.) (20) 267 48 33 1,315 274 11 12 3,610
Depreciation (Plant) (21) 512 566 178 9,222 535 489 111 21,255
Utilities (22 125 40 70 2,177 346 110 30 5,015
Salaries & Wages (23)] 11,501 2,110 5,392| 35,189 6,100 850 2,771 104,457
Taxes (24) 516 94 244 1,582 277 38 122 4,693
Supplies & Expenses (25) 1,616 101 421 998 3,541 40 - 25,168
TOTAL (26)| 15,788 3,264 6,906 | 80,723 13,586 2,230 3,338

heT



D-2,

JANUARY TRANSACTIONS

JANUARY 1968 Adm. B.O. C.S. D.R. D. E.R. H.K. TOTAL
(1) (2) (3) (4) (5) (6) (7 | (22)
Administration (1) - i 8 300 | $ 384 | $ 672 | § 612 264 360 $ 42,978
Business Qffice (2) 692 92 10 6 44 654 30 3,759
Central Services (3) -— -— -— -— -— 26 —— ) 1,187
Delivery Room @) - - — - - - —— ] 1,532
Dietary (5) 135 - - - - - - 14,370
Emergency Room (6) - - - - - - — i 6,010
Housekeeping (7 347 101 513 507 134 371 - 1 14,377
Laboratory & Pathology (8) — - - - -— - -= | 25,074,
Medical Records (9 321 324 - - — 12 - | 1,260!
Maintenance & Eng. (10) 4,397 124 80 369 332 173 130 1 10,291
Nursing Services (11) - - -— - — - S 81,194
Operating Room (12) - - - - — - -= 14,127 .
Personnel (13) 6 188 77 -— 116 77 108 2,129,
Pharmacy (14) 47 - 7 = 2 60 — 2,015
Purchasing (15) 26 30 71 - 30 41 70 721
Radiology (16) - - -— -— - - —- 25,162,
Recovery Room (17) —— - - - —_— -— — ) 3,430,
E.K.G. {18) —— ~— — —— - - —— 2,450
Total Income (19) 242,068
Depreciation (Equip) (20) 136 213 219 106 337 30 29 3,610
Depreciation (Plant) (21) 4,026 334 489 1,300 912 267 400 21,255
(Utilities (22) 1,016 84 124 258 230 67 112 5,617
'Salaries & Wages (23) 1,491 | 10,483 1,194 . 899 5,428 4,044 4,113 109,282
: Taxes (24) 6l 453 52 42 236 175 175 4,718
'Supplies & Expenses (25) 8,528 538 201 643 3,295 999 5,105 27,453
j TOTAL (26| 21,229 | 13,264 | 3,421 | 4,802 | 11,708| 7,260| 10,632
|
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JANUARY TRANSACTIONS (CONTINUED)
JANUARY 1968 Lab. M.R. M&E N.S. G.R. Pers, Phar. TOTAL
(8) (9) (10) (11) (12) (13) (14) (22)

Administration (1) $ 420 | § 216 | S 288 (% 5,448 | % 960 384 | $ 192 42,978
Business Office (2) 250 37 26 1,610 95 - 22 3,759
Central Services (3) - —_ - 1,115 8 - - 1,187
Delivery Room (4) - - - — —_ - - 1,534
Dietary (5) - 24 - 4,212 - — - 4,370
Emergency Reoom (6) -— - -— —— — —— - 6,010
Houseckeeping (7) 52 25 30| 11,222 576 21 26 14,377
Laboratory & Pathology(8) —— —— - - - — -~ 25,074
Medical Records (9) 63 —— —— 399 —— 1 - 1,260
[Maintenance & Eng.  (10) 168 6 153 3,147 899 3 - 10,291
INursing Services (1) - - - - — - - 81,194
|Operating Room (12) - - - - - — - 14,127
'Personnel (13) 55| 15 ‘130 1,030 196 6 18 2,129
Pharmacy (14) 3 - --{ 1,869 20 -— -— 2,015
Purchasing (15) 31 21 33 205 122 8 9 721
Radiology (16) - - - - - - -- 25,162
Recovery Room (17) S - - - - — - 3,430
E.K.G. (18) -— —= — —= —— —= o 2,450

Total Income (19) 242,068
Depreciation (Equip.)(20) 267 48 33 1,315 274 11 12 3,610
Depreciation (Plant) (21) 512 566 178 9,222 535 489 111 21,255
‘Utilities (22) 140 45 79 2,438 388 124 34 5,617
Salaries & Wages (23) 11,672 | 2,149 | 5,413 37,066 | 6,599 850 2,886 109, 282
: Taxes (24) 505 94 236 1,598 283 38 123 4,718
iSupplies & Expenses (25) 878 145 555| 1,324 3,826 77 —_ 27,453
E TOTAL (26)| 15,016 3,391 7,154 83,220 14,781 2,012 3,433
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JANUARY TRANSACTIONS (CONTINUED)

Total Pat. !
JANUARY 1968 Purch. Rad. R.R. E.K.G. Cutside| Charge Inc. TOTAL |
(15) {16) (17) (18) (19 (20) (21) (22)
Administration (1)| s 708 $ 396 | S 228 |8 168 S -— $30,978 42,9785
Business Office (2) 42 81 19 49 - -= 3,759
Central Services (3} - - 37 - - - 1,1875
Delivery Room (4) - - e - — 1,534 1,534
Dietary (5) - - = -- - - 4,370
Emergency Room (6) - - - - - 6,010 6,010 |
Housekeeping (7) 30 202 200 21 - - 14,377
Laboratory & Patholeogy (8) - - - - - 25,074 25,074
Medical Records (=) - 8 - -- 130 - 1,260
Maintenance & Eng. (10} 44 150 94 20 -— - 10,291
Nursing Services (11) - - - - T‘* - gl,194 81,194
Operating Room (12} - - -— - - 14,127 14,127
Personnel (13) 15 90 12 3 - - 2,129
Pharmacy (14) - 2 4 - - -— 2,015
Purchasing (15) —— io - 13 - - 721
Radiology (16} - - -— - - 25,162 25,162
Recovery Room (17} - - - - - 3,430 3,430
E.K.G. (18) - —- _— — - 2,450 2,450
Total Income (19) 242,068
Depreciation (Equip.) (20} 26 515 23 16 - - 3,610
Depreciation (Plant) (21) 1,090 512 222 89 - - 21,255
Utilities (22} 275 | 129 50 22 - —- 5,617
Salaries & Wages (23)} 1,168 12,068 729 1,031 -— - 109,282
Taxes (24) 52 519 33 42 - - 4,718
Supplies & Expenses (25) 154 812 286 85 - - 27,453
TOTAL (26) 3,604 15,494 1,937 1,559 - 223,917 -
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D-3,

FEBRUARY TRANSACTIONS

—
FEBRUARY 1968 Adm. B.O, c.s D.R. D. E.R. H.K TOTAL
(1) {2) (3) {4) {5) {6} {7) | (22)
Administration (1) -—-18 3001 s 341l s 672 S 6123 264 360 $ 40,372
Business Office (2) 671 92 9 6 50| 570 24 1 73,535
Central Services (3)] —— . - - -= 23 - i 1,043
Delivery Room (4) -— - - -- - -— - 1,530
Dietary {(5) 188 24 — -- — - — 1 74,954
Emergency Room (&) -—— - - - - - -~ 4,309
Housekeeping (7) 347 101 601 162 110 260 ~- 1 14,120
Laboratory & Pathology (8) - -— - - — - - 1 29,202
Medical Records (M 397 | 56 - - - 5 -— 1,082
Maintenance & Eng. {(10) 4,128 200 238 270 201 416 166 9,760
Nursing Services (1) —_— - -— - - -— == 183,297
Operating Room {12) - - - - - - - 15,482,
Personnel {13) 6 88 ag - 73 a0 167 2,084°
Pharmacy (14) 55 —-— 4 -- 1 68 - 2,865}
Purchasing (15) 99 13 68 - 24 36 48 ] 724,
Radiology (16) -— - - —-- - - — 25,894
Recovery Room (17) - —-— - - - - - i 2,690
E.K.G. (18) ~— —— - - — — —— 1 2,534
Total Income (19) 245,4773
Depreciation (Equip.} (20 136 213 219 106 337 30 29 3,610
Depreciation (Plant) (21)] 4,026 334 489 1,300 912 267 400 21,255
Utilities (22) 926 77 112 235 210 6l 102 5,117
Salaries & Wages (23) 1,491 9,932 1,329 864 6,009 4,360 4,183 110,536T
Taxes {24) 63 435 58 39 261 188 184 4,829
Supplies & Expenses  (25)| 10,090 453 257 666 3,274 914 5,079 29,0894
TOTAL (26)! 22,623 12,318 3,858 4,320 12,074 7,552 10,742

!
I

i
1
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FEBRUARY TRANSACTIONS (CONTINUED)

i

FEBRUARY 1968 Lab. M.R. M&E N.S. C.R. Pers. Phar. TOTAL |

{8) (%) {10) (11) (12) (13) (14) (22) |
Administration (1)] s 420 + % 216 $ 288|$% 5,448 § 960 | § 384 192 —$ 40,372
| Business Office {2) 227 39 33 1,572 91 - 40 3,535

' Central Services (3) J— - ] 980 7 - - 1T 1,043
: Delivery Room (4> - - - - - - - | 1,530
. Dietary (5) = - - 4,741 - - —_ ] 4,954

. Emergency Room (6) - -- — - - - — 17 4,309

Housekeeping 7N 52 25 30| 11,457 443 21 26 14,120 -
Laboratory & Pathology (B8) - - - -- - - -- 1 29,202
Medical Records (9) 168 - - 376 | - - - 1,082
Maintenance & Eng. (10) 294 24 249 2,258 738 6 87 9,760
Nursing Services {11) - -— - - - - -— 83,297
Operating Room (12) - -- - — -- -~ - 1 15,482
Personnel {(13) 45 68 60 1,105 102 6 124 2,084
| Pharmacy (14) 4 - - 2,719 12 - - 2,865
. Purchasing (15) 43 12 40 227 91 2 9 724
Radiclogy (16) - -- -- ~- - - - 1 25,894
Recovery Room {(17) - - -— - - - - 2,690
E.K.G. {18) - —— - ~— —— - - 2,534
Total Income (19) 245,477
! Depreciation (Equip.) {(20) 267 48 33 1,315 274 11 12 3,610
Lgppreciation (Plant) (21) 512 566 178 9,222 535 489 111 21,255
[Utilities {22) 128 41 72 2,221 353 112 31 5,117
| salaries & Wages (23)} 12,567 2,029 6,385| 36,523 5,971 850 2,660 110,536
| Taxes {24) 550 87 280{ 1,598 261 39 116 4,829
E Supplies & Expenses (25) 973 100 898 1,421 3,558 65 - 29,089

i TOTAL (26)| 16,250 3,255 8,546| 83,183 13,396 1,985 3,408
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FEBRUARY TRANSACTICONS (CONTINUED)

t
!

i Total Pat.

E FEBRUARY 1968 Purch. Rad. R.R. E.K.G. Outside| Charge Inc. TOTAL

N {15) {16) {17) (18) {19) (20) (21) (22)

! Administration (1) s 708 S 396 | 8 228|8 168 - $38,372 40,372 .

i Business Office (2) 31 70 17 46 -— - 3,535

i Central Services (3) - - 33 -— - - 1,043

| Delivery Room (4 - - -— -— - 1,530 1,530
Dietary (5) -~ - - - - - 4,954
Emergency Rocm (6) —-~ -— -— -- -— 4,309 4,309

! Housekeeping (7N 30 192 243 21 - -— 14,120

, Laboratory & Pathology (8] - - - - - 29,202 29,202

| Medical Records (9) -~ 40 -- -- 40 —= 1,082

i Maintenance & Eng. (10) 31 386 67 3 -= -- 9,760

. Nursing Services (1) - - - - -— 83,297 83,297

{ Operating Room (12)] - -— -- - - 15,482 15,482

' Personnel (13) 15 30 12 3 —- —- 2,084

i Pharmacy (14) — 3 - -- -— - 2,865

Lgurchasing {15) - 4 - 8 - - 724

" Radiology (16) - - - - - 75,894 25,894

' Recovery Room (17) - - - -~ - 2,690 2,690 "

_E.K.G. (18) - - - —- -- 2,534 2,534T

Total Income (19) 245,477

Depreciation (Equip.) (20) 26 515 | 23 16 - —- 3,610
Depreciation (Plant) (21) 1,090 512 222 89 - -— 21,255
Utilities (22) 251 118 46 20 -~ ~-— 5,117
Salaries & Wages (23) 1,168 12,133 1,086 996 - -=-1 110,536
Taxes (24) 48 531 48 43 ~— - 4,829

. Supplies & Expensas (25) 129 848 274 28 - - 29,089

TOTAL (26) 3,527 15,778 2,299 1,501 ~— 226,615 -

06T



D-4,

Y
i

MARCH TRANSACTIONS

. MARCH 1968 Adm. B.O. C.s. D.R. D. E.R. H.K.
. {1) (2) {3) (4) (s) (6) (7)
! Administration (1 3 -—|s 300( S 384 | $ 6721 % 612 264 | § 360
{ Business Office (2) 710 92 11 6 42 695 32
! Central Services (3) — - - S - 27 —
rﬁelivery Room (4) - - - - - - -
‘Dietary (5) 154 - — - - — -
. Emergency Room (6) - - - - - - -
rﬁbusekeeping (7) 347 101 | 606 | 162 112 | 284 -
" Laboratory & Patholeogy (8) —-= - - - - - -
‘Medical Reccords (9) 323 36 - - - 5 -
i Maintenance & Eng. (10) 6,171 71 50 24 38 38 133
. Nursing Services (11) -- -- -- -- -— - --
: Operating Room {(12) - - —- — - - -
' Personnel {13) 6 244 90 -- 123 30 117
' Pharmacy (14) 81 - | == 2 73 -—
{ Purchasing (15) 90 6 86 - 21 36 56
"Radiology (16) —= - N —— -= — —=
- Recovery Room (17) - - - - - - -
.E.XK.G. (18) —- -— -— - -— —— ——
Total Income (19)
‘Depreciation (Equip.) (20) 136 213 219 106 337 30 29
Depreciation (Plant) (21) 4,026 334 489 1,300 91z 267 400
.Utilities (22) 908 75 110 | 231 206 o0 100
‘Salaries & Wages (23))  1,491| 10,811 1,564 | 939 | 7,139 | 4,543 4,587
- Taxes (24) 63 452 68 39 302 190 190
Supplies & Expenses (25) 9,763 436 199 592 3,360 944 4,928
TOTAL (26)| 24,269 13,171 3,886 4,071} 13,152 7,486 10,932

TOTAL :
(22)
1s s3,072.
3,692
1,216
1,350
4,548
5,344 .

T 14,111
T 29,749
i 1,941
110,187,
1 89,377
15,515
1,919
2,662
756
28,289,
2,620
) 2,808

269,156

|

3,610
21,255
5,012
115,669
4,865

4

1 28,8831
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MARCH TRANSACTIONS (CONTINULD)

MARCH 1968 Lab. M.R. M&E N.S. O.R. Pers. Phar. TOTAL |
(8) (9) (10) (11) (12) (13) (14) | 2
Administration (1) s 4201 $ 216l 3 28B|$ 5,448 | § 960 | $ 384| % 122 $ 53,072
Business Office (2) 254 36 T 25| 1,480/ B 10 R R N | 3,692
Central Services (3) - - -- 1,142 8 — — 1T 1,216
Delivery Room {4) == — - -= == T T =T T 1,350,
‘Dietary (5) - - - 4,394 - -— - ] 4,548 ;
“Fmergency Room (6) - — -- - — —= st i 5,344 |
_Housekeeping (7N 52 25 30 11,411} 440 21 26 | 14,111,
"Laboratory & Pathology (8) - - - - - — -~ 29,749
:Medical Records (9) 615 - - 568 - - - i 1,941}
‘Maintenance & Eng.  (10)] 156 61  106] 2,465 153 1 17 1 10,187
Nursing Services (1) - - - T = - - —- T 89,3771
Operating Room (12) - -— - -— -— - - ] 15,515
Personnel (13) 101 18| 130] 862 102 6 27 1,919
. Pharmacy {14) 31 - -1 2,442 18 - — 17 2,662
-Purchasing (15) §2| 32 25 204 109 2 15 4 756
Radiology (16) - - - - - - - . 28,289
Recovery Room (17) - -= - - -- - - 2,620!
"E.K.G. (18) - -— — - - = — 7 2,808
Total Income (19 269,156%
Depreciation (Equip.) (20} 267 48 33| 1,315 274 11 12 1 3,610
Depreciation (Plant) (21) 512 566 178 9,222 535 489 111 7] 21,255¢
Utilities (22) 125 40 70 2,175 346 110 30 5,012
“Salaries & Wages (23)] 13,471 2,345 8,233] 38,719 6,630 1,108 13,804 115,669
Taxes (24) 272 97 345] 1,635 277 49 160 1 4,865,
‘Supplies & Expenses  (25) 994 121 1,042] 1,588 3,501 62 — 28,883
TOTAL (26)| 17,294 3,605 10,505 85,070 13,448 2,243 4,412
—

6T



MARCH TRANSACTIONS (CONTINUED)

Total Pat.
MARCH 1968 Purch. Rad. R.R. E.K.G. Outside| Charge Inc, TOTAL
(15) (16) (17) {18) (19) (20) (21) (22)
Administration (1) s 708 $ 396 | S 228| s 168 - 5 541,072 53,072
Business Office (2) 45 82 19 49 - - 3,692
Central Services {(3) - - 38| - -— - 1,216
‘Delivery Room (4) - - - — - 1,350 1,350
|Dietary ()] - - - - - - 4,548
‘Emergency Room (6} -— - — —_— == 5,344 5,344
{ Housekeeping (7) 30 202 241 21 - - 14,111
Laboratory & Pathology (8) - - - - - 29,749 29,749
'Medical Records {(2) - 68 - - 326 - 1,941
IMaintenance & Eng. (10) 61 534 98 11 —-= - 10,187
|Nursing Services (11) - - = - - 89,377 89,377
| Operating Room (12) -- - — - -~ 15,515 15,515,
[ Personnel (13) 15 33 12 3 -~ -- 1,919;
{ Pharmacy (14) -- 10 23 -- - -~ | _ 2,662
Purchasing (15) —- 10 -~ 12 -~ - 756
‘Radiology (16) — — ] _- - — o 28,289 28,289
{ Recovery Room (17) -- -~ -~ -- -- 2,620 2,620
E.K.G. (18) - -~ - -~ - 2,808 2,808
i Total Income (19) . 269,156
‘Depreciation (Equip.) (20) 26 515 23 16 - - 3,610
'Depreciation (Plant) (21)] 1,000 | 512 222 89 - - [ 21,255
Utilities (22) 246 115 45 20 -~ - 5,012
‘Salaries & Wages {(23)] 1,168 13,487 | 1,461] 1,143 -~ -- | 115,669
‘Taxes (24) 49 569 58 49 - — 4,865
iSupplies & Expenses (25} 124 919 290 71 -~ - 28,883i
; TOTAL (26)] 3,562 17,452 2,758] 1,652 238,978
W—
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D-5, SUMMARY OF TRANSACTIONS

1
(Dec. to March) Adm. B.O. C.S. D.R, D. E.R. H.K. TOTAL |
(1) (2) (3) (4) (5) (6) {(7) (22)
Administration (1} $ -—-|$ 1,200| $ 1,536 $ 2,688 | $ 2,448|3% 1,056 | $ 1,440 $176,177
Business Office (2} 2,714 368 41 23 179 2,558 111 1 14,409
Central Services (3) - - - - - 100 - 4,543
Delivery Room (4) - - - - - - - 1 6,179,
Dietary (5) 839 29 - - - -— - 22,445 ;
Emergency Room (6) -— - — - — — — 20,414 |
Housekeeping (7) 1,173 365 2,436 1,538 356 1,093 45 54,380 :
Laboratory & Pathology (8) -- ~— - - - - - 107,036
Medical Records (9) 1,206 630 == 32 - 27 - i 5,281
Maintenance & Eng. (10} 18,535 517 405 209 875 769 490 39,142
Nursing Services (11) - - - - -- - -- 1 323,508
Operating Room a2 - - - — - — - 54,928 .
Personnel (13) .24 764 | 347 - 435 227 509 i 8,051 :
| Pharmacy (14) 239 — 23 18 5 221 - 9,056 ;
Purchasing (15) 284 94 299 10 98 125 202 2,795
Radiology (16) - -— - -— - - - 97,743
Recovery Room (173 - - - - - T == - 10,660
E.K.G. (18) —= —= - - —= -] — i 9,950
Total Income (19) 966,697 !
Depreciation (Equip.) (20) 544 B52 876 424 1,348 120 116 14,440
Depreciation (Plant) (21)| 16,104| 1,336 1,956 5,200 3,648 1,068 1,600 1 85,020!
Utilities (22) 3,758 311 456 955 852 248 414 20,76l
Salaries & Wages (23) 5,964] 41,568 5,2%94 3,663 23,968] 17,325 17,012 | 439,9ééﬂ
Taxes (24} 248 1,804 230 162 1,043 750 737 12,105
Supplies & Expenses (25)| 37,928 1,708 845 2,383 12,093 3,558 19,083 1 110,593
TOTAL (26)| 89,560| 51,546 14,776 18,005 47,348 29,243 41,759

heT



SUMMARY OF TRANSACTICNS (CONTINUED)
(bec. to March) Lab. M.R. M&E N.S. O.R. Pers. Phar. TOTAL
(8) (9} (10) (11) {12) (13) {14) {22)

Administration (1){$ 1,680 ¢ 864 | $ 1,152|% 21,792 | $ 3,840 $ 1,536|5 768 ls176,177
Business Office (2) 968 151 115 6,020 374 - 115 14,409
Central Services (3) —-— -— - 4,268 30 -— - 4,543
Delivery Room (4) - - - -— - - - 6,179
Dietary (5} —-= 24 - 21,473 11 - — 22,445
Emergency Room (6) - -- - -~ - -— -— 20,414
Housekeeping {7) 204 97 122 42,461 2,396 211 109 54,380
Laboratory & Pathology (8) - - - - - - -— 107,036
Medical Records (9) 942 - - 1,709 - 1 - 5,281
Maintenance & Eng. (10) 944 94 579 11,052 2,082 78 104 39,142
Nursing Services (11} - - - — - -— - 323,508
Operating Room (12) -— - - -- - - - 54,928
Personnel (13) 302 119 450 3,859 502 24 196 8,051
Pharmacy (14) 11 - - 8,346 68 77 -— 9,056
Purchasing (15) 148 72 114 81% 405 21 40 2,795
'Radiology 16y - — - - —_— - — 97,743
Recovery Room (17) -— - - - - - - 3 10,660
E.K.G. {18) -- - -- — - — ~- 1 9,950

Total Income {19} 966,697
Depreciation (Equip.) (20) 1,068 192 132 5,260 1,096 44 48 14,440
Depreciation (Plant) (21) 2,048 2,264 712 36,888 2,140 1,9%6! 444 | 85,020
Utilities (22) 518 166 291 9,011 1,433 456 125 20,761
Salaries & Wages {(23)| 49,211 8,633 25,423) 148,497 25,3C0 3,658 12,121 439,944
Taxes (24) 1,843 372 1,105 6,413 1,098 164 521 19,105
Supplies & Expenses (25) 4,461 467 2,921 5,321 14,426 244 - 110,593

TOTAL (26) | 64,348 13,515 33,111; 332,196 55,211 8,470| 14,591

SeT



SUMMARY OF TRANSACTIONS (CONTINUED)

Total Pat.
(Dec. to March) Purch. Rad. R.R. E.K.G Outside] Charge Iinc. TOTAL
{15) (16) {17) (18) (19 {20) (21) (22)

Administration (1} s 2,832 $ 1,584 912|% 672 - $138,177 | $176,177"
Business Office (2) 152 307 73 190 - - l4,409j
Central Services {3) - - 142 - — - 4,543 "
Delivery Room (4) - - -— - -— 6,179 6,179
Dietary {5) ~ 68 - -- - - 22,445
Emergency Room {6) - - —— - ~— 20,414 20,414
Housekeeping (73 132 749 833 63 - - 54,380
Laboratory & Pathology (8) - - - —— - 107,036 107,036
rMedical Records {(9) o 116 -— - 616 — 5,281
Maintenance & Eng. (1) 214 1,134 259 43 50 - 39,142
Nursing Services (11) -- - - - ~- 323,508 323,508
Operating Room (12 - - - - ~- 54,928 54,928
Personnel (13) 60 186 48 12 - - 8,051
| Pharmacy (14) - 15 33 - - - 9,056
Purchasing (15) — 30 - 37 - - 2,795
Radioclogy {16) - -— - - - 97,743 97,743
Recovery Room {17) -— - - - ~ 10,660 10,660
E.K.G. (18) —= - - == ~= 9,950 9,950

Total Income (19) 966,697
Depreciation (Equip.} (20) 104 2,060 92 64 -— - 14,440
Depreciation (Plant) (21) 4,360 2,048 888 356 - - 85,020
Utilities (22) 1,018 477 186 82 - - 20,761
Salaries & Wages (23)| 4,672 47,620 3,990| 4,069 = —Z | 439,942
Taxes (24) 201 2,065 172 176 -— - 19,105
Supplies & Expenses (25) 487 3,260 1,049 346 - - 110,593

TOTAL (26} 14,232 61,7192 8,677 6,110 904,327

96T
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