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However, in no case is a reclassification
necessary if the aggregate amount of misqlced
cost per cost center is less than $1,000.
[Emphasis added.]

A definition of materiality is also contained in Appendix A-glossary.
This definition states

the relative importance, when measured against
a standard of comparison, of all items
(cumulative by cost center or account)
included in or admitted from books of accounts
or financial statements, or any procedure or
change in procedure that conceivably might
affect such statements. An amount is material 
if its exclusion from or inclusion in on an „,
accounting statement would make it misleading.'"'
[Emphasis added.]

The definition of materiality contained within the glossary tends
to complement the definition contained in section 1180. These
two definitions support GAAP. However, the formulistic definitions
delineated in section 3200 contradict the basic thrust of GAAP.
Because materiality is a concept based on judgments, a restrictive
and/or formulistic definition of this concept is not only unnecessary,
but unwise. The result will be to cause institutions to incur
substantial costs for recordkeeping to determine the need for any
possible reclassifications.

Since hospitals will have to determine, under the SHUR's definition,
whether they have incurred costs considered material, it will be
a costly undertaking for a hospital to accumulate many small
costs, and then find that they total only $999.00. In that case,
the cost would not be subject to reclassification because the
amount does not exceed the materiality threshold.

Furthermore, by SHUR's own formulistic approach, comparability is
lost. $1,000 in a 50-bed hospital, for example, is probably more
material than $1,000 in a 500-bed facility. Therefore, AHA recommendsthat SHUR simply accept the concept of materiality for reporting
purposes as expressed under GAAP and dispense with adherence to aformula approach.

Capitalization 

Current Medicare policy requires capitalization of assets with ahistorical cost of at least $150 and a minimum estimated useful

51111 Draft SHUR Manual, page 3.25.
52 Draft SHUR Manual, page A-24.
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life of two years. In contrast, SHUR requires that "if a depreci-
able asset has at the time of its acquisition an estimated useful
life of three or more years, and a historical cost of at least
$300, its cost must be capitalized, andw.;.itten off ratably over
the estimated useful life of the asset." Thus we have a clear
conflict between two government agencies over the issue of determin-
ing a threshold for capitalizing or expensing an asset.

Moreover, in this rapid inflationary environment, restricting
limits for capitalization may, within a very short period, require
extensive recordkeeping for small purchases as the value of the
dollar continues to shrink. No benefit to comparability is
realized by mandating a specific dollar amount as a capitalization
policy. Rather, we believe adherence to GAAP and verification of
hospital financial positions by independent year-end audit will
provide sufficient safeguards to insure that hospitals are accurately
expensing or capitalizing their assets. Adherence to GAAP will
also relieve hospitals of additional, time-consuming, and costly
recordkeeping.

D. Direct Reporting of Specific Costs 

The concept of functional reporting as mandated by the SHUR
requires the allocation of direct expenses to the functional
center receiving or providing services. SHUR requires direct
costing for such items as:

• Depreciation expense on major moveable equipment
• Salary and payroll related employee benefits
• Employee fringe benefits
• Medical supplies
• Drugs
• Maintenance of plant
• Data processing expenses
• Central patient transportation

Most, if not all, of these costs traditionally have been maintained
by hospitals in individual accounts. As already noted, SHUR is
intended to develop a comparable data base regarding hospital
operations so that government can make meaningful decisions. It
is AHA's position that allocation of these costs as prescribed by
the SHUR will not enhance that objective.

Moveable Equipment: Depreciation Expense 

Section 1612 requires the

cost of depreciation and rent/lease on moveable
equipment which is utilized solely by a

53 Draft SHUR Manual, page 1.21. •
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functional cost center must be directly
assigned to that functional cost center based
upon specific identification through plant
ledger records. Where the cost of depreciation
or rent/lease of the moveable equipment is
utilized by two or more functional cost
centers, the depreciation or rent/lease
applicable to such moveable equipment must be
directly assigned to such functional gist
centers based upon cost center usage.

Accumulation of this data in the functional cost center without
specific nonfinancial information will not yield comparable data
regarding the age of such equipment, the numbers of such equipment
or, for that matter, the terms of rent/leasing arrangements.
Therefore, AHA recommends that depreciation and rental expenses
on moveable equipment be recorded as a separate unassigned functional
cost center.

Salary and Payroll Related Employee Benefits 

Section 1613 requires that salary cost

must be assigned directly to the functional
cost center to which the employee is assigned.
This assignment must be based on each employee's
actual...hours performed within.. .cost center
multiplied by that employee's hourly5piary
rate while performing the...service.

Not only will compliance with this requirement be a costly opera-
tion, we also question the effect of the requirement on determing
comparability. Further, the provision requiring that float
personnel be directly assigned to the functional cost center
where they are providing services rather than to an administrative
cost center further exacerbates a very difficult recordkeeping
process. This is especially true in hospitals that do not use
some form of electronic data processing. Again, if the purpose
of the SHUR is to obtain comparable data requiring the functional
cost allocation of salary expense without other specific nonfinancial
information, such as the number of float personnel maintained by
a hospital, meaningful conclusions cannot be reached..

Employee Fringe Benefits 

Section 1614 requires that the cost of nonpayroll related employee
benefits be assigned directly to the functional cost centers

54 
Draft SHUR Manual, page 1.28.

55 Draft SHUR Manual, page 1.29.
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based based upon the number of full-time equivalent employees.56
Again, AHA recommends these costs be maintained in a separate
unassigned functional cost center. Without the inclusion of
specific information regarding the level of fringe benefits
offered employees and other information pertaining to union
contracts, geographic factors, etc., considering this cost data
comparable is inappropriate.

Plant Maintenance 

Section 1617 requires that the

cost of noncapitalizable nonroutine maintenance
and repairs directly assignable to a single
cost center must be transferred to the cost
center receiving the service. These costs
include all direct expenses incurred by the
plant operations and mainten#4ce cost center
in performing such services.'

AHA recommends that this requirement be eliminated and that all
noncapitalizable, nonroutine maintenance and repairs be recorded
in the plant operations and maintenance cost center. In the
absence of nonfinancial information, requiring alloction of these
direct costs to the functional cost center receiving the services
does not provide evidence of the nature of the services being
rendered. It also does not provide comparability among institu-
tions since the information fails to recognize the age of a
facility and/or its equipment. Therefore, recording these costs
in the functional cost center in which the services are rendered
creates serious distortions and prevents meaningful decision-making.

Data Processing

Section 1618 requires that "all the direct cost incurred in
operating an electronic data processing center shall be transferred
to the usingsost center on the basis of CPU (central processing
unit time)."-"" Previously it was noted that allocating data
processing cost on CPU time does not equate services rendered by
the data processing department with the actual user departments.
It is recognized that data processing is an important and costly
variable used in the provision of hospital operations. Therefore,

56

57

58

Draft SHUR Manual, page 1.30.

Draft SHUR Manual, page 1.31.

Draft SHUR Manual, page 1.31.
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•
it is imperative that the true cost associated with the use of
data processing by using centers be carefully identified. AHA
recommends that either data processing costs be maintained in an
unassigned functional cost center or realistic allocation bases
be developed to distribute the data processing costs to the users
of the system in a manner that equitably and accurately relates
to usage.

Central Patient Transportation 

Section 1619 requires that

central patient transportation cost of transport-
ing patients to and from ancillary services
are considered a part of the ancillary services
function of the hospital. Therefore, all
such costs, wherever they are incurred, must
be transferred to the appropriate ancillary 59
service cost centers for reporting purposes.

We do not believe transportation costs are significant enough to
require functional treatment. Rather, we believe such costs
could be appropriately and adequately handled by either permitting
the hospital to include the cost associated with central patient
transportation to be accumulated in an unassigned functional cost
center or to be allocated to ancillary departments based upon
simple sampling techniques. This would reduce extensive record-
keeping requirements while not affecting comparability of information.

E. Standard Units of Measure 

The standard unit of measure (SUM), according to the SHUR, is
required to provide a uniform statistic for measuring costs.
SHUR provides that the standard units of measure for revenue
prodcing cost centers are an attempt to measure the volume of
services rendered to patients while those for nonrevenue producing
cost centers are an attempt to measure the volume of support
services rendered. The standard units of measure are further
cited as the mechanism by which SHUR data is translated "to
facilitate cggt and revenue comparisons among peer group health
facilities." The AHA believes most of the required standard
units of measure will not accomplish this objective.

In several situations a meaningful standard unit of measure does
not exist. For example, in its list of standard units of measure,

59 
Draft SHUR Manual, page 1.32.

110 
60

Draft SHUR Manual, page 3.40.



-30- D F T
D
o
c
u
m
e
n
t
 f
r
o
m
 t
he

 c
ol
le
ct
io
ns
 o
f
 th

e 
A
A
M
C
 N
o
t
 t
o 
be
 r
ep
ro
du
ce
d 
wi
th
ou
t 
pe
rm
is
si
on
 

SHUR requires each $1,000 of gross patient revenue as a measure
of hospital and professional malpractice insurance, each $1,000
of patient revenue to evaluate short-term interest expense, each
$1,000 of total hospital operating expenses to evaluate general
accounting functions, each $1,000 of funds pledged to evaluate
fundraising, etc. The units derived from such computations do
not reveal anything about the facility other than there is "so
much" expense per $1,000.

In other instances, SUMs are defined too rigidly. For example,
the SHUR relies on the number of gross square feet to include the
total floor area of the plant including common areas (hallways,
stairways, elevators, lobbies, closets, etc.) as a unit of measure
for plant operations and security. Many hospitals have in the
past kept square footage on a net basis. The net basis excludes
the nonproductive common areas of elevator shafts, lobbies, and
nonproductive space from the statisical basis. Mandating the use
of gross square footage will require many hospitals to recalculate
square footage statistics for their entire plant. This could be
a very costly undertaking.

The intent of mandating a singular method for developing a uniform
definition of square footage is to remove apparent differences
for comparison purposes. However, we are not convinced that in
this instance prescribing a uniform definition of square footage
measurements will result in uniformity and comparability. To
minimize conversion costs and burden in adopting either the net
or gross square footage method, the HCFA should require the one
most commonly utilized by all hospitals.

Nonetheless, comparability distortions will still arise using
either square footage system because no information concerning
the physical design of each hospital is being considered. Some
may have larger common areas than others, some may be high rise
facilities, while others may be sprawling complexes.

To a large extent, the design of a facility depends upon location
(urban or rural) and its age. Therefore, careful consideration
must be given to square footage statistics when used for alloca-
tion purposes in order for the data to be useful and meaningful.

The standard units of measure for many similar.type cost centers
are different. For example, the therapies--physical, occupational,
respiratory, speech, and recreational--provide therapeutic treat-
ments to patients in similar ways. However, the SUMs for these
departments vary significantly. In some areas, relative value
units are used, while in others, treatments or encounters of
service are used. While we are concerned with the reliability of
some of the relative value units, we are even more concerned with
the use of visits as the SUM for defining treatments. We believe
the latter does not adequately account for variances in mix or
degree of difficulty in providing care.

11
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Many of the clinic services SUMs count a visit as each registra-
tion of a patient in that particular unit of the hospital.
Multiple services performed in any of these units during a single
registration are only recorded as one visit. Use of this SUM in
this manner seriously distorts comparability of services provided.
Not only do we believe the SUM deficient for its failure to
recognize mix and intensity factors, but also that similar cost
centers should have similar defined standard units of measure.

F. SHUR Reporting Forms 

- In reviewing the proposed SHUR reporting forms, the issue concern-
°

E 
ing the required use of the requested data is recurring. Because.5
the SHUR manual was developed without first determining the use

'5 and users of the system, we must not only question the purpose ofO obtaining much of the information, but also the purpose to which-,5
.; it will be used. Without knowing the latter, it is not possible
-° - to accurately address the efficiency of the forms and the validityu

of the requested information. As a result, our comments are
u
-°O limited, for the most part, to a discussion that either reveals,
u noncompatability of the collected information or questions the,
u purposes for seeking the data. In addition, we have a serious,0
O concern with the thrust of the certification statement.-

Our comments are also limited to 4 discussion of worksheets Au through E; these forms represent the major additions and/or

8 report. We believe the presence and current location of the
certification statement fosters a perception of federal government
intimidation.

411 changes to the existing Medicare cost reports. Since these forms
provide part of the input to the remaining forms, any modifica-u
tions or eliminations may cause the remaining forms to revert to
the existing Medicare cost reporting system (which we are not
reviewing in the context of the SHUR NPRM).

Certification Statement 

§ The cover page to the uniform report contains a certification
statement setting forth the language of sections 1877 (a)(i) and5 1909 (a)(i) of the Social Security Act. The statement details
possible penalities to be imposed for knowingly making false
statements or representations of fact in completing the uniform

•

Below the cerification statement is a paragraph requiring certifica-
tion by the chief administrative officer, chief financial officer,
and the preparer of the uniform report. The language of this
certification differs significantly from the certification page
of existing Medicare cost reports which certifies that the cost
report is prepared in accordance with applicable instructions
except as noted." Deletion of the phrase "except as noted"
signifies that no exception will be recognized by the Health Care
Financing Administration in filing a uniform report inconsistent
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with its appropriate instructions. Together with the certification
statement alluding to possible penalties for failure to comply
with prescribed instructions for completing the uniform report,
this could negate the entire appeal process dealing with Medicare
cost reports.

At present, the only mechanism for hospitals to air grievances
concerning disputed Medicare cost report issues is for them to
take exception along with such items in the filing of the cost
report. In order to preclude possible criminal prosecutions for
failure to comply with SHUR instructions, hospitals may simply
complete their Medicare cost reports in total compliance with
instructions contained therein, having realized a loss of Medicare
reimbursement, and having waived their rights for future appeal.

Worksheet A-1: General Hospital Information 

This particular worksheet requires general hospital information.
Most, if not all, of this information should be readily available
from a hospital's records. Nonetheless problems may exist with
obtaining accurate information because of a lack of clarity in
the instructions and the purpose for which such information is to
be used.

Item no. 4 regarding type of hospital requires teaching hospitals
to indicate whether they are university teaching or university
affiliated. A review of the instruction regarding completion of
this activity could result in hospitals answering both questions.
We do not believe a response to both questions is intended.
Perhaps an important element, i.e., type of ownership, is missing
and needs to be included.

Similarly, item no. 6 concerning medical education programs seek'
to identify which medical education programs are provided by the
hospital. However, no information regarding the level of activity
of such programs is requested. Simply indicating that a hospital
has approved programs does not reveal their level or magnitude.

Again, item no. 7 concerning health planning requires the identi-
fication of a number of certain specified medical procedures.
Such information in its present format will not reveal meaningful
data. As an example, one of the items requires hospitals to
submit the number of cancer patients who received megavoltage
radiation therapy during the fiscal year. The hospital is required
to count each patient only once, regardless of the number of
treatments. Obviously, reporting in this manner significantly
distorts the true level of service provided by a given institution.

Worksheet A2-1: Services Inventory 
Worksheet A2-2: Services Inventory

According to section 4430 of the SHUR manual these worksheets are
intended to "provide an inventory of services offered by the

•
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hospital. The listing of services is not intended to be all
inclusive. Eacha ervice must be coded in accordance with the
codes provided." As noted with worksheet A-1, the purpose of
requiring this form is not identified nor is the use of the
required information. Distortions will definitely result if the
purpose of this form is for grouping hospitals according to their
service mix, because not only is the data to be supplied ambiguous,
but also the instructional definitions do not provide a level of
clarity to insure that all hospitals understand what they are
reporting. For example, a hospital can respond that a listed
service is not maintained in the hospital, but is available from
outside contractors. Listing the availability of the service
does not reveal how often, if ever, such a service is utilized,
or the scope of providing such services, if it is required. The
question is raised, therefore, as to whether the supplying agency
can always provide the service when called upon. In order to
make such data meaningful, the instructions must state the purpose
for requesting the information, as well as who is going to use it
and in what manner.

Worksheet B-1: Daily Hospital Services Statistics 

This worksheet requires hospitals to identify daily hospital
service statistics, including licensed beds, beds available, and
total inpatient days, by age, pediatric, maternity and other
categories for specified cost centers. In states which have no
licensing functions problems could exist with hospitals trying to
report their bed complement, especially by the types the form
requires. The instructions must clarify how to report beds in
non-licensing states. Also, the instructions do not address the
handling of statistics if a hospital should have an overflow
condition; for instance the instructions do not specify the
handling of a maternity patient who is placed in a medical/
surgical area because the maternity area is temporarily fully
occupied.

Finally the concept of swing beds, i.e., placing skilled nursing
care or long-term care patients in acute areas, is not addressed.
While the swing bed concept is presently experimental, legislation
may soon be passed expanding its use. Failure to recognize these
and other similar problems can cause further distortions of the
information requested by overstating one statistic and understating
others.

Worksheet B-4: Real and Tangible Property Financed and Real 
Property Rented 

Part I of this form is aimed at obtaining information "regarding
financing on real and tangible property as of the last day of the

61 
Draft SHUR Manual, page 4.14.
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hospital's reporting period."62 While hospitals should be able
to provide this information, we believe the form as proposed is
seriously deficient and will hamper effective data collection
efforts. The form only contains one line for hospitals to report
their method of financing, for example, building and equipment.
If a hospital secures financing under multiple means, i.e.,
conventional mortgages, tax exempt bonds, etc., or finances its
plant and equipment at different times and thereby incurs different
interest rates for any of the listed financial mechanisms, a
hospital will not be able to insert all of the necessary information.
Therefore, the form needs careful revision. Before the form is
revised, however, the purpose of securing this information needs
to be addressed in order to insure that the collection of such
information has a purpose and that the data reported will achieve
its desired purpose.

Worksheet B-5: Interns, Residents, and Fellow Profile 

This form requires hospitals to report "the numbers of interns,
residents, and fellows on the hospital's medical staff byesslinical
specialty on the last day of the hospital's fiscal year."
First, a definitional problem exists. The "intern" designation
has been eliminated. Second, requiring hospitals to report this
statistic as of the last day of their fiscal year fails to recognize
possible rotational staff assignment. These individuals would be
excluded from the computations. The form also fails to provide
information relative to the experience of these individuals. The
result could be serious distortions if the raw data is used for
comparison purposes. Without a stated purpose for the collection
of this information, it is impossible to comment further.

Worksheet C-1: Balance Sheet
Worksheet C-3: Statement of Changes in Fund Balances 
Worksheet C-4: Statement of Changes in Financial Position -

Unrestricted Fund

Since SHUR requires information regarding the: "(1) the aggregate
cost of operation and the aggregate volume of services, and (2)
the cost and voluwq of services for various functional accounts
and subaccounts," there is no purpose served by requiring
hospitals to submit detailed information on their financial
position. These forms do not reveal anything about the cost of
hospital operations or volumes of services. Furthermore, requiring
hospitals to report restricted funds, as the form mandates, in

62

63

64

Draft SHUR Manual, page 4.22.

Draft SHUR Manual, page 4.24.

U.S.C. §1320a. •
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the general (unrestricted) fund is not only arbitary, but contrary
to many laws and long-term debt covenants (which may, for example,
require specific sinking fund accumulations).

No comparable conclusions can be drawn from the information
reported; it is seriously distorted by the inclusion of restricted
fund balances. Because the NPRM does not address Balance Sheet
information, we recommend that the HCFA completely delete require-
ments for this information.

Worksheet D-1: Statement of Patient Care Services Revenue 
Worksheet D-2: Statement of Operating and Non-Operating Revenue 

These worksheets (1) summarize gross patient revenue by revenue
centers and (2) are used to report other non-operating revenue.
The NPRM does not address the reporting of revenue--only costs,
volume and services. Additionally, these worksheets contain
fundamental violations of the concept of matching expenses and
revenues. For example, the cost of data processing services sold
to others must be accumulated within the hospital's administrative
and general cost center while the instructions in these forms
require the revenue to be reported in other operating revenue.
Therefore, these forms should be deleted.

Worksheet E-1: Statement of Patient Care Expenses 
Worksheet E-2: Statement of Other Operating and Non-Operating Expenses 

These worksheets report expenses by the SHUR's definitional
breakdown of natural classification of expense categories and the
standard units of measure for each functional cost center. We
believe these worksheets can be modified to achieve a level of
uniform reporting embracing the intent of Section 19 without
excessive detail and cost. We will expand upon this contention
in Section V.

Worksheet E-3: Health Facility Manpower Statistics 

Worksheet E-3 requires the reporting of all salaries, wages and
full time equivalent employees by 11 designated classifications.
The information required will be burdensome to gather, especially
for those hospials not employing a data processing payroll account-
ing system.

The reason for collecting the data is not specified. If it is
for comparison purposes, however, we believe the reported data
will be deficient. First, small hospitals, because of the apparent
burden of completing this form, are excused from its preparation.
Secondly, the form requires full time equivalent to be determined

111 
by dividing total worked hours by 2080. This figure represents a
normal 40 hour work week. Yet, not all hospitals have a standard
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40 hour week; many are on 37 1/2 hours while others are on 35
hours. Furthermore, no information concerning vacation policies
or other similiar leave programs is incorporated. As a result,
the information may not prove reliable for comparison purposes.
This worksheet should therefore be deleted.

Worksheet E-4-1)
Worksheet E-4-2)
Worksheet E-4-3): Cost Allocation Statistical Matrix
Worksheet E-4-4)

These worksheets, according to t#q SHUR, "report the required
statistics for cost allocation."' SHUR further states that "the
purpose of cost allocation is to determine the total or full
costs of operating the revenue producing centers of the hospital."

66

The SHUR contains the definitions and sources of statistics for
cost allocations in section 4582.

Several serious problems exist with the reporting of the required
information. In a number of instances the cost allocation bases
for these worksheets differ from the required standard units of
measure calculation. Some also differ from the cost allocation
statistics for Medicare cost finding. For example, the Medicare
statistic for allocating laundry expense is dry and clean pounds
processed while the allocation statistic for this worksheet is
dry and clean pounds distributed.

The instructions to these worksheets also are incomplete. The
instructions refer the reader to other sections of the SHUR for a
further explanation of definitions and other material to be
relied upon in completing the worksheets. However, the instruc-
tions have left those section numbers blank. The end result of
all the reported data is not incorporated into any other forms.
Therefore, the data appears to be an open-ended mechanism for
government manipulations without unknown reasons or purposes.

Because the purpose or purposes of these worksheets are basically
unknown, the data required in several instances is contrary to
other SHUR requirements; the instructions are incomplete and the
forms appear to be an open-ended mechanism for governmental
manipulation, the worksheets should be deleted.

65
Draft SHUR Manual, page 4.32.

66 
Draft SHUR Manual, page 4.34. •
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V. AHA PROPOSED ALTERNATIVE TO SHUR

FT

The following is a recommendation to help develop a less detailed
and less costly System for Hospital Uniform Reporting. An AHA
task force was formed for the primary purpose of reviewing the
proposal, developing comments, and recommending an alternative to
the proposed SHUR. The task force believes that the major component
of any uniform reporting system is the proper identification and
reporting of direct costs. These costs represent the majority of
cost items that can, if properly identified, distinguish one
hospital from another. The format of worksheet E-1 begins to
offer the basis of such a system. Worksheet E-1 is a statement
of patient care services expense. It lists the hospital's cost
centers and requires specific information concerning direct costs
attibuted to each of the cost centers. AHA is in the process of
developing a cost accounting manual that will further develop the
basis of such a system.

Direct Cost Approach 

Many of our comments indicate a belief by the hospital industry
that the SHUR will not achieve one of its basic objectives --
comparability of different institutional operations. The SHUR
proposal is too concerned with accounting for every cost situation.
Further, it does not seek non-financial data that is necessary to
identify hospital differences.

The most important and readily controllable components of any
hospital department are its direct costs. Present Medicare cost
reporting forms only provide information of direct departmental
costs in the aggregate, i.e., by total salaries and non-salaries.
Expanding the level of information to several components by
department -- that include vital nonfinancial data -- could
result in an extremely effective uniform reportOg system at
minimal cost and inconvenience to the provider.

For example, HCFA could require the following information for
the radiology department:
1. Total salaries for assigned personnel;
2. Total fringe benefits for assigned personnel, based upon

hospital sampling techniques;
3. Professional fees designated by specified natural classi-

fications;
4. Medical supplies designated by major types;
5. Non-medical supplies designated by major types;
6. Purchased services designated by major types;
7. Other direct expenses;
8. Depreciation expense designated for major moveable equipment

411 with information concerning types, numbers, and ages, etc.;
9. Rental/lease agreements designating the terms and types of

leases and equipment, etc.
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Also, pertinent standard units of measure recognizing valid
differences and intensity should be included. The result would
be knowledge of the direct components of hospital departments.
Analysis could then be made without risk of erroneous
conclusions stemming from improper allocation bases or short-term
uncontrollable fixed costs.

Throughout this brief discussion on this approach, no indirect or
overhead costs are addressed. These costs should remain within
their appropriate cost centers. We would not burden hospitals
with extensive reclassification of these costs because they are
(1) non-controllable for the most part and (2) difficult for
inter-hospital comparison purposes unless substantiated by exces-
sive non-financial data. Rather, GAAP and year-end audit review
should govern and validate these items. We are also not suggest-
ing that every hospital department undergo reporting, only those
in which a majority of costs are incurred and which the HCFA
requires data for decision-making. Again, this is to reduce the
costs of compliance and monitoring.

AHA Development 

One of the fundamental differences that exist in accounting for a
hospital's expenses in providing services and that of a typical
business is the multitude and diversity of the hospital product
when compared to that of a business. Hospitals produce virtually 411
thousands, if not tens of thousands, of products, i.e., the types
of care and treatments rendered. Because of this factor, hospitals,
in cooperation with third-party payers, developed cost finding --
not cost accounting -- as a means of determiningthe average cost
of providing units of care. Unfortunately, cost finding, while
extremely useful for certain things, is very inaccurate for
measuring and comparing costs among different institutions.

The AHA is currently developing a new cost accounting manual for
hospitals. While it does not prescribe an exact accounting
system, it begins to address a more rational and accurate method
for the recording of the direct resources used in the provision
of health care. This manual is currently approaching a final
draft version. It is our intention to share it with you because
we believe it would be useful in developing a reporting system
acceptable to both HEW/HCFA and the hospital industry.

On behlaf of the hospital industry, AHA is most willing to meet
with HEW/HCFA to further discuss development of an appropriate
uniform reporting system.

•


