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 SECTION I  

 

 Cost Accounting in Healthcare 

 
Cost accounting is the process of determining the 

full and incremental costs of providing services and 

goods to patients and customers. 

 

Costs may be determined based on historical 

methods of charging for services, such as patient 

days and procedures. Products or product lines may 

also be defined for cost analysis, such as DRGôs or a 

specific type of day surgery patient. Finally, we may 

wish to determine full and incremental costs within 

the structure of our organization (revenue center or 

department). 

 

In determining the full cost of providing a service, 

we must insure that all costs have been included. For 

instance, a number of departments, which do not 

provide direct patient or customer services, are 

absolutely essential to the operation of the 

institution. The burden of these overhead 

departments must be accurately allocated to the 

using departments. 

 

In reality, to make sound management decisions, 

costs must be known at the charge item, patient, and 

department levels. 

 

Changes in healthcare delivery in the past 20 years 

have placed extraordinary burdens on board 

members, administrators, chief financial officers, 

and department directors. New methods of 

reimbursement have surfaced: Medicare prospective 

payment system, Medicaid methodologies, and 

HMO and PPO contracts. Advances in technology, 

joint ventures and mergers, and institution 

specialization have contributed to changes in 

healthcare delivery. 

 

 

The need to know the cost of each charge item and 

major product line is essential to financial stability 

of every healthcare institution. Without accurate cost 

information, hospitals are at financial risk when 

making decisions considering current operations as 

well as long-term plans. The cost of providing 

services is obviously only one of many 

considerations. Accurate costing, however, has been 

a major missing component of the decision-making 

process. 

 

Uses of Cost Information 
 

A few of the types of decisions that require cost 

accounting information are: 

 

¶ HMO and PPO negotiations. The cost of 

services must be known before negotiating 

discounts. 

 

¶ Pricing determination. The charges for 

services rendered frequently bear no 

resemblance to the cost of providing the 

service. 

 

¶ Marketing decisions for new services. 

Accurate cost estimates will help when 

making decisions concerning entering new 

product lines or methods of delivery. 

 

¶ Expansion or elimination of existing 

services. Full and incremental cost 

information about existing services must 

play an important role in marketing 

decisions. 
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¶ Replace existing services. Cost accounting 

will determine if it is less expensive to 

purchase certain services from an outside 

contractor. 

 

¶ Facility expansion. Determining the cost 

effect of plant expansion will assist in 

determining the feasibility of such actions. 

 

¶ Equipment purchases. The cost effect of 

equipment purchases includes not only the 

capital expenditures but also the operating 

cost in terms of labor, supplies, and other 

expenses. 

 

¶ Budgeting based on productivity. An 

operating budget may be prepared based on 

variable workload units as determined by the 

cost model. 

 

 

These are but a few of the types of decisions that 

require accurate cost information. 
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SECTION II  

 

 The Med-Link Cost Accounting System 

 
Since it was introduced in 1983, Med-Link has been 

successfully implemented in a wide range of 

Healthcare environments. This proven system has 

been continually enhanced to meet the needs of the 

changing healthcare industry. Med-Link is now 

recognized as one of the most powerful and flexible 

PC based cost accounting systems on the market 

today. 

 

The Med-Link developers are the same professionals 

who provide implementation and education 

consulting. In addition, Ormed Information Systems, 

Ltd. (OIS) is committed to investing significant 

resources each year in refining the system to address 

the ever changing needs of Med-Link users. 

 

Fully supported by OIS and fully integrated with a 

wide range of existing information systems, Med-

Link provides the greatest return on investment of 

any cost system. 

 

 

 

 

By integrating the cost data with your medical 

records and case mix systems; a number of patient 

level cost/margin reports can be produced, including 

DRG analysis, physician summaries, etc. As a result, 

significant additional value is added to your existing 

system. 

 
Med-Link Provides its Users With 

Two Major Applications: 
 

 

¶ Cost Analysis/Budgeting/Flexible 
Budgeting/Productivity 
 
 

¶ Case Mix/Patient Costing 
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Med-Link Cost Accounting Applications 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

By utilizing the cost accounting standards database for a wide range of applications, users are assured 

of receiving the maximum long-term return from their cost accounting investment
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SECTION III  

 

 Med-Link Approach to Cost Accounting 

 
The Med-Link system offers many unique features 

not found in other systems. Med-Link is a 32 bit 

Windows system that interfaces with your Financial 

Systems resulting in an outstanding decision support 

tool. 

 

Healthcare Specific 
 

The system addresses the specific needs of the 

medical community; it is not just an adaptation of 

another industry cost system. Therefore, the system 

fits the dynamic healthcare environment. 

 

Flexible 

 

The system is very flexible. Not only do medical 

facilities vary widely from one to another, even 

departments within those facilities vary widely in 

their cost behavior patterns, availability of 

information, need for cost analysis, etc. Med-Link is 

adaptable and supports a wide variety of costing 

approaches, including: 

 

¶ Detailed engineered standards 

 

¶ Multiple relative value units 

 

¶ Ratio of cost to charges 

 

External Integration 
 

External integration involves being able to 

communicate effectively with other systems such 

as: 

 

¶ General Ledger 

 

¶ Patient Billings 

 

¶ Medical records 

 

¶ Spreadsheets 

 

¶ Data Base Management Tools 

 

External integration allows data to be exchanged 

between these various systems as appropriate. 

Because of external integration, Med-Link works 

hand-in-hand with your existing systems, both 

mainframe and PC based. 

 

Internal Integration 

 

In order to receive full benefits of a cost accounting 

implementation process, the system should support a 

wide range of management decisions utilizing a 

common database of cost accounting assumptions. 

 

With the Med-Link system, the user has the 

following applications available: 

 

¶ Cost Analysis 

 

¶ Modeling/Projections 

 

¶ Flexible Budgeting/Productivity 

 

¶ Patient Level Cost Analysis 

 

Á OIS Case Mix  

Á via Medical Records interface 

 

All of these applications use a common database of 

cost accounting assumptions. 

Cost Methodology 
 

Med-Link develops accurate charge item level costs 

using detailed cost factors called service units or 

relative value units.  

 

Service units represent department level outputs 

(days of care, acuity levels, tests, dollars of supplies, 

etc.) that combine in various ways to produce the 
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continuum of patient procedures. Each department 

defined within Med-Link can have up to nine 

service units. These service units are defined 

specifically for a department based on the activity of 

the department. For example, Radiology can use 

procedures, labor hours, film, contrast, and 

equipment while laboratory uses tests; labor hours, 

reagents, blood supplies, outside fees, and 

equipment.  

 

Standards for each service unit can be engineered, 

ratio of cost to charges, historical or budgeted, and 

can be detailed to whatever level is appropriate. 

Direct expenses are analyzed for fixed and variable 

components and allocated to the service units on an 

account-by-account basis. 

 

This service unit cost methodology means different 

approaches to cost accounting can be used by 

different departments, including: 

 

¶ Bill of Materials/ Engineered Standards  

 

¶ Multiple Relative Value Units 

 

¶ Single Relative Value Unit 

 

¶ Ratio of Cost to Charges 

 

This flexibility allows the facility to use detailed 

standards where available, and other approaches as 

appropriate. 

 

The decision on the appropriate standards setting 

option can be made at the department or charge item 

level. 
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Cost Allocation 
 

Med-Link provides a number of accurate and 

flexible cost allocation options to ensure that 

accurate full costs are developed. 

 

Overhead departments can be defined as variable, 

fixed or a combination of fixed and variable. Using 

this method, variable overhead expenses can be 

assigned directly to the charge items in relationships 

such as meals per patient day and laundry pounds 

per OR case. Multiple simultaneous linear equations 

are used to cross allocate fixed overhead 

departments using multiple statistical tables and 

user-defined statistical weighting. 

 

As a result, Med-Link accurately reports the 

overhead portion of full-cost at the department, 

charge item, and patient level. 

 

The chart below provides an overview of the Med-

Link costing and modeling approach. 

 

Of the four major boxes shown, three of the 

elements are already established in the facility. Only 

the service units require new definitions. OIS 

consultants work with you to develop appropriate 

definitions and assumptions.  

 

Once the service units are defined, we work with the 

facility to input appropriate account, department and 

charge item level assumptions. The patient billing 

system establishes the link between charge items 

and discharges.  

 

After the definitions and assumptions are in place, 

the cost accounting system can be used for cost 

analysis at the service unit, charge item, discharge or 

product level.  
 

Med-Link also can be used for modeling by entering 

volumes at the patient or charge item level; the 

system will then determine the projected service 

units and related account balances, and staffing 

requirements.
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SECTION IV  

 
What the Med-Link System Includes 

 
When you purchase the Med-Link system, you 

receive a complete package of software and services 

to help ensure a successful implementation. Our 

services are quoted on a fixed fee basis that includes 

all training and consulting costs so there are no 

surprises. You will be provided with everything 

required for a highly successful and cost-effective 

cost accounting system implementation. Licensing 

Med-Link includes: 

 

Software 
 

Med-Link software installed on personal computers 

at your facility. 

 

Training 
 

Med-Link training is accomplished via webinar. 

This comprehensive course takes you step by step 

through each element of the system and the 

implementation process.  

 

The course includes basic cost accounting concepts, 

practical examples, hands-on software experience, 

and analysis of the resulting reports.  

 

Consulting 
 

On-site consulting by experienced OIS healthcare 

professionals is a vital part of the package. The OIS 

team helps guide the implementation, coordinates 

the systems integration, provides expert advise on 

how the system should be implemented, and assists 

with interpreting the system reports. 

 

Facility Staff 
 

Cost accounting (like budgeting) requires the active 

involvement of department directors. The directorôs 

intimate knowledge of their departments provides 

valuable information during the implementation 

process. Training is provided in cost accounting 

concepts and the use of the reports produced by the 

Med-Link system. Implementation techniques 

developed by OIS consultants minimize the time 

required by department directors. 

 

Support 
 

OIS consultants believe that continued support of 

the Med-Link system is essential to the user 

realizing its full benefit. We fully support our clients 

in all aspects of using the Med-Link system 

including: training, consulting, implementation, 

results analysis and technical product support. We 

are available after the completion of the 

implementation to assist Med-Link users as they 

gain experience with cost accounting and wish to 

refine their assumptions, add departments, or use 

additional features. 

 

Many of our clients donôt have the time or the 

expertise to maintain the system as often as they 

would like. We offer a cost effective approach to 

this by returning to the facility on a semiannual or 

annual basis and updating the data and doing special 

projects for them.  

  

We turn to our clients and the healthcare industry for 

guidance on future enhancements. Med-Link is truly 

a system that is responsive to your needs. 
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SECTION V 

 

System Interfaces 
 
A major part of what makes Med-Link so powerful 

and flexible is the ability to interface with all major 

financial systems. The major interfaces between the 

various systems are: 

 

 

General Ledger to Med-Link 
 

The chart of accounts can be downloaded to Med-

Link from your general ledger system. In addition, 

actual expenses for various periods can be 

downloaded for cost accounting, flexible budgeting 

and productivity analysis. 

 

Patient Billing to Med-Link 
 

Charge Item Master File Download 

 

Since Med-Link performs a charge item level cost 

and margin analysis, the charge item master file is 

downloaded from your system to the Med-Link 

system. 

 

Charge Item Volumes 

 

For cost accounting, flexible budgeting, and 

productivity analysis, the volume of each charge 

item is downloaded from your system to the Med-

Link system. 
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Patient Detailed Charges 

 

Patient Accounts with detailed charges are passed to 

Med-Link for costing and storage. 

 

Other Interfaces 
 

Import capabilities are available for all Med-Link 

data that might require extensive data entry. ñCopy 

and Pasteò options exist throughout applications as 

well. We feel Med-Link users should spend their 

time analyzing the cost information rather than 

entering data. 
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SECTION VI  
 

Budgeting with Med-Link 

 
Med-Link is an outstanding tool for budget 

preparation. A complete cost analysis may be 

performed on all departments and charge items 

before final approval.  

 

Modeling Features 
 

The modeling features of Med-Link greatly simplify 

the task of preparing a budget. You define the data 

sets, such as actual 2009 and build on that data set 

to budget 2010, budget 2010 revision 1, etc. 

Data may be imported from one database to another. 

Assumptions may be modified globally (all 

departments) or by selected department(s).  

 

Percentage changes may be made to each set of 

assumptions. For example, you can change the rate 

of pay for a group of employees such as department 

directors or nurses. Charge item volumes and/or 

prices can be changed with varying percentages by 

department, financial class or patient type.  

 

Of course, any item (e.g., account standards, charge 

item volumes or prices, allocations, revenue 

realizations) may be changed individually.

In this example, a 3.2% wage rate increase has been specified for RNôs only in all departments 
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This single feature will save hours of tedious 

calculations. Med-Link was designed to allow 

administrators and department directors to 

concentrate on the development of valid budget 

assumptions. 

When the budget is finished, Med-Link provides a 

complete cost analysis using the new budget 

assumptions. 

 

 

 

This example specifies charge volume changes for all financial classes, utilizing differing 

percentage changes by department. 
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Flexible Budgeting 
 

Account standards are set during the cost accounting 

phase of the Med-Link implementation. Flexible 

budgeting allows administrators and department 

directors to monitor actual performance. 

 

Actual charge item volumes are downloaded each 

month and imported into Med-Link. Actual service 

units (patient days, acuity values, lab procedures, 

CAPs, etc.) are calculated and compared to the 

budgeted volumes for each service unit. For 

example, actual volumes of laboratory tests will be 

shown along with the actual number of laboratory 

hours. 

 

 

 

 

 

 

 

Med-Link wil l adjust the budget amount for each 

account based on actual charge item volumes and 

the variability of each account. The resulting flexed 

budget will be compared to actual expenses 

producing the following variances: 

 

Total Variance (all accounts) Did the facility 

achieve its budget objectives for the actual level of 

activity?  

 

Med-Link further analyzes the total variance for 

labor accounts by providing the following 

information: 

 

Efficiency Variance 
Did the department utilize more or less staff than 

was expected for this level of activity? 

 

Rate Variance 
Was the actual rate of pay for each labor account 

higher or lower than anticipated? 
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SECTION VII  

 

Cost Accounting Reports 

 
Cost accounting reports provide a variety of important management information at various levels of detail and 

organization to help with management decisions. 

 

Although there are many Med-Link cost accounting reports, we have included (in this information package) only 

a few of our key management reports as sample outputs from the Med-Link system: 

 

 

¶ Revenue Department Summary 

 

¶ Department Level Income Statement 

 

¶ Financial Class Margin Summary 

 

¶ Charge Item Profitability 

 

¶ Charge Item Cost by APC 

 

¶ Product Line Profitability - Charge Item Method 

 

¶ Service Unit Cost Detail 

 

¶ Direct Expense Summary 

 

¶ Expense Class Summary 

 

¶ Flexible Budgeting - Expense Detail 

 

 

All reports may be directed to a printer, spreadsheet files (Excel and Lotus formats), text files, or the screen. 
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Revenue Department Summary 
 

This report provides an executive summary of the cost accounting analysis. For each direct department, there are 

three lines showing the following critical information: 

 
 

 
Cost Analysis Summary 

 

¶ Gross revenue 
 

¶ Net revenue 

(based on department specific 

patient mix) 

 

¶ Variable cost 
 

¶ Direct cost 
 

¶ Full costs 
 

Direct Labor Summary 
 

¶ Variable, fixed and total FTEôs 
 

¶ Variable, fixed and total hours per 

unit 
 

¶ Percentage variable and fixed, 

average rate per hour 

 
Volume/Breakeven Analysis 

 

¶ Planned volume 
 

¶ Breakeven volume based on gross 

and net revenue 

 

¶ Percentage change from the 

breakeven volumes 

 






















































