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General Introduction

• ABC Experience?

• Healthcare?

• Implementation?



Arkonas is a management consulting firm
specializing in reducing costs, improving
processes, and increasing profitability.

Through our innovative practices we help
our clients achieve high performance by
reducing costs and maximizing profitability.

The value of our Solutions-Based consulting
services is best understood by the
characteristics of our work: Fast, Flexible,
Relevant, Actionable, Simple, and
Affordable.



Agenda

• Introduction – ABC & TDABC
• McCook ABC - Implementation
• McCook Model

– Building and layout
– Outcomes and Analysis
– Process Improvement and Use

• Going Forward
• Q&A



• 25 years

• ABC is a methodology that
measures the cost of activities,
resources, and products/
services.

• Identifies the key activities
performed in all stages of
delivering the product or service
to the customer.

Activity Based Costing
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Activity Based Costing



Activity Based Costing
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Primary Uses of Activity Based Costing Initiatives
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DIAGNOSTIC IMAGING

Traditional View

Perform Ultrasound Scan         356            50%

Perform CT Scan                       143             20%

Examine Patient 36              5%

Monitor Condition 57              8%

Print Images 70              8%

Perform Addtitional Scans 51              9%

Total                               $ 713      100%

Actual %.

DIAGNOSTIC IMAGING

Operational View

From Managing Dollars to
Managing Activities



• Improved version

• Recognizes that most business
processes rarely change. A time
equation can be determined

• Can be installed and updated
quickly

• Can handle millions of
transactions

• It reflects an estimated time per
activity

• It is very useful in healthcare

TD

Time Driven Activity Based Costing



Costing a Patient Using TDABC

Check in Registration Third Party
Paperwork

Start

30 Minutes 25 Minutes 55 Minutes

110 Minutes
(1.83 hours)

ADMIN

NURSE
Monitor

Blood
Presure

Blood Work Document
Results

Start

15 Minutes 30 Minutes 15 Minutes

60 Minutes
(1 hour)

DOCTOR
Examine
Patient’s
Condition

Evaluate
Next Steps

Schedule
Surgery

Start

10 Minutes 15 Minutes 5 Minutes

30 Minutes
(.5 hours)



Costing a Patient Using TDABC

$80,000

ADMIN

NURSE

DOCTOR

$65,000

$150,000
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18 Workdays per month

6 Hours a day
108 Hours per month
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$211.00TOTAL

$/Hour Hours Cost



ABC ViewClassic View

Price

A B A B

Products /Lines/
Customers/Regions:

Cost Cost

Cost

Cost

Profit Profit

Profit

Loss

Differences in ABC vs Traditional



Process Improvement

INEFFICIENT PROCESS

Actual Cost $1,000,000

IMPROVED PROCESS

Optimized Cost $850,000



TOP 10 Activities – Knee INJURY

Conduct
Exams

Perform
Procedure

Prepare
Patient for

Surgery

Administer
Anesthesia

Monitor
Condition

Consult
with

Patient

Run Blood
Labs

Perform MRI
& X-Ray

Evaluate
Risks

Collect
Payments

Value can be improved by changing efficiency and effectiveness
of processes

Cost



Why ABC in Healthcare?

• Improved Value to Patients

• Outcomes and Cost

• Improved Performance and
Value

• A detailed view of
profitability



• 25 Bed Critical Access, not-for-profit, Joint Commission
accredited hospital with Gross Revenues of approximately
$45 million.

• Located in the southwest corner of Nebraska in a
community of about 8,000 residents, with a referral area
of about 30,000 people.

• Provide an array of
services to include ER,
Surgery, Imaging,
Therapeutic, OB, and
a multitude of
Outpatient care
services with more
than 30 visiting
specialist physicians.

Community Hospital, McCook Nebraska





Community Hospital, McCook Nebraska

Mission:
To excel at providing for the healthcare needs of our
region through quality, efficient and patient-centered
care.

Vision:
To lead the region as a Healthcare Team by exceeding
patient expectations through the advancement of
quality medical services.



Community Hospital Culture
• Culture of Continuous Improvement

– Process Based Management Philosophy
• Manage Processes vs. Departments.

– Process Improvement Techniques including Lean and
Six Sigma methodologies.

• Improve the Quality and Efficiency of the care we
provide.

– Focus on the Customer’s, Internal and External, to
improve our Service for the Patients.

• Who are my Customers and how do my processes affect
them?



Reasons for ABC
• We wanted a costing system that would

enhance our culture of Continuous
Improvement.
– ABC costing model more accurately reflects actual

causes of cost vs. traditional cost accounting
methods.

• We wanted to be able to provide financial information
around the actual items generating the cost.

– ABC is able to help exploit the cost contributors to
assist with focusing our improvement efforts.



ABC at Community Hospital
• We started the process by generating a high

priority Strategic Initiative.
• Initiated the Planning Process in Summer 2009.

– Identified the need for dedicated staff.
– Analyzed different ABC software solutions.
– Worked with a consultant on implementation strategies.

• Selected Prodacapo Software Solution
– Affordable solution – Very important for a smaller

organization.
– Flexibility – Ability to model our organization in a way

that made sense to us.
– Process Improvement focus – Provided process mapping

capabilities with Activity associated costs.



Critical Success Factors
• End Model had to match up with the GL.
• Easy understanding of Model and Results.
• Ability to compare like patients.
• Ability to easily review like patients and

drill into costs and revenues.
• Ability to review Service Line Profitability

and Activity Costs.
• Graphical interface with process mapping.



Building our Model
• Defined the Model Around Departments

– Management is familiar with the structure.
– Our GL structure is similar, providing:

• A simpler approach to collecting the data out of our system.
• Ability to conceptually track the model’s progress.

– Does this make sense for this Department?

– Can carry over to the Revenue Side to help tie off
with the GL.

• Revenue side built around Charges by Department.

• Began the Implementation Process in Summer of
2010.
– Implementation took about 4 months.



Implementation Process
• First Pass – Not really an ABC Model

– Kept development simple
• Two (2) Activities and two (2) Resources across all

Departments Fixed and Variable.

– Helped us become familiar with the software and
develop a model structure.

– Demonstrated the potential ABC would provide with
out a lot of work.

– Generated ideas for directing model development.
• Which departments to focus on first?
• How to group patients and was the information available in

our system?



Model Development
• Defined two (2) basic types of departments:

– Revenue Generating – Radiology, Surgery
– Non-Revenue Generating – Accounting, Human Resources

• Identified four (4) main categories to focus our data
collection efforts:

– General Ledger – Expense Information
• Salaries, Supply expense, etc.

– Resources – Staff & Positions
• Radiology Department – 5 Staff members in 3 Positions.

– Activities – Frequencies & Times
• How long does this take and how often do we do it?

– Cost Objects – Revenue/Charges & Patient Visits
• This patient visit had all of these charges.



Moving into ABC
• Specific Activities:

– Perform CT of the Head w/out Contrast
• Specific Times:

– How long does this Activity take?
• Interviewed staff 5 – 8 minutes

• Actual Volumes:
– How many of these do we do within the specified

time frame?
• Collected actual charge volume.

• Identify Cost Drivers:
– How does this Activity relate to the patient?

• Each patient visit with this charge code.



Example of ABC

2 min.

1000 CT
Patients

Each Visit

2 min.

1500 CT
Orders

Each Order

1 min.

1000 CT
Patients

Each Visit

12 min.

1000 CT
Patients

Each Visit

6.5 min.

250 This
Charge

Each Charge

2 min.

1000 CT
Patients

Each Visit

Check in Patient Enter/Verify CT Order Notify CT Tech Prepare Patient/Room Perform CT of Head Release Patient
Finalize/Send CT
Images

10 min.

2500 CT
Charges

Each Charge

• Can then assign the Labor or Resources to
each Activity
– i.e. CT Tech Position performs the last 4 Activities.

• Can apply the appropriate cost to all CT
Patients based on their charges.



First Steps to Development
• Second Pass – Initiated a Pilot Service Line

that went across three (3) Departments.
– Selected Pulmonary Function Study

• Simple service with manageable volumes.
• Included Activities from Lab, Radiology, and Respiratory

Therapy.

– Collected Activities in Detail
• Collected charge volume associated with the patients.
• Interviewed Department Directors to identify specific

Activities and Times for providing the service.
• Identified specific Cost Drivers.

– Helped us learn how to best collect ABC information.



On-going Development Strategy
• Focus on Service Lines of interest based on

our most current model.
– Collect all Activities associated with every

department to provide that Service.
– Process Map our Service Line Activities to

identify focus for improvements.
– As our Activity detail and accuracy rises,

increase focus on our capacity utilization.
• Where do have some staff flexibility?





Model Building Challenges
• Understanding how Expenses are booked in the GL

– Certain Costs that pertain to all departments booked to a
single account, e.g. Employee Benefits = Admin & General

• Our solution
– On an Excel template we export our GL to pull and

categorize some elements based on our defined criteria
(Employee Benefits is done this way).

• Revenue Adjustments
– Contractual Adjustments associated with each Payer.

• These are Adjustments per Insurance Contracts
• Our solution

– On an Excel template – We collect all gross revenue by
payer & by department and estimate the adjustments.

– Not 100% Accurate – But gets us very close.



Model Building Challenges
• Establishing how Costs Relate to Departments

– How does Building Depreciation relate to each
Department?

• Our solution
– Load Cost Transfer Drivers into Prodacapo for the database

to distribute the cost – i.e. Square footage for Building
Depreciation.

• Becoming Overwhelmed
– This seems like an impossible task!

• Our solution
– A focus on planning and preparation.
– Keeping it simple at the beginning.
– Developing the Model in a series of passes.

• Each pass gets us closer to where we want to be.



Model Building Challenges
• Tying it all together

– How do Resources relate to Activities?
– How do Activities relate to the Service?
– How does the Service relate to the Patient?

• Our solution
– Talking with Staff – Learning about their job.
– Understanding our Information System.

• What do we already have that we can use?
• What else do we need?



Understanding Cost Drivers
• Cost Drivers are defined based on how Activities

are related to the Patient Visit.
– Some may be simple and broad

• Check Patient in Every Patient Visit

– Some may be more complex and specific
• Perform Cataract Operation Every Cataract Patient

• Cost Drivers can have specific Activities attached
to them and can utilize Attributes to become
even more specific.





Defining our Cost Objects
• Defined our Delivered Products as Department

Charges
– “This Department” had “this Revenue and Expense”.
– Helped analyze and tie off with the GL.

• Defined our Customers as our Patients
– Allows us to focus on Patient’s of interest.

• Defined our Sales Items as our Patient Visits
– Helped initiate a way to group our Patient Visits and

Services.
– Per Patient Visit – All Charges are shown of the

services provided.
• Costing and Profitability Model is on Patient Level







Developing Our Groupings
• An initial goal of the implementation was to have

the ability to compare like Patients.
– Defined Attributes to group our patient visits on:

• Inpatient & Outpatient
• DRG (Inpatient) & Service Code w/APC (Outpatient)
• Payer Class
• Charges by Department
• Services by Department

• This has proven to be a crucial development to
make utilizing the information easy and accurate
for focusing discussions.



Analysis & Outcomes

• Through Reporting & Analysis Capabilities within
the Database:
– Results are easily accessible and organized for quick

review.
– Focus can easily be placed on Services of Interest.
– Discussions are easily started among Management.
– Process Improvement Initiatives are easily identified.



Providing Focus
• Through Analysis, certain Service Lines and even

certain Activities within the Service Line become
obvious as a place to focus.
– Pareto Analysis becomes important to utilize.

• With Service Lines of interest identified:
– Activity detail can be expanded, sometimes to the

Task Level.
– Service Lines can be Mapped out – Process Map.
– Business Cases for Process Improvement Initiatives

are easily developed.



Visualize Financial Impacts

• By mapping the Activities of a Service Line, it
becomes easy for management to visualize
Process Flow and the Financial Impacts of
each Activity.
– With the ability to enter in projected savings for

improving an Activity, the business case becomes
easily obtained.

– Provides management with an instant view of how
we can improve the costs of a Service.



Demonstration
McCook Costing & Profitability Model

Powered by Prodacapo Software



Continual Focus
• Now that our model structure is complete,

the ability to manage the database is
minimal.
– Perform Model updates on 6 month intervals

• Full Fiscal Year and Half way through Fiscal Year.
– Perform monthly revisions refining Activities and

Cost Drivers.
• About 15 hours a month – Includes collecting Activity

details and loading into the model.
– Continual model improvement focused on:

• Increasing Model Accuracy
• Enhancing Grouping Capabilities
• Increasing our Ability to Manage Activities



Summary & Conclusion
• Developing an ABC Model can become complex

and challenging. Importance must be placed on
planning and simplicity. We have found that
accuracy comes with an appropriate model
structure and an understanding of the data. The
benefits and discussion the information provides
proves to be more valuable each day.



Contact Info
PRODACAPO
200 - 100 Park Royal, West Vancouver
BC V7T 1A2, Canada

Contact: Frank van Vliet
Phone: +1 604.960.1364
Email: frank.van.vliet@prodacapo.com
www.prodacapo.com

ARKONAS CORP.
HOUSTON (Main Office)
79 Huntsman Horn Circle
The Woodlands, TX 77380
Telephone (832) 628.7630

MIAMI
990 Biscayne Blvd. Office 53
Miami, FL 33142
Telephone (703) 975.9532

Contact: John Miller
Carlos Pulido

inquiry@arkonas.com
cpulido@arkonas.com
jmiller@arkonas.com
www.arkonas.com

McCOOK HOSPITAL
1301 East H Street. McCook, NE
69001

Contact: Ryan Morthole
Phone: (xxx) xxx.xxx.xxxx
Email: rmorthole@mccook
www.chmccook.org


