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Healthcare Costing
Need for Costing Information in Healthcare Firms
	Like all other firms, healthcare institutions are in business. While their primary goal might not be to make profits, these firms need to survive and develop as much as possible. Such continued existence and development requires the firms to make money. The need to make profits and avoid losses is the very essence of costing information to healthcare institutions (Lipscomb et al., 2009). Using costing information, these institutions can evaluate new programs and determine their profitability to the organization before implementing them. The information can, therefore, help the institutions to only implement those programs that will be profitable. Furthermore, healthcare organizations need to maximize their delivery of quality services. The most effective way of ensuring the provision of quality services in a deep understanding of the association between cost and quality (Lipscomb et al., 2009). Moreover, cost information is an important detail in identifying, quantifying, and measuring clinical improvement initiatives. 
Cost Information and the Activities of Management
	Costing information is important for every process of management in all firms. The same applies to healthcare management; costing information is important in the planning, budgeting, and control phases of management. In the planning phase, costing of various health care services allows an institution to effectively plan for their activities (Lipscomb et al., 2009). The institution has to plan its activities while focusing on the projected costs of the activities. In essence, considering costs in the planning phase culminates in budgeting. Institutions need to create budgets that are compatible with their resources and that can aid them to get profits. Even in executing plans and budgets, healthcare institutions need to control their activities. In this phase of management, costing information is important (Lipscomb et al., 2009). The availability of cost information is the only way of demonstrating the success of projects or activities. 
Phases of Costing
	The initial phase of costing comprises the determination of the expenses required to come up with a product or service. The expenses for production include both direct and indirect expenses. Direct expenses comprise those required to purchase the materials for coming up with the product or service while indirect expenses include all other expenses that the producer incurs other than those of the raw materials. In the health care environment, indirect costs usually exceed the direct costs (Lipscomb et al., 2009). In the second phase of costing, the management determines equivalent production units and the costs of producing each unit. The last phase of the costing process involves cost analysis (Lipscomb et al., 2009). This phase ensures the proper allocation of costs for unit products and the determination of market prices that ensure profitability for the firm. 
Costing Systems
	While there are many costing systems, the two which are most useful in healthcare are process costing and activity-based costing. In process costing, the total cost of a service is the sum of the cost of the various processes that are required to complete the service (Lipscomb et al., 2009). For instance, the cost of a surgical procedure will include the remuneration for the surgical team, the cost of maintaining operating rooms, and the costs of the consumables required for the procedure. On the other side, activity-based costing utilizes the overhead costs for the various activities that are needed to finish a product or service in determining its cost (Lipscomb et al., 2009). 
Relative Value Units
[bookmark: _GoBack]	Relative Value Units (RVUs) refers to a standardized measure of the costs of various procedures of physician services for reimbursement by Medicare. The Omnibus Budget Reconciliation Act of 1989 introduced the use of RVUs as a way of removing variability in the amount that health insurers paid for various physician services (Chapko et al., 2009). RVUs are determined by the American Medical Association. With the use of RVUs, the products required for the completion of a procedure, including the time required, are the main determiners of its cost. This way, health facilities do not have to bill payers differently; rather, they only have to state the procedure performed. 
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