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Question 1
What is the fee schedule for a Basic Exam, assuming that the goal is to cover only variable and direct fixed costs?
To find the schedule for Basic examination, we multiply the value of Variable Cost per Unit by Annual Number of Visits, the, we add the amount of Annual Direct Fixed Costs. After that, the answer obtained is then divided by the Annual Number of Visits. 
Therefore; Variable Cost per Unit = $ 5
 	Annual Number of Visits = 3,000
	Annual Direct Fixed Costs = $ 50,000
Hence; 
           (5 X 3,000) + 50,000 = $ 65,000
          Cost Per person = $ 65,000 / 3,000 = $ 21.67
The fee schedule for a Basic Exam = $ 21.67. (Choice C)
Question 2
What is the fee for schedule for an Advanced Exam, assuming that the goal is to cover only variable and direct fixed costs?
To find the fee for schedule for advanced examination, we multiply the value of Variable Cost per Unit by Annual Number of Visits, and then, we add the amount of Annual Direct Fixed Costs. After that, the answer obtained is then divided by the Annual Number of Visits.  
Therefore; Variable Cost per Unit = $ 7
 	Annual Number of Visits = 1500
	Annual Direct Fixed Costs = $ 30,000
Hence; 
           (7 X 1,500) + 30,000 = $ 40,500
          Cost Per person = $ 40,500 / 1500 = $ 27
The fee for schedule for an Advanced Exam = $ 27
 Question 3
What is the fee for schedule for a Therapy Session, assuming that the goal is to cover only variable and direct fixed costs?
To find the fee for schedule for a Therapy Session, we multiply the value of Variable Cost per Unit by Annual Number of Visits; then, we add the amount of Annual Direct Fixed Costs. After that, the answer obtained is then divided by the Annual Number of Visits.
Therefore; Variable Cost per Unit = $ 10
 	Annual Number of Visits = 500
	Annual Direct Fixed Costs = $ 40,000
Hence; 
           (10 X 500) + 40,000 = $ 45,000
          Cost Per person = $ 45,000 / 500 = $ 90
The fee for schedule for a Therapy Session = $ 90
Question 4
There is also $50,000 in general overhead expenses in addition to the ‘Variable Cost per Unit' and ‘Annual Direct Fixed Costs' that must be allocated. What is the fee for schedule for a Basic Exam assuming that the overhead costs must be covered?
First we must get the total number of visits = 3,000 + 1,500 + 500 = 5,000
Therefore; visit per allocation = 50,000/5000 = $ 10
Hence; Basic Examination = 21.67 + $ 10 = $ 31.67
The fee for schedule for a Basic Exam = $ 31.67
Question 5
There is also $50,000 in general overhead expenses in addition to the ‘Variable Cost per Unit' and ‘Annual Direct Fixed Costs' that must be allocated. What is the fee for schedule for an Advanced Exam assuming that the overhead costs must be covered?
First we must get the total number of visits = 3,000 + 1,500 + 500 = 5,000
Therefore; visit per allocation = 50,000/5000 = $ 10
Hence; Advanced Examination = 27 + $ 10 = $ 37
The fee for schedule for an Advanced Exam= $ 37
Question 6
There is also $50,000 in general overhead expenses in addition to the ‘Variable Cost per Unit' and ‘Annual Direct Fixed Costs' that must be allocated. What is the fee for schedule for a Therapy Session assuming that the overhead costs must be covered?
First we must get the total number of visits = 3,000 + 1,500 + 500 = 5,000
Therefore; visit per allocation = 50,000/5000 = $ 10
Hence; Therapy Session = 90 + $ 10 = $ 100
The fee for schedule for a Therapy Session = $ 100
Question 7
When the tests are combined, only one syringe, form, and the sterile bandage will be used.
Furthermore, only one charge for breakage/losses will apply. Two blood vials are required, and reagent costs will remain the same (reagents from all three tests are required). Assuming marginal cost pricing, what is the value of the combined test?

To find the cost of the combined test, we add the value of the following; disposable syringe, form, and sterile bandage, one charge for breakage/losses, two blood vials and reagents from all three tests.
Therefore; disposable syringe = $ 3.00
                    Form = $ 0.15
                    Sterile bandage = $ 0.10
                    Charge for breakage/losses = $ 0.05  
                    Two blood vials = $ 0.50 X 2 = $ 1.00
                     Reagents from all three tests = $ 0.80 + $ 0.60 + $ 1.20 = $ 2.60
Hence; 3+0.15+0.10+0.05+1.00+2.60 = $ 6.90
The cost of the combined test = $ 6.90
Question 8
When the tests are combined, only one syringe, form, and sterile bandage will be used. Furthermore, only one charge for breakage/losses will apply. Two blood vials are required, and reagent costs will remain the same (reagents from all three tests are required). What price must be charge to achieve a contribution margin of $10?
To achieve a contribution margin of $10, we add the value of the cost of the combined test and $ 10
Therefore; $ 6.90 + $ 10 = $ 16.90
The price that must be charged to achieve a contribution margin of $10 = $ 16.90
Question 9
When the tests are combined, only one syringe, form, and a sterile bandage will be used.
Furthermore, only one charge for breakage/losses will apply. Two blood vials are required, and reagent costs will remain the same (reagents from all three tests are required). Allied estimates that 2,000 of the combined tests will be conducted during the first year. The annual allocation of direct fixed and overhead costs totals $40,000. What price must be set to cover the total overhead costs at the projected volume? What price must be charged to cover full costs?
In this case, we take the value of combined test = $ 6.90
The annual allocation of direct fixed and overhead costs totals = $ 40,000
Value of the combined tests conducted during the first year = 2,000
Therefore; 40,000/2,000 = $ 20
Hence; $ 20 + $ 6.90 = $ 26.90
The price charged to cover full costs = $ 26.90
  Question 10
When the tests are combined, only one syringe, form, and a sterile bandage will be used. Furthermore, only one charge for breakage/losses will apply. Two blood vials are required, and reagent costs will remain the same (reagents from all three tests are required). Allied estimates that 2,000 of the combined tests will be conducted during the first year. The annual allocation of direct fixed and overhead costs totals $40,000. What price must be set to cover the total overhead costs at the projected volume? What price must be charged to cover full costs plus a $20,000 profit?
In this case, to recover the full cost, we take the price that is required to cover the full cost, i.e. $ 26.90
Then, we find the price for the price to be set to cover the total overhead costs at the projected volume = profit = 20,000/2000 = $ 10
Then we add the value of the price charged to cover the full cost
Therefore; $ 26.90 + $ 10 = $ 36.90
The price charged to cover full costs plus a $20,000 profit = $ 36.90
Question 11
What is the PMPM rate that Bay Pines must set to cover medical costs and administrative expenses? Remember that “Inpatient Days” is per 1,000 enrollees. Also, the entire capitated population is 50,000. 
The PMPM rate is calculated with the use of the following table:
	Service category
	Annual Usage Per member (Inpatient Days per 1,000 Enrollees) {A}
	Average Cost Per Day {B}
	Administration Expenses (Average cost per day – average cost per day/ (90%) {C}
	Total Rate {B + C}
	PMPM (total Rate X A/12)

	General 
	0.15
	1,500
	166.67
	1,666.67
	20.83

	Surgical 
	0.125
	1,800
	200
	2,000
	20.83

	psychiatric
	0.07
	700
	77.78
	777.78
	4.54

	Alcohol/drug abuse
	0.038
	500
	55.56
	555.56
	1.76

	Maternity 
	0.042
	1,500
	166.67
	1,666.67
	5.83

	PMPM Rate Total
	
	
	
	
	$ 53.79


The PMPM rate that Bay Pines must set to cover medical costs and administrative expenses = $ 53.79






