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At the risk of overcomplicating the matter of rate policy 

decisions , it is important to consider the impact of one 

additional factor on rate s tructure s: the third-party . 

purchaser. In principle, third-party purchasers should pay 

essentially the same rate as any other user. In practice , 

however, they often do not pay on the same basis. Accordingly, 

to the extent that some third- party purchasers pay less than or 

more than other patients, rate s tructures applicab l e to other 

patients must be adjusted to absorb the diffe r ence. Prime examples 

are Medicare and Medicaid, which reimburse at "cost" (by their 

definition of cost). 

The Process 

Onc e the costs are accumulated, inflation considered and a 

philosopl1ical s tance assumed , all tota ~ estimated costs can be 

spread to the cost centers . 

Since we have accumulated units of service from pa s t activity 

and projected the next year's activity through a proper 

planning process, we can now reduce our units of service 

indicators as fo llows: 

Total Unit s of Service 
Less 

Nonbillablc Units of Service 
Les s 

Uncollected Di l ls Expres sed 
as Units of Service 

Equals 
Net Units of Service to be Scheduled 
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By applying net units of service to total costs, each service 

unit then becomes scheduled for c lient billing. 

Important Comments 

1. Regarding Costs . Cost are to be adjusted with the 

"plus factors" of "furnled deprec i ation," etc . 

2. Those adjusted costs ar e priced out via the net units 

of chargeable service. 

3. Phi losophies_ of billing do change . Unless precluded 

from certain activities by third party payors, 

"rea~:onable charges" include all monies necessary to 

make an effective, or reasonably effective program 

stand on its own. 

4. Some form of ut ilization review and/or efficiency 

studies shoul d be used to preclude r unaway costs. 

S. Controls must be manitained ·aver a) intake to screen 

out clients who should not be in the system, and b) 

that all potential third-party re i mburs emen t is 

discovered. 

6. Controls must be rigorously followed on client 

billing to: a) request payment i mme diately from 

clients, or b) make time ly bill i ngs and follow-up of 

third-party paymeQ t S. 

- 28 -

• 

• 



• ( 

I 
•. 

E. Other Important Considerations 

Assignment of Interest 

Und~r commercial insurance company plans (including Blue Cross), 

it is the responsibility of the insurer company to reimburse 

the insured client for the cost s of covered ~ervices, up to the 

policy limits, less deductibles and co-insurance amounts. 

Payment to the client, however, is independent from payment to 

the program -- that is, the client may present either a paid or 

an unpaid bill to the insurance company i n order to receive 

reimbursement; the program i s left to conclude all financial 

business directly with the client. If the client does not pay 

his bill, even though he has been re i mburs ed by the insurance 

company, there is little the pr ogram can do short of taking 

legal action which, in turn, may prove to be both costly and 

non-rewarding. In this situation, the fact that the client may 

or may not have insurance is irrelevant, other than as a factor 

in deciding whether to extend credit to the client for services 

or to make him pay an estimated bill, or s ub s t antial portion 

thereof, as a deposit in advance . 

A part ial alternative to reliance on direct pa tient payment is 

f or the program to accept an assignment of insurance benefits. 

Under this arrangement the client assigns his riglits to reim-

bursement to the program whicl1, in turn, serve s as the client's 

• agent i n 11'..aking the claim for, and collecting, the benefit 

( 
'· 
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payments from the third-party payer. Assignment of benefits is 

commonly used to reduce reliance on the patient for payment and 

guarantee that the program will receive all payment for services 

made by the cli~nt's insurance company. Assuming that it 

properly estimates this payment, the program's only financial 

concern will be to collect, either as an advance deposit, or 

after services are rendered, the portion of the patient's bill 

not covered by the insurance company's payments. 

Accounts Receivable and Payment Mechanisms 

Each provider will need to extend its receivables management 

system to include the expected increase in managing patient 

payments and third-party billings. Since this report has been 

written to address cost-finding and rate setti~g in alcohol and 

drug abuse programs that are on - going operations, some degree 

of familiarity with receivables management has been assumed. 

It may be well worth the time if the following are added or 

r eemphasized in your program: 

1. Maintain a discrete carrier index for each insurance 

company you deal with. 

2. Maintain a discrete cross-tracking system , by 

patient: 

a. A discrete number for each patient. We suggest 

• 

a "man th- incidence" number. This number, e.g. , • 
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03-113, represents a patient seen initially in 

March ("03"-third month), and is the 113th 

patient admitted for some treatment in the 

system in March. Add a !'. l" to the number if a 

second episode occurs the same month. Subse­

quent incidences should note the previous 

patient number . 

b . An alpha cross-re·fere1 . ~ should correlate the 

patient name with the discrete number listed in 

"a." above. Nothing may be more embarrassing 

than having a former patient or insurance carrier 

call to find out treatment information and having 

the program find out that it has "lost" a patient. 

3. Bill patients/carriers with a statemtnt showing at 

least: 

a. day/date(s) of treatment 

b . treatment rendered 

c. professional staff or treatment mode. 

Copies of commonly used carrier claims forms are 

included as Attachment I to this report. 

4. Maintain proper controls over billings to include: 

a. when billed 

b • "aging" of receivables by patient and by carrier 
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c. an agressive collection policy 

d . complete monthly reconciliations to the general 

ledger control totals for receivables. 

S. Maintain a file of carrier "acceptances." These 

"acceptances" show that a carrier has examined or had 

a chance to examine your program. Maintain a copy of 

all correspondence showing that the carrie r has 

agreed to pay for patient services. A sample appli-

cation for "acceptance" is included as Attachment J. 

6. Maintain and improve the existing accounting system. 

A sample flow of accounting functions is included as 

Attachment K. 

-32-
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ATTACHMENT A 

Acceptable Allocations 

Allocation 

Provider Accounting 

Heat, light, Power, etc. 

Physician & Nursing 
(Administrative) 

Employee Benefits 

Depreciation 

Telephone 

Etc . 

1. 
2 • 
3. 

1. 
2. 
3 . 

l. 
2. 

1. 

2. 
3 . 

1. 
2 • 

1. 

2. 

3. 

Bases for Allocation 

Hours of service 
Number of employees served 
Other acceptable method . 

Utilization, e.g., wattage 
Square footage 
.Repairs needed 

Number of patients 
Estimated time spent 

Ratio of benefits /general 
payroll 
Average number of employees 
Other acceptable method 

Square footage 
Formula basis 

Direct for long-distance, 
common charges by number of 
telephones 
Direct for long-distance, 
common charges by number of 
patients 
Other acceptable method 

Etc . 
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Direct Labor Carts 
Per Unit 

Other Direct Costs 
Per Unit 

Tobl Cort Per Uoit 

ATTACHMENT'F 

Ancillary and Indirect 

Costs Per Unit 

• 

.. 



X TREATMENT PROGRAM ---- ---- ·- · -·--- --- ·-- ... ·-- ·-··· ·-·------

EMPLOYEE NAME EMPLOYEE NUMBER PAY PERIOD ENDING 

-
11.\TP 

SERVICE GROUP SERVICE CODE 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30 31 TOTAL 

1-

1-- . 

~ Lr 1/ 
---..__ :/"' 

~ ~ ~~ ~ ~ v v vi l/ , ___ 
""-l/ h-./ 

. -
' I 

I 

I 

·----- - ·-·'""-· ---------'----- -- - ·- - .. ·-

NOTES: 

: I 

' I I 

EMPLOYEE SIGNATURE/DATE SUPERVISOR SIGNATURE/DATE 

Emp loyee number contains employee job classification, e.g. Physician, Coun selor, etc. 
Service Group contains the treatment service mode, e.g. inpatient, intermediate care, etc. 
Service Code contains the treatment itself, e.g. individual counseling, detox, etc., and 

the designation of direct service or indirect. 

BANK or TIME SHEET CONTAINS A • ._., LEVANT CODES TO BE US ED ABOVE ·-· 

. 
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ATTACHMENT H 

X Program 
Sample Unit Cost Report 

Cost Center 

Outpatient Methad~,e: 

Individual Cou~seling 
Group Counseling 
Medical Review 

May XX , 19XX 

Patient Census 
or 

Service Count 

337 units 
187 units 

40 units 

Cost Per 
Unit of 
Service 

542 . 17 
33 .14 
4 s .18 

• 
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GROUP OR INDIVIDUAL 

• Spaced for Tyin'Mittr - Marks for T~bulator ApfHOr 011 thir Line 

I! ' ENT'S NAME AND ADDRESS DA TE OF Bl RTH 
1\ 
i I INSUREO'S NAME IF PATIENT IS A DEPENDENT INSURED'S SOC. SEC. NUMBER 

! NAME OF INSURANCE COMPANV 
I 

POLICV NUMBER 

I i IF GROUP INSURANCE, NAME OF POLICVHOLDER (I.e. Employer, Union or Anoclatlnn througn wnom Insured) 

i 

; I HEREBV AUTHORIZE PAVMENT directly to the l>elow named hosplt1I of the hos-

~ 
SIGNED (INSURED PERSON) 

l r>ltal Insurance benefits otherwise p1y1bl• to m• l>ut not to exc•d th• 1>111nce <Sue of . 
: tt" hosplt1l's r99ul1r cnaroes tor this period of hospltallutlon. I unc1•ntoind I am fl· 
i nsnclally responsll>I• to th• ho1p1t11 for chuges not covered l>y this 1utnorlzat1on. DATE •, -i I HEREBV AUTHORIZE RELEASE OF INFORMATION, requested on tnls form, 

~ 
SIGNED (PATIENT, OR PARENT IF MINOR) 

. by the l>elow named ho1p1t11. 

I . 
. 

DATE 

l CATE ADMITTED I TIME ADMITTED AM I DATE DISCHARGED I Tl ME DISCHARGED AM 

I PM PM 

! COMPLAINT 

I 

I 
1 !JATE OF FIRST SYMPTOMS 

I 
DIAGNC·:'iiS FROM RECORDS (IF INJURY GIVE DATE, Pl.ACE OF ACCIDENT) 

• I " ll 
i IS CONDITION OUE TO INJURY 01'1 SICKNESS ARISING OUT OF PATIENT'S EMPLOYMENT1 Y .. Q No 0 

OPERATIONS OR OBSTETRICAL PROCEDURES PERFORMED (NATURE ANO DATE) 

OTHER HOSPITAL COVERAGl::'.1 YES Q NO Q (IF "YES" NAME OF CARRIER) IF PATIENT HAO OTHER THAN !:EMl·PRIVATE ROOM, 
INDICATE MOST COMMON SEMl·PRIVATE DAILY RATE'-··············· 

HOSPITAL CHARGES: (COMPLETE THIS SECTION OR ATTACH COl'Y OF BILL WITH A DETAILED BRC:AKDOWN OF CHARGES} 

W1rd --D1y11t t Total I TOTAL CHARGES$ 
Jo~ Semt-f"lvet• --D1ya1t t Tot1I PAYMENT CREDITS-PATIENT$ 
Ozc( 

Privet• Total PAYMENT CREDITS-OTHER CARRIER (S) S ~c{g --D1y11t I 

ln1en1lv• C1re Unit --Daya1t I Tot1I 
BALANCE DUE$ 

,r"'7 t · 
4' 

E11tendad Care Facility --D•Y• et t Total THIS FORM APPROVED OV THE I !EAL.TH 

Oper1tln1 Of Delivery Room INSURANCE COUNCIL AND ACCEPTED FOR >-f f'· :d: .. ~ .. • t ,. I ..- ..-'·' . ,,. , , 
Cl) USE BV HOSPITALS ev THE AMERICAN 

£: .. ,,] Ii_\,.. ~ 
Annt1te1l1 r:; '-'i'I "": 'I 

"' HOSPITAL ASSOCIATION. ~' .... ': ~:J.·r,· 
Cl X·R1y ·/..>·' ... • 
a: Laboratory 

·'ISJ1.u"j/.~ 
< HOSPITAL 

:z: EKQ llMA 

(,,) Phy1lc1t Therapy 

Medlcel end Surgical Suppll•• 
ADDRESS 

• Pharm1cv {E11cept Tek•Hom• Dru111> 

lnh1l1t1on Therapy 
l J lntr•v•no111 Solutlona 

TOTAL i 

TAKEN FROM RECORDS I SIGNED ov 
ON1 19 

PAF.MOHANDUM REQAROINO DISPOSITION OF THIS FORM ON REVERSE SIDE 
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Most insurance companies provide their insured persons with simplified 
and standardized claim forms approv.ed by the American Hospital Asso­
ciation and the Health Insurance Council. Such forms can be identified 
by the HI C symbol: 

The HOSPITAL INSURANCE FORM - GROUP O R INDIVIDUAL -
HI F (69), may be stocked and used by hospitals in those instances when 
other approved forms are not submitted by insured patients. When the 
HI F (69) form is completed instead of an insurance company form, the 
two should be attached together inasmuch as parts of the company 
form may have already been completed by the insured person and/or 
the employer. This will facilitate the handling of the patient's claim. 

The Health Insurance Council is a division of the Health Insurance Asso­
ciation of America. As such it represents the member companies of tlie 
Association which provide a majority of the protection against the costs 
of health care in the United States. Additionally, representatives of other 
insurance organizations act in advisory capacities and their member com· 
panies may and do participate in Council programs. In thi:; way, the 
Health Insurance Council is representative of the business as a whole in 
its endeavors to maintain and strengthen relationships between providers 
of health care and the business which helps finance its costs. 

, ... . , .... , . ilCCO•I ro .. IU•t• , IUl• Olt 
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• 
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, .. , .. , ... "····· 



. , 
' . 

ATTACHMENT .I-2 

Blue Cross 
ol W~:;t:ington and Afu'.lka 

P.O. 9ox 327 
S'.! ;i'.t't;?. Wachingr.;,:i ~~1 i ! 
20:3.' 361-3232 

Hospital Outpatient 
Service 8Hiing Form 
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SUBJECT 

Examiner Smith. LAG/RAM Div., LAG Unit. 7 PB 

Hospital Survey (Personal uisit required. If not possible, explain under comments} 

'"" Name of Institution------------------------------------

Address---------------------------------------

C'hech mark cmdlor)fill in ' chs 

1. Date institution began operation ------------

2. ls this institution primarily engaged in treating. sick or injured persons on nn in-patient basis? 
Yes__ No __ 

· 3. Does this institution provide room and board confinements extending al least 24 hours? Yes ___ No_ 

4. ls room and board provided at patient's expense? For example, are patients who do not /iaue insurance requir<!cl 
to pay some portion of the bill? Yes-.__ No __ _ 

5. How many in;>ntient beds?-----

G. Are orders for care written by physicians? Yes __ _ No ____ _ 

7. What is the primary or most appropriate classification of this institution? 

Short-Term General llospitul 
Long-Term General Hospital 
Children's Cenernl lfospit.al 

--· Chronic Disease llospitul 
__ TO or Respiratory Disease Ho~pitnl 
__ ·Short Stay Psychiatric llospit.al 

Long Stay Psychiatric Hospital 
Children's Psychiatric Hospital 
Alcoholism Treatment F'ncility 
R~3idential Treatment Facility 
a. Fo:- Emotionally Disturlicd t\dults 
b. For ti.motionnlly Disturbed Children or Adolescents 
c. Other. Explain _______________________________ _ 

Drug Addiction Treatment Center 
Extended Cnrc Fncility 
Skilled Nursing Facility 
School 
Convalescent Fncilily 
Other, Exp(aitr (e.g., 11art of a ho~11iw/I _________________________ _ 

Gl .. HHA REV, 6•76 P'~OHCD IN U.S .A, 
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8. Diagnostic Xaltoy nml Lnlx>rulory fi'nc ii itics 

None Pr1widcd or Rcndily Avni.lublc 
On the PrcmiRcR 
Arrnnccml!lll wiU1 Anothn Facility, Ex(lluin -----------------------

9. 1'hernpeutic Facilities for Medicul 'and Surgical Treatment of Jn-Patients, e.g., Drugs, Meclicines, Surgical 
Dressings, Equipment (or Adminir;tering Oxygen and Other Durable Equipment for Therapeutic Trrotme11t. 

None Provided or Readily Available 
On the Premises 
Armngcmcnt wilh Another Facility, Explain-----------------------

10. Nursing Services 

2'1 Hour Nursini; hy or Under the Direct Superuisivn• of Registered Gradunt.c Nurses <•Registered 
Nurse .011 Prr.miser; at all timf' sJ 
Nursing ltcndcrccl by LPN'~ , 1~·.'N's, nnd/or Nurses Aids wilh no Hcgistered Nurse on Premises at 
all limes 

Other, Explain _______ ~------------------------~ 

11. Surgicnl Fuc ii ities 

Major Operative Surgl'ry (One or More Opcmtint: Rooms and a Posi-Op Hecouery Room) 
Minor Surgery Only 
Emergency Fucilities Only 
No Surgical Fucilitie~ on. Premises, Arrnn~cment wilh ________________ _ 

Other, Explain-----------------------------------

12. Medicare 

Institution Does Nol Purtic ipntc in Mc<licure 
Applied for Mcdicnrc f>arlicipation - Dale-----­
Participates in Medicare 
a. Provided Number __ - __ _ 

b. Effective 011te of Participation------
Other, Explain---------------------------------

l 3 
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13. JCAH Accreditation 

No Accreditation .- No Application Mnde 
Applied for Under Psychiatric Facilities Program 
(Attach copy of Application (or Surueyl 
A11pliccl fo~ Under Hospital Accreditation Program 
(Attach copy of Application (or Suruey) 
Accredited as P~ychiotric Facility 
(Attach copy of Accreditation Letter} 
Accredited as a Hospital 
(Attach copy of Accreditation Letter) 

Other, Explain---------------------------------

14. Additional Comments 

------------------------------------''··~-

·. 

01 ... UH• R~V. 6•7A '"'""DIN u.s.A. 
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I . INTRODUCTION 

This Demonstration Project, commissioned by the State Office of 

Alcoho.lism and Drug Abuse (SOADA), was designed to explore the 

·potential for funding alternative sources of revenue (beyond 

grants) for alcoholism and drug abuse programs in Alaska. This 

project recognizes the following facts: 

1. That alcoholism and drug abuse programs, extensively 

grant-funded in the past, are facing a leveling off 

of grant funds for programs. This leveling off means 

that, in a period of rising costs and increasing 

demand, alcoholism and drug abuse programs are 

experiencing a shortfall of the revenues needed to 

.operate their programs at adequate levels. 

2. That a major source of revenue, previously ignored, 

needs to be pursued as an essential and feasible part 

of paying for alcoholism and drug abuse treatment. 

That source is the "third party payor," whether 

private (insurance companies) or "public carriers" 

(Medicaid, etc.). 

With . the premise that alcoholism and drug abus e are now accepted 

as an illness ; more and more insurance companies are being 
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billed for their treatment. There has been considerable 

resistance to this from these third-party payers. The National 

Institutes on Alcohol Abuse and Alcoholism (NIAAA) has published 

excerpts from a study by the National Underwriters group showing 

that of 278 insurance policies studied, over 80% either exclude 

or limit payment benefits for alcoholism treatment (NIAAA publi­

cation "Alcohol Topics in'Brief," Volume 1, Number 2) . A study 

of the insurance coverage available to Alaskans, a companion to 

this report (Exhibit A) shows the same situation for both 

alcoholism and drug abuse treatment in Alaska ("A Report ·on 

Health Insurance Coverage of Alcoholism and Drug Abuse Treatment 

in Alaska," Lawn and Associates, Spring 1978). 

The rationale for non-coverage of alcoholism and drug abuse 

treatment ranges .from the emotional to the very practical. For 

example, the emotional reaction: "It can't be cured, so why 

treat and pay for it" can almost bt! ~ ~ard from the executive 

board rooms of insurance carriers whose business is to ''pay for 

it." The practical resistance is two-fold: 1) standards of 

practice, utilization (peer) review, certification or licensure 

of counselors, etc., are just beginning to be defined; 2) fiscal 

management, budgeting, cost accounting, rate setting, etc., have 

not been emphasized to respond to the requirements for accounting 

data to support billings to third party payors. It is the 

fiscal part of the above that will be addressed in this paper . 

-2-
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With the completion of an outline of a uniform accounting 

and financial reporting system completed (Exhibit B, Lawn 

and Associates, Spring 1978), the following questions need 

answered: 

l. Can cost components, by treatement service, be 

produced from the fiscal records of two typical Alaska 

programs, one treating alcoholism and one treating 

drug abuse? 

2. Can- these programs .generate fee schedules (and 

payment mechanisms) to provide the basis for 

establishing reimbursement from third-party payors? 

-3-
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II. COST COMPONENTS FOR THE FAIRBANKS NATIVE 

ASSOCIATION' S COMPREHENSIVE ALCOHOLISM PROGRAM 

AND THE FAIRBANKS DRUG TREATMENT CENTER 

A. Financial Controls Review 

The subject programs were examined for their ability to meet 

certain standards of financial controls. Those standards are 

accepted in the general business community and form the basis 

for the extent of testing that an auditor (generally a Certi­

fied Public Accountant (C.P.A.)) would perform in rendering an 

opinion on the "fairness of presentation" of financial state-

ments issued to third parties. These standards are often 

called internal controls. 

The potential of thir~-party payment is predicated on acceptance , 

by those payers, of the competency of the treatment organization 

to control its operations and to produce high quality care at a 

reasonable cost. Where third party reimbursement is available, 

those payers reserve the right , among other rights, to assess 

the adequacy of the .program's fee schedules and the financial 

reporting system are the elements or characteristics which 

comprise internal controls. These elements are: 

1. The proper functioning of competent personnel, 

• 

performing duties in an atmosphere where clear lines • 

of authority and responsibility are established; 
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2. 

3. 

4. 

The adequate segregation of duties; 

The presence· of proper procedures for authorizations;. 

The presence of adequate documents and records; 

S. The presence of proper procedures · for recordkeeping; 

6. Physical control over the assets and records; and, 

7. Independent checks on performance. 

The results, summarized below, are by agency (a complete report 

on the study is on file with the SOADA): 

1. Comprehensive Alcoholism Program: The examination 

disclosed that the CAP had adequate controls to 

produce financial reports, unit costing of services, 

and be able to support fees charged for services. 

Current personnel appear adequate to supervise the 

reporting and control systems. One additional 

coordinating accountant position, mid-level range, 

will be required to amass and code transactions into 

a unit of service mode. Also recommended is a 

financial audit of records and a separate specific 

program audit. Such program audits should produce a 

statement of assurance that the chargeability pro­

visions of major third party payers have been 

reasonably a ttained , giving due recognition to such 

items as pre-cost cl1~rges and other items funded for 

future replacement or utilization. 
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2. The Fairbanks Drug Treatment Center: The examination 

disclosed that, similar to any small operation, there 

tend~ to be a dramatic overlapping of program manage ­

ment, program services delivery , and p~ogram account­

ability and reporting. In this report, we recommend 

the addition of an independent recording and record 

keeping entity, although still under the general 

approval and control of the Program Director. Also 

recommended is a financ ial audit and program audit as 

suggested for the FNACAP. 

B. .Producing Cost components. 

Concurrent with the review of controls discussed in the pre­

vious section, the availability of baseline data for unit of 

service charges was explored. The general results were as 

anticipated: There is no current reporting on a cost center 

approach, nor are records di rected toward paL l ent flow. 

A review of the existing programs can, however, produce informa­

tion according to these generally acceptable service categories: 

1. For Alcoholism Services: 

Joint Commission on Accreditation of Hospitals (JCAH) 

a. Emergency care 

b. Inpatient care 

c. Intermediate care 

- 6 -
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d. 

e. 

Outpatient care 

Outreach 

f. Aftercare 

g. Consultation and education 

h . General administration/support serv_ ·~ s 

2. For .Drug Treatment Services: 

a. Methadone Program Treatment 

b. Outpatient Counseling 

Since we had available general se rv ice categories but no way to 

produce cost components directly from the accounting records, we 

decided on the following indirect method, using estimations: 

1. Using the principles outlined in Exhibit B, an 

estimate of the distribution of expenses (expired 

costs) was used to produce the cost components. 

2. Based on "l", then the services rendered, by cost 

component, were applied to available s tatistics on 

patient services. This produced an interim unit 

cost for each service. 

The results were the cos t-findings shown as Exhibits C and D 

for the FNACAP and FDTC programs respectively . 
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These analyses (Exhibits C and D), are actually listed as an 

"interim rate" for the services listed. The fact that they 

represent both the cost and the rate per service unit is 

explained in the next section. 
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A. 

III . ESTABLISHING FEE SCHEDULES IN THE 

FNACAP AND FDTC PROGRAMS 

Philosophical Considerations in Fee Scheduling 

Concurrent with or before establishing cost components, the 

program assembles data on program requirements above pure 

accounting cost. Toward this, certain philosophical questions 

must be addressed. For example: 

1 . What is to be the position of the program in regards 

to indigents, especially those marginal indigents who 

do not fully, or perhaps even partially, have economic 

me~ns to pay for services. Are they accepted for 

treatment? Must they be treated under contractual 

requirements with a funding source, e.g., the 

Federal Government? 

2. "Funded replacement" costs are generally those future 

- costs of constructing or purchasing major assets. 

Should they be funded in advance (according to a 

plan) to meet the cash requirements of an asset 

purchase, or should long-term financ i ng be obtained, 

with the finance costs included in the rate structure? 

-9-
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3. What offset to costs can be expected of private 

philanthr opy or of grants from government? What 

special costs are required to maintain these funding 

sources? Is it worth the money received? 

4. What is the position of the "good'' program in 

regards t o "bad debts" write-offs ? How liberal a 

position on bad debts is acceptable to the program? 

Neither the FNACAP nor FDTC programs have addressed these 

issues (Since philosophical issues are explored in more detail 

in Exhibit B, they are not discussed further in this section) . 

B. Fee Scheduling for FNACAP and FDTC 

Since the subject programs have no defensible adjustment to 

cost at t his time, their cost-finding becomes rate-setting at 
. 

this point, as noted in Exhibits C and D. 

C. Other Comment s 

The analysis of cost-finding and rate setting, while under­

developed at FNACAP and FDTC, can offer several insights into 

the programs: 
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1. The question can be asked why "Transportation 

Services" (per trip) are so relatively expensive 

at FNACAP. Since transportation is not in an 

emergency vehicle, fully staffed with paramedics, 

etc., and involving expensive equipment, the figure s 

point out the need for a review of this service. 

Perhaps the program can provide acceptable contract 

transportation services at a lower cost. 

2. At FNACAP, the question can be asked why "Emergency 

Detoxificat i on" (per day) appears so relatively high 

cost. Since our review showed that detoxification 

services were not on the same critical plane as those 

found in a general hospital setting, perhaps contracting 

fo r this service, as an alternative to in-hous e detox, 

may prove acceptable to the program and less expensive 

to the patient . 
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· IV. CONCLUSION 

This report shows the subject programs as capable of a transi­

tion (whole or in part) to free-standing programs capable of 

managing third-party payment systems. As outlined in Exhibit B, 

both programs ne.ed accounting and financial reporting systems 

more sophisticated than currently available. Also noted are 

the necessary philosophical stands to be taken by program manage­

ment and boards of directors toward setting rates. 

Given that the subject programs are representative of alcoholism 

or drug abuse programs statewide , the various statewide programs 

should be capable of third-party payment as a source of revenue. 

The keys to success are commitment and training. 
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