ABX Hospital

Harry Moss, administrator of ABX Hospital, requests your assistance in preparing a cost analysis for a proposed additional to the telemetry unit.  The hospital presently has 10 telemetry units in operation on a 40-bed floor.  A telemetry unit monitors patients who had heart attacks or have cardiac problems.  This unit allows a patient to move about freely in that particular hospital wing without being confined to a hospital bed.  The present 10-unit telemetry monitoring system is located in the nursing station that can accommodate the proposed 8 additional units without renovation.

Telemetry units represent a step down in the level of care from cardiac intensive care rooms.  Telemetry units not only offer patients more freedom but also offer a considerable cost saving.  Cardiac care rooms average $300 per day, while the telemetry unit charge is the regular room charge of $120 plus an additional $80 to $120 daily.

Expected revenue.  Hospital management is undecided whether to charge a $80 or $120 differential a day for the proposed unit.  Also, there is lack of consensus among the managers regarding the rate of utilisation.  The expected range is from 40 to 60 percent.  A 10 percent allowance for bad debts and insurance discount is estimated.

Expected cost.  Space for the unit will be obtained by converting a wing of the hospital presently being used for medical-surgical patients; the regular room rate is charged for this wing.  The equipment’s total cost is expected to be $44,570; the life is estimated to be only five years due to technological changes.  Straight-line depreciation will be used.  

The administrator indicates that you are to determine total cost for the five-year period for each cost element and then divide by five years to obtain an average for the five-year period.

Service contract costs for routine maintenance and service call costs for overtime, labour, and parts are expected to be $3,060 and $2,400 respectively in Year 2, with an increase of 10 percent per year thereafter for inflation; no such costs are expected for Year 1 since the equipment will be under warranty during this time.  Costs of supplies will be $2,800 for the first year, with a 12 percent annual increase thereafter due to inflation and aging of the equipment.  One registered nurse earning $25,000 annually, and two licensed practical nurses, each earning $17,000 annually, will staff the eight-bed unit.  Personnel cost the hospital industry has increased 8 percent annually in the last few years.  For simplicity, assume the service contract, service call, suppliers, and personnel costs are fixed, unaffected by changes in volume.

Required:

(a.) Determine differential margin that will be received and the annual percentage return on equipment using a:

(1) $80 charge per day and a 40 percent use rate 





(1) $80 charge per day and a 60 percent use rate





(1) $120 charge per day and a 40 percent use rate

(1) $120 charge per day and a 60 percent use rate


