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 Administrative Cost Effectiveness (ACE) Metric
CONCEPT

The MEDCOM Cost Effectiveness (ACE) Metric provides leaders and decision-makers with a first level diagnostic on the efficiency of administrative support to the healthcare operations of a Medical Treatment Facility (MTF).
 
The ACE Metric is an adaptation of the “Overhead Ratio”, a standard and important managerial accounting ratio from the not-for-profit healthcare industry.  This ratio compares the overhead expenses of an organization in relation to its operating revenues and is the starting point for analyzing administrative efficiency. 

Creating an overhead ratio for a MEDCOM MTF requires two adaptations from the process used in the not-for-profit healthcare sector.  The first adaptation is the assignment of an economic value to the healthcare production to serve as a proxy for Revenue.  Second is to ensure that only those expenses applicable to the “Revenue” are included in the ratio.

METHOD

The method described below applies to version 1.0 of the ACE METRIC which is in effect as of 21 September 2009.      

Version 1.0 compares the administrative expenses in support of inpatient and outpatient operations to the “Revenue” of the inpatient and outpatient operations.  The metric is currently produced at the PPS Parent DMIS ID level.

Expense Data:
· Source:  EASIV Repository.
· Time Period:  12 Month Period (For facilities with less than 12 months of data their data is estimated to completion).
· Expenses from the Administrative Functional Costs Centers (E Accounts) less Depreciation, Free Receipts, Medical/Dental Supplies and Equipment, and Utilities.
· Expenses that are assigned to the inpatient and outpatient functional cost centers, FCCs A&B.

Revenue Data:
·  Source:  M2
· Time Period:  12 Month Period.
· Workload data is converted to “Revenue” using the MEDCOM Practice Management Revenue Model methodology.  For a  description of the methodology see “The MEDCOM Practice Management Revenue Model”
· Revenue is currently calculated for inpatient and outpatient operations, FCCs A & B.

Expressed as a formula for the efficiency of administrative expenses relative to revenue version 1.0  is:

· ή$ER= (XEA + XEB) / (RA + RB)

INTERPRETATION

The metric is expressed as a ratio which can be interpreted that the organization spends a certain amount in administration for each dollar of healthcare value created.  For example a MTF with $15 million of applicable administrative expenses that are matched to $50 million of “revenue” the ACE Metric would be   $15,000,000 / $50,000,000 =   0.30, or thirty cents of administrative expenses to support $1.00 of healthcare value.

Ceteris paribus and assuming an acceptable level of administrative effectiveness a lower number is better.

In the not-for-profit healthcare industry, to include government healthcare, administrative overhead is significant and inefficient administrative can quickly consume resources that would otherwise be available for the production of health services.

Administration is very sensitive to economies of scale and caution should be used in comparing the ACE Metric between organizations particularly as their size as measure by revenue is significantly different.  

SCORING

The ACE Metric is scored using a non-linear regression model.  The specific model is a saturation growth model using “Revenue” as the independent variable.    This approach accounts for the impact of economies and in effect makes each MTF its own peer group.    The MTF’s ACE Metric is compared to its goal from the regression model and a score is assigned based on the distance, measured by standard deviations, from the goal.

ACTIONABILITY

The ACE Metric provides leaders with an indicator of administrative efficiency though it does not indicate which aspect or aspects of administration are driving the results which would be identified by drilling into the data and local staff analysis.  

 However it is important to realize that improving a MTF’s administrative efficiency can be achieved by two broad mechanisms:

·  Increase healthcare ‘revenue’ faster than administrative expenses (more production, better coding, etc.)
· Decrease administrative expenses (Cost control, MEPRS accuracy, etc.)
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