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COST ACCOUNTING SYSTEM IN THE LEBANESE
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In the recent years a ot of research has been done on the most appropriate cost accounting
system for healthcare institutions indicating that the traditional cost accounting systems . may
have lost their relevance to management and other information users.

The article aims to analyze how users of cost accounting information view the relevancy
of the current cost accounting systems in the Lebanese private hospitals in achieving the
objective of modern managerial accounting according to Berliner and Brimson. Moreover, the
paper examines the satisfaction level of the users from the indirect cost allocation to the
provided services in these hospitals. Finally the author examines the relation between the two
mentioned issues and the satisfaction level for the users of cost accounting information in the
Lebanese private hospitals.

The article includes a survey that used the descriptive methods of statistical analysis and
techniques to analyze the collected data.

Keywords: healthcare institutions, ABC, cost agcounting information system, cost
management system, traditional cost accounting systéms, performance indicators.

Backgrotuind

Since cooper (Cooper, 1988a) highlighted the limitations of traditional cost
accounting systems in overheads cost alloeation in a situation of product diversity in
terms of volume and complexity, and‘introduced ABC costing system as recommended
solution. There has been substantial” degree of research interest in the changing
function of management accounting, the role of management accounting in
organizations, the required innovation in cost accounting systems for such organizations.

Consistent with research, Cooper (Cooper, 1988b) found that the firms facing
high level of competition and having diverse product mix are more likely to benefit
from precise costing formation and the introduction no factivity-based cost systems.
Brian (Brian, 1996) discussed that in order to improve quality and cost control,
managers require information suitable for their decision making needs. Berliner and
Brimson (Berliner, et al., 1988) discussed that the cost management system is a
management planning and control system with many objectives basically:

= Measuring the cost of the resources consumed in performing the organization’s
significant activities.

— Identifying and eliminating non-value-added costs, which are costs of activities
that can be eliminated with no deterioration of product quality, performance, or
perceived value.

— Determining the efficiency and effectiveness of all major activities performed
in the organization.

— Identifying and evaluating new activities that can improve the future performance
of the organization.
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Hospitals and other healthcare organizations increasingly are confronted by a
challenging and competitive environment. Greater focus on the quality of patient
care, the high cost of new technology and increased competition are among the
factors forcing these organizations to re-examine the manner in which they provide
service to their patients, as well as the cost of these services.

This paper takes a more exploratory approach with the intention of establishing
how management accounting information users in Lebanese private hospitals, view
the relevancy of the current applied cost accounting systems in achieving the modern
management accounting objectives. The objectives of this paper are:

— To examine the satisfaction level of managerial accounting information users
at the Lebanese private hospitals, from the applied cost accounting systems role in
achieving modern management accounting objectives according to Berliner' and
Brimson.

— To examine the accuracy level of indirect cost allocation between provided
services in the Lebanese private hospitals.

— To examine the effect of achieving cost accounting objectives and.indirect cost
allocation on the overall satisfaction level for the applied cost accounting systems.

For the aim of this paper, a questionnaire was conducted.onwrandom sample of
management accounting information users in Lebanese private hospitals. The collected
data was analyzed using descriptive statistics techniques.

Finally, this paper includes a conclusion driven from-the results of data analysis.

Literature review

The healthcare sector has been a subject tor profound transformation in the
recent decades, both in organizational and {financial terms. The reduction of public
funding and the emphasis on performance. measurement in public services have
influenced the management and accotinting practices of healthcare systems, as a
result healthcare; internationally; face, pressures to deliver cost efficient care in the
face of escalating demands. These pressures have led to many initiatives to improve
the management and efficiency of healthcare delivery (Michela, et al., 2005).

Regarding weaknesses intariff method in the late 1980s, most hospitals made
their tariffs calculating method based on Diagnosis Related Groups (DRG). In this
method, instead of fixed tariffs, cost price of hospital services was calculated based on
opinion of experts (West, et al., 1998). In the recent decade, by increasing activities
and the importance of cost price in hospitals for managers and governments,
understandingthese changes and evaluating their effects on cost price is very important,
traditional coesting methods cannot practically meet these expectations (Rajabi, 2005).

Gering(Gering, 1999) saw that traditional accounting has a tendency to provide
information which though accurate is often late, irrelevant, and misleading; also it is
comiplex to the uninitiated with its double entries, accruals and provisions. Wang and
others (Wang, et al., 2010) argue that traditional cost accounting, which mainly uses
one single cost driver such as direct labor or output volume to allocate the overhead
costs, systemically distorts product costs in modern manufacturing and service
environments in which overhead costs are a significant portion of product costs.

Research Method
This paper takes a more exploratory approach with the intention of establishing
how management accounting information users in Lebanese private hospitals, view
the relevancy of cost accounting systems with modern managerial accounting objectives.
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Hypothesis

— H,,: The applied cost accounting systems in Lebanese private support effectively,
the objectives of management accounting according to Berliner and Brimson.

— H,: The applied cost accounting system provides accurate allocation of indirect
cost allocation for the provided services in the Lebanese private hospitals.

— H,;: The decision makers in the Lebanese private hospitals are satisfied by the
applied cost accounting system.

For the aim of this paper, a survey was conducted on random sample of Lebanese
private hospitals. A questionnaire was distributed on the chief executive officer, chief
financial officer, senior accountant, medical director, nursing director and quality
director in each hospital.

The total number of general hospitals in Lebanon is 141 private hospitals, and
25 public hospitals. Table 1 represents the distribution of hospitals in Lebanon according
to area and type, considering the hospitals number and capacity which is represented
by beds number. The population of the study is the general private hospitals in
Lebanon which are classified by the ministry of public health over the levels A, B and
C which are 54 hospitals. Tablel represents the distribution of pepulation hospitals
based on level and area.

Table 1 —Distribution of private hospitals in Lebanon based on accreditation level

Level Rate of private
Area Total hospitals in
A B & Area
BEIRUT 4 4 2 10 90.91%
BEQAA 0 2 4 6 26.09%
MOUNT
0,
LEBANON 1 6 7 14 24.56%
NORTH
0,
LEBANON 0 2 8 10 37.04%
SOUTH LEBANON 1 2 11 14 87.50%
Total 6 16 32 54 40.30%
Rate of private
Hospitals in 40.48% 11.94% 23.88% 40.30%
Lebanon

Thesample was randomly chosen from private hospitals in Lebanon;with a required
confidence level 95%, and confidence interval of £5 the sample size is calculated as
follows:

e px(l-p) 1,96° * 5%(1-.5)
> =1+

Sample size =1+
P ¢ .05°

=384 Hospitals

finite sample size = i = 384.16 =47 .
[n+(s—1)j [54+(384.16—l)j Hospitals

n 54
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Where:

— 7= 196 for 95% confidence interval

— P= 0.5 standard deviation which is the safest level.
— C= confidence interval which is £5

—N= 54 which is the population of the study

— S=Sample size for infinite population

Results

The sample size, which is the number of distributed questionnaires, was
47 hospitals, with 5 questionnaires for each hospital. The job title was the same for
every hospital excluding one hospital where the medical director of one hospital in
south Lebanon classified B didn’t response. The answered and returned questionnaires
were 199 with a response rate of 84.68% as follows:

Table 2 — Survey response details according to hospitals classification

Hospital Area
o 2 2 2 —
Beds Number o] % w % w % w 8 S
= o) > > > =
1 % [2z2]%5| &=
~ 7| = Z
BEDS LESS Hospital B 5 0 0 0 5
OR EQUAL Level C 0 10 20 29 59
100 Total 5 10 20 29 64
BEDS Hospital B 5 5 10 0 0 20
GREATER Level C 0 15 5 20 40
HAN 100 LESS
OR EQUAL TO  Total 5 5 25 5 20 60
200
BEDS _ A 25 0 0 0 0 25
Hospital
GREATEROR 1 B 10 5 15 0 0 30
EQUAL TO ove C 0 0 0 10 10 20
200 Total 35 5 15 10 10 75
O 4 25 0 0 0 0 25
ospital g 15 15 25 0 0 55
Total Level
c 0 0 25 35 59 | 119
Total 40 15 50 35 59 | 199

The survey basic analysis showed that 91% of the sample is not satisfied with the
applied cost accounting system applied in the Lebanese private hospitals. Moreover,
91% of the sample considers that the allocation of the indirect costs in the Lebanese
private hospitals is not satisfactory. In addition, 90.9% considered that the applied
cost accounting in the Lebanese private hospitals needs to be modified. The mean of
each of the dependent variables is shown in table 3 as follows:
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Table 3 - Descriptive Statistics analysis for the dependent variables of the study

Are you satisfied with the applied cost accounting

system?

The allocation of indirect cost between services is

satisfactory

Applied cost accounting system needs to be modified?

Valid N (list wise)

N

199

199

199
199

Min

max

Mean

1.78

1.96

4.04

Std. Dev.

0.822

0.737

0.748

Moreover, the variables matched to the satisfaction level of indirect cost allocation
in the Lebanese private hospitals explain the main reasons of the low satisfaction
level for indirect cost allocation where. Table 4 present detailed descriptive analyses

for examined factors:

Table 4 - Descriptive Statistics for variables describing the factors:related to the
satisfactory level of indirect cost allocation

Factor

Room and Bed service is a non-profitable
service in the hospital?

Rate of occupancy effects the allocation of
indirect costs between different
departments?

Indirect cost allocation reflects the
interrelation between diverse services?
Indirect costs are the major portion of
services total cost?

Medical staffis involved in cost allacation
decisions?

Nursing salaries in bed androm
departments should be considered in direct
cost?

Cost drivers used‘to allocate in direct costs
could explain cause and effect relationship
between revenues and costs?

Nursing salaries considered the major cost
of Room and Bed service?

Valid

199

199

199

199

199

199

199

199

0

Missing

Mean

3.64

4.48

3.08

3.83

3.59

4.78

Std.
Dev.

1.163

0.936

0.875

0.61

0.987

0.746

0.995

0.448

Var.

1.35

0.88

0.77

0.37

0.97

0.56

0.99

0.2

Min Max
2 5
2 4
1 4
3 5
2 4
2 5
2 5
3 5

Moreover, the factors causing the high percentage of unsatisfactory level from
the applied cost accounting in the Lebanese private hospitals, based on the modern
management accounting objectives. Table 5 presents the descriptive analyzes of the
variables related to the satisfactory level of users from the applied cost accounting

system.
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Table 5 - Descriptive Statistics for variables describing the satisfactory level relevant

to modern cost accounting objectives

Variable

Computing accurate costs for services
helps in optimizing profitability?

Cost of each service provided by the
hospital is accurately computed?

Investment decisions are supported by
cost accounting information?

Cost accounting information helps in
cutting non-efficient activities?

The market competitively affects deeply
the profitability of the hospital?

Profitability of each provider contract is
accurately computed?

The applied cost accounting system
helps in measuring The cost of the
resources consumed by each activity.
The applied cost accounting system
support the process of revision for the
operations flowchart

Change in operational procedures effect
the indirect cost allocation between
diverse services?

Valid N (list wise)

199

199

199

199

199

199

199

199

199

199

Min

Max

Mean

4.34

1.9

3.26

221

4.24

2.44

1.93

2.67

Std. Dev.

0.83

1.06

1.27

0.79

0.71

1.02

0.7

0.75

1.03

Hypotheses were tested using chi square analysis for the dependent variables in

the survey and the following results were interpreted as follows:

HoL The applied cost accounting systems in Lebanese private support effectively,
the objectives of management accounting according to Berliner and Brimson.

Are you satisfied with the applied cost accounting system?
Expected N

Observed N
Strongly:Disagree 7
Somewhat disagree 104
Neither agree nor disagree 2
SOMEWHAT AGREE 16
Total 199

Chi-Square
df
Asymp. Sig.

a. 0 cells (0.0%) have expected frequencies less than 5. The minimum expected cell frequency is 49.8.

Test Statistics
Test Statistics Are you satisfied with the applied cost accounting system?

49.8
49.8
49.8
49.8

Residual

27.3

54.3
-47.8
-33.8

142.809"

0.000
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The Pearson Chi-Square test statistic basically expresses the total difference
between the 199 observed cases. The P-value is less than 0.001 which is less than the
significant rate a=0.05, with an x2(3) = 142.809, P=.000, Ha should be rejected.

H@ The applied cost accounting system provides accurate allocation of indirect
cost allocation for the provided services in the Lebanese private hospitals.

The allocation of indirect cost between services is satisfactory

Observed N Expected N Residual
Strongly Disagree 42 49.8 w78
Somewhat disagree 139 49.8 89.3
Neither agree nor disagree 2 49.8 -47.8
SOMEWHAT AGREE 16 49.8 -33.8
Total 199

Test Statistics
The allocation of indirect cost between services is satisfactory

Chi-Square 230.045a
df 3
Asymp. Sig. 0.000

a. 0 cells (0.0%) have expected frequencies less than 5. The minimum expected cell frequency is 49.8.

>XHe r caiaun iii'uquaic irau aiaiiotib uadiuan™ crnipicmca wic lutai uiiicicin”™c
between the 199 observed cases. The P-value is less than'0.001 which is less than the
significant rate a=0.05, with an x2(3) = 230.045, P=:000, H®@ should be rejected.
H® The decision makers in the Lebanese private hospitals are satisfied by the
applied cost accounting system.
Applied cost accounting system needs to be modified?

Observed N Expected N Residual
Somewhat disagree 17 49.8 -32.8
Neither agree nor disagree 1 49.8 -48.8
SOMEWHAT AGREE 139 49.8 89.3
STRONGLY AGREE 42 49.8 -7.8
Total 199

Test Statistics
Applied cost accounting system needs to be modified?

Chi-Square 230.648a
df 3
Asymp. Sig. .000

a. 0 cells (0.0%) have expected frequencies less than 5. The minimum expected cell frequency is 49.8.

The Pearson Chi-Square test statistic basically expresses the total difference
betweenthe«<199 observed cases. The P-value is less than 0.001 which is less than the
significant rate a=0.05, with an x2(3) = 230.648, P=.000, H®should be rejected.

Conclusion

This study illustrated the need to improve the applied cost accounting system in
the Lebanese private hospitals due to its shortage in achieving the modern objectives
of managerial accounting. The main shortage of the applied cost accounting systems
was in its poor role in cutting non-efficient activities, shortage in measuring the cost
of the resources consumed by each activity and lack in ability to compute the accurate
cost of each services and profitability of each contract provided by the hospital.

Moreover, the methodological approach of applied cost accounting systems in
allocating the indirect cost for the Lebanese private hospitals appeared to be not
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satisfactory. The main reason for this non satisfactory was related to the low involvement
of the medical staff in cost allocation process.

The two discussed points supported a trend of the cost accounting users to
modify the applied cost accounting systems in the Lebanese private hospitals.

Based on the statistical analysis the null hypotheses of the study were rejected
and the following statements were supported:

— The applied cost accounting systems in Lebanese private does not support
effectively, the objectives of management accounting according to Berliner and Brimson.

— The applied cost accounting system does not provide an accurate allocation of
indirect cost allocation in Lebanese private hospitals.

— The decision makers in Lebanese hospitals are not satisfied by the applied cost
accounting system in Lebanese private hospitals.

Further studies should be considered to examine the drivers and barriers.of ABC
system implementation in the Lebanese private hospitals. Moreover, case studies
about actual implementation of ABC should be done to examine its effect'on the role
of managerial accounting in Lebanese private hospitals.
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®apapx X. ICCIEAJOBAHWE ITPUMEHEHWA CHUCTEMBI YYETA PACXO-
JOB'B YACTHBIX KJIMHWKAX JTUBAHA: HAYYHOE OBO3PEHUME.

B mocnesnue rompl mosBMIMCH pasMUHBIE HMCCJAefOBAaHUs, KacalolTHecs CHCTeM yueTa
pacxo/i0B MPHUMEHUTETIbHO K YUPEKACHHUSAM 3/paBOOXPaHeHHUA. IJTO CBHAETENIBCTBYeT O TOM,
YTO TPaAMIIMIOHHO IIpHMeHseMble CHUCTeMBI y4ueTa 3aTpaT ysKe He y/OBJEeTBOPSIOT MEHe/KMEHT
U IPYTUX HoJb3oBaTesein nHbopManuu. MHOTHe HccaeioBaTen Mpejlarali BHECTH U3MeHe-
HUA B CHCTEMBI yUeTa, B OCHOBHOM C MCIIOJIb30BaHMeM pekoMeHayeMoin cructemMel ABC B kaue-
CTBE PEIlEHUst 5TOH aKTyaJbHOU MPOOAEMBL.

3azmadeil JaHHOHM CTaTbU SABJAETCS aHAJINU3 CTelleHW YOBJIeTBOPEHHOCTH MOJIb30OBaTesel
Oyxrantepckoil mHbopMalnell 0 pacxoax B MEAUIUHCKUX yupexkaeHusx JIusaHa ¢ TeM, yToOb
YCTaHOBHTD, KaK STH IIOJIb30BaTeIH BUAT CYIIECTBYIOIINE CHCTEMBI yyeTa B COOTBETCTBHU C
uccrepoBanusvu Berliner u Brimson. Kpome Toro, B crarbe paccMaTprBaeTcst CTEINEHD YA0B-
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JeTBOPEHHOCTH IOJIb30BaTe el MOPSAKOM paclIpe/ieleHHusI KOCBEHHBIX 3aTpaT IO IIpeIoCTaBIIsa-
€MBbIM yCJIyTaM B STHUX KIMHHUKAX.

CraThs BKJIOYAET HCCAeOBAaHUs, B KOTOPBIX HCIOJIb30BaJNCDh ONNCaTeIbHbIe MEeTO/BL CTa-
TUCTHYECKOTO aHAU3a U TEXHUKY aHAJIM3a COOPAHHbBIX JAHHBIX.

KutoueBsie cioBa: yupexaeHus sapapooxpatnenis, ABC, nHdopMalnoHHble CHCTEMBI yYeTa
pacxo/oB, CHCTeMa yIpaBJeHUs 3aTpaTaMH, TPaJUIINOHHEIE CHCTEMEI yyeTa pacXo/IoB, TOKa3a-
TeJTH JesITeTbHOCTH.





