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Hospitals = $50 billion in expenditures per year
Seeking strategies for limitations of Global Budgets?

• Transparency 

• Perceived inefficiencies

• Wait times

• Unexplained variation in utilization/cost

• No reward for innovationNo reward for innovation

• Emergency Departments

Alternative Level of Care• Alternative Level of Care

• No incentive to improve quality
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Drivers of hospital funding reform: ABFp g

• Stimulating productivity and efficiency

• Reducing lengths of stay

• Reducing hospital waiting lists

• Increasing competition between hospitals to improve quality

• Encouraging monitoring and benchmarking

• Reducing excess capacity, increasing transparency in hospital funding

• Facilitating patient choice• Facilitating patient choice

• Harmonizing payment mechanisms between public and private providers
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Activity-Based Funding ‘Rushing In’y g g

– BC, AB, ON; incremental funding in SK, NL
– CMA BCMA OMA OHA Kirby Commission (v 6)CMA, BCMA, OMA, OHA, Kirby Commission (v.6)
– International norm
– Much more complex to administerp

Major Motivating Factors

Improve 
Timeliness of 

Access

Foster 
Transparency in 
Hospital Funding

Increase Value for 
Money for 

Hospital Spending
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Pluses and Minuses of Activity-Based Fundingy g

Opportunities Challenges

Using funding as a 
‘lever’ to increase 

g

Problems well known: 
Rewards Volume….

technical efficiency

– Economic 
– No incentive to 

coordinate care, 
incentives: retain 
surpluses

fragmented care

– Over-provide 
– Political incentives profitable services

– Upcoding ….

Hospital Payment Mechanisms: JMSutherland, 2011



Healthcare Financing, Innovation and Transformation

Decades of Research and Applicationpp
Evidence

Tends to shorten lengths of

No Evidence
• Improves evidence based• Tends to shorten lengths of 

stay
• Tends to increase the 

volume of hospitalizations

• Improves evidence-based 
care

• Improves effectiveness or 
appropriatenessvolume of hospitalizations

• Tends to increase spending
• Little evidence of effect on 

hospital quality

pp p
• Impact on other sectors
• Provider engagement

hospital quality
Mixed effects

• Efficiency
Other potential impacts

….but, neither does global 
budgeting

Other potential impacts
• Geographic access
• Equity of access
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Addressing Common Stakeholder Concernsg

HumanHuman 
Resource

Waiting 
TimesHospital

Concerns

Times
Finances

QualityPatient 
Satisfaction

Access
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G ll h• Generally, the payer 
defines the product 
groups it is willing to pay Defininggroups it is willing to pay 
for
• Medicare (DRG)

Defining 
the Product

• Medicare (DRG)
• Department of Health, 

UK (HRG)UK (HRG)
• Department of Health 

d A i A t li CMG / DRGand Ageing, Australia 
(AR-DRG)

CMG / DRG
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• Cost data is used to setCost data is used to set 
the value (price)
• Ontario Case CostingSetting the Ontario Case Costing 

Initiative, Alberta 
costing

g
Value/Price

• Charge data (DRG)
• Micro-costing studies• Micro-costing studies, 

Australia (AR-DRG)
• Hospital financial dataPayment • Hospital financial data 

(UK, HRG)
• What components are in?

Payment
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When the Price is Not Right
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Costing Methods
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Can ABF be credibly executed in Canada?y

Data and Information Systems

Clinical Financial
Patient-
Level 

Costing
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What are key implementation challenges?y p g

• Determining desirable levels of activity

• Spending ‘caps’ to limit growth of activity

• Long-term commitment needed for hospitals to respond to incentives

• Phased implementation (How quickly and to what level)ased p e e tat o ( o qu c y a d to at e e )

• Adjust payment amounts away from ‘average’

• Quality
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What are the known risks?

• Preparing for change within hospitals
• Activity

H it l fi i l f• Hospital financial performance
• Management changes

• Changes in other sectors
• Greater reliance on post-acute care settings

• Pricing
• Increase in volume of most profitable patients
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Important success factors?p

Vision and leadership

Political risk related to changing hospital activity and capacity

Understanding the effects of natural geographic monopolies

Applicability in less-populated provinces/regions

Understanding demand and supply of post-hospital services
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Maintaining credibilityg y

Coding Quality Continuous Attentiong Q y

• Surveillance efforts 
should be aligned with

• Quality
should be aligned with 
funding incentives

• Framework for non-
dh d d

• Access

• Prices and Volumes
adherence to standards

– Attribution of 
responsibilitiesp
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International ‘Lessons Learned’ 

– ABF is one tool in the toolkit
– Remove some componentsRemove some components

• Capital, teaching, rural, EDs
– Setting the payment amount is really hard to balance g p y y

incentives
• ‘best practice price’, ‘fair and achievable’ or 

averageaverage
• Mental health, pediatrics, palliative

– Funding for growth in cost and volumeFunding for growth in cost and volume
– Episode splitting
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Hospital Funding: Options for Canadap g p

– Health care systems most like our own: mix of 
fixed/ABF

– Long term commitment with phased implementation
– Spending increases are NOT equal to improvements 

in health
• Cap overall spending when using ABF
• Growth and policy adjustments• Growth and policy adjustments

– Payments shouldn’t be ‘average’
• Target ‘value’ or health gainTarget value  or health gain

– CMG+ is cost-based reimbursement
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Other initiatives in the environment

Medical Home Pay-for-Performance

Reforms

Accountable Care 
O i ti Bundled PaymentsOrganizations Bundled Payments
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Th k !Thank you!
jsutherland@chspr.ubc.ca
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Incentives

• ABF creates incentives for hospital ‘volume’
Salaried physicians– Salaried physicians

– Fee-for-service physicians
– Other incentivesOther incentives
– Role of purchasing groups

• Aligning hospital and physician incentives: 
But for what?
– Rewarding volumes
– Rewarding quality
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