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• Partners:

– B.C. Ministry of Health Services
– Canadian Institutes for Health Information (CIHR)

C di H lth S i R h F d ti– Canadian Health Services Research Foundation 
(CHSRF)
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• ‘Big picture issues’ that have been used to 
drive health system reform and ABF

Sti l ti d ti it d ffi i• Stimulating productivity and efficiency
• Reducing lengths of stay
• Reducing hospital waiting listsReducing hospital waiting lists
• Increasing competition between hospitals to improve 

quality
E i it i d b h ki• Encouraging monitoring and benchmarking

• Reducing excess capacity, increasing transparency in 
hospital funding

• Facilitating patient choice
• Harmonizing payment mechanisms between public and 

private providersprivate providers
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• Hospitals now account for over $50 billion 
in expenditures per year

• What isn’t working with current system?

• Perceived inefficiencies
• Wait times• Wait times
• Unexplained variation in utilization/cost
• Transparencyp y
• ‘Bending the cost curve’
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• Activity-based funding is ‘rushing in’ 
across Canada

BC AB ON i t l f di i SK NL– BC, AB, ON; incremental funding in SK, NL
– CMA, BCMA, OMA, OHA, Kirby Commission (v.6)

• Survey:
What are the provinces big-picture issues?p g p

– Foster transparency in hospital funding
I l f f h it l di– Increase value for money for hospital spending

– Specific quality outcomes
Improve timeliness of access– Improve timeliness of access
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• What is attractive about activity-based 
funding?
– Using funding as a ‘lever’ to increase technical 

efficiency
E i i ti• Economic incentives

• Political incentives

M bl k– Many problems are known:
• No incentive to coordinate care, fragmented care
• Over-provide profitable services• Over-provide profitable services
• Upcoding ….

More than 3 decades of research and application– More than 3 decades of research and application
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• Activity-based funding, the evidence:
• Tends to shorten lengths of stay

T d t i th l f h it li ti• Tends to increase the volume of hospitalizations
• Tends to increase spending
• Little evidence of effect on hospital quality• Little evidence of effect on hospital quality

– Mixed effects:
Effi i• Efficiency

– Other potential impacts:
• Geographic access
• Equity of access
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• No evidence:
• Improves evidence-based care

I ff ti i t• Improves effectiveness or appropriateness
• Impact on other sectors
• Provider engagement• Provider engagement

….either does global budgetingg g g
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• Survey: 
What do the provinces think about ABF?

– Health human resource implications
– Waiting timesWaiting times
– Quality
– Access

• Geographic access
• Equity of access

– Patient satisfaction
– Hospital financial performance
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H d i i b d f di ?How does one get to activity-based funding?

Defining 
the Product

Setting the 
Value/Pricethe Product Value/Price

CMG / DRG Payment



Strategic Initiatives

• Generally, the payer 
defines the productdefines the product 
groups it is willing to 
pay for

Defining 
the Product

• Medicare (DRG)
• Department of 

H lth UK (HRG)

the Product

Health, UK (HRG)
• Department of 

Health and AgeingHealth and Ageing, 
Australia (AR-DRG) CMG / DRG



Strategic Initiatives

• Cost data is used to 
set the value (price)
• Ontario Case 

Costing Initiative, 
Alberta costing

Setting the 
Value/Price Alberta costing

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

studies, Australia 
(AR-DRG)( )

• Hospital financial 
data (UK, HRG)

Payment

• What components   
are in?
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• Costing 
Methods:
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• What happens when the price is not right?
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• Can activity-based funding be credibly 
executed in Canada?

• Some of the key issues
– Data availability

Cli i l• Clinical
• Financial
• Patient level costing• Patient level costing

– Coding quality
• Framework for non-adherence to standardsFramework for non adherence to standards

– Increased demands for timeliness
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• What are does the literature cite as key 
issues?

– Prepare for change within hospitals
A i i• Activity

• Hospital financial performance
• Management changes• Management changes

– Prepare for change in other sectors
– Increase in the volume of the most profitableIncrease in the volume of the most profitable 

patients rather than those most in need
• Will provinces know where highest ‘margin’ 

ti t ith t t d t ?patients are without cost data?
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• Issues from the literature: 
What are key implementation issues?
– Determining service contracts between funder and 

hospitals
• Setting desirable levels of activity• Setting desirable levels of activity

– Spending ‘caps’ to limit growth of activity
– Long-term commitment needed for hospitals to respondLong term commitment needed for hospitals to respond 

to incentives
– Phased implementation

• How quickly and to what level
– Adjust payment amounts away from ‘average’

Q lit ?– Quality?
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• What are some additional important risk 
factors?

– What are the critical success factors
• Vision and Leadership• Vision and Leadership

– Political issues related to changing hospital capacity
– Understanding the effects of natural geographicUnderstanding the effects of natural geographic 

monopolies
– Threshhold for applicability in less-populated 

i d iprovinces and regions
– Understanding demand and supply of post-hospital 

servicesservices
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• ABF: What don’t we know….
• Improve evidence-based care

I ff ti• Improve effectiveness
• Improve safe, coordinated care between sectors
• Impact on hospital health human resources• Impact on hospital health human resources

• Survey: What are provinces describing asSurvey:  What are provinces describing as 
barriers to changing funding policies?
– High quality and accessible dataHigh quality and accessible data
– Expertise to guide implementation
– Stakeholder resistance or support



S

Strategic Initiatives

• Survey: Where are provinces seeking 
information on ABF?

E t l t / lt t– External experts/consultants
– Universities, literature review

CIHI– CIHI

• Survey: How are provinces building 
capacity for ABF?capacity for ABF?
– Attend workshops and conferences
– Participate in provincial initiatives and working groupsParticipate in provincial initiatives and working groups
– Internally-generated
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• Survey: What expertise is lacking to 
execute ABF?

I t ti l f tit d– Intestinal fortitude
– Education of funding policy’s affect on:

• Overall spending• Overall spending
• Quality
• Case mixCase mix

– Cross-training between finance and clinical areas
– Training opportunities
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• ‘Lessons Learned’ from international 
collaborators?

O t l i th t lkit– One tool in the toolkit
– ABF is a framework which needs continuous attention

Remove some components– Remove some components
• Capital, teaching, rural, EDs

– Setting the payment amount is really hard to balanceSetting the payment amount is really hard to balance 
incentives

• ‘best practice price’, ‘fair and achievable’ or average
• MH, geriatric, palliative, rehabilitation

– Funding for growth in cost and volume
W t h f h i tti f E i d litti– Watch for changes in settings of care, Episode splitting
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• Hospital payment mechanisms: An 
overview and options for Canadaoverview and options for Canada 
(CHSRF)
– Some consensus on fixed/ABF hospital funding– Some consensus on fixed/ABF hospital funding
– Cap hospital spending when using ABF
– Payments shouldn’t be ‘average’y g
– Long term commitment
– Phased implementation
– CMG+ is cost-based reimbursement
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• What else is present in the environment?

– Pay-for-Performance
– Medical Home, Accountable Care Organizations

B dli i t ‘E i d ’– Bundling care into ‘Episodes’
• Breaking the silos
• Opportunities for outcome quality measures• Opportunities for outcome quality measures
• Engaging physicians – transforms incentives

– ‘gain-sharing’ accompanies risk sharingga s a g acco pa es s s a g
– Widespread discussion of incorporating quality 

measures into hospital/episode funding
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• I am in Victoria MoHS every 2 weeks 
(7th fl )(7th floor)

jsutherland@chspr.ubc.ca


