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Hospitals = $55 billion in expenditures/year

• Transparency 

• Perceived inefficiencies

• Wait timesSeeking • Wait times

• Unexplained variation in utilization/cost

g
strategies for 
limitations of 

• No reward for innovation

• Emergency Departments

Global 
Budgets?

• Alternative Level of Care

• No incentive to improve quality
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• No incentive to improve quality



Alternate Level of Care

• Patients ready to be discharged from hospitaly g
– No appropriate discharge location (‘waiting’)
– 14% of acute care beds
– 7,500 hospital beds each and every day across Canada

Di h l t t ti t d h f• Discharge lowest cost patients and exchange for 
higher cost patient?
– No change in fundingNo change in funding
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Drivers of hospital funding reform

• Stimulating productivity and efficiency

• Reducing lengths of stay

• Reducing hospital waiting listsg p g

• Increasing competition between hospitals to improve quality

• Encouraging monitoring and benchmarking• Encouraging monitoring and benchmarking

• Reducing excess capacity, increasing transparency in hospital funding

• Facilitating patient choice

• Harmonizing payment mechanisms between public and private providers
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Activity-Based Funding (ABF) ‘Rushing In’

Improve Foster Increase Value forImprove 
Timeliness of 

Access

Foster 
Transparency in 
Hospital Funding

Increase Value for 
Money for 

Hospital Spending

Major Motivating Factors

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

M h l t d i i t
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– Much more complex to administer



Pluses and Minuses of ABF

Opportunities ChallengesOpportunities

Using funding as a ‘lever’ 
t i t h i l

Challenges

Problems well known: 
to increase technical 
efficiency

– Economic 

Rewards Volume….
– No incentive to 

coordinate care,
incentives: retain 
surpluses

– Political incentives

coordinate care, 
fragmented care

– Over-provide 
profitable servicesPolitical incentives profitable services

– Upcoding ….
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Decades of Research and Application

Evidence No Evidence

• Tends to shorten lengths 
of stay

• Improves evidence-based 
care

• Tends to increase the 
volume of 
hospitalizations

• Improves effectiveness or 
appropriateness

• Impact on other sectors
• Tends to increase 

spending
• Little evidence of effect

p
• Provider engagement

b i h d• Little evidence of effect 
on hospital quality

….but, neither does 
global budgeting

Mi d Eff t Effi i
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Mixed Effects: Efficiency



Intended and Unintended Consequences

Access

• Timeliness• Timeliness
• Geographic access
• Equity of accessq y

….but, neither does global budgeting
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Addressing Common Stakeholder Concerns

HumanHuman 
Resources

WaitingHospital Waiting 
Times

Hospital 
Finances

Concerns

P ti t QualityPatient 
Satisfaction
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Access



Payer Defines Product Groups

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

the Product• Medicare (DRG)
• Department of Health, 

the Product
p

UK (HRG)
• Department of Health 

and Ageing, Australia 
(AR-DRG) CMG / DRG
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Cost Data Used to Set Price

What components are in?What components are in?
• Ontario Case Costing 

Initiative Alberta costing
Setting the 
Value/Price Initiative, Alberta costing

• Charge data (DRG)
Micro costing studies

Value/Price

• Micro-costing studies, 
Australia (AR-DRG)

• Hospital financial data (UK• Hospital financial data (UK, 
HRG)

Payment
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Incentives of Activity-Based Funding

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

Other incentives– Other incentives

• Aligning hospital and physician incentives: to 
what end?

• Transactional costs for designing implementingTransactional costs for designing, implementing 
and maintaining ABF framework

Funding Policy: ‘Pushing’ and ‘Pulling’.  JMSutherland, 2011



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

Data and Information Systems

Clinical Financial
Patient-
Level 

Costing
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What are key implementation challenges?

• Determining desirable levels of activityDetermining 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)• Phased implementation (How quickly and to what level)

• Adjust payment amounts away from ‘average’

• Quality
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What are known risks?

• Activity
• Hospital financial performance
• Management changes

Change within 
hospitals

• Greater reliance on post-acute 
care settings

Changes in Other 
S t care settingsSectors

• Increase in volume of most 
profitable patientsPricing
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Important success factors?

Vision and leadershipVision and leadership

Political risk related to changing hospital activity, capacity

Understanding the effects of natural geographic monopolies

Applicability in less-populated, rural provinces/regions

Understanding demand and supply of post-acute services
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Maintaining credibility

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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What’s the ‘Pull’?

• ABF creates incentives to increase volume of hospital-
b dbased care

• What are the incentives for post-acute providers?
Silo based funding– Silo-based funding

– Rehabilitation, Chronic care, Residential/Long-term 
care, Home care

• No incentives to change intensity/capacity to absorb 
changes in volume or intensity of acute care
– Global funding, per diem funding
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What’s the ‘Pull’?

Rehabilitation: Episode based payment

• Incentives for volume
Shortened lengths of stay

Rehabilitation: Episode-based payment

• Shortened lengths of stay
• Effects on quality unknown

• Efficiencies observed

Long-term care: Per diem-based payment

Efficiencies observed
• Staffing mix changes
• Being implemented in Alberta
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What’s the ‘Pull’?

Solving ALC…. Then what?

• Where and how to expand post-acute care?
• More hospital capacity?
• ‘Jump’ in expenditures?• Jump  in expenditures?
• Close hospital beds?  
• Maintain ‘surge’ capacity?
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Understanding what is needed?

Objective?
• Volume
• Efficiency
• EffectivenessEffectiveness

Freeing hospital 
bedsAppropriateness 

and
• Increasing 

expenditures

and 
Effectiveness
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Thank you!Thank you!
jsutherland@chspr ubc cajsutherland@chspr.ubc.ca
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