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CHAl RVAN S FCREWORD

Oh Novenber 11, 1981, the Public
Accounts Commttee received a reference fromthe Mnister
for Health, The Honourable L.J. Brereton, to:

* enquire into the causes of
expenditure over-runs in health
funding to Schedul e 2 and Schedul e
hospitals in the financial year 1950/ $1
and matters rel ated thereto; and

* i nvestigate the standard of public
accountability of Schedule 2 and
Schedul e 3 hospital s and nmake such
recommendations as it sees fit to
ensure full accountability of these
hospitals to the Parlianent of New
Sout h \Wal es.

The Commttee's InterimReport was tabled in
Parliament on 18 February, 1982, and addressed itself

primarily to the first term of reference concerning
over expendi ture in 1980/ 81. It al so fl agged a nunber of
maj or areas concerni ng the general accountability of the

public hospital systemwhich are now addressed in this Report.



M J.Co Boyd, MP., and M NF. Geiner, MP., have
asked that their disagreement with the section of the report
entitled "Role of the Medical Profession" be noted.

| would like to thank all Menbers of the
Committee for their co-operation throughout the inquiry and on
behal f of the Commttee agai n express appreciation for the
i nval uabl e assi stance we received fromM Warren H ckson, Mss Robin
Long, M Mervyn Sheather, Dr Tim Snyth and M John \Wodger.

M CHAEL EGAN, B.A, MP.,

CHAl RVAN
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SUMVARY OF RECOMMENDATI ONS

The Conmittee recomends that:

The existing "nodified cash”
accounting arrangenents be
retained in the public hospita
system

Action be taken to ensure that
detail s-of the levels of hospital
creditors and debtors, and the

i nci dence of bad debts, be
incorporated in all appropriate
budgeting and financial reports,
i ncl udi ng the annual reports of
hospitals and the Health

Al hospitals incl ude a table
detailing the source and

of all funds,. based on a
format, in their annual reports
publ i c.

The Heal th Commi ssion ensure
that hospital s have adequate

of control over stock |evels, and

ordering, receipt and issue of

i ncl udi ng regul ar test check



(5)

(6)

(7)

(8)

A formof nodified gl obal budgeting
be introduced with bl ock allocations
bei ng set, after consultation with
the hospital, for salaries and wages,
superannuati on, paynents to visiting
medi cal officers, repairs maintenance
and renewal s, and ot her goods and
servi ces.

On recei pt of bl ock.allocations
hospitals prepare a detailed line
item budget and forward this to the
Regi onal Ofice of the Health

Commi ssi on for approval

Expendi ture reporting, both. actua
and agai nst budget, continue to be
on a line itembasis.

Subj ect to the block allocations
not bei ng exceeded, hospitals be
permtted to vary fromi ndividua
line itemallocations as required.
Heal t h Conm ssi on approval shoul d
be required for any proposed
vari ati ons between the bl ock

al | ocati ons.



(9)

(10)

(11)

(12)

(13)

Wer e t he budgetary perfornance
of a hospital is of concern to
the Regional Ofice, or in other
appropriate circunstances, the
approval of the Regional Ofice
be required for any departure
fromthe line item budget.

Subj ect to budgetary constraints
hospi tal nanagements be encourage d to
provi de conmerci al services.

An incentive rei nbursenent schene
be introduced for public hospitals
in the 1982/83 financial year.

Where a "real" saving is achi eved
the hospital be permtted to retain
t he saving subject to an upper
monetary limt for use by the
hospital in the follow ng year

The ret ai ned, savi ng be expended
in a manner approved by the
Heal th Comm ssi on



(14)

(15)

(16)

(17)

(18)

The budget allocation for public
hospital s be reduced by the ful
amount of savings achieved in the
foll owi ng financial year

Only savings deenmed by the Health
Commi ssion to be "real" savings be
eligible for inclusion in the

i ncentive reinbursenent schene.

A review of the operation of the
schene be undertaken prior to the
1984/ 85 financi al year.

Hospital auditors be required to
report the results of their audits
to the Auditor-Ceneral

The Auditor-Ceneral be given power

approve the appointment of an auditor for the first
tinme in the case of a new hospita

approve proposal s by existing
hospital s to appoi nt an auditor

other than the retiring auditor

veto the re-appointnment of an existing auditor.



(19)

(20)

(21)

(22)
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The Auditor-Ceneral be requested
to review the provisions of the
Accounts and Audit Determnation
applicable to public hospitals
and reconmend any changes he
consi ders appropri ate.

The format of the expendi ture
estimates of the Mnister for
Health in the State Budget Papers
be varied to the extent necessary

to denonstrate the maj or expenditure

programres provided for, Viz.,
hospitals, community health
programre and al lied services.

The Mnister for Health each year
table in Parlianent the details of
t he budget outcone for each public
hospital for the preceding year and
their budget allocation for the
current financial year.

The Heal th Commi ssion ensure that
its Annual Report to Parlia ment
is tabled as soon as possible
after the end of the financial
year, and that the Report

i ncl udes a detailed financi al
summary of public hospital
expendi ture.



(23)

(24)

(25)

The Comm ssion al so publish each
year conparisons of the budgetary
performance and productivity of
hospital s, appropriately
classified according to size

and role.

Hospital s present the financia
staffing and activity infornation
in their annual reports in a
standard format a pproved by the
Heal th Comm ssi on

The Health Commission reviewits
i nformati on needs and the accountability
requi rements of Regions with a viewto

- clearly defining the roles and responsibilities of
Regi onal Ofices for nonitoring, reporting and
controlling the expenditures of hospitals; and

- instructing hospitals to supply forecasts of tota

expendi ture and revenue outcones, as 'well as
nmovenents in activity levels, to Regional Ofices
on a nonthly basis.
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(26) I n determning hospital budgets,

Regi onal Ofices of the Health

Conmmi ssion have regard to

avail abl e statistics on
conparative

| evel s of efficiency between

hospital s and desirabl e

novenents in patient activity.

(27) The Heal t h Commi ssion expedite
t he devel opnment of conputerised
data systens in hospitals where
this woul d assi st accountability
and managenent control . Such
systens shoul d be conpatible with
external reporting re quirenents.

(28) The Heal th Commi ssion
investigate the possibility of
adapti ng the existing "Hospay"”
payroll systemto produce
conparative data on staffing
levels, staff attrition and
productivity.

(29) The Conm ssion take steps
to expedite the inplementation
of the Managenent | nformation
Revi ew Systemin all base,
district and teaching/referral
hospi tal s t hroughout New Sout h
Wl es.



(30) Al hospitals, in conjunction with
the Heal th Commi ssion, devel op and
i npl erent formal adm ssion policies
consistent with their role and
budget al | ocati on.

(31) The Heal t h Commi ssi on undertake a
review of its present policy on the
growmh of private hospitals with a
view to introduci ng needs-based
criteria for the licencing of private
hospi tal beds.

(32) Future budget allocations to. Regi ons
be consistent with a clearly defined
and under st ood needs- based fornul a.

(33) The Heal th Commi ssion take i nmedi at e
action to delineate the role of each
hospi t al

(34) Hospital s be required to devel op

corporate plans for their future
devel opnent in accordance wth

the health needs of their catchnent
popul ati ons. Such pl ans shoul d
express the hospitals ' obj ecti ves
service and facility requirenents,
and be consistent with the Region's
strategic plan.
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(35) The Public Hospitals Act and the
Heal t h Comm ssion Act be anended
to facilitate the establishment
of area health boards.

(36) Medi cal staff establishnents for
public hospitals be reviewed to
ensure that they are rel evant
to both the role of the hospital
and the needs of the community.

(37) The Health Commission initiate
action to renove the barriers
to procl amati on of the amendnent
to the Public Hospitals Act
providing for the delineation
of clinical privileges for all
medi cal practitioners appointed
to public hospitals.

Al major hospitals introduce appropriate forns of peer
review and utilisation review where they have not
al ready done so.

(39) Hospitals require, as a
condi tion of appoi ntnent, that
medi cal practitioners agree to
participate in review procedures.



(40)
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In the event of the continuation
of aright to private practice
for salaried staff specialists:

The term nation of Schenes A and C

Modi fi cation of Scheme B to linit
private practice incone to say 20%
of salary.

Review of the facility charges
levied on private p ractice income
by hospitals to nore accurately
reflect the cost to the hospital

of services provided to staff
speci al i sts.

Modi fi cation of trust fund
arrangenents to ensure that all
surplus private practice incone
is placed in one hospital trust
fund to be used for the benefit
of the whol e hospital

Total private practice incone,
summary details of its di sbursenent
and trust fund bal ances be published
in hospital annual reports.



(41) In the event of a continuation
of fee for service paynents to
visiting nmedical officers treating
private patients:

* The Heal th Comm ssi on exam ne the
feasibility of extending facility
charges to all visiting nedica
practitioners.

* In concert with other State
Governnents, New Sout h wal es seek
t he agreenent of the Commonweal th
Government to nodification of the
Medi cal Benefits Fee Schedule to
clearly identify a "non-professional"”
conponent in medical benefit fees.

* That, as a condition of appointnent,
all visiting medical practitioners
be required to charge no nore than
t he nmedi cal benefit schedul e fee
for medical services provided to
private patients in public hospitals.

* ' Sessional paynents for nedica
services provided to "hospital”
patients be extended to all
public hospitals.



(42)

(43)

(44)
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Visiting nmedical practitioners be
renunerated for nedical services to
all patients in New South Wil es public
hospitals on a sessional rather than
fee for service basis. The Public
Hospital s Act be amended to prohibit
charges being rai sed by any nedi ca
practitioner for services provided

to a patient in a public hospital

The salary and conditions of salaried
staff specialists be appropriately
reviewed in the light of abolition of
their rights to-private practice

To facilitate the extension of sessiona
payments for medical service to all patients
in public hospitals at an appropriate time
the Public Hospitals Act be anmended to

appropriately redefine the positions of visiting medica
practitioner and visiting nmedical officer to create a
single category of visiting nedical appointee

determne, at a specified date, all current visiting

medi cal practitioner appointments to public hospitals
with a savings provision giving preference to current
appoi nt ees when appointments to the new positions are
bei ng nade.
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ACCOUNTI NG PROCEDURES

A nunber of hospitals and other interested bodi es have
argued that the introduction of accrual accounting, in lieu of the
exi sting "cash accounting” system would inprove accountability.

The system whi ch now applies in New South Wales is not
strictly a cash accounting system Under current arrangenents
accrued "sal aries” expenditure, calculated on the estimated cost of
salaries fromthe last pay day in each financial year to 30 June
are brought to account in that year, with a correspondi ng deducti on
bei ng made agai nst sal aries expenditure in the follow ng year. Thus
an accrual systemdoes in fact operate for "sal aries" expenditure,
whi ch conpri se about 70% of total paynents.

Proponents of the argunent for introducing an across-
t he-board accrual system point out that a cash accounting system
prevents both proper neasurement of hospital performnmance agai nst
budget targets and valid conpari son between hospitals. In
summary, the main shortcom ngs seen in a cash accounting system are:
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* hospital s can conceal deficits
by deferring payment of creditors.

* favourabl e or unfavourable results
can simlarly be conceal ed by a
build up or run down of stock |evels.

* there is no disclosure of prepaynents
by hospitals.

* there is no accounting for the costs
of fixed assets through depreciation
provi si ons.

* no provisions are nmade for contingent

or even established liabilities, e.g.
| ong service | eave paynents.

* hospital s’ true earnings are not
reveal ed

Arguments presented to the Commttee in
favour of retention of a "nodified cash" accounting system nost of
whi ch were covered in the Health Comm ssion's subm ssion, are that:

* The Government's budgeting is primarily
based on cash and it is desirable for the
systemused by hospitals to be consistent
with the Heal th Commi ssi on and ot her
Cover nnent departments general ly.



a cash accounting systemis
nore easily understood and,
subj ect to safeguards, it
permts adequate controls to
be exerci sed.

hospitals nmaintain creditors
records under existing arrangenents
and thus it is practicable (and
appropriate) for information
regardi ng out st andi ng bal ances to
be extracted and incorporated in
financial reports. Simlarly,

i nformati on on outstanding fees

and bad debts is readily

att ai nabl e.

a full accrual accounting system
woul d provide, at considerable

effort and expense, a degree of
refinement”of financial recording
which is appropriate to the comrerci al
worl d but which would be |argely
superfluous to hospitals and the

needs of the CGovernment. Provi si ons
for depreciation of fixed assets and
accrued |l eave entitlenents.are specific
exanpl es cited within this category.



The Commttee al so noted the foll owi ng observations of
the New South Wil es Auditor-CGeneral on statenents of operations of
entities funded by cash subsidies in Appendix 1 of his 1979/ 80
Report on the Public Accounts:

"Where Governnment subsidy finance
is provided for all or nost of the costs of an entity, the
concept of measuring performance by matching costs agai nst the
i ncomes produced by those costs cannot be applied effectively.
The inconme received is controlled by the Governnent's
assessnment of budgetary priorities (i.e., what sum of noney
will be granted fromthe public purse), not by the degree of
success in selling the goods or services provided by the
entity.

Subsi di es are usual ly provided on a
basis that authorities are given in a reporting period only
what. they will actually need to pay out, Accrua
accounting measures expenses on the basis of the obligations
i ncurred during that period, meking provisions for
depreciation, long service | eave and ot her expenses incurred
but not paid and al so recogni sing goods and services received

but not paid for. Mat chi ng. of expenses with revenues in a
cash-funded entity automatically |l eads to the cal culation of a
deficit. If additional subsidies are not nmade avail abl e

each year to cover the '"deficits" but are continued on a pay-
as-you-go basis, the continued use of accrual accounting with
the representation of an accunul ating deficit could be
confusing and suggest that the undertaking has failed to live
within its nmeans.

Consequently, in these cases ful
accrual accounting is usually inpracticable and uneconom c.
A statement show ng the sources of supply of noney and the
uses to which it was put (e.go, a sinple receipts and paynents
statenent (adjusted for accrued payroll costs) plus disclosure
of monetary asset hol dings and a quantification of forward
commitments) will often provide an adequate accounting w thout



the expense of nore conplicated procedures”
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of the Jam son Commission of Inquiry that "accountability demands

that hospitals, which are large enterprises, should report to the

community on a neani ngful basis ..." However, it supports the

contention that major changes to the existing accounting systemto
bring it intoline with comrercial practices are not necessary to

achi eve that objective.

As previously referred to, the major proportion of
hospital expenditure is accounted for by "sal aries" payments, in
respect of which an accrual system oper at es. In two other key
areas requiring close oversight, viz., the levels of hospitals
outstanding creditors and debtors, the required information is
avai |l abl e under the existing systemand the action required is
therefore one of ensuring that this is properly brought together in
the appropriate budgeting and financial reporting mechani sns.

The position in regard to stocks is different. Si nce
the present system excludes valuation of stocks in hand, there is no
sinpl e means of bridging this information gap.



In recomrendi ng against the introduction of a system
of accounting for inventories, the Health Commi ssion has observed
t hat:

* the work invol ved in stocktaking
is time consum ng and confusi on over
whi ch stocks shoul d be taken into
account, and at what val ue, inevitably
ari ses.

* even in the event of a marked
variation in the |l evel of stocks
fromthe end of one year to the
next, the variation in values as
a percentage of the total budget
woul d be very snall

Wil e agreeing that the introduction of
full accounting for inventories, including detailed stock taking is
not warranted in terns of the effort and cost involved, the
Committee believes that effective nonitoring of stock |evels and
novenents is an essential managenent tool. It has therefore
concl uded that enphasis shoul d be placed on strengthening existing
controls over stock levels and the ordering, receipt and issue of
st ocks. Adequate stock test checking procedures should al so be
i npl errent ed.



The Commottee recomends that:

the existing "nodified cash”
accounting arrangenents be
retained in the public hospita
system

action be taken to ensure that
details of the levels of hospital
creditors and debtors, and the

i nci dence of bad debts, be
incorporated in all appropriate
budgeti ng and financial reports,

i ncl udi ng the annual reports of
hospitals and the Heal th Comm ssi on

all hospitals include a table
detailing the source and application
of all funds, based on a standard
format, in their annual reports

to the public.

the Heal th Commi ssi on shoul d ensure
that hospital s have adequate systens
of control over stock levels, the
ordering, receipt and issue of stocks,
i ncl udi ng regul ar test check systens.
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MANAGEMENT FLEXI BI LI TY

Al hospitals in their subm ssions
to the Commttee saw a need for greater flexibility in the
expenditure of funds allocated to themby the Health Commi ssion

d obal budgeti ng enconpasses a range of options. If
fully inplemented, it would allow a hospital to expend its budget
allocation in any nanner seen fit by the hospital. Funds for the
operation of the hospital would be allocated by the Comm ssion as
one | unp sum each year

The Commttee agrees that there is a
need to mnimse controls which inpede worthwhil e nanagenent

initiative, However, unlike private sector enterprises utilising
gl obal budgeting, the public hospital systemdoes not have a well
devel oped cost centre accounting structure. In the private sector

profit alone is a sufficient indicator of managenent efficiency.

In the public hospital systemsuitable efficiency criteria are stil
poor |y devel oped. At the present time, the Commttee doubts that
managenent informati on systens and productivity criteria are
sufficiently well developed in hospitals to permt the

i npl emrentation of full global budgeting.
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As the public hospital system provides an essentia
community service, the Commttee accepts the need for contro
nmeasures at a Heal th Commi ssion and Governnent |evel to ensure that
public funds are expended in a ¢o$t effective manner consistent with
gover nnent policy.

Reporting agai nst budget by hospitals on a line item
basis is a necessary ingredient of this control. This.form of
reporting all ows perfornance agai nst budget to be nonitored and
identifies the specific areas where budget over-runs are occurring.
Wthout this information, enabling sone conparisons with other
hospitals to be nmade, it is not possible to effectively eval uate
hospi tal proposal s concerning changes to the services provided by
t he hospital

The Commttee has noted that the procedures adopted for the purposes
of setting hospital budgets and controlling expenditures wthin
those budgets vary between Regional Ofices of the Health

Commi ssion. Sorme Regions set line by |ine budgets for the hospitals
and Conmi ssion approval is required to vary the budget under any
expendi t ure headi ng. G hers adopt a nore flexible approach

maki ng budget allocations to hospitals under a snaller nunber of
broad headi ngs - sal ari es and wages, superannuation, paynents to
visiting nmedical officers, repairs maintenance and renewal s, and
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ot her goods and servi ces. The individual |ine item budget
allocations within these broad headings are then set by the
hospi t al . Mor eover, provided the allocations for each of these

broad headi ngs are not exceeded the hospital has full flexibility to
vary expenditure on the |line item conponents.

Under this arrangenent, the hospital's

budgetary performance is still reported monthly to the Regi ona
Ofice on a detailed line itembasis and the Commttee accepts that
this is an essential elenent for overall control. There is also a

need for the Regional Ofice to reviewthe line itembudgets
initially proposed by the hospital to ensure that they are
realistic.

The Commttee endorses this approach
to hospital budgeting. It corresponds with the current practice
of Treasury in allocating funds to Government departnents for
mai nt enance and general worki ng expenses, giving greater flexibility
wi thout | oss of overall control of expenditure.

It should al so be stated, however, that
i ncreased responsibility necessarily goes hand in hand with
increased flexibility. Hospital s nust accept the onus of making
appropriate all owance for anticipated cost increases and
contingencies within the overall sum of noney provided.



subject to the block allocations
not bei ng exceeded, hospitals be
permtted to vary fromi ndivi dua
line itemallocations as required.
Heal t h Conm ssi on approval shoul d
be required for any proposed
vari ati ons between the bl ock

al | ocati ons.

wher e the budgetary perfornance
of a hospital is of concern to
the Regional Ofice, or in

ot her appropriate circunstances,
t he approval of the Regi onal
Ofice be required for any
departure fromthe line item
budget .

subj ect to budgetary constraints
hospi tal nanagements be encour aged
to provide comercial services
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The Commttee recei ved considerabl e
evi dence from i ndividual hospitals of opportunities for
entrepreneurial activities, such as the provision of diagnostic
servi ces where excess capacity existed, which wuld financially
benefit the public hospital systemas a whole.

The Heal th Commi ssion response to such
suggestions has usual ly been sl ow and unsynpat heti c.

The Conmittee recomends that:

* a formof nodified gl obal budgeting
be introduced with bl ock allocations
bei ng set, after consultation with
the hospital, for salaries and wages,
superannuati on, paynents to visiting
nmedi cal officers, repairs maintenance
and renewal s, and ot her goods and
servi ces.

* on recei pt of block allocations
hospitals prepare a detailed line
item budget and forward this to
the Regional Ofice of the Health
Commi ssion for approval

* expenditure reporting, both actua
and agai nst budget, continue to be
on a line itembasis.



| NCENTI VE SYSTEMS

In submssions to the Committee,
many hospitals pointed to the lack of financial incentives for cost
cont ai nnent . Under the current budgetary system any econonies
achi eved by a hospital result in a reduction in the budget
allocation to the hospital

In examning the desirability of
allowing hospitals to retain all or part of budgetary savings, the
Commi ttee has been conscious of the need to ensure that any
i ncentive systemdoes not sinply reward the inefficient hospitals at
the expense of others. This is particularly so when budget
.allocations to hospitals are made on an essentially
historical basis - Jlast year's budget plus an allowance for
inflation.

The Commttee is al so anare of the need to ensure that
the expenditure of public funds is financially responsible and
accountable to the public. The goal of all hospital admnistrators
shoul d be to operate their hospital as economcally and as
efficiently as possible rather than ensuring that the budget
allocation is fully expended.



A major practical problemis the
identification of savings to be recogni sed under an incentive
system Any savings nust be real and ongoing. Fluctuations in the
| evel of hospital stocks and trade creditors could, for exanple,
give a fal se inpression of savings on goods and servi ces. The
savi ngs shoul d al so be the product of hospital initiatives, as
distinct fromdirectives fromthe Heal th Comm ssion. For t ui t ous
savings in allocations for itens such as paynents to visiting
nmedi cal officers would al so need to be excl uded.

It is equally clear than an incentive
system whi ch provided for all savings achieved to be permanently
retai ned by hospitals would be self-defeating so far as cost
contai nment is concerned. If the introduction of financia
incentives is to be justified, the savings achieved nmust result in a
reduction in hospital costs.

The Commttee sees some nerit in a system
whi ch al | ows savings achi eved in one year to be retained by a
hospital in the followi ng year on a once-only basis. Under such an
arrangenent the budget base woul d. be adjusted in the foll owi ng year
to reflect the savings achi eved. Thi s approach is favoured by
many hospital adm ni strators.



The manner in which retained savings are expended woul d
need to be approved by the Health Conm ssion to ensure that this
expenditure was consistent with the role of the hospital and did not
generate additional costs.

An upper nmonetary limt would also need to be set on the
savi ngs that can be retained by hospitals. This limt would be
appropriately linked to the size of the hospital's budget.

To ensure that savings achi eved under such a system can
be properly taken into account in future allocations for hospita
operating costs, the State Treasury would need to be kept fully
i nformed of the savings achi eved under an incentive system

The Conmmittee recomends that:

* an incentive reinbursenent schene
be introduced for public hospitals
in the 1982/83 financial year.

* where a "real" saving is achieved
the hospital be permtted to
retain the saving subject to an
upper monetary limt for use by the
hospital in the follow ng year



-33-

the retai ned savi ng be expended
in a manner approved by the
Heal th Comm ssi on

t he budget allocation for public
hospital s be reduced by the full
amount of savings achieved in the
foll owi ng financial year

only savings

deened by the Health

Commi ssion to be "real" savings be
eligible for inclusion in the

i ncentive reinbursenent schene.

a review of the operation of the
schene be undertaken prior to the
1984/ 85 financi al year.



AUDI TI NG PROCEDURES

In exercise of its powers under Section 11 (1) (b) of
the Public Hospitals Act the Health Comm ssion has determ ned that
it shall be a condition of subsidy fromthe Hospital Fund that every
subsi di sed hospital shall conply with requirements laid down in the
Comm ssion's "Accounts and Audit Determ nation". Thi s docunent is
a detailed specification of accounting and auditing procedures
requi red to be observed by hospitals.

Hospital s are given individual responsibility for the
appoi ntnent of auditors, although the terns and conditions of such
appoi ntnents are detailed in the Accounts and Audit Determ nation
A hospital auditor is required, in terns of that Determ nation, to
report to both the hospital Board and the Heal th Comm ssi on one the
results of his audit.



The Commttee believes that the public
accountability of hospitals would be inproved if steps were taken to
i nvol ve the Auditor-CGeneral of New South WAles in the hospital audit
pr ocess.

This is not to say that it is necessary
for the Auditor-Ceneral to be appointed as auditor to the hospitals.
It is desirable, however, that he have an oversight of the audits
carried out, for the purpose of:

* ensuring that the audits mneet
accept abl e m ni mum st andar ds;
and

* provi ding a nore positive assurance

that unsatisfactory findings of the
audit will be acted upon and, as
appropriate, reported to Parlianent,

Asimlar, if not parallel, arrangenent

to what the Committee has in mind is provided for in the Queensl and
Local Governnent Act. Local Authority auditors are appoi nted upon

t he recomrendati on of the Auditor-CGeneral and are required to report
the results of their exam nation of the accounts to him If the
Audi tor- General considers that the accounts shoul d be disallowed as
being contrary to the Act or that there has been a m sapplication of
funds he has the responsibility of so certifying to the Treasurer



The Commttee believes that a simlar arrangenment should
apply for New South \Wal es public hospitals.

Wth regard to the appoi ntnent of auditors, the existing
Accounts and Audit Determi nation provides that:

"An appoi nted auditor shall be eligible for re-
appoi ntnent in each succeedi ng year and, provided he indicates
his willingness to accept re-appoi ntnent shall not be .refused
by the hospital without first reporting the grounds for
refusal to the Conmm ssion and obtaining its approval ".

The Commttee considers it desirable' that this power of
approval be extended to the Auditor-GCeneral.

The Conmittee recommends that:

* hospital auditors be required to
report the results of their audits
to the Auditor- General.

* the Auditor-Ceneral be given power to:
approve the appointnment of an auditor for the first
tinme in the case of a new hospital



approve proposal s by existing hospitals to appoint
auditor other than the retiring auditor

- veto ,the re-appoint ment
of an existing auditor

the Auditor-Ceneral be requested
to review the provisions of the
Accounts and Audit Determnation
applicable to public hospitals
and reconmend any changes he
consi ders a ppropri ate.

an



MANAGEMENT | NFORVATI ON AND REPCRTI NG SYSTEMS

This section addresses the information
and accountability requirenments of Parlianment, the Health Conm ssion

and public hospitals. Exi sting arrangenents for reporting and
nmoni toring the perfornmance of hospitals are eval uated and a nunber
of inprovenents proposed. Wiile the Coomittee' s recommendati ons

are directed initially to the provision of nore tinmely and accurate
information for the purpose of strengthening controls over hospita
expenditures, it is anticipated that the devel opnment of departmenta
or functional allocations of costs, linked to responsibility
accounting, should also inprove the I evel of accountability within
hospi tal s.

I nformati on Needs of Parli anment

The Commttee is seriously concerned at the | ack of
rel evant, up-to-date information available to Parlianment and the
public on the budgetary performance and productivity of individua
hospitals. Statistics published by the Health Conm ssion often
provide little basis for any critical exam nation of differences in
the relative levels of efficiency between hospitals. I n many
i nst ances unnecessary del ay occurs before publication of this
i nformation. Simlarly, the Annual Reports of individual
hospitals vary widely in terns of the amount and quality of
i nformati on provided. G eater public disclosure of conparative
i nformati on woul d foster public scrutiny and debate.
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The Commttee sees an urgent need
for the Health Comm ssion to devise a nethod which classifies
hospital s accordi ng to those factors which influence their costs.
G early the nunber of beds is an inadequate criterion and needs to
be suppl enented by such indicators as function, patient throughput,
and nedi cal staffing. Once an appropriate classification of
hospitals is made, indicators of performance (for exanple, nursing
staff per adjusted inpatient treated or functional area) should be
devel oped and published by the Health Commi ssion, either as a
supplenent to its Annual Report to Parlianent, or as a separate
docunent .

A further problemis that the present nethod of
presentation of the Mnister for Health's expenditure estinates in
the State Budget Papers fails to identify the services or programes
for which funds are all ocated. In particular, the aggregation of
the provisions nade for "recognised " and "non-recogni sed" hospitals,
the community health programme and allied services w thin one
allocation in the "Q her Services" section of the Budget is
unsati sfactory. The costs of other health, services are
distributed throughout the sal aries, maintenance and worKki ng
expenses provisions and are al so not separately identifiable.



The existing fornmat provides little infornation to
Parliament and the public about the direction and purpose of the
maj or governnent outlays on heal th. The whol e questi on of budget
presentati on has, of course, been dealt with in depth in Professor
Wl enski's Report, (Review of New South Wl es CGover nnent
Adm ni stration, Directions for Change, Novenber, 1977) and the
Commttee has therefore not addressed itself to the ramifications of
fundanent al changes to existing practices.

However, it is. clear that some relatively mnor
nodi fications to the existing fornat, to enable at |east the
distribution of funds between the maj or programmes to be
di sti ngui shed, woul d have three nmain benefits.

First, it would provide the Mnister
and the Parliament with a clearer description of the activities of
the Heal th Commi ssion and the resources allocated to each activity.
Second, it woul d establish greater accountability for funds
allocated. Third, it wuld facilitate assessnments of the
effectiveness (or results) of expenditure programres.



The Commttee is al so concerned
at the lack of availability of reliable information on how funds
all ocated by Parlianent have been distributed to hospitals and how
their expenditure performance conpared with the budget allocation
The difficulties experienced by the Coormittee in reconciling the
Health Commi ssion's record of the 1980/81 hospital financial
performance with those furnished by the hospitals referred to in the
InterimReport highlight this problem

To ensure greater accountability
this deficiency shoul d be renoved. Wiile it is appreciated that
t he Budget Papers woul d not be an appropriate medi umfor such
i nformati on, a separate document should be prepared and furnished to
Parliament for this purpose.

The Conmmittee recomends that:

* the format of the expenditure
estimates of the Mnister for
Health in the State Budget Papers
be varied to the extent necessary
to denonstrate the maj or expenditure
programres provided for, viz.,
hospitals, community health
programre and al lied services.



the Mnister for Health each
year table in Parlianment the
details of the budget outcone
for each public hospital for
the preceding year and their
budget all ocation for the
current financial year

the Heal th Commi ssion ensure that
its Annual Report to Parliament
is tabled as soon as possible
after the end of the financia
year, and that the Report

i ncl udes a detailed financia
summary of public hospita

expendi ture.

the Comm ssion also publish each
year conparisons of the budgetary
performance and productivity of
hospital s, appropriately classified
according to size and role.

hospital s present the financia
staffing and activity infornmation
in their annual reports in a
standard format approved by the
Heal th Comm ssi on
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I nformati on Requirenments of the Heal th Comm ssi on

The principal sources of information on
hospital performance are the nmonthly, quarterly and annual returns
to the Health Comm ssion by public hospitals, and nonthly financia
progress reports from Regional Ofices. The main deficiencies in
this information to the Comm ssion are:

* the inadequate financial, Staffing
and patient activity data and | ack
of standard definitions; and

* the del ays invol ved in processing
and anal ysi ng hospital returns.

Financial Statistics : At present nonthly financia
progress reports are required to be | odged by each Regional Ofice
by the 22nd of each rel evant nonth. These reports set out
estimates of aggregate expenditures and receipts for that nonth
according to the seven comon headi ngs. The information in
the.returns is conpared with each Region's year-to-date approved
cash flow and variances identified agai nst the State proportion of
expendi ture agai nst each item A summary table is usually
available to the Health Comm ssion's Head Ofice by the second week
of the follow ng nonth

The useful ness of these Reports is limted
by the accuracy of the estimates prepared by Regions.



In addition, hospitals are required to furnish nonthly
reports to the Conmm ssion setting out actual expenditures and
revenues. Al t hough these returns provide nmore accurate
informati on than the Regional progress reports, the inconsistent
interpretation of definitions and instructions by hospitals detracts
fromtheir reliability. The invol verent of Regions and the need to
collect returns fromall hospitals nean that reports are usually not
available until up to eight weeks after the end of the rel evant
nont h. CGearly a delay of this magnitude di mnishes the val ue of
the informati on as an infornation and managenent t ool

The quarterly returns, which include debtors and
creditors information and staffing statistics, suffer fromthe sane
processi ng del ays.

The Commttee is aware that a Task Force was established
by the Mnister for Health in January, 1982, to reviewthe
managemnent reporting systemfor hospitals. The Task Force has given
priority to inproving the turnaround and quality of the revenue,
expenditure and activity date generated by hospitals in nonthly
reports.

Regi ons have recently been instructed to forward a copy
of the nonthly report fromeach hospital direct to Head Ofice by
the tenth working day of the follow ng nonth. Wiere a hospital is
late in submtting.its return, an estimate will be prepared based on
the previous nmonth's figure.



Hospi tal s have al so been instructed
to provide additional financial statistics, including patient fees
charged and col |l ected, paynments (actual and outstanding) to
creditors and cash paynents for award variations not yet notified to
the Region. Thus, accrual information will now be regularly
report ed. Informati on on patient activity has al so been expanded
to include details on casualty attendances and inpati ent adm ssi ons
t hrough casual ty.

There appears to be a need for Head O'fice to be
supplied with data on actual Regional expenditures and forecasts of
end of year budget results on a nonthly reporting basis. Regi ons
shoul d clearly have primary responsibility for nmonitoring the
expendi tures of individual hospitals, although there may be cases
where Head O fice shoul d becone invol ved where a particul ar |arge
hospital 's budgetary performance has State-w de ram fications.

At present hospitals are required to forecast
total end of year expenditures on a quarterly basis.
There is a strong case for suggesting that these forecasts should be
prepared each nont h. The capacity of hospitals to accurately
foreeast whether they will live within their budgets will be
enhanced by the requirenment that data on accrued paynents and
recei pts al so be furnished. However, consideration should be
given to the use of sanctions and budget penalties for hospitals
whose forecasts prove to be consistently and seriously inaccurate.



The Committee recommends that:

the Health Commission reviewits

i nformati on needs and the
accountability

requi rements of Regions with a view
to -

* clearly defining the roles and
responsibilities of Regiona
O fices for nmonitoring,
reporting
and controlling the
expendi t ures
of hospitals; and

instructing hospitals to supply
forecasts of total expenditure
and revenue out cones, as well
as novenents in activity
levels, to Regional Ofices on
a nmonthly basis.



Statistics on Patient Activity : As
noted earlier, there is a clear need for conparative hospita
performance statistics. In particular, the Health Conm ssi on
shoul d give priority to the collection of conparable statistics on
hospital activity and |levels of care, especially differences in
medi cal and nursing intensity. Unl ess the Health Commission is
able to determne the reasons for expenditure differences between
conparabl e hospitals, funding restraints are likely to be inposed
indiscrimnately on the efficient as well as the inefficient
hospital . Mreover, unless agreenment is reached between the
. Comm ssion and each hospital in its projected |eve
of activity hospitals will be able to claimthat they failed to meet
their budget because patient activity did not decline.

The Committ ee recommends that:

* in determ ning hospital budgets,
Regi onal Ofices of the Health
Conmmi ssion have regard to
avail abl e statistics on conparative
| evel s of efficiency between hospitals
and desirabl e novenents in patient
activity.



I nformati on Requirenments of Hospital s

| nproved met hods of nmanagenent
reporting at the hospital |evel can be based on
the foll ow ng:

* responsibility Ievel
(e.g., hospital departnent)

* function or activity level; and

* di sease or episode or illness.

The Commttee sees considerable
benefits flowi ng fromthe devel opnent of nore
sophi sti cated neasures of hospital output, in
terns of patient case-mx and length of stay.
However, initially the first two areas offer
significant potential in the short to medi um
term

Accordi ng to evidence presented by
the Heal th Commi ssion, considerable progress is
bei ng made in devel opi ng i nformati on systens
for expenditure control and accountability
pur poses.

One area where the Health
Comm ssion of New South Wl es has acted to
assi st hospital managers to inprove contro
over hospital expenditure is the devel oprent
and application of a Managenent |nformation
Review System (M1.R S.). The mai n purpose of
MI.RS. is to provide a nmeans for hospita
adm ni strators and departnment heads to measure
and review their use of resources against



changes in level of activity.



The systeminvol ves the collection
of data on inputs (both dollars and nursing/ non-nursing hours
wor ked) used in the production of measured units of output in each
functional area of the hospital. Fromthis information, input/output
rati os can be cal cul ated and vari ances of current performance from
sone predeterm ned norm (e.g., budgeted performance) anal ysed.
Managerent can therefore differentiate variances arising from
changes in activity levels as opposed to changes in the quantity
and/ or price of inputs. Reports are produced nonthly show ng
out put and hours worked and quarterly in the case of departnenta
expendi t ur es.

Initially piloted in five district size hospitals in the
Sydney netropolitan area, MI.R S. is currently being introduced in
an additional 21 public hospitals throughout New South Wél es.

Al though MI.R S. has been designed principally as an
i nternal nanagement tool, it also provides hospitals with a set of
common performance indicators for peer group conparison. When
introduced on a wider scale, it could serve as an aid to the
Commi ssion in nonitoring and review ng the budgets of individua
hospi tal s.

Evi dence given to the Conmmttee from
several participating hospitals and the Health Comm ssion indicated
that M1.R S. has been effective is assisting hospitals to identify
areas of high "controllable costs".
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Wl | ongong Hospital and Royal Prince
Al fred Hospital strongly supported the devel opment of responsibility
budgeti ng based on the allocation of costs to departments or
functional units. They argued that this devel opnent shoul d be
linked to the use of conputer systens. Bot h Wl | ongong and Sydney
Hospital s suggested that accounting and patient information systens
shoul d be devel oped on a regi onal basis.

Cearly conputers are required to process the large
vol urmes of information required for effective managenent in the
| arger hospitals. The fact that a nunber of hospitals have
i ndependent |y devel oped di fferent approaches to conputerisation
shoul d not necessarily handicap the inplenentati on of comron
reporting systens.

The potential is available to use existing centralised
conputerised infornation systens to produce rel evant nmanagenent
informati on. The Heal th Comm ssion of Victoria, for exanple, enploys
its personnel /payroll data base to provide infornation to hospitals
and hospital departnents on paynents to staff by category.

A further application of the Victorian
system - "Hospower" - relates productive hours (i.e., paid working
hours) to inpatient bed days adjusted for average | ength of stay and
out pati ent attendances. Conparisons of these indices can then be
made between "like" hospitals. Conparative assessnents of hospital
productivity will be further inproved when feedback fromthe
hospital norbidity systemenabl es a nore sophisticated case-n x
adj ustnent according to hospital size and | ength of stay.



The Conmmittee recomends that:

the Heal th Commi ssion expedite

t he devel opnment of conputerised
data systens in hospitals where
this woul d assi st accountability
and managenent control . Such
systens shoul d be conpatible with
external reporting requirenents.

the Heal th Commi ssi on
investigate the possibility of
adapti ng the existing "Hospay"”
payroll systemto produce
conparative data on staffing
levels, staff attrition and
productivity.

the Conm ssion .shoul d take steps
to expedite the inplementation

of the Managenent | nformation
Revi ew Systemin all base,
district and teaching/referral
hospi tal s t hroughout New Sout h
Wl es.



THE PLANNI NG AND MANAGEMENT OF HOSPI TAL SERVI CES

Until recent years, hospital services
in New Sout h Vil es grew haphazardly. This growth had nore to do
with the denmands of health providers and users, |ocal communities
and politicians than with the health needs of the State.

As a result New South Wales, with 4.92 "recogni sed"
public hospital beds per 1000 peopl e (June, 1981) has an excess and
mal di stributed supply of public hospital beds. The hospital bed
ratio varies from2.93 in Western Metropolitan Health Region to 8.89
in Oana and Far Wést Regi on.

Wth nore than half the beds used for the fee-for-
service treatnment of private patients, there is a strong financi al
incentive to fully utilise the beds avail abl e. Thus, as the
Heal t h Commi ssi on acknowl edges in evidence, the State's over-supply
of hospital beds conpared with overseas and interstate standards is
an inportant contributory factor in the State's relatively high
hospital utilisation (1354 occupi ed bed days per 1000 people in
1980/ 81 conpared with 1043 in Victoria).

G early, the New South Wal es hospital systemneeds to be
re-structured to constrain the total number of hospital beds and to
distribute themnore equitably throughout the State.
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The goal of greater regional equity
can only be achieved by the contraction of hospital services in well
endowed areas (e.g. (new) Southern Metropolitan Health Region) and
the expansion of health services in "health-scarcity” regions (e.g.,
Vestern Metropolitan, Illawarra and North Coast Regions).

The direction and magni tude of the transfer
of resources required is indicated by the Comm ssion's proposed
Regi onal Resource Al ocation Formul a. This formula identifies
each Region's needs - based share of total hospital funding. Sorre
parties have pointed to deficiencies in the nmethodol ogy of the
fornmula and the disruptive effects associated with its
i npl erent ation. Al though scope may exist for further refinenent of
the formula, the Conmttee believes that sonme needs-based fornul a
shoul d be progressively inplenented by the Comm ssion in determning
the size of Regi onal budgets.

Q her areas of service nmaldistribution and
inequity need to be addressed. Currently the Health Comm ssion is
pl aci ng consi derabl e enphasi s on the devel opment of regi ona
gui delines on bed to population ratios. These target ratios are
specified in overall ternms and for particular functional bed types.
(medi cal and surgical, paediatrics, obstetrics, etc.).
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The Commttee believes that efforts
to constrain the overall supply of beds are a necessary but not
sufficient condition for reducing hospital expenditures. As not ed
inthe Coomittee's InterimReport, experience with the 1979/80
hospital rationalisation programe denonstrated that activity levels

must al so be reduced. Such an objective can only be acconplished
if effective adm ssion policies are inplenmented by hospitals and
nmedi cal staff establishnents are reduced. In the short-term at

| east, the Health Commission's expectations that "doctor referra
patterns will change as you restrict the supply of beds" has not
been realised

The Commttee believes that the Comm ssion's present
policy of "no growh” in private hospital bed approvals may not be
appropriate for all regions in the State.

Exi sting private hospitals are heavily concentrated in
the (new) Southern and Northern Metropolitan Regions. Al t hough
private hospitals generally appear to be relatively underutilised,
there may be scope for allow ng the devel opnent of sone additiona
private hospital s and expansi on of existing hospitals in health
scarcity regions of the State where population is growing rapidly
and where the public sector is under pressure.



Any such approval s, however, shoul d be
condi tional on the proposed role of the private hospital being in
conformty with the Region's strategic plan. These additiona
private beds should only be |located in areas of need where their
establ i shnment woul d be expected to relieve pressure on the public
hospi tal system It is acknow edged that private hospital beds
can only be a substitute for. public hospital beds for certain types
of hospital activities patients (mainly medical, surgical and
psychi atric cases). To ensure adequate access to hospita
services, the public sector nust remain the major provider of al
hospi tal services, especially enmergency, and outpatient services,
the nore sophisticated clinical specialties and paranedi ca
servi ces.

The Conmittee recomends that:

* all hospitals, in conjunction with
the Heal th Commi ssion, devel op and
i npl erent formal adm ssion policies
consistent with their role and
budget al | ocati on.

* the Heal th Commi ssi on undertake a
review of its present policy on the
gromh of private hospitals with a
view to introduci ng needs-based criteria
for the licencing of private hospital beds.

* future budget allocations to Regions
be consistent with a clearly defined
and under st ood needs- based fornul a.



The Delineation of Hospital Roles and Corporate Pl ans

It is clear fromthe general over-supply
of hospital services and ot her evidence that nany deci si ons about
new hospital facilities and services have been unduly influenced by
particul ar pressure groups and sectional interests.
Consi derations of need, viability, cost effectiveness and standards
of patient care and nedical proficiency have been relegated to
secondary i nportance. At the sane tine, many hospital s have
mai nt ai ned exi sting services even though the need for those services
has di m ni shed.

The delineation of hospital roles was referred to
briefly in the Commttee' s InterimReport and was favoured by nost
hospital s appearing before the Cormittee, as well as by the
Austral i an Medi cal Association

The Heal th Commi ssion al ready possesses adequate
statutory powers to take action in this area. Under Section 11 of
the Public Hospitals Act (1929) the Commission is charged with
ensuri ng adequat e standards of patient care and services provided by
hospitals. Further under Section 13 (3) (c¢) the Comm ssion nay
determ ne the functions and activities of any public hospital.



In early 1981 the Health Conm ssi on established a Task
Force to prepare guidelines for the delineation of hospital roles.
The Task Force tackled the problemby identifying the support
services necessary to maintain safe patient care each | evel of
servi ce.

In view of the fundanental inportance of
hospital role delineation, the Coomittee sees an urgent need for the
Conmmi ssion to undertake and conpl ete this task. Wi | e sone fine-
tuni ng may be required when conprehensive strategic plans are
finally devel oped for each Region, the Conmttee sees no reason why
the delineation of the roles of the hospitals cannot proceed
forthwith. I ndeed the delineation of the role of each hospital
internms of its core and support services, should be the catal yst
for the devel opnent and revi ew of Regional strategic plans.

As part of the process of identifying
rol es, each hospital should be encouraged to devel op a corporate
plan. .This plan should set out the specific objectives of the
institution and its programres of action to neet the health needs of
its catchnent population in the imediate future, consistent with
the resources avail abl e. A early, such a pl an shoul d al so be
consistent with an appropriate regional strategic plan
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The Conmittee recomends that:

the Heal th Comm ssion take i medi ate
action to delineate the rol e of
each hospital

hospitals be required to devel op
corporate plans for their future
devel opnent in accordance wth

the health needs of their catchnent
popul ati ons. Such pl ans shoul d
express the hospital s’ objectives,
service and facility requirenents,
and be consistent with the Region's
strategic plan.



Area Heal th Boards

Mich has been witten on the need for
decentral i sed managenent in the health industry.
At present the admnistration of hospitals, community health, public
heal t h and anbul ance transport services is fragnented with each
maj or service area having different funding arrangemnents,
adm ni strative structures and conditions of enpl oynent. Pr esent
arrangenents conplicate the adnmnistrative work and add to the
service provision responsibilities of Regional Ofices of the Health
Comm ssi on.

The area heal t h boar d concept envi sages t he
consolidation of the admnistration of various governmental health,
serving a defined area, under one adm ni strati on.

When referring to such a possibility,
Wl | ongong Hospital pointed to the potential benefits
internms of securing the rationalisation and integration
of hospital and health services within a Region, The
Heal th Comm ssion's views were nore anbival ent.
Wil e foreseeing that area boards would facilitate
a nore rational pattern O resource allocation and
greater co-ordination of health services, it remarked that
short-termmanagenent it will not change things".

in



There are several
facto area health boards currently operate.

areas in New South WAl es where de

The Conmttee

noted that the Chief Executive Oficer of the Hornsby and Ku-
ring.gai Hospital, is the Area Co-ordinator responsible for the
admnistration of all community health services in the area.
In the CGosford-Wong area an Area Health Advisory Conmttee has

been est abl i shed.

Tabl e 1 summari ses sone of the essenti al

bet ween an Area Health Board and a hospital board.

Table 1

Area Health Service

Publ i c Hospital Service

Def i ned geogr aphi c area.

Responsi bility for neeting
the w der health needs of
the comunity.

Responsi bl e for identifying
heal th status of the

popul ati on.

Enphasi s on

-prevention and health
promnot i on

-environnental health

-chronic illness and

rehabilitation
-integration and health
and wel fare servi ces.

St af f
- have broader concept
of heal th managenent

- work in a multidisciplinary

consul tative system

Statutory responsibilities
under the Health Commi ssion

No defined area.

Responsi bl e for the health
needs of those who present
to the hospital.

Responsi bl e for caring for
peopl e with acute episodic
i Il ness.

Enphasi s on hospital based
treatnment and care.

St af f
are trained in a nedical
nodel of patient care

work in a hierarchical,
di sciplinary system

Statutory responsibilities
under the Public Hospitals

di f f erences
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There are three main options available for establishing
area heal th boards.

The exi sting Hospital Board becones
the area heal th board. This is the sinplest arrangenent
admnistratively and politically, involving an expansion of the role
of the existing hospital board. Public service staff could be
seconded to the area health board whi ch woul d manage staff and
funds. The conposition of the area health board could be altered
over tinme by the replacenment of public servants, who retire or
resign, with enployees of the area board. This arrangenment would be
resi sted by some community and public health staff, who would see it
as a takeover of the community oriented services by a board
predom nantly oriented to hospital activities. [t would al so only
be practicable in areas in which only one hospital exists, otherw se
a consolidation of hospital boards woul d be necessary.

An area health board is established
al ongsi de the existing hospital board. This woul d
create an additional layer of admnistration

An entirely new area heal th board
is appointed, that is, the Hospital Board is abolished. This would
require legislative changes and could attract consi der abl e
opposi tion from sone existing board menbers and the comunity.



In evaluating the desirability of introducing area
heal t h boards, the key considerations are:

* whet her they will inprove standards
of accountability for the services
provi ded; and

* whet her the increased flexibility
to redistribute resources between
services and programres will | ead

to any significant net savings in
heal t h exp endi t ureS-whi | st

mai ntai ning the quality and client
coverage of existing services.

On the one hand, it is clear that area boards nay be a
nore effective instrument for:

* promoting rationalisation of health
services by reducing the duplication
of facilities;

* achi eving econom cs of scale in
pur chasi ng and sharing of "group"
servi ces;

* enhanci ng career opportunities of

staff, especially those presently
wor ki ng in non-hospital settings;



fostering community participation
i n managenent and adm ni stration

i mprovi ng co-operati on and commruni cati on
bet ween those involved in the various
heal th delivery services;

removi ng sone service delivery functions
fromRegional Ofices, allowing themto
devote nore attention to planning,
budgeti ng and nonitoring.

Oh the other hand, area boards suffer from a nunber

di sadvant ages,

i ncl udi ng:

doubt as to whether area heal th boards
(especially those serving smal |l er
popul ati ons) can adequately and
effectively manage public health and
other heal th services where State-w de
adm ni stration may be nore cost-effective;

difficulty of securing .co-operation from
sone hospitals, especially in taking on
an expanded community health role; and

dom nance of health services by powerfu
institutional interests.

of



The Commttee believes that scope
exi sts for some consolidation of hospital facilities and greater co-
ordi nation of hospital and comunity health services through the
establ i shnrent of area heal th boards. To be fully effective and
account abl e, however, area boards should not just involve the
integration of hospital and community health services
(i.e., an expanded role for the existing hospital board), but shoul d
be introduced in areas or regions where nmore than one hospita
exi sts, in which case a total reconstruction of the nmanagenent
structure will be necessary.

Such change is unlikely to be evolutionary, as envi saged
by the Jam son Conmm ssion of Inquiry, and therefore | egislative
action and government encouragenent will be necessary.

The Commttee noted that in Queensl and many hospita
boards admi ni ster nore than one hospital. In evidence to the
Committee, the Regional Director of the Illawarra Heal th Region
advi sed that sonme of the smaller district hospitals in that Region
were willing to accept an expanded role. Wile supporting those
initiatives, the Regional Director stated that he was constrai ned by
t he absence of appropriate admnistrative and | egislative
arr angenent s.



The Conmmittee recomends that:

the Public Hospitals Act and the
Heal t h Comm ssion Act be anended
to facilitate the establishment
of area health boards.



ROLE O THE MED CAL PROFESSI ON

Inits InterimReport, the Commttee drew attention to
the major.role of the medical profession in generating hospita
expendi ture.

In examning this matter the Commttee
has taken evidence froma nunber of individuals and organi sations
representing health care admnistrators, health economsts and the
medi cal prof ession. The Commttee has al so exam ned at first hand
t he Queensl and hospital systemand hel d di scussions with the
Queensl and Departnment of Health, hospital adnmnistrators and the
State Branch of the Australian Medical Association

There appear to be two main areas in which controls wll
have a significant effect on doctor generated hospital expenditure -
access by the medical profession to health care facilities and the
econoni c incentives available to the profession in the health care
delivery system Wile both these areas are interdependent, for
conveni ence the Committee has considered this probl emunder three
maj or headi ngs.
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* appoi ntnent of nedical staff
to public hospitals.

* nmoni toring of doctor activity
in public hospitals.

* remuner ati on of nedical staff
in public hospitals.

Studies, both in Australia and overseas,
have denonstrated a clear relationship between the utilisation of a
health facility and the degree of access to that facility by the
medi cal prof essi on.

The utilisation of pathol ogy services
provides a sinple illustration of this relationship. As the
speci nen, and not the patient, is transported to the | aboratory the
rel ati ve accessability of pathol ogy services should have little
i nfl uence on the rate of usage. However, a study of the
utilisation of pathol ogy services per head of population in
statistical divisions across Australia, based on 1976 Medi bank data
clearly denonstrated a decline in use proportional to the distance
fromthe nearest pathology |aboratory. In the Sydney and Wl | ongong
areas, where pathol ogy services are bei ng aggressively pronoted
anongst nedical practitioners, the utilisation in 1976 was 60 - 70%
above the Australian average.



- 65 -

At a hospital level, studies conmparing utilisation in
the United Kingdom Canada and the United States have convincingly
shown a lower utilisation in hospital systens that restrict access

by medi cal practitioners. A | ai ssez-faire attitude to doctor
access presents the hospital systemw th an ever-increasi ng doctor
generated demand for its services. These demands are then

translated into over-utilisation - high adm ssion rates, high
operation rates, excessive procedures and investigations.

Where a hospital system operates under a
sal aried, sessional or, as in the United States, a
private pre-paid arrangenent, control over the access
to the facility by the medical profession is greatest.
Under these arrangenents, the hospital systemis ab le
to determne the demand it is to meet and then appoi nt
medi cal staff accordingly. The nature of the demand
pl aced on the hospital under these arrangnents if no
| onger a demand presented to the hospital by the doctor
whi ch the hospital has no alternative but to satisfy.

The need to linmt the nunber of doctors appointed to
public hospital s has been recogni sed by the Heal th Comm ssi on of New
Sout h Wl es. In July, 1978, follow ng repeal of Regul ation 48
under the Public Hospitals Act, the automatic right of access to a
public hospital for |ocal medical practitioners was w thdrawn.



Wi | e establishnents have been set by the Comm ssion for medica
staff at many hospitals, these establishnents have tended to
concentrate on the salaried staff with the nunbers of visiting
nmedi cal staff left largely undi sturbed. The appoi nt ment of
visiting nmedical staff, particularly in the bigger hospitals, has
largely reflected previous practice. There does not appear to
have been a conprehensi ve revi ew of these appointnents to ensure
that they are relevant to the needs of the community. Such a
reviewis desirable not only in the interests of cost containnment
but also to ensure the nmaintenance of professional standards and

skills. To naintain these skills, particularly in surgery and
ot her procedures types of nedical practice, a m ni mum nunber of
patients is required. I n absence of an adequate nunber of

patients, skills are lost and the tenptation for over-utilisation
gr ows.

As discussed el sewhere in this report, the
delineation of an appropriate role for each hospita
| argely determ nes nedi cal staffing requirenents.
Allied to role delineation is the need to ensure that the services
provi ded by nedi cal staff, once appointed, are apse to that role
both in terns of the facilities available in the hospital and the

clinical conpetence of the doctor concerned. There is w despread
agreenent that fornal delineation of clinical privileges for nedica
practitioners appointed to public hospitals is desirable. The

Commttee has noted with sone concern that amendnents to the Public
Hospitals Act providing for delineated clinical privileges, passed a
nunber of years ago. by the New South Wl es Parliament, have stil

not been procl ai med.



The Conmmittee recomends that:

nmedi cal staff establishnents for
public hospitals be reviewed to
ensure that they are rel evant

to both the role of the hospital
and the needs of the comunity.

the Health Commission initiate
action to renove the barriers
to procl amati on of the amendnent
to the Public Hospitals Act
providing for the delineation

of clinical privileges for all
medi cal practitioners appointed
to public hospitals.
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Peer Revi ew

W despread agreenent al so exists that
on-goi ng programres to nonitor and regularly review the provision of
medi cal services by each doctor in public hospitals should be
pur sued. These programres general ly fall under the headi ng of
"peer review'. Wiile accepting the desirability, in principle, of
such review, the Conmttee is concerned that insufficient critica
eval uation has been nade of the costs and benefits of these
pr ogr amres. To date the maj or enphasis of these programmes
appears to be quality orientated while ignoring costs.

Many forns of peer review have been proposed
including utilisation review, criteria auditing and quality
assurance programres. Qual ity assurance programres, for exanple,
may be counter productive in the absence of an i ndependent
determ nation of the standards against which the quality is to be
assessed. Divorced fromthe role of the hospital and the resources
avail abl e, these programmes may have little rel evance.

Revi ew by one's peers can have a sal utory
effect on behaviour in situations where the doctor's
activities are significantly out of step with his/her peer group
However, being essentially voluntary, peer review panels generally
cannot resort to sanctions and nust rely on noral suasion to effect
changes in the servicing patterns of particul ar doctors.



Peer review |l oses its effect in situations where the
peer group, as a whole, practises in a manner inconsistent with the
needs of the community. Self regulation alone, in a situation
where the service provider controls both demand and supply, is
obvi ously an inadequate and ineffective formof control.

In the United States, statutory Professional Standards
Revi ew Organi sations (PSRO were established in 1972 to control the
cost of health services provided under the Medicare, Medicaid, and
Maternal and Child Health programmes. Recent reviews of the PSRO
programre have cast doubts on its cost effectiveness. The
Committee sees a simlar danger in Australia that the "peer review
bandwagon” will divert attention fromother measures with a far
greater potential to contain and control health care expenditure.
In view of the high regulatory costs and i mted benefits associ ated
with PSRCs in the United States of Anerica, the Conmttee' s viewis
that peer review should renain a hospital based activity.



Wi | e accepting the probl em of
definition in this area, utilisation review, as distinct from other
forns of peer review appears to be a nore appropriate nonitoring
tool for both hospital and health adm nistrators and the doctors
appoi nted to hospitals. Uilisation reviewis a w der concept and
shoul d properly invol ve others outside the "peer group". By
nmoni toring the provisions of services and procedures perforned by
doctors within the hospital, abnormal patterns can be identified and
i nvesti gat ed. The data base from such programmes w || assi st
hospi tal nanagement in nore effectively utilising the resources
available to themand will also aid in the planning and devel oprent
of health services.

The sophi sticati on of such programres
will vary fromhospital to hospital. Wi | e conput er assi stance
will be a pre-requisite for many programmes, all hospitals are
capabl e of inplementing a utilisation review programre suited to
their particular role and size.

An essential requirenment for effective
utilisation reviewis the existence of an adequate
medi cal record for each patient in the hospital
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The Conmttee al so sees a need for greater comrunication
bet ween hospital managenent and the nedical staff, especially in the
area of budgetary performance. Cost education programmes shoul d
al so be established where necessary.

The Conmittee recomends that:

* all major hospitals introduce
appropriate forns of peer review
and utilisation review where they
have not al ready done so.

* hospital s should require, as a
condi tion of appoi ntnent, that
medi cal practitioners agree to
participate in review procedures.
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Remunerati on of Medical Practitioners

The neasures outlined above formonly
part of a framework to control doctor generated hospita
expendi ture. Wiile this framework is essential, by itself it
cannot adequately address the problem This is particularly so in
| arger hospitals.

In a small country hospital once the
hospital's role has been defined and the doctor's privil eges
delineated, the facilities avail able have a self-limting effect on
the range of services provided by the doctors appointed to the
hospital. In larger hospitals, particularly teaching hospitals this
is not the case. The wider array of facilities and greater
sophi stication and specialisation dilute the effectiveness of such a
f ramewor k.

To adequately control hospital expenditure,
attention nmust al so be given to the economc incentives available to
the nedical profession in the health care delivery system

There is no doubt that hospital utilisationis
substantially |l ower for patients treated by doctors paid on a tine
basis conpared to that of patients treated by doctors paid on a fee
for service basis.



The Heal th Comm ssion of New Sout h
Wales inits submssion to the Comittee noted that:

"The evidence that hospital utilisation is significantly

hi gher when doctors operate on a fee for service basis is so
strong that it nakes the mechani smof doctor paynents for

medi cal services provided in hospitals one of the major
matters, if not the najor matter, in any effort to contro
hospital costs .... The Health Commi ssion, in sunmary, sees
the large role of fee for service medicine in public hospitals
as a najor obstacle to maxi msing efficient use of resources
in hospitals and considers that changes are warranted and
necessary".

Studies in the United States have
exam ned hospital utilisation by nenbers of health mai nt enance
or gani sati ons. Most of these organi sations pay their doctors on a
sal aried or capitation basis, with some allow ng the doctors to
share in any surplus. A conprehensive survey of 38 conparisons
bet ween prepai d group practice heal th mai nt enance organi sati ons and
traditional fee for service based systens reveal ed a 30% | ower
hospital utilisation in prepaid group practices.
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The Jam son | nquiry concl uded

"On bal ance, the figures avail abl e suggest there are
incentives in fee for service paynment whi ch encourage hi gh
levels of utilisation and utilisation of costly forns of
treatnment, and that these levels may as a result be higher
than woul d ot herwi se be the case"

A conpari son between the New Sout h
Val es and Queensl and hospital systemconfirns that a fee for service
systemis associated with higher hospital expenditure. Inits
InterimReport the Conmttee referred to the higher surgery rate in
New Sout h Wl es when conpared to Queensl and. A nore recent
anal ysis, based on 1978 data, has confirmed that 'the surgery rate
per 1000 popul ation, in New South Wales is 33% higher than in
Queensl| and. The surplus is greatest in diagnostic and m nor
el ective procedures but is significant even for major procedures.
The procedure rates are set out in Table 2.



TABLE 2
PROCEDURE RATES: PUBLI C AND PRI VATE HOSPI TALS
- QUEENSLAND AND NEW SOUTH WALES - 1978

Queensl| and N S W %
Excess
Rat e/ 1000 Rat e/ 1000 New
Sout h Wal es
Popul ati on Popul ati on  over
Queensl| and
Ner vous System 1.85 1.99
8%
(except 028)
Endocri ne 0. 65 0.77 18%
Eye 2.87 3.43 20%
ENT 8. 65 9.94 15%
T & A (233-5) 4.35 4.93 13%
Upper Alinentary 2.33 2.97
27%
Extraction teeth (251-2) 1.17 1.59
36%
Thor ax 1.50 2.12 41%
Q her Heart (300-309) 0. 37 1.13 205%
Br east 2.07 2.50 21%
Partial Mastectony (381)* 0.78 1. 06 36%
Mast ect ony (382-5) 0. 26 0.29 12%
Pl astic Qperation (386) 0.52 0. 68 31%
Abdonen (except 431) 12. 54 15. 09 20%
Appendi x (440-8) 2.58 3.97 54%
Chol ecyst ectony (522) 1.44 1.62 13%
Si gm odoscopy (468) 0. 69 1.02 48%
Haenor r hoi ds (492- 3) 0.81 0.96 19%
Uinary and Mal e CGenital 6. 77 9.56 41%
Cyst oscopy WUreter (587) 0.23 0.48 109%
Cyst oscopy (608) 2.10 2.71 29%
G rcuntision (661) (M 1.18 2.06 75%
Ligati on Vas Deferens (651) (M 0.55 2.41 338%
Fenale Genital (F) 26. 24 37.10 41%
Hyst erectony (690-4, 696) (F) 4.79 4. 65 -3%
Di vi si on oviduct (684) (F) 2.95 3.82 29%
CQurettage (704) (F) 8. 67 13.81 59%
Qostetric (Except 749, 754-7, (F) 7.83 11.50 47%
760, 774-7)
Caesarian Section (764-9) (F) 4.10 3.51 -14%
QO t hopaedi c 9.08 12. 17 34%
Mani pul ati on Fracture (780) 1.23 1.80 46%
Joi nt Mani pul ation (804) 0.34 1.57 362%
Peripheral Grcul ation 2.01 2,45 22%
Stripping of Varicose Veins (894) 0.74 1.07 45%

Skin and Subcut aneous Ti ssue 6. 28 10. 22 63%




Q her Surgical Procedures 1.53 2.13 39%
(except 950)

TOTAL 75. 07 99. 68 33%

*  Excludes 028, 431, 749, 754-7, 760, 77-7, 950

Sour ce: Hospital Morbidity Statistics
(Numbers after procedure description refer to the
International Coding of these procedures)



In the Queensland public hospital system nedi cal
practitioners are predomnantly remunerated on either a sessional or
sal aried basis. Sessional paynments were first introduced in 1938.
The majority of patients in Queensland public hospitals elect to be
public patients. Private and internediate patients account for only
15% of inpatient bed days.

Queensl and spends approxi mately 20%
| ess per head of popul ation than the Australian average
on its hospital services and requires |ess doctors than
the Australian average to provide these services. A
conpari son between New South Wil es and Queensl and
expendi ture on nedi cal salaries and paynments to
visiting medical officers again denonstrates a
substantial difference. Usi ng adj usted daily average (A D A),
which reflects both the inpatient and outpatient workload, medica
staff expenditure per A D A in 1980/81 was $3, 865 in Queensl and and
$5,090 in New Sout h Wal es.

I n exam ni ng possi bl e changes to the
current nethods of renunerating nedical practitioners in New South
Wl es public hospitals, the Commttee has exam ned a nunber of
opti ons. These have been outlined previously in the Commttee's
Interi mReport.
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Private Practice Arrangenents for Staff Specialists

These arrangenments have been revi ewed on a nunber of
occasi ons. Exam nations by the Committee on Applications and
Costs of Modern Technol ogy in Medical Practice (1978), the Jam son
Inquiry and a working party of the National Standing Commttee
(Hospital Agreements) have all concluded that nodification of these
arrangenents is required. The Jam son | nquiry recomrended the
eventual abolition of the arrangenents altogether

The Commttee has noted with interest
that the Queensl and Cabinet has recently rejected a proposal from
the Australian Medical Association to introduce rights of private
practice for salaried specialists in that State. The proposal was
conprehensi vel y eval uated by a joint working party with the
Queensl and Department of Health before being submtted to Cabinet.

When the current private practice arrangenents were
entered into in New South WAl es the medi cal nanpower situation was
basically a seller's market. The supply situation has altered
markedly since that tine and while there is not necessarily an
oversupply of doctors in all specialties there is now a such nore
gener ous supply.
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In addition to the argunents expressed
inthe InterimReport, the Commttee has been advi sed that
amendnents to the private practice arrangenents may be necessary due
to doubts about the taxation position of private practice trust
funds and the legality of Schene A under Section 17 of the Health
| nsurance Act.

In 1980/ 81 staff specialist private
practice fees totalled $25 mllion. O this amount $10 million
was retained by the hospital as a facility charge, $ mllion pl aced
into the staff specialist trust funds and a further $9 mllion paid
to staff specialists as sal ary suppl enent ati on.

Havi ng heard evi dence fromthe New South
Val es Public Medical Oficers Association (representing salaried
staff specialists), the Australian Medical Association (New South
Wl es Branch) and the Heal th Conmm ssion of New South Wl es, the
Committee has concluded that the current arrangements shoul d not
conti nue.

The present private practice arrangenents, in
particul ar Scheme C are out of line with those in other States.
In a report prepared for Conmonwealth and State Health Mnisters in
May 1981, a working party of the National Standing Commttee
(Hospital Agreements) outlined the private practice arrangenents in
ot her States.



In South Australia two arrangemnents
exi st. Schene A (which excludes pathol ogists) linits salary
suppl enentation to a maxi mum of 25%w th an expense al | onance based
on 20%of total fees collected limted to a maxi mum of $4, 000.
Schene B (principally pathol ogists) also has a salary
suppl enentation limt of 25%wi th an additional 5%paid to a
research and travel fund. Victoria limts salary suppl enentation
to 25% al so. In Tasmania the [imt is 35% The limt in
VWestern Australia is 25%with the residual fees income being paid
into a trust fund controlled by the Hospital Board. Queensl and,
as noted earlier, does not provide a right of private practice to
sal aried staff specialists.

The Commttee is al so concerned that there are
insufficient controls on the utilisation of private practice trust
funds. Wil e the nunber of trust funds varies fromhospital to
hospital, they are generally based on individual departnents or
specialties with control of the fund being with the participating
staff specialists and not with the hospital

Consequent |y, high revenue producing areas,
particul arly radi ol ogy and pat hol ogy, have greater access to funds
for travel, research and equi pnent than other departnents in the

hospi t al . The present system does not ensure that the expenditure
of trust fund nonies is in the areas of greatest need in the
hospi t al . To overcone this problema single trust fund

adm ni stered by the hospital, should be established at each
hospital. Expenditure fromthis fund should be for the benefit of
the hospital as a whol e rather than individual doctors or
departnents.
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The level of facility charges |evied by
hospitals to conmpensate for services rendered to staff specialists
currently range from20 - 90% The services provided by hospital s
i ncl ude consulting roons, nursing and clerical support staff,
di agnostic and other equi prent and all services related to billing,
fee collection and accounti ng. The AMA., inits submssion to
the 1981 inquiry on medi cal benefit fees, stated that practice costs
(excl udi ng notor vehicle costs) consuned 43. 71% of the gross income
of specialists. As these costs are largely net by the hospital in
the Case of salaried staff specialists, the Commttee woul d not see
as unreasonable a rise in the mnimumfacility charge fromthe
current 20%to 40% of the nedical benefit fee.

The Conmttee sees no reason why. three separate
private practice arrangenents shoul d be conti nued. O equity
grounds al one, there should be one uniformarrangement for all
sal aried staff specialists.

The difficulties experienced by the.
Committee in conpiling informati on on private practice i ncone have
al so highlighted the need for greater accountability to the public
in the expenditure of these funds.
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In the event of the continuation of a right to
private practice for salaried staff specialists the Commttee
r econmends:

* the term nat i on of Schenes
A and C
* nodi fication of Schene B to

l[imt private practice income
to say 20% of sal ary.

* review of the facility charges
levied on private practice incone
by hospitals to nore accurately
reflect the cost to the hospital
of services provided to staff
speci al i sts.

* nodi fi cation of trust fund
arrangenents to ensure that all
surplus private practice incone
is placed in one hospital trust
fund to be used for the benefit
of the whol e hospital

* total private practice incone,
summary details of its di sbursenent
and trust fund bal ances be published
in hospital annual reports.
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Charges for the Use of Hospital Facilities Medical Practitioners
(Facility Charges)

Apart fromsalaried staff specialists,
facility charges are currently levied on visiting nedica
practitioners only in a limted nunber of areas - radiology,
pat hol ogy and radi ot her apy.

The Heal th commi ssion of New South
Val es and many hospital subm ssions to the Committee have advocat ed
an extension of facility charges to other visiting nmedica
practitioners. If fee for service paynents to visiting medical
staff are to be retained, the extension of facility charges woul d
appear to be appropriate.

However, there are a nunber of problens
i nherent in extending facility charges. The maj or concern of the
Committee is the need to ensure that such a charge is not passed on
to the patient either directly or indirectly through the nedi ca
benefits fee system

Wth diagnostic services, it is generally accepted that
there is a "non-professional”™ conponent. in the nmedical benefit fee
establ i shed for that service. This conponent covers the cost of the
equi pnent, materials and technical support staff in providing the
service. The renainder of the fee is a "professional” conponent to
cover the doctor's personal input. Facility charges should
theoretically cover the "non-professional" conponent.



Wth other nedical services provided
in hospitals by visiting nedical staff, it is not clear as to
whet her there is a "non-professional” conponent in the medica
benefit fee set for each service. Unli ke the Canadi an nedi cal fee
schedul es, there i$ no clear distinction between these conponents in
the conpilation of medical benefit fees in Australia.

If facility charges are to be introduced the existence
of a "non-professional"™ conponent woul d need to be argued before the
Medi cal Benefit Fees Inquiry to avoid the charge being regarded as a
practice cost and increasing the nedical benefit fee and thereby
passing on the charge to the patient through the health insurance
system

There is, of course, also a need to ensure that the
doctor does not sinply bill the patient directly for the facility
charge. To avoid this possibility it would be necessary to require
all visiting medical practitioners to charge no nore than the
medi cal benefit fee schedul e when billing the patient. This coul d
be incorporated within their conditions of appointnent to the
hospi t al
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In summary, the Committee recognises the
appropri ateness of an extension of facility charges but a nunber of
practical difficulties remain to be overconme before this extension
can occur.

In the event of a continuation of
fee for service paynents to visiting nedical officers treating
private patients the Conmttee reconmends that:

* the Heal th Commi ssi on exam ne the
feasibility of extending facility
charges to all visiting nmedica
practitioners.

* in concert with other State Covernnents,
New Sout h Wl es seek the agreenent of the
Commonweal th Governnent to nodification
of the Medical Benefits Fee Schedule to
clearly identify a "non-professional"”
conponent in medi cal benefit fees.

* that, as a condition of appointmnent,
all visiting medical practitioners
be required to charge no nore than
the medi cal benefit schedule fee
for nedical services provided to
private patients in pub lic hospitals,



Ext ensi on of Sessional Paynment for all Medical Services to
"Hospital" Patients

As discussed in the InterimReport,
medi cal practitioners are currently paid by the
hospital for services rendered to "hospital"

patients. Private patients are billed directly
by the doctor. There are two nmet hods of paynent
by the hospital - sessional and nodified fee for service

Until the recent revision of the sessional paynent
determ nation by M, Justice Macken, it was not economc to
extend sessional paynent to hospitals smaller than country
base hospitals. Following this determnation in Cctober 1981
whi ch provided for an all inclusive hourly rate of
renunerati on and revised on-call allowance there is now no
reason why time based as opposed to fee for service based,
payment shoul d not be extended to all public hospitals in New
Sout h \Wal es.

In a nunber of hospitals the appoi ntnent of full-time or
part-time salaried nmedical staff nay al so be a viable
econoni ¢ proposition

The Conmittee recomends that:

* sessional paynents for mnedica
services provided to "hospital "
patients shoul d be extended to
all public hospitals.
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Ext ensi on of Sessional Paynent for Medica
Services to all Patients in Public Hospital s

As foreshadowed in the Commttee's
InterimReport, the abolition of fee for service paynents in the
public hospital systemrepresents an obvious alternative to the
current pattern of nedical practitioner renuneration. As adopti on
of this proposal would result in a major change to the nedica
profession's current practice, the Conmttee has exam ned this
option in great detail.

Earlier in this section of the Report,
the Commttee drew attention to the two najor factors influencing
doctor generated hospital expenditure -the nunber of doctors with
access to the hospital and the econom c incentives available to the
medi cal prof ession. It is beyond question that the goal of
appropriate hospital utilisation and with it, control of hospita
expenditure, requires attention to both these factors.

G her neasures outlined in this report address

t hensel ves to these factors. However the maj or advant age of
sessional paynments is that it conbi nes both factors giving nmuch
greater control of doctor generated denand. In the Conmmittee's

view, measures such as delineation of hospital roles and clinical
privileges are both necessary and desirable and will assist in
achi eving nore appropriate hospital utilisation.
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However, t hese neasur es can do no nore
than nodi fy the framework w thin which nedical services
are provided in public hospitals. To achi eve nor e
efficient hospital utilisation at a | ower cost nor e
effective controls on doctor generated demands for
hospi tal services are required. The experience of Queensl and, New

Zeal and, the United States, Canada and the United Ki ngdom has
clearly shown that sal aried and sessional paynent systens for
medi cal services are the nost effective means of achieving these
goal s.

The Commttee's InterimReport outlined the basic
details of a fully sessional system Under this. system patients
woul d not be charged mnedi cal fees by their doctor. | nst ead, .
doctors woul d be renunerated on a sessional basis by the hospital.

To of fset the costs associated wth sessional
payment, the hospital would charge a nedical service fee in addition

to the daily bed charge. The nedi cal service fee, being a
hospital charge, would be fully covered by basic hospital insurance.
As there would be a corresponding fall in basic nedical insurance

rates there woul d be no increased cost to the patient.

The Health Commission of New South Wales has
estimated that sessional paynments for all medical services in public
hospitals will total approximately $60 nillion per annum To
cover these paynments and
revenue losses resulting from the abolition of rights of private
practice for salaried staff specialists, a nedical service fee of
$22 per day woul d be required.



The adoption of a nedical service fee
of $22 per day would require a rise in basic hospital insurance

prem uns of under $1 per week. This rise would be offset by a
fall in basic nedical insurance premuns of at |east the same
anmount . However, patients currently being charged by the doctor

treating themwould no | onger have to nmeet the 15% gap between the
fee charged and the medical fund rebate, resulting in an i mredi ate
saving to the patient. In the long term additional savings would
occur as the demand for hospital services fell leading to a fall in
heal t h i nsurance preni uns.

The introducti on of sessional paynents
woul d also lead to savings for both the State and Commonweal t h
Cover nnent s. The Commonweal th Gover nment woul d i mredi atel y save
the 30% of medical benefit fees it now pays for medical services to
private patients in public hospitals - this saving has been
estimated at $42 mllion per annumand is based on an estimate that
nedi cal benefit payments in New South Wal es total approxinmately $620
mllion per annum O this sum 23%rel ates to medi cal services
provided to private patients in New South WAl es public hospitals. As
t he Commonweal th pays 30% of all medical benefits the saving to the
Commonweal th is 30% of $142.6 million, approximately $42 million.
In addition, as sessional paynments will lead to a lowering in the
dermand for, and utilisation of, public hospital facilities long term
savings will occur in the subsidies required to operate the New
South Wl es public hospital system



Details of the Health Conm ssion costing are shown in
Tabl e 3. The costing assunes that salaried staff specialists
will be granted a 16%salary rise to conpensate for |oss of private
practice i ncone.

TABLE 3

COSTI NG OF SESSI ONAL/ SALARFED MEDICAL SERVICES FCR ALL PATIENTS IN

NEW SOJUTH WALES PWBLIC HOSPITALS (Based on 1980/81 costs and

activity levels)

1. PAYMENTS TO VI SI TI NG MEDI CAL PRACTI TI ONERS

Current payments for treatment of

"hospital" patients $34. 2M

"Hospital" bed days as a proportion of

total bed days 46. 2%

Estimated total paynments for treating

all patients ($34.2M- 0.462) $74. OM

.. ADDI TIONAL COsT (1) $39. 8M
2. ADDI TI ONAL SALARI ES TO STAFF SPECI ALI STS

16%salary rise, plus restoration of salary

reducti on under Schene C (average 20% $10. 9M
3. LOSS OF FACI LI TY CHARGES $10. OM
TOTAL COsT $60. 7TM

(1) This figure woul d be overstated to the extent that

all outpatient services are now already paid by the
hospital, but is understated to the extent that
sessions have not yet been taken up by sone
visiting nmedical staff.
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The Commttee has al so obtai ned an
i ndependent costing from Dr J. Deeble, head of the Health Research
Project at the Australian National University. Dr Deeble has
estimated that nedical services to inpatients of public hospitals
account for approximately 23% of nedical insurance costs. A 23%fall
in medical insurance costs would reduce the basic nedical insurance
prem umby $1 per week.

The costs of introduci ng sessional paynents
have been estimated by Dr Deebl e as being somewhat | ower than that
calculated by the Health Commission. Hs figure was $55 mllion
Dr Deeble estimated the rise in basic hospital insurance pren uns
necessary to cover these costs as being about 85 cents per week.
This rise would be nore than offset by the $1 fall in nedica
i nsurance prem uns.

In view of the convincing evidence avail abl e
that a salaried and/or sessional systemof paynment for medica
services results in a nore efficient hospital systemwith resultant
savings to the coomunity, the Commttee paid close attention to
argunents agai nst the introduction of sessional payments put forward
by a nunber of witnesses.

The mai n antagoni st was the New South Wl es Branch of
the Australian Medical Association. Inits second subm ssion to
the Conmttee the Associati on comrented on the proposal in the
following terns:



" ... the proposal for tota

sessions throughout the public hospitals systemis a concept
that would not be in any way acceptable to the practising
medi cal profession in this State.

It is tantamount to Soci alisation of Medical services ...

The Associ ation placed great enphasis
on an apparent alteration to the doctor-patient relationship under a
sessional paynment scheme alleging that there woul d be no direct
contract between the patient and doctor. In the Association's
view there woul d be "a hardening of the attitude of the medica
profession; they will not feel the sanme personal involvenment with
their patients”

The Associ ation was unabl e to advance
any cogent argument agai nst sessional paynments on clinical or
econoni ¢ grounds. In answer to a question concerning the
standards of nedical care for "hospital" patients treated by
visiting medical practitioners currently paid on a sessional basis
the Association agreed that the patients received the "same standard
of clinical excellence" as that given by the same medi cal officers
to their private patients.



In answer to a question concerning the | evel of
remuner ati on under sessional paynents, the Association argued that
its opposition related to the nmethod of renuneration rather than the
[ evel of reruneration itself.

However, in the absence of any ot her
sust ai nabl e obj ection fromthe Association, the Committee can only
conclude that the higher |evel of remunerati on under fee for service
payments is, in fact, the Association's real objection to sessiona
payment s. (A survey by the Queensl and Departnent of Health
suggests the cost of fee for service paynents is, on average, five
times greater than sessional paynments, and in some specialties,
eight tines greater).

In essence, the Association argued that the
i ntroducti on of sessional payments for services to all patients
woul d change the whole attitude of doctors to the treatnent of
patients in public hospitals solely because their nethod of paynent
changed. In the words of one Committee menber the evidence from
the Association suggested that "we are |looking at a Dr Jekyll and M
Hyde situation".

As the mgjority of patients in Queensland public
hospitals are treated by doctors paid on a salaried or sessiona
basis, the Commttee visited a nunber of public hospitals in
Bri sbane and hel d extensive discussions with hospita
admni strators, the Departnment of Health and the Queensl and Branch
of the Australian Medical Association. The Coomttee was unable to
find any evidence that sessional paynments had resulted in a poor
standard of care or a detrinental effect on the doctor-patient
rel ati onship.



Apart from sone m nor disagreemnment about the |evel of
remunerati on (sessional payments in Queensland, unlike New South
Wl es, are not determned by an independent arbitrator), the
Queensl and Branch of the AMA had encountered few problens wth
sessi onal payments. There had been an overwhel m ng accept ance by
the public, health adm nistrators and the nedical profession of this
formof renuneration

Anot her argunent advanced to the Commi ttee agai nst
sessional paynments was that it renmoved the patient's "right" to
choose his/her doctor in hospital. In the Committee's view, the
"right" to choose one's doctor will only disappear if the nedica
prof ession refuses to co-operate in neeting the patient's request.

In discussions with hospital admnistrators it is
apparent to the Committee that the majority of private patients do
not in fact choose their own doctor - the choice is nmade for them by
their referring general practitioner. In many cases private
patients admtted through Casualty have never net the doctor
treating themin hospital prior to their adm ssion



The ability of patients (or, in reality
their referring doctor) to choose a particul ar doctor under a
sessional system of paynment was exam ned by the Committee during its
di scussions in Queensland. Hospital admnistrators and the
Queensl and Branch of the Australian Medical Association both agreed
that it was possible for patients to be treated by a particul ar
doct or. This coul d be acconplished in a nunber of ways, the nost
common being a referral by their |ocal doctor to a particular
specialist appointed to the hospital who then arranged the patient's

adm ssi on under his care. Wher ever possi bl e the hospital ensured
that patients adnmtted through Casualty were put under the care of a
particul ar doctor if this was requested by the patient. Thi s

arrangenent, of course, depended on the co-operation of the doctor
concer ned.

"Hospital" patients in New South \al es
are also often admtted under the care of particul ar doctors even
t hough the doctors concerned are paid on a sessional basis. The only
barrier to this systemcontinuing woul d be | ack of co-operation on
the part of the nedical profession



Concern was al so expressed by sone
wi tnesses fromthe Heal th Comm ssion that the introduction of
sessional paynments for all public hospital patients could result in

a "two-tier" systemof health care. As nedical practitioners will
be paid for all services provided in public hospitals the Conmttee
is unable to see the logic in such an argumnent. In view of the

specialised facilities and sheer size of the public hospital sector,
a whol esal e exodus to private hospital s woul d appear to be nost
unl i kel y.

Evi dence to the Comm ttee suggests that
there is a fairly stable group of patients and doctors who are the
"natural" clientele of private hospitals. The private hospitals meet
a certain specialised need. Mbst people distinguish quite clearly
between the role of the private hospital and that of the public
hospital. The private hospital is seen as being an area of
conveni ence while najor illnesses and energencies are autonmatically
t hought of as being She public hospital's domain. In a mxed
private and public hospital systemthe percentage of patients using
the private sector tends to average 25 - 30% This figure is
supported by the experience in both Queensl and and New Zeal and.
The Commttee has noted that Queensland has nmore private hospital
beds per head of popul ati on than New Sout h Wl es.



Inits evidence to the Commttee, the
Heal t h Conmi ssi on expressed sonme concern that it woul d be unable to
i npl emrent this proposal at the present time as "there were too many
things on our plate at the nonent” The principal problemseen by the
Conmmi ssion was the expected hostility fromthe medi cal profession
In view of the need to contain and control hospital expenditure and
the acceptance by the Commission that the large role of fee for
service medicine in public hospitals is "a najor obstacle to
maxi m sing efficient use of resources in hospitals”, the Conmttee
is surprised that the extension of sessional paynents is not seen by
the Conm ssion as a matter warranting serious consideration and a
high priority.

In summary, the Commttee regards the
payment of visiting nedical practitioners in public hospitals on a
sessional basis as being the single, nost effective neasure
avail able to contain and control hospital expenditure. The
proposal provides an effective and flexible control over doctor
generated demand for hospital services and in addition renoves the
econoni c incentive inherent in fee for service payments.

The Commttee can see no reason why the quality or
standard of clinical care of patients should decline. I ndeed to
the extent that the change leads to a reduction in inappropriate or
unnecessary hospitalisation and investigation the standard of care
wi Il be inproved.



In financial terns the proposal provides real savings to
the public, New South Wil es and Commonweal t h Gover nnent s.
Conbi ned nedi cal and hospital health insurance rates would remain
unchanged in the short termand would fall in real terns due to a
nore efficient use of hospital resources. Patients would no
| onger need to nmeet the costs of the "gap" between the fee charged
by the doctor and the nedical fund rebate.

The Commonweal th Gover nment woul d save
a mnimmof $42 mllion per year in nedical benefit paynents.
When its paynents under the Pensioner Health Benefit and other
schenes are considered the saving i s even greater

As the costs of extended sessional paynents woul d be
covered by basic hospital insurance, adoption of this proposal woul d
be at no cost to the Suave CGovernnent and |ong term savi ngs woul d
followthe nore efficient utilisation of hospital resources.

The inplementation of this schene is likely to nmeet
strong resi stance. The Australian Medi cal Association, for exanple,
has threatened industrial action. To counter such resistance and
ensure that it does not adversely affect patient care, the Commttee
recogni ses that the inplenentati on of the schene woul d need to be
preceded by careful groundwor k.
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The Conmmittee recomends that:

visiting nmedical practitioners be
renunerated for medical services to

all patients in New South Wil es publ ic
hospitals on a sessional rather than
fee for service basis. The Public
Hospital s Act be amended to prohibit
charges being rai sed by any nedi ca
practitioner for services provided

to a patient in a public hospital

the salary and conditions of salaried

staff specialists be appropriately revi ened
inthe light of abolition of their rights
to private practice.

to facilitate the extension of sessiona
payments for medical service to all patients
in public hospitals at an app ropriate tine
the Public Hospitals Act be anended to

- appropriately redefine the positions of visiting
medi cal practitioner and visiting nedical officer to
create a single category of visiting medical
appoi nt ee

- determne, at a specified date,

all current visiting nedica
practitioner appointnments to

public hospitals with a savings
provi sion giving preference to
current appoi ntees when appoi ntnents
to the new positions are being nmade.
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RECOGNI SED 2ND, 3RD SCHEDULE HOSPI TAL | NCOVE AND EXPENDI TURE - NEW

(Source Quarterly,

SOQUTH WALES 1960/ 81

EXPENDI TURE .

Sal ari es and Wages (Non Medi cal )
Sal ari es and Wages (Medi cal)
TOTAL SALARI ES AND WAGES

Super annuat i on.
Paynments to VMXs

Food
Dr ugs

Medi cal / Sur gi cal Supplies
Speci al Service Supplies

Fuel ,

Li ght and Power

Domesti ¢ Char ges

Renovat i ons

Repl acenent s and Equi pnent
Repai rs and Mi nt enance
Admi ni stration

Q her

GROSS CPERATI NG PAYMENTS (G Q P,)

RECOVERI ES

Meal s

and Accommodati on

Services to G her Hospitals
Super annuat i on Repaynents by Enpl oyees
1

NET CPERATI NG PAYMENTS

RECEl PTS

Patient Fees
Nur si ng Hone Benefits (Comonweal t h)
Specific Gants

Q her

Revenue

TOTAL RECEI PTS

NET CPERATI NG COST

COWONWEALTH STATE SUBSI DY

3

CASH SHORTFALL

1.

Net (perating Paynments represent Goss (perating Payments

| ess Recoveri es.

Net Cperating Cost represents Net Qperating Paynents |ess

Recei pt s.

Mont hly Return Aggregates June, 1981)
$ M LLION
783.

86.
870.

1, 184.

203.
0.

1.
12.
218.
965.
950.

15.

Cash Shortfall represents Net Q(perating Cost |ess

Commronweal t h/ St at e Subsi dy.

93

87

07

% G QO P.

~ (o]
S ~Nw
(o) M@ Ne))

PR TONRPWWWNNN
TOOITOTWNOWOOUTOON

100.

o

=NOo
or

78. 4

777 . 2

1.2
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RECOGNI SED 2ND, 3RD SCHEDULE HOSPI TALS '

SALARI ES AND WAGES ANALYSI S -

NEW SOUTH WALES - 1980/ 81, .

Cat egory Nunber % Tot al s & W(1) 9% Total

St af f $M

S&W

30.6.81
Ceneral Admn/derical 6, 038 10.4 84. 30 97
Medi cal 2,579 4.5 76. 66 8 8
Nur si ng 26, 359 45.5 378.76 43 5
Radi ol ogy (Med) 97 0.2 2.65 03
Radi ol ogy (Non Med) 703 1.2 12.93 15
Radi ot her apy (Med) 36 0.1 1.36 02
Radi ot her apy (Non Med) 176 0.3 2.55 03
Pat hol ogy (Med) 172 0.3 5.85 07
Pat hol ogy (Non Med) 1,491 2.6 27.69 32
Phar macy 380 0.7 7.12 08
Qher Ancillary 4, 454 7.7 63. 89 7.3
D etary & Food 5,111 8.8 70 68 8.1
Housekeepi ng 6, 658 11.5 85. 46 9.8
Laundry 1,028 1.8 12. 07 1.4
St eam and Gener al 2,610 4.5 38. 36 4.4
TOTAL 57,892 100.0 870. 37 100.0

(1)

Sal ari es and \ages

SALARI ES AND WAGES AS A PERCENTACE OF GROSS CPERATI NG PAYMENTS

Medi cal Sal ari es 86. 52 7.0
Nursing Sal ari es 378.76 30.7
Par anedi cal Sal ari es 114. 22 9.3
QG her Salaries 290. 87 23.6
TOTAL SALAR ES 870. 37 70.6




