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CHAI RVAN S FOREWORD

In 1981 the Commttee received a reference fromthe then Mnister
for Health M Brereton, to exam ne the causes of expenditure over-
runs in health funding and to investigate the standard of public
accountability in Schedule Il and Schedule Il hospitals. The
Commttee's second and third reports dealing with these matters
were tabled in Parlianment in February and April 1982 respectively.

During 1985 the Committee adopted a program of review ng the
out cone of past inquiries and action taken on past
reconmendati ons. This report dealing with the public hospital
systemis the first of such reviews.

In review ng action taken on past reconmmendations, the Conmittee
found a nunber of areas where action taken has either been

i neffective or tardy. These areas, for which new recommendati ons
have been proposed, concern the delineation of hospital roles, the
budgeti ng process, the provision of worthwhile incentives to
hospital s, hospital accountability and hospital perfornance

neasur enent and conpari son

Because Health is seen as a "super" val ue, which cannot be

challenged, i.e. it is all good, redirection of health
expenditure, no natter how justifiable or necessary, wll be
perceived as "bad". It comes as little surprise, therefore, that

the Commttee has concluded that progress in reformng health
admnistration in this State has been slow | believe there is a
crying need for clearer direction; better planning, perfornmance
measur enent and nanagemnent of heal th resources; and greater public
accountability. Wthout progress in these areas the val ue obtained
fromour burgeoning health bill wll dimnish rather than

i ncrease.

It is acknow edged that this report is critical, of both the
Heal th Department and the public hospitals. The Committee believes
that there has been a | ack of conmmtment to inplenenting the
spirit, if not the letter, of many of its earlier reconmendations.
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1.1

1.2

1.3.

1.4

1.5.

1 SUMMARY OF REPORT AND RECOMVENDATI ONS

The Public Accounts Committee's Second and Third Reports in
1982 reconmended i nprovenents to hospitals' budgeting and
accountability processes. The Conmttee has reviewed the
actions taken on the reconmendati ons.

I n exam ning actions taken by the Heal th Department and
hospitals the Conmittee has identified a nunber of areas
where action has either been ineffective or tardy. A resune
of action taken is presented in Tables 3.1 and 3. 2.

The Committee is not convinced that hospitals have taken all
avai |l abl e steps to reduce costs so as to neet their budget
obligations without the need to resort to cuts in service.

I ndeed, notwithstanding the various pleas of mtigating

ci rcunst ances such as the doctors' dispute, there is prim
faci e evidence of fiscal irresponsibility on the part of
many hospitals. (Refer Section 3.9)

The Committee belie ves that the Health Department has been
rem ss by not adequately delineating hospital roles and by
not hol ding hospitals sufficiently accountable for their
actions. (Refer Section 3.11)

In order to nmake hospitals nore accountable, the Committee
recomrends that, in the short term

(a) Heal t h Department nonitoring of individual hospital
spendi ng be inproved, such nonitoring to include the
speedy provision of the following nmonthly reports in
respect of each hospital:

cash position as at the end of the nonth forecast cash
position at year end financial operating statement for
t he nont h

financial operating statenent forecast for the year
summary reports to the Mnister.
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1.6.

1.7.

1.8.

1.9.

1.10.

(b) the Health Departnent nore readily inpose sanctions on
hospi tal s i ncl udi ng recomrendi ng t he di sm ssal
of , hospital Chief Executive Officers and Boards who
cannot neet their fiscal responsibilities.

(c) Conparative hospital performance data be regularly
tabled in Parlianent. (Refer Section 3.12)

The Committee al so recorme nds that the M nister consider
commi ssioning a public inquiry into the operati ons of any
hospital that overruns its budget. (Refer Section 3.13)

In view of the high cost of the public hospital systemto
the public purse the Conmittee foreshadows that it may in
the future investigate in detail the financial affairs of
i ndi vi dual hospitals should current budget overruns
continue. (Refer Section 3.14)

In the Coormittee's view the goal of greater hospita

staf fing autonony must still be genuinely pursued. Hospitals
who fail to act responsibly in the absence of controls
shoul d have sanctions inposed on them such as the
reinposition of staff ceilings for a tenporary period or if
necessary the dismssal options referred to in Section
3.12.(b). (Refer Section 3.16)

In the course of discussions with hospitals the Committee
has becone aware of the transfer of comunity health rel ated
staff to the establishment of some hospitals. This has
caused a nunber of problens including a split in the
reporting responsibility of community based paranedi ca

staff and an alleged failure of the Health Departnent to
conpensate hospitals for the resulting increases in staff in
subsequent years. The Conmittee is concerned that the issues
relating to these changes be expeditiously resolved. (Refer
Section 3.17)

The, Committee believes that there is a pressing need to
i mprove the managenent expertise at all levels within
hospital s,
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1.11.

1.12.

1.13.

i ncludi ng that of persons in specialised disciplines such as
nurses and doctors. (Refer Section 3.18)

The Committee rejects the conclusion that the
comrerci al i sati on of subsidiary hospital services is not
feasi bl e and recomrends that the Health Departnent encourage
hospital s to:

(a) charge for external services provided and nore
accurately cost the provision of services to other
hospi tal s

(b) further share common subsidiary services on an area
basi s where econonies of scale are attainable. (Refer
Section 3.21)

There is little doubt that to date the Health Department's
Managerent | nformati on Review SystemMI.R S. and ot her
current systens have failed to nmake hospitals publicly
accountable for their |evels of perfornmance. New evi dence
given to the Committee suggests, that while MI.R S. may be
a useful first step, the managenent infornation systens
avai |l abl e to hospital managers need to be devel oped further
to include patient/di agnosis based cost conpari sons such as:

- costs incurred by, or on behal f of, individua
patients the average cost of treating patients with
particul ar diagnosis - an analysis of the financial
performance of nedical staff - an analysis of the
financial perfornmance of individua

hospital units (Refer Sections 3.25 & 3. 26)

The Committee recomrends that the Department:

(a) urgently proceed to inplement an effective performance
reporting systemthat will allow conparison of

hospi t a

are

efficiency and performance across the entire N $. W
public hospital system in terns of such neasures as

listed in paragraph 1.12.
-3-



(b) plan for the extension of the system to give
appropriate output related perfornance neasures in the
l onger term

(c) ensure that hospital perfornance measures are
regul arly
publ i shed. (Refer Section 3.36)

1.14. It is recommended that in order to avoid the problem of
del ays in budget notifications:

(a) hospital and regional budgets be prepared on a
prospective basis, after proper consultation, and the
ti me taken between final budget notification to the
Heal th Department and the settlenent of individual
hospital allocations be reduced dramatically.

(b) that the Health Departnent seek from Treasury
authority to either:

(i) regard the May budget costing advice as final and
to

use it for the purposes of regional allocations
or

(ii) alter the hospital financial year to a cal endar
year. This would mean that hospitals woul d have
their budget settled by Decenber for a financial
year commencing the foll owi ng January. (Refer
Section 3.42)

1.15. It is recomrended that the present ineffective incentive
budgeti ng system be repl aced by a revi sed scheme whi ch woul d
be seen as providing real benefits for hospitals as well as
the State by pronoting inproverment in hospital efficiency
rather than short termsavings. In particular, the Health
Depart nent shoul d proceed with a feasibility study into the
use of a patient/diagnosis related information systemas the
basis for a stable incentive budgeting system (Refer
Section 3.81)

1.16. Evidence obtained from both the Health Departnent and the
hospital s shows clearly that the maj or unresol ved question



1.17.

1.18.

1.19.

1. 20.

bet ween the hospitals and the Department is how best to
di vide the hospitals' overall budget allocation between
i ndi vidual hospitals. (Refer Section 4.1)

The Committee acknow edges that the two parties have

di verging goals and that this is in large neasure the reason
why agreenent is so elusive. Nevertheless, it believes that

the lines of communication nust be inproved. (Refer Section

4.21)

The fundi ng process shoul d include the follow ng two steps:

(a) an assessnent of the average cost of services at which a
hospital will be financial renunerated for budgeting
pur poses

(b) an assessnent of need, based on hospital role, and
i ncorporating an adjustment ained at achi eving greater
inter-regional equity. (Refer Section 4.24)

The Committee recommrends that the Department set out to
reach final agreenment with each hospital on its role, and a
clearer identification of the services to be delivered.
(Refer Section 4.17)

In respect of the budget setting process the Comm ttee
reconmends the follow ng

(a) that the output fromthe performance reporting system
and fromthe clearer identification of rol es/needs be
used to relate ideal service levels to total funds
avail able both at State |level and at individual hospital
| evel

(b) that the Health Departnent take steps to make the budget
setting process better understood by hospitals and the

public generally.

(c)that, notwi thstanding the problens cited in para. 4.23,
consi deration be given to a split systemwhere: a

-5-



1. 21.

As
it
of

of

cal cul ated sumis given to pay for accident and ot her
emergency treatnent; an arbitrary sumis given for al
other services - with the hospital taking responsibility
for deciding what services it is to provide. (Refer

Section 4. 26)

the above recommendati ons woul d take time to inplenent,
seens inevitable that the block or arbitrary allocation
funds will continue in the meantinme. To ease the effects

this, hospitals could be given greater discretion to

manage their operations within the total sumallotted to

each subject to the firmer inplenmentation of the

recommendati ons contai ned in Section 3.12.



2 BACKGROUND

2.1. In abridged terms the first ever reference froma Mnister
to the Coomttee was to:

enquire into the causes of expenditure overrunsgn
heal th funding in Schedule 2 and Schedul e 3 hospitals

in 1980-81 and matters related thereto ;

investigate the standard of public accountabilityof
Schedul e 2 and 3 hospitals and nake
reconmendati ons. ..
to ensure full accountability of these hospitals to
t he

Par | i anent .

2.2. In February, 1982, the Conmmttee presented an interimreport
with twenty recomrendations. (ldentified as the Commttee's
Second Report). Broadly, they covered:

budgeti ng, financial control and reporting systens;

pl anni ng, control and renuneration structures for
services by the nedical profession;

strategi c planning for hospital services.

2.3. The second area (dealing with the role of the nedical
profession) is still the subject of Covernnent policy
deci sions/planning. It has therefore, not been addressed in
this Report.

2.4. In April, 1982, a further report (identified as the
Committee's Third Report) nade forty-four recomendations -

dealing nostly with the financial accountability issue.

-7-



2.5.

2.6.

2.7.

2.8.

In Novenber, 1982, the Mnister's responses to those
recomrendations were tabled in Parliament.

Annual reports by the Departnent of Health (some under the
title of Health Conmission) describe action taken by it. The
Department's 1983 report states (page 3) that the vast bul k
of the Committee' s recomrendati ons were accepted by the

M nister -including incentive budgeting intended to all ow
retention of real savings. It was also stated that there
woul d be nore power for hospitals to deci de how t he budget
allocation was to be spent. At the same page was a statemnent
that "unexpl ai nabl e, over-expenditure could now |lead to
dismssal". At page 6 of the report was a general conment
that 1982-83 saw major efforts being nade to nonitor and
control financial performance and to enhance the | evel of
financial accountability.

As part of its process of review ng and follow ng up on
action taken on its reconmmendations, the Conmittee schedul ed
a public hearing on 16 Septenber, 1985. Evi dence was given
by representatives of:

Royal Prince A fred Hospital

Royal North Shore Hospital

Department of Health

Witten subnissions were nmade by those bodies and a separate
submi ssi on was nade by the Royal Newcastle Hospital.

The Committee al so exam ned t he rmanagenent i nfornati on and
performance reporting systens of a nunber of hospitals. In
this regard further discussions were held wth:

The Departrent of Health (on the operation of the

MI.R S

System
The Prince of Wales/Prince Henry Hospitals G oup

-8-



2.9.

Royal Prince A fred Hospital

Manly Hospital

St Vincent's Private Hospital

Hospital Corp. of Australia

This report sets out the Conmittee's comments on action

taken to date and nakes further recommendati ons on

unr esol ved i ssues.



3. 1.

3. 2.

3.3.

3. 4.

3 ACTI ON ON RECOVMENDATI ONS
CONTAI NED I N COW TTEE' S SECOND AND THI RD REPORTS

In appendices to this Report are the witten subm ssions by
the Health Department setting out action taken on the
recomrendati ons of the second and third reports of the
Public Accounts Conmittee.

Overvi ew

The recomrendations contained in the Second and Third
Reports, together with the Committee's comments, are
sunmmarized in Tables 3.1 and 3.2 respectively.

The Departrent clains to have acted, or tried to act, on al
of the recomrendations. In its brief exam nation of
Departmental and hospital actions arising fromthe
reconmendati ons, the Commttee identified a significant
nunber of areas where action has either been ineffective or
tardy. A brief discussion of some of these areas follows.

Accounting and Auditing

Inits Third Report the Commttee nade ei ght

recomrendat i ons. Sone of the specific recommendati ons on
accounting were referred by the Mnister to a working party
but it was not until March, 1984, that a circular was issued
to hospitals (reference File No. C6584, Crcular No. 84/75).
The circular reported the review of hospital accounting
standards and set out sone specific policies to be foll owed.
Accounts and Audit Deternination to formalise the accounting
policy directions was not issued until Septenber 1985, a
del ay of over three years.



Table 3.1, Sunmary of Action taken on Second Report Recomendati ons

Recommendat i on

No. Subj ect Conment
1, 2 Action against Board if a hospital Not adequat e

exceeds budget.

3 Early notice of budget. Action to date has not sol ved
the probl em See recommenda-
tion 3.42 of this Report.

4,13 Revi ew of hospitals' expenditure Some action has been taken but
noni toring systens and the budget needs to go further. See
consul tati on process. comment s and reconmmendat i ons

in Sections 3 and 4,
5 Action needed in event of ration- The Departnent lists action
alisation of hospital services. taken for the initial spate of

rationalisations. The Commit-
tees recomrendati ons stand for
any future noves. Reconmenda-
tions in Section 4 of Report
could he!p to quantify and
validate any future adjustnments

required.

6-12 Staff |evels. These matters are overshadowed
by industrial and policy inpli-
cations.

14 Formal comuni cation with These matters are overshadowed

nedi cal staff. by industrial and policy

i nplications.

15 Avoi dance of clerical errors. *
16 Reserve funds, *
17 Budget for rol e changes. Not adequate. Recomrendati ons

in Section 4 of this Report
could help to quantify the
adj ust ment's required.

18 Hospital budgets to be Not adequat e
structured on a depart nent
or program basis

19 Al l ocations within regions Hospital s believe that alloca-
to be on clearly defined tions are arbitrary and not
and under st ood fornul ae. based on needs formul a. See

di scussi on and recomendat i ons
in Section 4.
20 Anbul ance servi ces. *

*  Commttee accepts that action taken meets present needs.
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Table 3.2 Summary of Action Taken on Third Report Recomendati ons

Recommendat i on

No. Subj ect Conment
1,2,3,4,7, Accounts and audi ti ng. *

17,18, 19

20, 21, 22, Reporti ng. *

23,24

27, 28, 29 Managermnent Not adequat e.

See di scussion Section 3.

5,6,8,9, Budget process. Not adequat e.

26 See di scussi on Section 4.
11, 12, 13, I ncentive budget system Not adequat e.

14, 15, 16 See Section 3.

and reconmendati on 3.51.

10 Conmer ci al servi ces. Not adequate. See 3.21.

25, 33,34 Rol e definition. Not adequat e.

See di scussion Section 4

and reconmen dation 4.17.

30, 31, 35, Medi cal practice and Currently subject to
40 policy. Gover nirent pol i cy
deci si ons.

*  Commttee accepts that action taken meets present needs.



3.5.

3.6,

3.7.

3.8.

Accountability of Hospitals

The key recommendations dealing Wth the need for greater
hospital accountability and specific action to be taken
agai nst hospitals if they exceeded their budgets are nos 1
and 2 of Third Report.

The Departrent's reported action on recomrendation No. 1 is
indicative of its failure to inplement the spirit of some of
t he recomrendat i ons.

Comm tt ee Recommendati on

"The Mnister for Health autonatically reviewthe
appoi ntnent of the Board of any Schedule Il hospita
whi ch exceeds its approved budget for gross operating
paynents. "

Depart nental Response:

"Grcular 83/3 of 7 January 1983 requires Regi ona
Directors to provide a report on over-expenditure each
year with proposals regardi ng any action that shoul d be
t aken.

Shoul d t hose proposal s reconmend agai nst the di sm ssal of
a board, the Regional Director is to certify that al
reasonabl e acti ons have been taken by the board to cone
wi t hi n budget."

Wiile it is understood that the Health Departnent does
nmonitor hospital spending at regional level there is no
public or external result from this nonitoring. Cearly
recent experience shows that any internal action that is
being taken is ineffective.

Figures supplied by the Health Departnent for five major
hospital s showed that they all overspent their 1984-85
budget all ocations. The total overrun for these hospitals of
$9.76 mllion conprises:



3.9.

3. 10.

%
$M overrun

Royal Prince Afred 3. 66 2.8

Prince Henry/ Prince of Vales 1.47 1.2

St Vincents 2.17 3.4

St George 0.98 2.2

Royal Al exandra Chil drens 1.48 3.5
9.76

The Committee is not convincedthat hospitals have taken al
avai |l abl e steps to reduce costs so as to neet their budget
obligations without the need to resort to cuts in service.

I ndeed, notwithstanding the various pleas of mtigating

ci rcunst ances, such as the doctors' dispute, there is prim
facie evidence of fiscal irresponsibility on the part of
sone hospitals. This is supported by Tables 3.3 and 3.4

whi ch show the | evels of allocation and overruns for the
three years to June, 1985 for five hospitals. Wth one
exception overruns occured in years of real increases in
budget al | ocation. Stronger evidence of fisca
irresponsibility on the part of the hospitals is given by
Tabl e 3.5 whi ch shows budget allocations, adjusted for rise
or fall in hospital activity levels, against inflation rate.
It is clear fromthis table that not one hospital suffered
real cuts in spending and in many cases they were given
significant real increases, yet overruns still occured. (See
footnote associated with Table 3.5.)

A brief review of press reports suggests that nmany hospitals
are acting increasingly like political organisations.
Requests for budget increases, and the funding of spending
overruns, are being supported nore by public politica
pressure than by wel| argued cases based on a proper

anal ysis of priorities and needs and due regard for their
own | evel of efficiency. Unfortun ately, it seens that the
goal s of sone hospitals have nmore to do w th expandi ng

i ndi vi dual enpires than supplying health services at naxi mum
ef fici ency.

-15-



TABLE 3.3 GROMH I N BUDGETS OF FI VE HOSPI TALS 1982/83 to 1984/ 85

Fi nal Budget (1 I ncrease on Inflati on(z) Budget (3
Year Allocation Previ ous Year Rat e Overrun
$, 000% % ($, 000 overspent)
Royal Prince Afred 1982/ 83 12, 393
1083/84  (4) 126, 813 12.8 5.3 + 444
1084/85 (4 132,517 4.5 4.2 +3658
Prince Henry/P.Q WQ oups 1982/ 83 107, 724
1083/84  (4) 118, 140 9.7 5.3 + 549
1084/85 (4 124,116 5.1 4.2 +1473
St Vincent's Hospital 1982/ 83 53,581
1083/84  (4) 58 633 9.4 5.3 + 233
1084/85 {463, 512 8.3 4.2 +2168
St George Hospital 1982/ 83 38, 848
1083/84 (%) 44,161
13.7 5.3 + 196
1084/85  (4) 45 494 3.0 4.2 + 983
Royal Al exandra Childrens' 1982/83 36, 476
1083/84  (4) 39, 705 8.9 5.3 + 248
1084/85 (%) 41,641 4.9 4.2 +1476
TABLE 3.4 CHANGES |# ACTIVITY LEVELS OF FI VE HOSPI TALS 1982/83 to 1984/ 85
Year Bed Days Admi ssi ons
Royal Prince A fred Hospital 1982/ 83 339, 607 48, 948
1983/ 84 343, 501 48, 363
1984/ 85 332, 053 44,215
Prince Henry/P.OW G oup 1982/ 83 356, 442 39, 876
1983/ 84 352, 768 40, 395
1984/ 85 347, 533 40, 083
St Vincent's Hospital 1982/ 83 184, 599 22, 868
1983/ 84 185, 270 22,284
1984/ 85 180, 508 19, 992
St George Hospital 1982/ 83 153, 969 23, 882
1983/ 84 159, 086 23, 860
1984/ 85 146, 167 21,041
Royal Al exandra Childrens ' 1982/ 83 77,938 14, 318
1983/ 84 74, 880 14, 725
1984/ 85 75, 624 14, 391

(1) Final allocation including allowance for new service provisions and provision of supplenentary
funds for salary award increases and ot her specific factors.

(2) Measured by 70/30 wei ghted average of novenents in Mninum Award Rate and Consuner Price |ndex.

(3) Variation between actual gross operating expenditure and final budget allocation.

(4) Includes reduction for transfer of funds to colleges of advanced education. %increase year to

year adjusted to exclude inpact of this reduction.



TABLE 35 GROWTH RATE INHOSPITAL BUDGETSADJUSTED FOR CHANGESIN LEVELS OF ADMISSION

Budget as % Admissions as % Increasein Inflation Real Budget
Hospital Y ear of previous % of previous Budget Adjusted % p.a.** Growth % p.a.
year year for Admissions
Royal Prince Alfred 1983/84 112.9 98.8 14.2 53 8.9
1984/85 104.5 914 14.3 4.2 0.1
Prince Henry/Prince of 1983/84 109.7 101.3 8.3 53 3.0
Wales 1984/85 105.1 99.2 5.9 4.2 17
St. Vincents 1983/84 109.4 97.4 12.3 53 7.0
1984/85 108.3 89.7 20.7 4.2 16.5
St George 1983/84 113.7 99.9 138 53 85
1984/85 103.0 88.2 16.7 4.2 12.5
Royal Alexandra Children's 1983/84 108.9 102.8 59 53 0.6
1984/85 104.9 97.7 74 4.2 3.2

It is noted that this analysis is limited by the fact that hospital costs do not increase/decrease linearly with activity levels as many costs of a fixed nature. Nevertheless,

the effects indicated are expected to be correct in qualitative if not quantitative terms.

Measured by 70/30 weighted average of movements in Minimum Award Rate and Consumer Price Index.



3.11. Al though the budget setting process is nmore explicitly
addressed in Section 4 it is inperative that the current
t endency whereby the | oudest hospital gets the nost noney,
be halted. E ther hospitals are given sufficient budgets or
they are not. If funds are insufficient then the Departnent
has a responsibility to alter the distribution of funds to
ensure that individual hospitals can carry out their agreed
functions. Aternatively, if budgeted funds are sufficient
then individual hospitals nmust be made to [ive within them
In this regard, the Committee was disturbed to | earn that
t he seni or managenent of one hospital nmade a consci ous
decision to over-run its budget. The Committee believes that
the Heal th Department has been rem ss by not adequately
delineating hospital roles and by not hol ding hospitals
sufficiently accountable for their actions.

3.12. In Section 3.36 the Conmmittee has made r econmendati ons which
wi Il assist in making hospitals nore accountable, but this
i s dependent upon the inplenmentation of new nmanagemnent
informati on systens. In the short termit is reconmrended
t hat:

(a) Heal th Department nonitoring of individual hospita
spendi ng be inproved, such nonitoring to include the
speedy provision of the following nmonthly reports in
respect of each hospital

cash position as at the end of the nonth

forecast cash position at year end

financial operating statenent for the nonth
financi al operating statenent forecast for the year
summary reports to the Mnister

(b) the Health Departnent nore readily inpose sanctions on
hospi tal s i ncl udi ng recomrendi ng t he di sm ssal of
hospi tal Chief Executive Oficers and Boards who cannot
nmeet their fiscal responsibilities.
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3.13.

3. 14.

3. 15.

3. 16.

3. 17.

(c) Conparative hospital performance data be regularly
tabled i n Parlianent.

The Committee al so recommends that the M nister consider
commi ssioning a public inquiry into the operati ons of any
hospital that overruns its budget.

In view of the high cost of the public hospital systemto
the public purse the Conmittee foreshadows that it may in
the future investigate in detail the financial affairs of
i ndi vi dual hospitals should current budget overruns

conti nue.

Hospital Staffing

Recommendati ons 6-12 of the Second Report deal with giving
hospital s greater autonony over their staffing. A though the
Depart nent adhered to recommendation no. 6 by abolishing
staff establishnent ceilings it then took away autonony by
ordering hospitals to obtain its approval for al
appoi nt nents above a certain (low) grade. This did not
effectively increase the autonony of hospitals.

The Department rightly sees difficulties in renoving staff
cei lings because sone hospitals have acted irresponsibly by
overstaffing. In the Commttee' s view the goal of greater
hospital staffing autonony rust still be genuinely pursued.
Hospitals who fail to act responsibly in the absence of
control s shoul d have sanctions inposed on them such as the
reinposition of staff ceilings for a tenporary period or if
necessary the dismissal options referred to in Section
3.12. (b).

In the course of discussions with hospitals the Committee
has becone aware of the transfer of comunity health rel ated
staff to the establishment of some hospitals. This has
caused a nunber of problens including a split in the
reporting responsibility of community based paranedi ca

staff and an alleged failure of the Health Departnent to
conpensate hospitals
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3. 18.

3.19.
t hat :

3. 20.

for the resulting increases in staff in subsequent years.
The Committee is concerned that the issues relating to t hese
changes be expeditiously resol ved.

In the course of discussion with representatives of a nunber
of private and public hospitals menbers of the Committee
were struck by the far greater consciousness of the need for
managenent experience/skills in the private hosptials
conpared to the public hospitals. The Conmttee believes
that there is a pressing need to inprove the managenent
expertise at all levels within hospitals, including that of
persons in specialised disciplines such as nurses and

doct ors.

Costing and Sharing of Subsidiary Hospital Services

Recommendation 10 of the Committee's Third Report stated

"Subj ect to budgetary constraints hospital managenent
be encouraged to provide comrercial services"

Inits response to the reconmendati on, the Departnent stated
that, after surveying hospital opinions;

"It was decided that the di sadvant ages outwei ghed any
benefits to be obtained and no further action was
t aken".

In discussions with some hospitals and officers of the
Health Department it become apparent that:

(a) Subsi diary Services (e.g. pathology, |inen, meals)
provi ded by some hospitals, and used by other hospitals,
are not properly costed and consequently hi dden cross-
subsidization is likely.

(b) Whi | st sonme sharing of services anong hospitals is
occurring there appears to be nore scope for sharing on
an area basis with significant econom es of scale
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3. 21.

3. 22.

3. 23.

The Committee rejects the conclusion that the

comrerci al i sati on of subsidiary hospital services is not
feasi bl e and recomrends that the Health Departnent encourage
hospital s to:

(a) charge for external services provided and nore
accurately cost the provision of services to other
hospi tal s

(b) further share common subsidiary services on an area
basi s where economi es of scale are attainable.

Managerent I nformati on Systens for Hospital s

Inits Third Report the Conmittee reconmmended that:

"The Conm ssion (now Departnent) take steps to expedite
the inplementation of the Managenent |nformation Review
Systemin all base, district and teaching/referral

hospi tal s t hroughout New South Wl es."

The Committee's third report (pp. 48-51) reveals the
fol | owi ng reasoni ng supporting this recomrendati on:

"One area where the Heal th Comm ssion of New South Wl es
has acted to assist hospital nmanagers to i nprove control
over hospital expenditure is the devel opnent and
application of a Managerent |nformati on Revi ew System
(MI.RS.). The main purpose of MI.RS. is to provide a
nmeans for hospital admnistrators and department heads to
nmeasure and review their use of resources agai nst changes
in level of activity.

Initially piloted in five district size hospitals in the
Sydney netropolitan area, MI.RS. is currently being
introduced in an additional 21 public hospitals

t hroughout New Sout h Wl es-

Al though MI1.R S. has been designed principally as an

i nternal nanagenent tool, it also provides hospitals with
a set of common performance indicators for peer group
conpari son. Wien introduced on a wi der scale, it could
serve as an aid to the Comm ssion in nmonitoring and

revi ewi ng the budgets of individual hospitals.
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3. 24.

3. 25.

Evi dence given to the Commttee from severa
participating hospitals and the Heal th Commi ssi on
indicated that MI.R S. has been effective in assisting
hospitals to identify areas of high 'controllable costs'

Wl | ongong Hospital and Royal Prince Alfred Hospita
strongly supported the devel oprment of responsibility
budgeti ng based on the allocation of costs to departnents
or functional units. They argued that this devel opnent
shoul d be linked to the use of conputer systens. Both

Wl | ongong and Sydney Hospital s suggested that accounting
and patient infornation systens shoul d be devel oped on a
regi onal basis."

The Department proceeded to inplement the MI.R S. program
The systemhas been installed into nore than fifty hospitals
i ncl udi ng four teaching hospitals. Acceptance by the
hospital s has been | ess than whol ehearted. Five of the
teaching hospitals have started to devel op their own system
and have not adopted MI.R S

In summary, the major weaknesses of MI.R S. appear to be:

(a) The cost centres defined in the MI.R S. systemdo not
correspond to the same departnents w thin hospitals where
decisions to incur costs are taken

(b) MI1.R S. was originally devel oped as an interna
hospi tal managenent tool and is therefore of limted use
for inter-hospital perfornmance conparisons.

(c) It does not provide key output performance neasures
such as - costs incurred by, or on behal f of, individua
patients

the average cost of treating patients with particul ar

di agnosis - an analysis of the financial performance of
nmedi cal staff - an analysis of the financial perfornance
of i ndividua

hospital units



3.26. New evidence given to the Committee suggestst hat whil e the Health
Department's Management Information Review SystenfM | . R S.) may
be a useful first step, the management information systems available to
hospital managers need tobe devel oped further to include
patient/di agnosi s based costconparisons.

Assessing the Cost of Services and Hospital Performance

3.27. An approach used in the U S A, referred to by Dr. Scarf,
(for the Departrent), is the use of diagnosis related groups
to fund hospitals on a basis of $ "X' to ook after a
patient with a particular health problem (P. 175):

"It does not say how rmuch it will cost the hospital
to look after a patient with that disease, but it
tells them how nuch they will be reinbursed for
their care. That is an approach to cost control
that has had a very substantial inpact obviously on
hospi tal s perfornmance and private hospital survival
inthe United States".

3.28. Royal Prince Alfred Hospital gave the Conmmittee information
on its annual operating plan. The systemdraws its input
fromthe HOSPAY systemfor |abour costs, and matches this
with input data on vol unes of service delivery. The systens
reports provide an inpressive array of data on raw costs of
services and on costs per unit of volunme of a very extensive
range of services but it still falls far short of the system
referred to by Dr Scarf. Wiereas the MI.R S. systemreports
past costs with prior year conparisons the AQP. is
designed to report spending versus budget. A detailed
conparison of the AQP. and MI.R S. systemis presented in
Appendi x 3.

3.29. The Health Departrment has comented about the RP.AH
systemin the foll ow ng terns:

"The Annual Qperating Plan has been subject to

devel opnent at the Royal Prince Alfred Hospital since
about 1979. It is considered that it is nore applicable
to the large teaching hospitals and is
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3. 30.

3. 31.

3. 32.

dependent upon conputer support within the hospital.
It is not considered that the |evel of detail reported
by the regular reports could be of use in snaller
hospital s and the resources necessary to support it
could not be warranted in those snaller hospitals.

There is little doubt that to date the MI.R S. and ot her
systens have failed to make hospital s publicly accountabl e
for their levels of performance. It may be that the MI.R S
systemis a useful first step but it does not go far enough.

The Comm ttee believes that an essential elenent in making
i ndi vi dual hospitals nore accountable, and the public
hospital systemnore efficient, is the devel opnent of a
meani ngf ul perfornmance measures that facilitate inter-
hospital efficiency conparisons. The types of measures
avai |l abl e, together with comments, were sunmarized by

R P.A H and are included in Appendi x 4. These i ncl ude:

Bed day cost

Cccupancy

Cost per patient treated
Case-mix variation

Di sease groupings extracted from N S W Hospital
Morbidity Col | ection

Di agnosti c Rel ated G oupi ngs
Di sease costing
Medi cal staff profiling

Pr ogr am Budget i ng

It was noted that the Prince of Wales/Prince Henry G oup of
Hospitals is planning to adopt a program budgeti ng approach.
This systemmay have nerit in.assisting in role definition
and in resource allocation. However, it does not address the
question of inter-hospital efficiency conparisons.
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3. 33.

3. 34.

3. 35.

3. 36.

(a)

The private hospital system excluding non-profit hospitals,
has noved to patient oriented costing systens in recent
years. Information obtained fromthe Hospital Corp. Aust.
Pty Ltd indicates performance reporting conprises two najor
conponent s:

nmonthly reports showing costs of line itenms by cost
centres and departnents within cost centres

an additional report giving costs per patient per
day on a diagnostic related basis, which is based
on the International O assification of D seases.
This report gives conparisons between hospitals for
the sanme type of treatnment.

The latter systemcurrently suffers fromthe |lack of a
wei ghting systemfor |ength of stay.

The Commi ttee does not wi sh to prescribe a perfornance
reporting systemfor the NS W public hospital system
However, it is clear that a systemw th the kind of

i nformation given in paragraph 3.31 is |long overdue. In this
regard, the Committee is critical of the Departrnent's

i ndeci sion in recent years.

The Commttee rejects the view that inter-hospital

conpari sons cannot be nmade. It notes that this is occurring
in the private hospital systemand is being devel oped in the
Victorian public hospital system

The Comm ttee reconmends that the Departmnent:

urgently proceed to inplement an effective performance
reporting systemthat will allow conparison of hospital
efficiency and performance across the entire N S.W
public hospital system in terns of such neasures as are
listed in paragraph 3.31.



(b) plan for the extension of the systemto giveppropriate

out put rel ated performancemeasures in the |onger term

(c) ensure that hospital perfornmance measures are regularly
publ i shed.

Ti mi ng of Budget Notification

3.37. The present systemis that after the Health Departnent knows
its budget allocation it can tell each Region the size of
its share. Each Region must then set the anount for each
hospital inits area. Until the hospitals are told by the
Regi on the size of their shares, the hospital budget
planning can't be finalised. It was confirmed by the
Department in evidence (P.165) that regi onal budgets cannot
be notified until the Departnent has a firmand fina
allocation (i.e. Septenber). This means that hospitals are
not advised of their allocation until Cctober/Novenber or
later.

3.38. The Department seens convinced that hospitals already know
enough - based on past events - to guess their probable
allocation quite early in the piece. The hospitals deny this
-but in terns which suggest they won't believe or act on
figures which are not "firm. It seens to the Committee that
there is more common ground in the views than the parties
are willing to admt.

3.39. Recent budgetary reforns by the Government now provide
Mnisters with advice of firmceilings for expenditure in
May. (See the Treasurer's 1985-86 Budget Speech P. 9).
Because of the position of the Health Department -

i .e.having the hospitals waiting at the end of the
information line - a change is warranted. |If the Departnent
was able to regard the May advice from Treasury as final

and to quote it, this would mean that regions could settle
the allocations in Miy/June and advi se hospitals i mredi ately
- i.e. at one stroke, the hospitals would know their

i ndi vi dual expenditure ceilings sone four nonths
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earlier than has been past practice. A though a snall and
sinple step to take, this action would have a trenmendous
i npact in renmoving one of the great bones of contention
bet ween the Departnent and the hospitals.

3.40. Notwithstanding this possible inprovenent, the del ays
between of ficial notification of budget anounts to the
Heal th Departnent and the final settlenment of the budget of
i ndi vi dual hospitals is still too great. There appears to be
no good reason why the budgets of individual hospitals could
not be devised on a prospective basis and adjusted back
autonatically if the amount of noney allocated to each
region is less than that assuned in the budget bid. Such
adj ust ment shoul d take one week rather than two to three
nont hs.

3.41. An alternative approach to the budget setting tinetable
proposed in 3.39 would be for hospital budgets to be
cal endar year budgets and the budget setting tinetable be
maintained as is. This would fit into a natural cycle which
sees a drop in activity and in doctor and nurse availability
at the end of the cal endar year.

3.42. It is recomended that in order to avoid the problemof

del ays in budget notifications:

(a) hospital and regional budgets be prepared on a
prospective basis, after proper consultation, and the
time taken between final budget notification to the
Heal th Department and the settlenent of individual
hospital allocations be reduced dramatically.

(b) that the Health Department seek, from Treasury,

authority toeither:
(i) regard the May budget costing advice as final
and to wuse it for the purposes of regi onal

al | ocati ons
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3. 43.

3. 44.

3. 45.

or

(ii) alter the hospital financial year to a cal endar
year. This would mean that hospitals woul d have their
budget settl ed by Decenber for a financial year

comrenci ng the followi ng January.

I ncentive Budgeting

Reconmmendati ons 11 to 16 of the Third Report concerned an
i ncentive budgeting system It was proposed that "real "
savi ngs:

be retained by hospitals, to an upper nonetary limt, for
use in the follow ng year; and

be expended as approved by the Health Conm ssion (now
Depar t nent).

I n Novenber, 1983, the Department issued a circular with
details of an incentive schene. The Department has cl ai med
(P 143) that "In essence, the schene incorporated the
characteristics of the recomrendations of the Conmittee"
However, as energed in evidence at the "foll ow up" hearing
the scheme certainly strayed fromthe spirit of the origina
reconmendati ons. It was dooned fromthe start and has been
virtually ignored by the hospitals.

Essentially an upper limt of $50,000 in savings was set and
only 60% of the saving could be used by the hospital. The
remai ni ng 40% of the saving was to be allocated to the

Regi on's pool for capital expenditure. For a potentia
maxi mum benefit of only $30,000 p.a. it was rightly seen by
hospitals as not worth the effort. Only one hospital applied
to take the benefits of the scheme - and it failed to pass
the guideline tests. No savings were achi eved by the schene
as pronul gat ed.



3. 46.

3. 47.

3. 48.

3. 49.

3. 50.

I't is obvious that if an incentive budgeting systemis to
work, the hospitals nust see real advantages. For exanple

t he savers shoul d not be puni shed by cutbacks in the next
year. |If a scheme is set up which a hospital finds
attractive it, in turn, nust make sure it is attractive
within its own structure. If a unit or section saves noney
t hrough hard work and greater efficiency, it nust see sone
tangible, direct reward for its efforts. Qtherw se, just as
the hospitals "voted with their feet" against the
Departnent's schere, the |ack of enthusiasmof hospita
units and sections would shut off the hospital fromany rea
benefits.

It has been stated that there is no incentiv e for the
Covernnent to run a scheme unless it gets the advantage of
reduced total expenditure. It has al so been stated that it
is not feasible to have a schene which provides both
incentives to the hospitals and benefits to the Covernnent.
Thi s depends, however, on whether the benefit to the
taxpayer is seen as saving noney or inproving hospita

ef fici ency.

If hospitals were allowed to use savings frombudget to

i nprove the quality or |evel of services then they would
have a real incentive to spend | ess than their budget

al l ocation. These savings woul d al |l ow i nprovenent/increases
in services which would in turn reduce unit costs of

servi ces.

Assum ng the Health Department had a budget setting process
as outlined in Section 4, hospitals would be allocated funds
based on, inter alia, average performance/efficiency |evels.
There woul d then be a stable systemof incentives that woul d
satisfy all parties: nanely the hospitals (they are assured
of a stable incentive), the Health Departnent (it would be
satisfied that efficiency would be inproving), and Treasury
(it would be assured that expenditures are reasonabl e and
predi ctabl e).

Two current problens existing which mtigate against an
i ncentive budgeting system as descri bed above are:
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3.51.

(a) lack of nmeaningful conparative performance data on
whi ch to base individual hospital budgets

I'b) inequitable allocation of resources between hospitals.

Whi | st an incentive budgeting systemwoul d work best if both
of the above probl ens were overcome it is considered that
the first problemis the nost crucial to an effective

i ncentive. budgeting system Wthout hospital perfornance
data it would be difficult, if not inpossible, to know

whet her savi ngs made by hospital s agai nst budget are due to
genui ne inprovenents in efficiency or to an overgenerous
budget allocation. It may therefore be that the introduction
of a conprehensive incentive budgeting systemhas to await
the introduction of a suitable performance nonitoring system
covering all hospitals.

It is recoomended that the present ineffective incentive
budgeti ng system be repl aced by a revi sed scheme whi ch woul d
be seen as providing real benefits for hospitals as well as
the State by pronoting i nproverment in hospital efficiency
rather than short termsavings. In particular, the Health
Depart nent shoul d proceed with a feasibility study into the
use of a patient/diagnosis related information systemas the
basis for a stable incentive budgeting system
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4.1.

4.2.

4 ROLE DELI NEATI ON AND BUDGET SETIING

I nt roduction

In Section 3 action taken on the reconmendati ons cont ai ned
in the Second and Third Reports was reviewed. Fromthe

evi dence obtai ned fromboth the Health Departrent and the
hospitals it is clear that the najor unresolved issue is:
how best to divide the hospitals' overall budget allocation
bet ween i ndi vi dual hospitals.

In essence the Commttee's recomrendations dealing with this
area supported an approach which invol ved assessi ng regi ona
and i ndi vidual hospital needs as well as individual hospita
efficiency in determ ni ng budget allocations to individual
hospitals. This process can be sinplified into the follow ng
st eps.

Step |: Cost statistics and conparative efficiency data from
all hospitals to be used to assess cost of services.

Step 2 Hospi tal s, in conjunction wth the Health
Department, to assess their roles and needs for
services so as to estimate their desired level of

service delivery.

Step 3: Hospitals to submt budget bids taking into account
costs and desired vol ume of services as determ ned
fromSteps 1 and 2 above.

Step 4: The Health Department to arbitrate between clains to
det erm ne regi onal and individual hospital
all ocations. The Departrment would clearly start out
with its overall allocation fromthe Governnent. It
woul d then apportion funds between regi ons on the
basis of a forrula incorporating an adjustnent for
equity and then



distribute funds to individual hospitals according to
i ndi vi dual need based on their agreed rol es and cost
and efficiency data.

4.3. The evidence given at the foll owup hearing and the
supporting material supplied, shows that the above steps
span the maj or outstandi ng di spute over the funding of
hospital services. The Conmittee adopted the above approach
inits earlier reports. As little progress appeared to have
been nade in this area, the Conmittee decided to explore the
issue in greater depth in the followup inquiry.

The Health Departnent's View V The Hospitals' View

4.4, At the outset it rnust be pointed out that there will always
be di spute between a fundi ng body and the organi sations
recei vi ng

funding. This tension, which arises because of differing
expectations, exists in all organisations reliant upon
budget allocations. It is understandable and will never be
completely elimnated. However, it is useful to | ook nore
closely at the problens and views of both sides of this
di sput e.

The Heal th Departnent's View

4.5. The Health Departrment faces the reality that it is the
Covernnent's duty to manage the finances of the State. In
practical terns this neans that Government nust deci de how
nmuch of the State's resources can be used to neet the
conpeting dermands of: health; education; roads; recreation
t he consequences of crime; and other priorities.

4.6. The Health Department, having been told the ceiling sum
whi ch the Government has set as a fair share for health
services, then has to spread that sumfairly over the
conpeting clains of the individual hospitals {and other
health services). The Conmmittee understands that the
Department is unable to satisfactorily set priorities for
conpeting clains because:



4.7.

4. 8.

4.9.

(a) It has very little in the way of quantitative
assessnent of hospital's needs;

(b) It does not have adequate data on costs of individual
services and conparative hospital efficiency. (See
di scussion in Section 3.)

It appears that the Department adopts a pragnatic approach
The first step is to adjust "last year's" allocation for
each hospital by the nmoverment (up or down) in total funds
avai l able for the health sector. Raw bl ock adjustnents are
nmade where maj or segnents have been transferred from one
hospital to another (or out of the health sector as happened
wi th nurse education).

The results nust still be little nore than well intentioned
but intuitive guesses. The trouble starts when the
Department's "guess" is less than what a hospital considers
it needs.

The Hospital's View

The above view of the system was supported in evidence by
hospi tal s:

1. Dr. Child, Chief Executive Oficer, RP.AH . stated:

"I believe that the health budget continues to be
historically based and fornula based and that there is
very little of building the budget from workload bel ow
up. The budget is in fact built deliberately from above
down". (Page 22 of Transcript)

2. The Chairman of the Board of Directors of Royal North
Shore Hospital stated:

"....the budget that is invariably set is unrealistic and
bears no relationship to the needs of the hospital
Neverthel ess we attenpt to conply. Quts are arbitrarily

i nposed wi thout consultation". (Page 108 of Transcript)
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4. 10.

4.11.

3. The Royal North Shore's Director of Medical Services
backs this up:

"The region finds itself in the position where it is
handed an anount of noney fromthe central admnistration
and then has to divide it anmong the hospitals in the
region. In an overall sense, the region does not have a
great discretion to nove very far froma split-up based
on the previous financial year's allocation". (Page 110
of Transcript)

The essence of the problem was expressed in the follow ng
Comm ttee question (P. 186):

"I inferred,fromyour earlier statenents that you see the
budget ary process as happeni ng from above. That Treasury
all ocates the noney and you have to dole it out. The
hospitals obviously see it froma different perspective
of having to provide services and having to put in
effective subm ssions to get noney to pay for those
services. Those different perspectives seemvery nuch in
conflict and al so not very useful in achieving the best
utilisation of resources. Wiat are you doing to try to
nmake those two perspectives work together rather than
agai nst each other? A

You are quite right; there is an inherent conflict. One
of the ways in which we address that is through our
regional directors, who have a commitnent to both service
del i very and devel opment and, at the sane tine, to
achieving the department's objectives. If there is any
conflict, ! guess quite often it is in the mnd of the
regional directors who have those dual charters which are
quite often in conflict with each other"

The Definition of Role and Needs

Inits third report the Conmittee had recomrended that the
Heal th Department take i mredi ate action to define the role
of each hospital. Further, in Recommendation 34, it proposed
that hospitals be required to devel op corporate plans in
accordance with the health needs of their catchnent
popul ati ons and that such plans shoul d express the
hospital s' objectives and servicing facility requirenents.
In response to this reconmendati on the Heal th Depart nent
stated that roles for all
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public hospitals had been delineated and the interimguide
had

been issued in February, 1983. It also stated that a
strategi c planning process was inplenented in 1982.

4.12.

4.13.

4.14.

4.15.

Evi dence obtai ned fromthe major hospitals suggest that
effective role definitions and quantification of needs have
not taken place. For exanple, when asked what i nprovenents
he would like to see in the process of devel opi ng budget s,
Dr. Child (RP.AH) responded, inter alia

"A hospital starts with no indication of what we are
expected to produce or what sort of activities we are
expected to perform If you are asking ne what | would
regard as being the nost fundanental change that woul d
produce the best results, | would state that it would be
a clear definition of roles both in relation to the types
of service and the quantum of service."

Prof essor Bl ackburn (R P.A H) was then asked how long it
woul d take, given cooperation between the Health Depart nent
and the hospital, to develop a clear and definite role for

R P.A Hospital. He replied that it was relatively easy to
devel op a concept of the hospital's role. Quantification of
the hospital's role however was nore difficult especially
defining the role of RP.AH in the nedical services in the
region and the State. Wen pressed he stated that it would
be possible to develop the role before the 1986-87 budget
year.

Royal North Shore Hospital put a simlar viewin evidence.
When asked whet her the hospital could quantify its needs and
justify its assessnents, M. Johnson replied :

"Based upon what we perceive to be the needs of the
hospital we can certainly do that."

M. Johnson went on to say that it is up to the Departnent
of Health to determine exactly what it wants of North Shore
Hospital and that this should be done in consultation with
the region. He went on to say that the Health Department, in
hi s opinion, did have the capacity to deternmne its
requirenents
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4.16.

4.17.

4.18.

4.109.

fromNorth Shore Hospital. He went on to say that if needs
were adequately deternined a budget could very easily be
constructed fromthat.

O role definition the Heal th Departnent has issued
docunent s

on:

interimguide on definition of hospital roles;

strategi c overviews of health service devel opnent for
nmetropolitan regi on, hunter region, non-netropolitan and
hunter region and country regions.

Wil e those do not (and could not) attenpt to quantify the
vol ume of services expected they coul d provide useful bases
for individual hospitals to work up needs related plans as a
basis for the next stage of discussion.

The Committee recomrends that the Departnent set out to
reach final agreenent with each hospital on its role, and a

clearer identification of the services to be delivered.

Assessing the Cost of Services for Budgetary Purposes

The Comm ttee believes that the assessnent of cost of
services and rel ative hospital efficiency is an essentia
el ement in establishing an effective budgetary process. As
di scussed in Section 3 a universal systemwhich provides
output related performance nmeasures is urgently needed.

Conmmuni cat i ons

As indicated in the budgeting. steps listed in paragraph 4.2
t he budgetary process is an iterative one involving
negoti ati on between



hospitals and the regional offices of the Health

Depart ment

4. 20.

4.21.

4.22.

regional offices and head office of the Health Departnent
the Health Departrment and State Treasury
The Department says it has consulted hospitals, considered

their bids and acconmmodat ed t hose needs in their budget "as
well as it can". However, the hospitals don't see it that

way. Despite the talks (nmainly at regional |evel) they seem
to feel their conplaints fall on deaf ears.

The Comm ttee acknow edges that the two parties have

di verging goals and that this is in large neasure the reason
why agreenent is so elusive. Nevertheless, it believes that
the lines of communication nust be inproved.

The Budget Setting Process

The answer to the two divergent views (arbitrary alloc ation
versus "needs" - based cal culations) mght |ie between them
It seens clear that there are basic, essential, unavoidabl e,
i fesaving or emergency procedures. There are also, at the
other extreme, optional procedures - alnost a "wish list" if
the State could spare unlimted funds for health services.

The Committee's suggestion is that the Departnment and
hospital s study whether they coul d:

(a) agree on the basic, emergency services and their costs -
based on the | evels of demand experienced to date by each
hospi t al

(b) agree that, given a block.allocation above the base,
hospitals would take the responsibility of what type and

| evel of other services could reasonably be delivered in
their areas.



4. 23.

4.24.

4. 25.

The above split-funding approach, while laudable in
principle, has a nunber of difficulties:

(a) it may not be possible to get agreement on what are

emer gency and ot her services. Consequently the
est abl i shnent of guidelines may not be possible.

(b) hospitals would have a financial incentive to reduce
adm ssions of non-energency patients because funds for
emergency patients would be easier to justify and would
not be subject to the same rigid [imts as funds for non-
ener gency services.

(c) Treasury may object to any aspect of hospital funding
whi ch appears open ended

Not wi t hstanding the feasibility or otherw se of the above
suggestion the fundi ng process shoul d conprise two basic
conponent s:

(a) an assessnent of the average cost of services at which a
hospital will be financial renunerated for budgeting
pur poses

(b) an assessnent of need, based on hospital role, and
i ncorporating an adjustment ained at achi eving greater
inter-regional equity.

Once the above information is available the Governnent can
nore easily make the foll ow ng deci sions:

Whet her the State can afford to continue all those
services at existing volunes (or to reduce or expand
t hem.

Whet her some services of high ranking priority are under-
provi ded and should be met by cutting back on | ower
ranki ng . servi ces.



4. 26.

4.27.

Whet her individual hospitals are wasteful of resources
and appropriate sanctions are required.

Whet her part of the answer to the problemis split-Ievel
funding - as discussed at 4.22.

Concl usi on

The Comm ttee reconmends the follow ng:

(a) that the output fromthe performance reporting system
and fromthe clearer identification of rol es/needs be
used to relate ideal service levels to total funds
avail able both at State |level and at individual hospital
| evel

(b) that the Health Departnent take steps to make the budget
setting process better understood by hospitals and the
public generally.

(c) that, notw thstanding the problens cited in para. 4.23,
consi deration be given to a split systemwhere: a
cal cul ated sumis given to pay for accident and ot her
emergency treatnent; an arbitrary sumis given for al
other services - with the hospital taking responsibility
for deciding what services it is to provide.

As the above recommendations woul d take time to inplenent,
it seens inevitable that the block or arbitrary allocation
of funds will continue in the meantine. To ease the effects
of this, hospitals could be given greater discretion to
manage their operations within the total sumallotted to
each subject to the firmer inplementation of the
reconmendati ons contained in Section 3.12.
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Appendix 1: Health Departments Response to recommendations contained in the Second Report of the
P.A.C. concerning Over-Expenditure in Health Funding to Hospitals (February 1982).

Recommendation 1 Action Taken

The Minister for Health automatically review the  Circular 83/3 of 7 January 1983 requires Regional Directors to provide areport on over-expenditure

appointment of the Board of any Schedule |1 each year with proposals regarding any action that should be taken.

hospital which exceeds its approved budget for

gross operating payments. Should those proposals recommend against the dismissal of a board, the Regional Director isto
certify that all reasonable actions have been taken by the board to e within budget.

Recommendation 2 Action Taken

Consideration to be given to the temporary As aresult of this recommendation, the advice of the Crown Solicitor was sought following which

appointment of an administrator to any Schedule Ill  action was taken to amend the Public Hospitals Act, 1929 -
hospital which exceeds its approved budget for
gross operating payments. The appointment be made (@) to allow the Minister to attach any condition to the payment of subsidy to a Schedule 111 hospital
by the Health Commission and hospital agreement to - see amended section 17(8) of that Act;
the appointment be a condition of further subsidy.
(b) to specify the duties of the governing authorities of separate institutions - see newly inserted
Section 29AD of that Act,
The Minister's power to attach any condition to the payment of subsidy would enable him to legally insist
upon the appointment of an administrator to a Schedule I11 hospital as a condition of subsidy (assuming
that the hospital management had the powers to so appoint an administrator).

Recommendation 3 Action Taken

review of the processesinvolved in the This recommendation was dealt with in Circular 83/3 with respect to the 1983/84 and ongoing financial
allocation of funds to hospitals be undertaken to years and requires that final budgets be with the hospitals within Four weeks of the receipt of the
ensure that final budgets are received by the allocation letter from Treasury or on the date of introduction of the State Budget to Parliament
hospitals as soon as practicable after the State whichever isthe later.

budget allocations are determined.



Recommendation 4 Action Taken

A review be undertaken of the systems used to In May 1982 the then Health Commission approved the creation of a Task Force to examine financial and

monitor and control hospital expenditure to ensure performance reporting systems operating within hospitals. As aresult of that review major changes

that they are appropriate to management needs and were made to thehospitals Reporting Systems.

in particular that they Facilitate prompt action

being taken when necessary. The end result of the new systems that were introduced in July 1983 was more timely and accurate data
and greeter regional and central office control based upon monthly, quarterly and annual reports.
These systems were subjected to review and enhancement as necessary. In fact, a major review was
undertaken in early 1984 and the revised system commenced in July 1984. The initial systemswere
documented in Circulars 83/3 (Implementation of Ministerial Responses - generally) 83/12 (Revised
Mentally (sic.) Reporting System), 83/91 and 83/197 (Quarterly Reporting System) with subsequent
amendments being covered in aletter to Regional Directors of 13 July 1984.

Recommendation 5 Action Taken

In the event of future rationalisation of hospital The Program for the Redevelopment and Redistribution of Health Services, announced by the

Government

services the Following measures be taken: in April 1982, included the closure of Crown Street and Mater Misericordiae (Crows Nest) Hospitals,
and avariation in role for War Memorial Hospital Waverley and Sydney Hospital. The purpose of this
rationalisation program was to generate savings in order to Fund new units opening principally in the
Western Metropolitan Region of Sydney.

The approach taken by the Department in the implementation of this program was as follows:

(a) Adjustments to hospital budgets to reflect (a) adjustments to hospital budgets to be based on clearly defined and realistic plans
proposed service reductions be based on
clearly defined and realistic plans providing Adjusted hospital budgets, on a cash Flow basis, were prepared to advise affected hospitals of savings
For real and continuing savings. to be achieved. Such cash Flow projections were based on a phased reduction of services, taking into
account ward and service areas to be closed and services to be re-located elsewhere, in consultation
with the aFFected hospitals. New unit bugkts were devel oped based on estimated savings to be
achieved.
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(b) Such adjustments be reviewed in the light of
unforeseen and unavoidable circumstances
affecting implementation of the plans.

(c) Theintroduction of new services dependent

upon saving resulting from service reductions

(b) Review of adjustments

Projected cash flows were continually reviewed, taking into account changed circumstances e.g.
changes in dates of anticipated re-location of specialty services.

alterations to projected service closures on award by ward basis (e.g. one hospital achieved a
Faster closure rate due to high staff attrition).

(c) Flexible introduction of new services

elsewhere be programmed in such a manner thafT he new program included new units where capital expenditure had been completed and new units where

should changed circumstances result in the
savings not being fully realisable,

expenditure on new services can be curtailed

or eliminated as necessary.

(d) The provision of additional funds to adjust
hospital budgets for non-realisation of
savings due to lower than anticipated
attrition rates not be granted unless the
Health Commission has satisfied itself after a
detailed review of the position that every-

thing possible has been done to achieve those

savings.

(e) There be full consultation between the Health
Commission and hospitals affead by
rationalisation reductions and a clear
understanding reached as to the steps
necessary to ensure a reduction of servicesin

real terms. The Health Commission advise and

assist with any special problem areas
identified.

capital expenditure was still in progress and was earmarked for new unit expenditure for 3 years.
Therefore maximum flexbility was built in to adjust For savings achieved, by slow-streaming of new
units if necessary.

(d) Provision of Funds to adjust hospital budgets for non-realisation of savings, due to low
attrition rates

Review mechanisms were introduced by the Department, inddling regionally-based staff placement
committees, to ensure that staff attrition was achieved at anticipated rates wherever possible with
supplementary funds provided where attrition targets were not achieved.

(e) Full consultation between the Department and affected hospitals

There was continuous consultation between the Department and affected hospitals on the rationalisation
program, together with the formal constitution of the Health Services Industrial Consultative Council
to monitor the program (including employer and employee organisations).



(f) Future rationalisation programs concentrate to
the maximum extent practicable on the re-
direction of whole services or service units.

Recommendation 6

The setting of staff establishments, other than For
medical practitioners, for each hospital be
discontinued.

Recommendation 7

Hospitals be totally responsible for their staffing
levels subject to the funds available.

Recommendation 8

Where a hospital exceeds its salaries and wages
budget, consideration be given to the imposition by
the Health Commission of controls on that
hospital's staffing appointments for such time as

iS necessary.

Recommendation g

The basis for determination of supplementary
allocations of funds to meet award costs be the
actual or budgeted level of salaries and wages

(f) Concentration on re-direction of Whole Services or Service Units

The 1982 program concentrated on the closure of the entire hospitals or major units/service areas.
Since 1982 there has been a continual review of hospital services with changes being implemented
involving adjustments to bed numbers in accordance with regional strategic planning guidelines. In
this context the best strategy to apply is not necessarily the closure of whole units. Focus has
chiefly been on the re-direction of service units, based on the process of the role delineation of
hospitals.

Action Taken

Circular 83/15 advised of the implementation of the new policy covered by Recommendations 6 and 7.

As Above

Action Taken

Provision has been made to allow For controls to be imposed on a hospit'at’saff establishment should
it exceed its salaries and wages budget.

Circular 83/168 in respect of Recommendation 8 states, inter alia,............. where a hospital

exceeds its salaries and wages budget Regional Directors may impose controls on that hospital's staff
establishment. The nature of the controls and the period for which those controls are imposed are
matters to be determined by the Regional Director."

Action Taken

'HOSPA YL bei ng the Public Hospitals computerised payroll procedure has been redesigned to allow for
accurate assessment of the balance of financial year and full year costs of Award variations.
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expenditure, whichever is the less. All hospitals be clearly informed to this effect and the existing systems of calculating the costs of award variions be
reviewed to ensure that Future claims accord with this-principle.

Recommendation 1O Action Taken

Prior to approving supplementary funds For award Award variation cost claims made by hospitals are carefully reviewéy the Regional OFFice and then
variation costs the claims made by hospitals be again reviewed by Central Office in its assessment of the Region's cost of award claims.
carefully reviewed by the Health Commission.

Recommendation 11 Action Taken

The Health Commission take action to ensurethat It is Departmental policy not to approve staffing for new units until specific funds have been
hospitals do not proceed with the appointment of  allocated in the normal budgetary process.

staff for new units except in accordance with a

timetable specifically approved in writing by the

Health Commission.

Recommendation 12 Action Taken

The Health Commission not approve new unitsbeing It is Departmental policy not to permit the establishment of new units until the neceessary Funds have
brought into operation until the necessary funds been approved in the normal budgetary process.
have also been approved.

Recommendation 13 Action Taken

The Health Commission review the processes of *Circular 83/3 covered the subjet of interim budgets and promulgated the practice to be adopted From
consultation and communication to ensure that: the 1983/84 financial year with respect to Final budget allocation. In the light of difficulties
associated with the issue of interim budgets this practice was discontinued For 1985/86. Rather,

* Full details of interim and Final budgets and expenditure constraints based on the limitations of "supply" provisions as defined at Section 25 of
all relevant factors pertaining thereto are Public Fnance and Audit Act were instituted and Regions were Fully advised of this process by letter
conveyed to Regional Offices by the Central on 18 July 1985.

Office of the Health Commission.



* the hospitals are properly informed as to the
basis upon which their initial estimates should
be preparedand given full details of the
variations embodied in their actual budgets.

* gpecific exclusions for special items such as
award costs, long service leave payments and new
units should be fully detailed.

Recommendation 14

Hospitals implement appropriate formal
now
communication processes with their medical staff.

Recommendation 15

Hospitals review their budgetary and financial
control procedures to avoid clerical errors leading
to expenditure overruns.

Recommendation 16

With the exception of funds required to be held in
reserve for specific but as yet unquantified
reguirements such as future award variations, new
unit provisions and other special factors, Funds
provided to Regional OFfices of the Health
Commission For hospital operating costs be fully
allocated to the hospitalsin their budgets.

*Full consultation has taken place with hospitals concerning estimates requirements and the variations
embodied in budgets. For reasons already outlined, however, the submission of Formal estimates was not
sought by hospitals for the 1985/86 financial year.

* Award Costs, new units and other special items are separately identified in the budgetary/estimating
process.

Action Taken

The Manual for 'Formulation of Hospital By-Laws' issued by the HgglCommission in late 1980 and
adopted by the majority of hospitals provides in By-Law 74 for the establishment of a Hospital Medical
Staff Council which isaformal medical staff organisational structure which has clearly defined
functions and which is advisory to the Board of Directors. Although this was introduced prior to the
Public Accounts Committee Reports, its impact would not have been Fully effective at the time of the
Reports.

Action Taken

As aconsequence of the P.A.C.'s report hospitals were required to review their budgetary and
finanicial control proceduresto avoid cierical errorsleading to expenditure overruns.

Action Taken

This matter was addressed in Circular 83/3. Reserves retained by the Region are required to be

disclosed and limited to specified provisions for award variations, long service leave, emergency
repairs or other special factors.
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Hospitals be clearly informed that it is their responsibility to set aside reserves to meet contingencies.

Recommendation 17 Action Taken
Hospital budgets contain a specifically Where role changes are significant (e.g. Sydney Hospital - a major teaching hospital to a general
identifiable adjustment for role changes. hospital with major outpatient component) the particular hospital and Regional budgets are

specifically adjusted to reflect the change.

Recommendation 18 Action Taken
Hospital budgets be built up and monitoredona  The Management Information Review System (M.1.R.S.) is now implementad50 hospitals with a
further
departmental basis. 13 due for implementation in 1985/B8§. This system identifies costs and other data on a departmental
basis.
The introduction of program budgeting for Government Departments will be followed by the
implementation of program budgeting for hospitals.

Recommendation 19 Action Taken
Resource allocation within Regions be based on Circular 83/18 directed that Regions were expected to apply principles of relative health care needs
clearly defined and understood formulae. in making sub-regional allocations. The Regional Resource Allocations Formula endorsed by the

Department in 1981 incorporated such a heeds-based methodology. Regions were also advised that
mechanical approaches were not to be adopted in resource allocation.
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Recommendation 20

Separate inquiry be held into the administration,
financing and utilisation of the New South Wales
Ambulance Service. Amongst other matters the
inquiry examine;

* the use of ambulances for inter-hospital
transfers and the desirabi lity of alternative
means of transport;

whether the control mechanisms required to
ensure that the ordering of ambulance transport
by medical practitionersis appropriate to the
health care need of patients.

Action Taken

The Minister for Health at the time established a Committee of Inquiry into the New South Wales
AmbulanceService in March 1982.

In December 1982 the Minister handed down his decision on the recommendation of the Committee of
Inquiry and established a Committee of Implementation.

Resulting from the recommendation accepted a new administrative structure for the New South Wales
Ambulance Service has been developed and introduced.

The new structure allows greater control and supervision of resources also providing a mechanism for
planned future development.

In respect of other matters that the inquiry was to examine:-

Recommendations in respect of the use of ambulances for interhospital transfer and the desirability of
alternative means of transport were accepted by the Minister with one amendment and the Ambulance
Service has introduced all recommendation and reinforced the decision by the preparation of a

document titled "Ambulance Transport Guidelines

The abovementioned document also includes guidelines to be used in the ordering of Ambulance
transport by medical practitioners and has been issued to all Medical Officers, Hospitals and
Ambulance Officers.
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Recommendation 1

The existing "modified cash" accounting
arrangements be retained in the public hospital
system.

Recommendation 2

Action be taken to ensure that details of the
levels of hospital creditors and debtors, and the
incidence of bad debts, be incorporated in all
appropriate budgeting and finanical reports,
including the annual reports of hospitals and the
Health Commission.

Recommendation 3

All hospitals include a table detailing the
application of all Funds, based on a standard
format, in their annual reports to the public.

Appendix 2: Health Departments Response to Recommendations Contained in the Third Report of the
P.A.C. Concerning Public Accountability in Public and Other Subsidised Hospitals

(Apri11982).

Action Taken

A working party was formed in February 1983 to review hospital accounting standards and issues such as
the wording of the annual certificate given by the hospital auditors and the form of the statement of
financial operations. The working party comprised representatives of the Auditor General, The
Australian Society of Accountants, The Institute of Chartered Accountants in Australia, The University
Teaching Hospitals Association, The Australian College of Health Administrators and the Department of
Health.

Because of the importance of the fore of accounting to the whole question of Financial reporting, this
working party was also required to report on the respective merits of cash and accrual accounting.
The working party supported the retention of the existing modified form of cash accourgiim

hospitals and the Department and the Minister accepted this recommendation.

Action Taken

Details of outstanding trade creditors ("total amount of invoices not paid by due date") and details

of fees raised during the period are reported each month in the hospital Monthly Reporting System. A
Further breakup of these, including bad debts is absincorporated in the Quarterly Financial Reports

of hospitals. Details of debtors and bad debts are also incorporated in the audited annual reports of
hospitals to the Department of Health.

Action Taken

All hospitals have been advised to include a table showing the sources and application of fundsin
their annual reports to the public. (Circular number 84/75 refers).

Point 4.5 of the Revised Accounts and Audit Determination also requires that the Statement of
Financial Operations be accompanied by a Source and Application of Funds Statement.
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Recommendation 4 Action Taken

The Health Commission ensurehat hospitals have  In order to facilitate detailed compliance the attention of all hospitals was directed to the

adequate systems of control over stock levels, and Purchasing and Storekeeping Procedures Manual which had been issued in the second half of 1981. This
the ordering, receipt and issue of stocks, Manual contains sections that detail the stores procedures and requirements in respect to ordering,
including regular test check systems. receipt, issue and control of stocks together with details of stock test requirements.

The Accounts and Audit Determination also contains provisions relating to stores and controls required
to beexercised.

As part of the revised inspection program for Public Hospitals which was issued in 1983, checks are
made to ensure that the systems of control over stocks including the acquisition of stores are
adequate and operating effectively.

Recommendation 5 Action Taken

A form of modified global budgeting be introduced  This has been fully implemented and allocations are now determined for each of the seven line items. with
block allocation being set; after consultation with the hospital, for salaries and wages, superannuation, payments to visiting medical officers, repairs,
maintenance and renewals, and other goods andervices.

Recommendation 6 Action Taken

On receipt of block allocations hospitals preparea  The then Minister advised that he did not support this recommendation as if freedom was to be given to
detailed line item budget and forward thisto the hospitals to manage effectively, they should not be given block allocations and then be required to

Regional Office of the Health Commission for report detailed line item budgets to the Regional Office of the Commission.
approval.

Accordingly, no action was taken in respect of this recommendation.
Recommendation 7 Action Taken
Expenditure reporting, both actual and against This recommendation has been implemented for each of the seven line items.

budget, continue to be on aline item basis.
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Recommendation 8 Action Taken

Subject to the block allocations not being This recommendation has been put into practice to the extent of Tasury concurrence to approve of

exceeded, hospitals be permitted to vary from inter-item changes on a State-wide basis. The Department however has flexibility to vary similar line

individual line item allocations as required. item allocations between Hospitals and Regions.

Health Commission approval should be required For

any proposed variations between the block Hospitals wishing to vary budgets within the total allocation must appproach their Region and,

allocations. similarly, Regions who wish to vary higets within the total allocation must approach Central
Administration.

Recommendation g Action Taken

Where the budgetary performance of a hospital is of The then Minister did not support this recommendation as it was seen to be in conflict with the
concern to the Regional Office, or in other appro-  objectives of Recommendation 5. where budgetary performance is unsatisfactory, the more appropriate
priate circumstances, the approval of the Regional  courses of action were considered to be those covered Recommendation 1 and 2 of the Second Report.
Office be required for any departure From the line

item budget.

Recommendation 10 Action Taken

Subject to budgetary constraints hospital manage- A survey was undertaken which indicated differing hospital opinions of the merits of implementing this
ments be encouraged to provide commercial servicesrecommendation. It was decided that the disadvantages outweighed any benefits to be obtained and no
further action was taken. It is mentioned that consideration wsgiven to the following factors -

care needs to be exercised to ensure that the pursuit of commercial enterprises does not detract
from the basic function of public hospitals and/or have adverse indirect financial consequences,

2) each individual proposal would require full costing and Regional Director approval prior to com-
mencing, including approval to adjustments to the revenue and expenditure budgets of the hospital,

3) the costings would need to include all fixed and variable expenses (notrgply marginal costs),
4) the accounting details for the project would need to be recorded in separate Memorandum accounts,

5) should the proposal emanate from excess capacity within a hospital then that excess capacity within a
hospital then that excess capacity should be examine with aview to diverting resources elsewhere, and
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Recommendations 11, 12, 13, 14, 15 & 15.
(11) An incentive reimbursement scheme be
introduced For public hospitalsin 1982/83

(12) Where a"real"saving is achieved the hospital
be permitted to retan the saving subject to
an upper monetary limit for use by the
hospital in the following year.

(13) The retained saving be expended in a manner
approved by the Health Commission.

(14) The budget allocation for public hospitals be

reduced by the Full amount-of savings achieved
in the Following financial year.

6) the operation of group laundry and pathology services.

Action Taken
An Incentive Budgeting Scheme was set up in line with the above recommendations (11 to 16) to operate
from the 1983/84 financial year - circulars 83/3 and 83/334 refer. financial year.
The Scheme was reviewed after its First year of operation and again more recently and it was found
that with one exception (which did not meet the scheme's guidelines) no hospitals had put forward any
savings proposals.

A range of reasons were indicated by Hospitals and Regions For the Schemers failure but the key
element was that the Hospitals only benefited From savings on a hon recurring basis for capital
expenditures.

At the hearing on 16 September 1985, the Department indicated that it considered that there was létl
benefit to be gained From pursuing the implementaion of structured incentive budgeting systems of this

nature even ii modified to more adequately meet hospitélstated requirements; and that the processes
of influencing savings which already occur through negotiations between the Department and Hospitals
in the development of budgets and otherwise, management systems rewig etc, are more likely to

(15)Only savings deemed by the Health Commission  achieve worthwhile permanent results. to be "real" savings be eligible for inclusion in the incentive

reimbursement scheme,

(16)A review of the operation of the scheme be undertaken prior to the 1984/85 financial year.

Recommendation 17 & 18

(17) Hospital auditors be required to report the
results of their awdits to the Auditor-
General.

(18) The Auditor-General be given power to:

-approve the appointment of an auditor for the
first time inthe case of a new hospital

Action Taken

The then Minister in supporting the next Recommendation i.e. 19 believed that the setting of audit
standards with the assistance of the Auditor-General was sufficient to ensure proper reporting and
accountability of hospitals. Therefore, no Further action was taken in respect of recommendations 17
and 18.
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-approve proposals by existing hospitals to appoint an auditor other than the retiring auditor

-veto the re-appointment of an existing
auditor.

Recommendation 19 Action Taken

The Auditor-General be requested to review the Following reference of the Accounts and Audit Determination to the Auditor-General for his
provisions of the Accounts and Audit Determination consi deraIioQ aworking party was Formed in February 1983 to review hospital accounting standards and

applicable to public hospitals and recommend any  to consider questions such as the wording of the annual certificate given by hospital auditors and the
changes he considers appropriate. form of the statement of Financial operations.

In addition to a representative of the Auditor General the Working Party comprised representatives of
the Australian Society of Accountants, The Institute of Chartered Accountantsin Australia, The
University Teaching Hospitals Association, The Australian College of Health Administrators and the
Department. The working party agreed the audit standards issued by the professional accounting bodies
apply generally and should apply equally toulits of hospital accounts.

Recommendations were made for significant changes to hospital financial reporting including provisions
that hospitals should provide financial information concerning the operations each year to the public.

The recommendations of the working party were adopted and circular 84/75 embodying the required
changes in financial reporting requirements was issued to hospitalsin March 1984.

Policy changes relating to reporting have been incorporated in recent amendments to the A cobsiand
Audit Determination.

Recommendation 20 Action Taken

The format of the expenditure estimates of the This recommendation was implemented and First reflected in the Budget Estimates 1983/84.
Minister for Health in the State Budget Papers be

varied to the extent necessary to demonstrate the

major expenditure programs provided for, viz,

hospitals, community health program and allied

services.
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Action Take.

The budget outcome For all hospitals has been included since 1983 in the Department's Annual Report. However, it is not practicable to incorporate therein
hospital budget allocations for the succeeding financial year in view of the timing of the State Budget.

Action Taken

The Department's Annual Reports For 1982/83 and 1983/84 were tabled on 2 December 1983 and 2 November
1984 respect{ rely, both of which included a detailed Financial summary of public hospital expenditure.

Action Taken

The Annual Report of the Department provides comparisons between the receipts and expenditure of each hospital and the relevant budget allocations. In
addition, activity levels and performance indicators are also reported. These include average available bed days, daily average of non-inpatients, bed occupancy
rates, average stay and the adjusted daily average. It is proposed that in the annual report For 1984/85, the range of performance indicators will be extended and
will include comparisons with the previous year.

As this document is prepared prior to the availability of audited financial data From each hospital, a Further department publication - Department of Health,
New South Wales Statistical and Financial Data Public Hospitals - isissued annually and in this document, hospitals are classified according to their broad role
i.e. General Hospitals, Approved Nursing Homes and Other Institutions and by size within Regions.

Action Taken

The specific policies set out in Department Circular No. 84/75 related to the form of presentation of public hospitals Financial operations and Financial position
together with the timeliness and manner of publishing that information. A further Circular No. 84/153 was issued to hospital s setting out the minimum
reguirements to be published in respect of staffing and other statistical data.
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Recommendation 21

The Minister for Health each year table in
Parliament the derails of the budget outcome for
each public hospital for the preceding year and
their budget allocation for the current financial
year.

Recommendation 22

The revised policies were effective commencing with the 1983/84 results. Due to initial problems and
uncertainty and delay in having requirements clarified, the Department agreed that the published
information need not be audited in respect of the 1983/84 yeahIthough the Department did not relax
the promulgated requirements in any other respects, a number of hospitals did not comply fully with
provisions relating to content and some failed to publicise the availability of the financial
information.

All hospitals have been directed to comply fully in respect of the 1985 year and Regional Directors
have been asked to ensure strict compliance to this requirement.

Action Taken

The Health Commission ensure that its Annual Report

to Parliament is tabled as soon as possible after

financial

the end of the financial year, and that the Report
includes a detailed financial summary of public
hospital expenditure.

Recommendation 23

In May 1982 the then Health Commission approved the establishment of a Task Force to examine
and performance reporting systems operating in hospitals and in the Commission with aview to:-

(a) determining the minimum data set and reporting timetable necessary for the effective monitoring
and control of the financial position of hospitals and Regions;

(b) eliminating unnecessary information recording demands on hospitals;

The Commission also publish each year comparisons

of the budgetary performance and productivity of
hospitals, appropriately classified according to
size and role.

Recommendation 24

Hospitals present the financial, staffing and

(c) determining the most appropriate method of data collection and processing to facilitate the
timely production of reports;

(d) determining the format, content and distribution protocols for the reports generated.

As aresult of thisreview major changes were made to the Hospital Monthly, Quarterly, and Annual
reporting Systems. The main feature of the Monthly Reporting system was the implementation of
regional computer facilities to process and validate the hospital data prior to the information being
forwarded to the central office. This systemlao incorporated a requirement that hospitals supply on
amonthly basis end of year forecasts for expenditure and revenue outcomes; details of inpatient and
non-inpatient activity were also provided.

The end result of the new system was more timely and accurate data and greater regional and central
office control. Revised Quarterly and Annual Reporting Systems have been introduced since that time
with greater use being made of computer prassing. Circulars 83/12 (Revised Monthly Reporting

activity information in their annual reportsina  System), 83/91 and 83/197 (Quarterly Reporting System) refer.
standard format approved by the Health Commission.
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Recommendation 25

The Health Commission review its information needs
and the accountability requirements of Regions with
aview to:

- clearly defining the roles and responsibilities
of Regional Offices for monitoring, reporting
and controlling the expenditures of hospitals;
and

- instructing hospitals to supply forecasts of
total expenditure and revenue outcomes, as well
as movements in activity levels, to Regional
OFfices on a monthly basis.

Action Taken

This recommendation calls upon the introduction of the Management Information Review System, which is
addressed in the response to Recommendation 29.

Action Taken

Under the Forward Plan for Computing, which was adopted by the Department after receigiMinisterial
approval in 1983, Management reporting is being improved through the introduction of standardised
systems throughout hospitals. Common Packaged Systems for accounting and patient administration have
already been installed in a number of hospitals and will continue to be installed in more during the

next 12 months. Since the Forward Plan has been adopted and a contract |et Fawomputer equipment,

over 40 hospitals have installed their own computers and have either implemented the common accounting
and patient administration systems or are in the process of doing so. The benefit of having common
accounting and patient administration systems or are in the process of doing so. The benefit of

having common accounting and patient adminisation systems is that the Department knows the basis of
the reports and can gain access to the same type of information From hospitals. The Department is

also in a position to specify the type and Format of the data it requires from a hospital's accounting

and patient administration systems.

Action Taken

The Department recognisel the limitations of HOSPAY to provide managment information when drawing
the Forward Plan. A specification For a Payroll System incorporating Personnel and M anagement
Information was drawn up, tenders called and a contract for HOSPAY 11 let in 1984. The system isin

the Final stages of development and testing with the First hospital to commence in late October or

early November 1985.

Action Taken

At the time of the presentation of the Report there was some 26 hospitals already on the MIRSygram.

In response to this recommendation the then Minister made a commitment to implement the MIRS program
into the largest fifty hospitals in New South Wales by the end of the financial year 1982/84. All

teaching hospitals [except for Royal Prince Alfred, the Parramatta Hospitals, (Westmead Centre), the
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Recommendation 26 Prince of Wales/Prince Henry Group, Royal North Shore and Sydney Hospitals] and all major district and
base hospitals, that make up the group of the largest FiFty hospitals the State, are now

In determining hospital budgets, Regional OFFices participating in the program.

oF the Health Commission have regard to available

statistics on comparative levels of eFFiciency Although the major teaching hospitals have not implemented in the MIRS program, work has been done
in
between hospitals and desirable movementsin these hospitals towards the implementation of similar systems based on MIRS concepts.

patient activity.
Action Taken
Recommendation 27

The Department of Health has udertaken a program of determining the role of every public hospital
The Health Commission expedite the development ofthrough a process of consultation between the hospital and regional office.
computerised data systems in hospitals where this
would assist accountability and management control.In the vast majority of cases this process in now complete and hospitals have agreed levels of service
Such systems should be compatible with external  in all diagnostic and therapeutic areas. Hence it is now possiblte proceed to the next stage of
reporting requirements. developing Formal admission policies. This process has been deferred pending settlement of the
doctors dispute, since it is a sensitive area, particularly where numbers of particular procedures to
be done each week may need to be defined.

Action Taken

Private Hospitals in Hew South Wales are an integral component of the State Health Care System. When
planning hospital beds the Department takes into account the number of public and private bed
available in a Health Region on a health planning area.

Recommendation 28

At the present time, the controls on bed numbers for private hospitals rest with the Commonwealth
The Health Commission investigate the possibility ~ Government through its responsibility For payment of bed day subsidy. The State is consulted through
of adapting the existing "Hospay" payroll system to the Commonwealth/State co-ordinating committee on Private Hospitals. The State has developed

planning
produce comparative data on staffing levels, staff  criteriafor bed supply (both public and private) on a Regional basis and all applications for
attrition and productivity. additional beds are considered in the context of this criteria.
The Private Health Establishments Act, 1982, contains Further provisions to enhance the Department's
Recommendation 29 rolein this area. However given the Commonwealth's stated intention to deregulate its controlsin
this area, the State has undertaken not to proclaim the Act until the Commonwaith clarifies and
The Commission take steps to expedite the legislates to achieve its intentions.

implementation of the Management Information Review
System in all base, district and teaching/referral
hospitals throughout New South Wales. A-17



Recommendation 30

All hospitals, in conjunction with the Health

Action Taken

Allocation of operating funds for the delivery of health services is based on the services actually
being provided and needed in a Region and appropriate facilities available to do so, and not on a
formula. The Department however has a 'needsdsed’ Regional Allocation Formulafor the theoretical
distribution of funds for institutional care. The Formulais a planning tool and is used as a guide

to longer term re-direction of resources, to assist in decision making on location of new Facilities
and services as well as to protect existing services in 'deficit’ Regions from budget reductions. The
Formula has been updated in 1985 with the most recent hospital utilisation and cost data.

Commission, develop and implement formal admission ~ Action Taken

policies consistent with their role and budget
allocation.

Recommendation 31

The Health Commission undertake areview of its
present policy on the growth of private hospitals
with aview to introducing needs-base criteria for
the licensing of private hospital beds.

Roles have been delineated for all public hospitals as part of the strategic health plans. An interim
guide to the delineation of hospital roles wasissued in February 1983.

Regions negotiate with Hospital Boards for implementation and review of the plans and role delineation
as an ongoing process.

Action Taken

With the implementation of the strategic planning processin 1982, it became normal practice for
hospitals to develop corporate plans and functional briefs in relation to the nature and extent of

future development. These plans are prepared to meet specifications which incorporate the P.A.C.

recommendations and provide for consistency with Regional Strategic plansh@ preparation of

corporate plans and functional briefsis regarded as a key element of the planning and approval

process for capital works development. Whereas some hospitals employ their own planning officers,
planning work is commonly carried out by consultant plannersin conjunction with hospital and Regional
Office staff of the Department of Health. Additionally, staff of the Technical and Support Services
Division and the Planning Division of Central Office have been actively involved in assigiin

hospitals and Regions in their planning role.

Action Taken
The Health Commission Act was repealed in 1982 and replaced by the Health Administration Act, 1982;
its main purpose being to provide for the overall corporate objectives of the Department of Health and

to prescribe the functions of the Secretary, Department of Health.
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The Public hospitals Act was amended to Facilitate the establishment of Area Health Boards by the insertion oF Section 13A in 1982 which allows the closure
or amalgamation of hospitals under Ministerial approval by order published in the Government Gazette.

In December 1983, four pilot Area Health Boards were proclaimed under the Public Hospitals Act and a further eleven Area Health Services which had operated
until that time on an informal basis were recognised by notice in the Government Gazette.

A review of Area Management of Health Services was established in July 1985 and will include anevaluation of the pilot Area Health Boards (Circular 85/197
refers). The terms of reference also require that the legal Financial and administrative implications of an extension of any or all of the identified models for area
management of health services, including area health boards be identified.

The adequacy of the Public Hospitals Act will be reviewed in this context, Review Committee will report early in 1986,
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Appendi x 3

BASI C COMPARI SONS BETWEEN AAOP. AD MI1.R. S.

COMMENTS BY ROYAL PRI NCE ALFRED HOSPI TAL

ANNUAL CPERATI NG PLAN {A. Q P.)

Provides internal Hospital reports.

Conpares actual figures to budgets on

both nonthly and year-to-date basis.

Uses a Four-level reporting structure -

1. Executi ve

2. D vi sion

3. Sub-Di vision

4. Responsi bility Centre

HASAC Codes identify Responsibility
Centres.

D sperses |abour information by taking
payrol I hours and costs From HOSPAY,
divided into 20 basic Fields,
enpl oyee.

for each

@ oups enpl oyees by Responsibility Centre
and Primary D vision.

Subj ects each enpl oyee's normal pay type
information to accrual, and | eave payment

type information to prepaynent breakup.

Hours and dollars information is
aggr egat ed exactly to each higher |evel
inthe reporting structure.

5. Disperses non-|abour costs on a
consunption basis. These type of costs
for each Responsibility Centre are based
on signed requisitions for goods and
services provided to the Centre during

reporting nonth.

A -
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VANAGEMENT | NFORVATI ON REVI EW SYSTEM

1. Provides inter - and intra-Hospital
reports.

2. Conpares current nmonth to year-to-date in
current reporting year, and current year-
to-date to previous year-to-date. Does

not incorporate any Form of budget or plan.
3, Wses a three level reporting structure -
Executi ve

M d- Managernent

Activity Centre

HASAC Codes identify Activity Centres.

4. D sperses | abour information by taking pay-
hours and costs From HOSPAY, di vided
into 13 basic fields,

roll
for each enpl oyee.

QG oups enpl oyees by Industrial Position wth-
in Award, for each Activity Centre.
Subj ects each enpl oyee's normal pay type

normal pay type information to accrual.

Hours and dollars information is aggregated
to each higher level in the reporting struc-
ture, but certain specific information nay be

lost as a result of this ag gregation 'up-the-

line'.

5. Disperses non-labour costs by Hospital
expendi ture for the reporting nmonth. Takes
the reporting nonth. Takes Trial Bal ance by
Expense Code and al |l ocates these costs to
Activity Centres using percentages gai ned by

sanpl i ng.



10.

6. Breakdown information to all nain reports
are provided automatically to each manager
showi ng how each itemof infornation on

the main report was cal culated. This

br eakdown information is linked directly

to tinesheets (for |abour resources), and
requi sitions (For non-Ilabour resources),

all of which nmust have been signed b vy

Responsi bility Centre Manager.

7. Provides conputer-generated budgets (for
both | abour and non-| abour costs) in the
First instance. Allows Full invol verent

at Responsiblity Centre Manager |level in
the construction of budgets. ACP budget
syst em enabl es reconciliation of mcro-
budgets to macro-budget. Al budgets

capabl e of updating and reconstruction

at any tine.

8. Provides an enpl oyee count (on a Full -
time equivalent basis) t o be used in the
future in the calculation of standard

staffing/output ratios.

9. Reports distributed to managers by the
si xth working day Follow ng the reporting

peri od.

6. Breakdown infornation to main reports are not
provided automatically to Activity Centre
Managers. Non-| abour costs cannot be broken
down to individual requisition because

di spersenent achi eved by percent ages.

7. Does not use budgets'

8. Does not provide an enpl oyee count.

9. Earliest available date for distribution
of reports to managers is the 21st of the

nonth fol lowing the reporting period.

Mont hl'y processing of the ACP system 10. Monthly processing of the MRS systemre-

requires clerical effort of 3-4 days,
nmainly spent on col |l ecting out put
statistics and distributing reports, Al
maj or cal cul ati on and construction

processes are computer based.

quires heavy clerical effort, mainly in the
construction and cal cul ati on of worksheets
prior to use of conputer. Schedule in MRS

manual suggests full-time clerical effort

required to service the system
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Appendi x_
COWWENTS ON CPTI ONS FOR EFFI O ENCY MEASURES | N HOSPI TALS

DI SCUSSED AT P.A C. VISIT TO ROYAL PRI NCE ALFRED HOSPI TAL

BED DAY COsT

Ef fi ci ency nmeasures based on "occupi ed bed days" fail to account for the sinplest
variation in hospital activity. An average hospital stay involves a concentration
of services in the first fewdays, with a tailing off in the conval escent peri od.
As a consequence, shortening this "l ow cost" el enent of patient stays and
substituting new patients with nore concentrated care |l eads to an increasing cost
per occupi ed bed day.

OCCUPANCY

Longer stays and predictable adm ssions (i.e. no Casualty) can produce the highest
hospital occupancy figures. Patients staying over a year (very likely to be of the
"nursing hone" type) mean a bed is 100% occupi ed. A patient stay of 48 hours is
counted as 'l day' - using Health Department definitions which count either day of
admi ssion or day of discharge - but not both. The shorter the length of stay, the
greater the percentage error introduced by this nmethodol ogy. A 48 hour stay neans
a bed is counted as 50% occupi ed.

"Cost per patient treated" takes many of these factors into account, but fails to
recogni se differences caused by variations in patient mx.

Casem x variation can be used to account for some percentage of cost variation
between hospitals, it |eaves variations to be explained by "severity of patient
illness", teaching/training needs, socioeconom c status of patients, community

support facilities as well as variations in efficiency.

The N.S.W Hospital Mrbidity Collection is based on I CD-9 coding of hospital
di scharges - using the principal diagnosis to derive broad di sease groupi ngs based
on the body systemin which the illness falls® The collection itself is not

suitable for casem x nmeasurenent, but the data held by the hospitals could be
mani pul ated differently to produce DRGs on a simlar systemfor casem x
conpari son.

DRGs or Diagnosis Related G oupings are a formof casem x conpari sons devel oped at

Harvard, originally to throw up 'exception data in utlisation review studies.
Pati ent age and sex, diagnoses, surgical procedures are used to organi se hospital
di scharges into classes that are relatively honbgeneous in resource use -
normal i sed around | ength of stay. These permit cost conparisons between
institutions after "standardising" the patient casem x using DRGs. In the U S A,
Governnent sponsored patients generate a DRG paynent to the hospital -i.e. the

nore patients a hospital treats (particularly in a 'profitable ' DRG, the nore
nmoney the hospital receives. In Australia it mght be nore appropriate to exam ne

the DRG mix within each hospital and derive a "costliness index N This index could
be used as a nodifier on an agreed proportion of budget subsidy.

D sease costing will permt interhospital conparisons - whether using DRGs, or
"indicator illnesses" - such as Killop 1 & 2 Mocardial Infection. In either case
it will be necessary to have cost control data based around responsibility
centres, in addition to disease costing, in order to have a neans of neasuring and
controlling the efficiency within departnments whose products go to nake up part of
the services consunmed by the patients epi sode.

Medi cal Staff Profiling - allows conparisons between nedical practioners within a
hospital, throwing up variations in length-of-stay or diagnostic test ordering
within specific illnesses. These utilisation review data may effect changes in

practice patterns of individuals - but care nmust be taken not to swanp the
clinician with information which nullifies its inpact.

Program Budgeting - allows governnents to determine Funding priorities For broad
heal th prograns. Casem x variability within prograns will nean cost conparisons
will nost likely relate to volune and range of services, rather than relative
efficiency. It will permt an assessnent of funds absorbed by broad programes -
but considerabl e overlap is conmonplace - e.g. do the senile elderly fall into
Mental Health or Geriatrics or both? Is childbirth in an aboriginal woman to be
classed as "Maternal and Child Health" or Aboriginal health? To establish

excl usi ve program categories wuld oblige a level of arbitrary allocation that
woul d make interhospital cost conparions extrenely difficult.
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APPENDI X 5

Transcripts of Evidence

QO gani sati on Represented and Wt nesses Page,

Royal Prince A fred Hospital
1

* Eneritus Professor C. R B. Bl ackburn

* D D S Chld

Royal North Shore Hospital

41
* M P.J. Johnson
* Dr SO R Spring
* M J. S Phillips
* M N R Full
* MM C Booth
Department of Health 81

* M R D MGegor

* M K R Barker

* M J. D Wodger

* D C G Scarf
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M NUTES COF EVI DENCE

TAKEN BEFORE

THE PUBLI C ACCOUNTS COW TTEE

At Sydney on Monday, 16th Septenber, 1985

The Conmttee net at 10 a.m

PRESENT

M J.J. AQU LINA (Chairman)

M CM FISHER Dr A J. REFSHAUGE
M J.H MRRAY M P.M SMLES



Eneritus Professor CHARLES RUTHVEN Bl CKERTON BLACKBURN,

Chairman of the Board of Directors, Royal Prince Afred Hospital,
of

DR DONALD STEWART CHI LD, General Superintendent and Chief

Executive Oficer, Royal Prince Alfred Hospital,

sworn and exam ned:

CHAl RVAN:  Have you each received a summons i ssued under

ny hand to attend before this Committee?---A (Professor
Bl ackburn) Yes.
(Dr Child J Yes.

Q Professor Blackburn, is it your w sh during the
proceedi ngs to rmake any submi ssions to the Committee in witten
forn? Do you have anything prepared with you?---A (Professor
Bl ackburn) No, sir.

Q The nenbers of the Committee wish to thank you for
attending. There are a nunber of reasons why the Commttee has
decided to launch into a nonitoring process of past conmttee
recomrendat i ons, both of the second and third reports, which dealt
specifically with hospitals, and the nunber of other reports that
followed on. Qur ains are nmany but particularly we are concerned
to find out whether or not the recomrendations of the Commttee at
that stage were practical, which were inplemented in a nunber of
ways both fromthe point of view of hospitals and also fromthe
poi nt of view of the Departnent of Health. A so we are concerned
to see how hel pful they have been in assisting the various
hospital s. Wat the nenbers of the Committee would |like to know
al so is whether or not the recommendati ons have had any
shortcom ngs and, fromthe point of view of hospitals, whether you
have anything further that you



would like to see inplenented by way of machinery fromthe
Department of Health to assist you in your various operations.
Fol I owi ng the second and third reports of the Public
Accounts Committee of former days, the Departnent of Health
accepted the vast bulk of the Commttee's recomrendat i ons,
i ncludi ng incentive budgeting. As stated in its 1983-84 report:
there woul d be nore power for hospitals to deci de how t he budget
al | ocation woul d be spent. The Departnent al so stated that najor
efforts have been made to nonitor and control financial
performance and to enhance the | evel of financial accountability.
Today, the Committee is interested to hear fromthe
hospital s thensel ves. As well as representatives fromRoyal Prince
Al fred Hospital there will be representatives of Royal North Shore
appearing later this morning concerning these and ot her general
nmatters. The Committee is concerned that the best use is nade of
the limted health funds, as | amsure it is of concern to
everyone involved in the health field. Good budgeting control and
revi ew processes, we contend, are clearly a nmajor way of achieving
this goal. The Committee is particularly interested in the
i nstruction and gui dance that hospitals receive on the budgeting
process and the setting of budgets to review expenditure in this
regard. What has been requested by the Department of Health you
may be able to give us information about. Professor Blackburn, if
| could direct ny questions to you, as will other menbers of the
Committee, you may respond and if Dr Child wi shes to augnent
anyt hi ng you have said he is free to do so.
Can you give us sone information as to what infornation has

been requested by the Department of Health on the budgeting



processes and the setting of budgets to review of expenditure?-
--A Yes. | believe it would assist you and your colleagues if
| briefly presented you with the background to ny comrents
rather than just sinply make a flat statement. Financially,
we are getting steadily worse as we are underfunded for the job
we are expected to do in the coomunity. M Hawke and M Wan
have both said publicly that university teaching hospitals are
underfunded. It is ny opinion, based on our funding, that the
functions and needs of university teaching hospitals are not
understood to be different fromthose of other public
hospital s. W have not been and are not consulted before we
recei ve our budget. Wen inner city hospitals were cl osed, we

t ook a nunber

of units fromthem and our workl oad has obviously increased.
But

we have never been funded for that purpose since that tine.

In 1983-84, we were about to cl ose beds so that we could get

wi thin budget or near to it. W recei ved specific
i nstructions

not to do so. On that occasion we received a one-off grant to
hel p us. Since your report, ou r staff's major efforts to stay
i n budget have achieved this in 1981-82, 1982-83, and alnost in
1983-84. In 1984-85 it was inpossible; for exanple, the deval ued
dol lar cost us nore than a mllion dollars in goods and

servi ces;
the change in nurses' education has cost the best part of three-
quarters of a mllion dollars nore than was allowed for. Qur
emergency, and | stress this, our emergency repairs and

mai nt enance
were a half a mllion dollars over the budget we were all ocat ed.

VW were not consulted about our 1985-86 budget.

Qur first quarter supply, that is |less the 1984-85 overrun

is as far as we can determne the 1984-88 budget. | repeat, we
have not been consulted. There are no allowances in this first



quarter supply for dollar fluctuations, none for known
retrospective VMO paynents, none for the new units we took on | ast
year, such as the methadone unit, the neonatal intensive care, the
sex assault services and the detox unit. | cannot enphasise to
you and your col |l eagues too strongly

t hat a variety of factors, including the underfunding of

uni versity teaching hospitals, the doctors' dispute, the transfer
of nurse education at the tine when there is a nurse shortage

whi ch was known, has resulted in Royal Prince Alfred Hospita
havi ng

166 beds unavailable for use; a 92 to 96 per cent bed occupancy;
patients with an average degree of nursing dependency higher than

we have ever had before and a gross shortage of patients suitable

for undergraduat e and postgraduate education

W cannot expect to be accredited to train our share of
specialists for this State who doctors and the average person here
believe it shoul d have to carry out their specialist treatnent.
Further, if a hospital |ike Rachel Forster is closed,
the effect on us and the State will be disastrous. Joint

hospi tal s
replacenent in public/will cease. Now, in our institution

patient care nust be jeopardised by the intense activity of
everybody in an overfull hospital

I ncentive budgeting with that background is governed by
instructions that we received on 14th Novenber 1983 after our
financial budget for that year. Wiat value is this to us when
every cent or half cent we can save has to be spent on trying to
maintain patient care. It is our viewin general that the
noni toring and controlling systens have inproved. W have enpl oyed
pl anni ng consultants in terns of your docunents who



have been working with the Department of Health and have
considered all of our real estate and we are now di sposing of the
agreed excess in collaboration with the Departnment of Health. |
believe it has been necessary for me to say these things to you to
present you with the background of some of our discontent. | am
sorry, | believe | said 14th Novenber 1984; that should be 14th
Novenber 1983. My apol ogi es.



Q D d you receive an interimbudget |ast year?---A Yes.
| do not have the date.
(Dr Child) W do not have the date here but the answer

i S yes.

Q Was it by way of a substantial supplenent? Wiat was the
di fference between the interimand the final budget?---A They
were substantially the same.

Q Wuuld you pl ease provide the Committee with the

date of the interimbudget? . A Yes.

Q Are there any formal consultation processes in
pl ace between hospitals and the Heal th Departnent regarding
budget ?---A. (Professor Bl ackburn) Before or after?

Q Before?---A A No, not of which | am aware.

Q What about after?---A After discussions take place,
needl ess to say, when we are trying to get an explanation and, if
| may say, protest, of course there is consultation afterwards;
but not in the ordinary sense of the word "beforehand" do we
make a subm ssion. W are not consulted, and to me consulting
means that we talk to one another, our officers talk with their
officers, The answer is no.

Dr REFSHAUGE: Do you nean to say that you put in a
subnmission to the regional Health Department about next year's
allocation?---A D Child will .answer that question,

(Dr Child) This was the case until 1984-85 when we were
asked to subnit our estimate of our needs to run the hospital
according to our current level of activity. That someti mes
vari es. Sonetines we are asked to make a subnission on our
budget according to the forrmula o f the Health Depart ment, For
1985-86 we were told not to bother.



Q So no formal subm ssion was requested fromyou for 1985-
86' Did you put in a submission despite the fact that you were not
requested to do so?--A No, we were told not to bother in words as
bl unt as that.

CHAI RVAN: ,Inet so as to overcome some m sconceptions
that the Committee might have about the budgetary process and
timetable, will you give us an outline of the budget tinetable
fromthe hospital's point of view?---A For which year?

Q W will take the latest year?---A The | atest year

is 1985-86, presumably..

Q Yes?---A The budgetary tinetable this year consisted of
no request for advance information to the Health Departnent. There
was a notification of supply during July; that is 1985-86.

Q So at this stage have you already received your budget
allocation or not?---A No, this year has been entirely different
from all previous years.

Q In what way?---A This year we have in fact received
supply rather than an interimbudget, and this year for the first
tinme we are operating or attenpting to operate on net operating
costs rather than gross operating costs. So we are told that until
30th Septenber the cash that will be available to us will be, in
round figures, $27 nmillion.

Q How has this substantially changed your operations from
those of previous years?---A |If we are tal king about this year,
we now find ourselves in an inpossible situation cashwi se in that,
at least inny view, the definition of supply is just that, it is
a cash allocation given to you to run your organi zation for a
three nont hs peri od. However, for reasons best known to
itself, the Health Department deducted



fromthat cash allocation the cash overrun of the previous year,
which leaves us in fact with supply mnus to run the hospital
for the first three nonths. So, as supply itself is not
sufficient, supply mnus is grossly deficient.

Q Wat figures are we tal ki ng about? What was your overrun for
the last financial year?---A It was $3.6 mllion.

Q So what you would actually have is sonmewhere in the
vicinity of $23 -4 nillion?---A That is right.

Q How does that conpare with your expenditure in the first
quarter for the previous year?---A It is based on the expenditure
for the first quarter of |ast year.

Q There has been no increase in real terns?---A No
increase in real terns. As Professor Bl ackburn explained, there
has been no buil ding into that first quarter - this is as far
as we can deternine because the exact nethod of determning supply
has not been revealed to us - a nunber of those new activities
that were funded | ast year.

Q Wat was the date of the recent of your final budget for
1984-85?---A. 19th Novenber.

Q | suppose you anticipate that it would be around about
the same time this year?---A | do not know that we can anticipate
t hat. In 1980-81 it was 19th February; in 1981-82 it was
9th Cctober; in 1982-83 it was 3rd Novenber; in it was 25th
Qctober; in 1984-85 it was 19th Novenber. So | suppose we can
anticipate it sonmewhere between Cctober and February.

M SMLES: | want to ask a couple of questions follow ng
those asked by the Chairnman, primarily as a point of
clarification. You indicated a difference between net and gross,
as it were. As | heard it, the supply figure was sonme $27 mllion;
is that correct?---A Yes.



Q Is that 227 nillion a net or a gross figure?---A Net. Q If
you are estimating a gross figure, which is obviously of some
preference to you, what would that figure be?---A In round
figures it would be about one-quarter of $140 mllion

Q In other words, in sone sense for this first quarter
your budget has suffered, in your view, two deductions, as it
were: fromgross to net and then on the net figure a further
reduction cal culated on the overrun?---A Not quite. No
| do not think you can say that. My comment about supply was that
this is the first time that hospitals have had to function with a
net figure. The budgets have al ways been assessed agai nst the
gross operating paynents,the net figure being the difference
bet ween one's gross paynents and one's revenue which is nostly
patients' fees. O course, it is very difficult to determ ne
what your patients' fees are going to be. It depends upon a nunber
of things, such as the insurance |evel of the popul ation, whether
there is a doctors' dispute, whether the health insurance funds,
whomwe bulk bill directly, deternine they are going to disgorge
noney this month or not. They do not al ways di sgorge their noney
in aregular pattern.

Q dven that difficulty in terns of assessnment, how

fair was the calculation of the figure between gross and net

this year?---A W woul d regard the gross figure as being

under est i nat ed. The estimate in the revenue is not too far out.
CHAl RVAN: Have you had any suppl enentary funding

avail able to you in the past two years?---A Yes, in 1983-84

there was a consi derabl e amount of suppl enentary fundi ng.

Qur hospitals shared in a one-off $6 mllion grant to the

teaching hospitals in that Fear to the extent of $1.8 mllion



W had additional funds of $700,000; $500,000 o f that was in
addition to a sumof $1.5 mllion received on the conmi ssioni ng of
our new bl ock. I mght add that that was agai nst our estinate
of running the new bl ock of $4.5 mllion, so we got $2 mllion,
The ot her $200, 000 of that $700, 000 was to account for the

i ncreased workl oad fromGOown Street. W estimated that that

i ncreased workl oad was going to cost us, gross, sonme $2 mllion.
The regional office of the Health Department did not disagree with
that figure. W had our budget suppl enented to the extent of

$200, 000. In addition we were pronised that we woul d have
seconded to us 100 supernunerary staff from Sydney Hospital who
woul d be on the payroll of the Sydney Hospital on the w nding down
of that hospital. In the event we got six of them There was a
budget redistribution at the end of 1983-84 within the region
because, although the | arge teaching hospitals who did nost of the
work in the region overspent, the smaller hospitals coul d not
spend their budgets and out of that we got $1.05 mllion.

Q Despite the supplementary funding the hospital s

still overran their budget by $3.6 mllion?---A | was tal king
about 1983-84. For all practical purposes we cane in on budget in
that year. W& were $440, 361 over in a gross operating payment of
$127 mllion.

Q Was there any need for supplementary funding in the |ast
financial year, 1984-857---A |If we were to cone in on budget we
woul d have needed a suppl enentary budget allocation of $3.6
mllion.

Q You touched then on the connection between the hospital and the

regi on. | shall ask M Miurray now to ask you



sone questions about the nonitoring process carried out by the
r egi ons.

M, MURRAY: Fromwhere | sit, it has been a bit of a tale of
woe. Things are difficult, but | mght say that all government
departnments who come before this Conmittee tell the same story.
You woul d have realized that there would be difficulty in funding.
What have you specifically done, other than enploy consultants to
advi se you on the disposal of real estate? Wiat el se have you done
to |l ook at your budget overspendi ng and what nanagement techni ques
have you devel oped to overcone these projected probl ens?---A
(Prof essor Bl ackburn) | mentioned that the consultant was not
enol oyed specifically to |l ook at our property. W enpl oyed
consultants to provide the board of directors with the nmeans of
pl anning for the future of the hospital. In that process of
providing us with the neans they obviously devel oped a nunber of
strategies for the hospital; but the purpose was to provide the
board with a framework for planning in the future for everything
fromour role in the community or the region to a spinoff fromthe
real estate. So that was not the prime purpose. I have nmade
that quite clear,



W enpl oyed t hose peopl e because we did not have the
capacity to do high I evel planning ourselves. W were not staffed
for that. Secondly, we had, and still have, no plan or no
statement of our fornmal role other than what we think it is as a
t eachi ng hospital. W had none fromthe department or the
region as to what is our specific role in the region in which we
are. VW wi shed to prepare that for ourselves to facilitate our
own planning. That is why the consultants were there.

In terns of nonitoring, in a nmoment | shall ask Dr Child

to conment. But it is extrenely difficult to see how many of
the recomrendati ons of your Conmittee can be dealt w th when they
are to rely on conparative statistics of productivity, efficiency
and the like, for which | amnot aware of there being any tested
st andar ds. | amnot aware of any. There may be sone and they
may be used, but we have no standards w th which we are asked to
deal .

Looki ng at a budget and how you spend it is a separate
i ssue. You are not asking about that. You are tal ki ng about
noni toring our performance. W do our best to make our institution
as efficient as we possibly can. W do not have the sort of
nmeasure you m ght expect in sone other fields.

Q Wat you are telling the Committee is that there are from
the region no nonitoring procedures that are hel pful ?---A
| did not say there are no nonitoring procedures fromthe region
that are hel pful. To have proper nonitoring and proper
conparisons of, say, Prince Alfred Hospital and Royal North Shore
Hospital, or some other hospital, one nust have sone sort of
standards by which to judge. (ne cannot hope that the patient

mx will be the sane, that the referral pattern will be the sane



t hat
and/there will be the same doctors, because that is not so.

In ny opinion, we do not have an adequate means by which to
conpare the sort of perfornmance you are suggesti ng. For
exanpl e, how does one conpare the cost savings of a sexual assault
clinic with a renal transplant in terns of efficiency or
productivity. At the noment, there are not proper standards. They
can be devel oped by somebody, but that woul d take nuch effort and
tine. But that was not the question

In terns of nonitoring and | ooking at our perfornance,

as | said initially, we believe that things have inproved.

May | defer to Dr Child.

(Dr Child) | would believe one could answer the question

intw parts. Havi ng answered the question in two parts, there
woul d still be a dilemma. In terns of increased efficiency
within the hospital, the hospital over the past four or five years
has been devel opi ng an advanced conputeri zed reporting system so
that we can in fact get a handl e on exactly what we are spendi ng,
and so we can as best we are able sheet hone to individua
departnents and units infornmation on their activities and the
costs of those activities.

Certainly, by the use of such nonitoring processes in
house, one can denonstrate that the organization itself is
operating increasingly efficiently.

Q Could I interrupt you there. I's that information
available to the region?---A It is certainly available to the
regi on. The regi ons know of this. V& do not report to the
region in that form W report to the region the way it w shes
to see its reports, which is in a line-by-line basis. There have
been significant inprovements in that activity in that, in accord
with the second or third report of the Public



Accounts Conmmittee we do now receive our budget not line by line

but in bl ocks. But we are then responsible for breaking up
those blocks into the line by Iine. Once having done that, we
report against it line by line. W report now in our departnent
on variances to those line by lines. Since January 1985

expl anati ons have been required for those variances in that, as
there have been significant inprovenents, at |east the departnent
i s seeking reasons why we have varied fromour |ine-by-Iline

budgeting activity. | suppose that answers your questions.

Q | want to foll ow up one aspect of your answer. You
have set up perfornmance measures and conputerized them O what
did you base your initial performance? What were the criteria?

---A Here | have to allude back to our chairnman's answer. Those
performance standards and reporting systens relate to the
consunpti on of goods. It is difficult to find a satisfactory
performance standard in respect to actual patient care. There are
very few neasures. What makes it even nore difficult, and what
nmakes the whol e process of financial allocation, or budgets, or
what ever one likes to call them in the hospital systemdifficult
is that there is no indication fromthe department, nor are we
asked to, to devel op the quantum of work we are required to do or
wi sh to do. That means that when one finds one's financia
allocation is not sufficient to undertake the quantum of work
presenting, the only course available is to take steps to reduce
t hat quantum of work.

Q So, in effect, you determ ne your staff |evel s?---
A No. Qur staff levels are deternined by budget.

Q But thereis an ability within that budget to take noneys
fromsalaries and put theminto capital works, or vice versa?---



A No. There is no ability to transfer salaries and wages, or for
that matter any nmai ntenance fund expenditure, to capital works.

Q So you get a budget for salaries and you deternine
whether that is spent on nedical staff or ancillary staff?-~ A No.
W have much nore flexibility on where the salaries and wages
budget is spent, but we cannot do what you suggest we can do. W
cannot divert nmoneys into enployment of nedical staff.

That is the exception. In fact it was, | believe, regarded as a
necessary exception in the Public Accounts Conmittee's report that
medi cal establishments are controll ed.

Q By whon?---A W do not vary our rmedi cal establishnent

wi t hout Heal th Departnent approval. | amtal ki ng about

seni or medical staff.

Q Is that the region or the Health Departnent?---A W dea
only with the region. Wiet her the region seeks central office
approval is a region matter

Q Wuld it be fair to say that the thr eat of dismssal for
over expendi t ure has been communi cated adequately through to the
staff of the hospital ?---A (Professor Bl ackburn) Do you
nmean to the board?

Q Yes?---A Yes.

Q Has that had any effect on some of your managenent

deci sions?---A | should not have thought it woul d have had any

effect on any nenber of ny board or nyself. If I amdoing ny
best and | am sacked, that is all right. What el se coul d one
do? If you go, you go. | cannot speak for the individuals,

but | should think nost of those on the board woul d be of that

Vi ew.



Q Do you think the threat of dismssal has been

an incentive to | ook nore closely at your budget and expenditure
wi thin your establishnent?---A No.
Q Wat do you think has been the main incentive for this

reor gani zati on. Is it the nonitoring process of the region?

---A The incentive for me, and | think many of ny board, would be
to do everything we can. W are very strongly of the opinion
that we are a public hospital, a teaching hospital, and that we
are extremely unwilling to cut our services unless we absol utely
have to do so. Every single effort has been made, not just at
board | evel . | have said publicly that the staff of the
hospi tal have responded extraordinarily well and put up with an
enor nous anount . | think this would be the notive of ny board,
nore than any question of being dismssed. | nean, being dismssed
fromthe board of a hospital does not really matter, surely.

Q | would not know. | have no been dismssed?---A Nor have
l. If it was ny notive, perhaps | would not admit it out | oud.
But it happens not to be. Ef forts have been made. Conpl aints
have been nmade by nmany on our nedical staff that they do not
believe that the quality of care we are providing is equal to that
whi ch has been provided in the past. That is not because they
are conservative or reactionary, but |argely because the means are
no longer available for it. As we have said el sewhere, if the
board is faced with a position - as it is now - of having only
five beds available in an institution for gynaecol ogy, and they
are used for five persons with fractured femurs, we do not |ike
t hat. W do not think that is good patient care. It is not
bei ng sacked that nakes one worry and try to do somet hi ng about

the problem To us, that is not
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what it is all about. | amquite serious, apart fromny
comrent about not admitting it aloud, when | say that | do not
t hi nk anyone on our board would feel other than | do.

Q You did overspend |ast year. The t hought nust have
gone through the ninds of those on the board in the |ight of
actions taken at Sutherland?---A Yes. But | think I and

t he

rest of ny board woul d have been perfectly happy to be
di sm ssed on the basis of overspending by $3.5 mllion
Just over $1 mllion of that was due to the dollar
reval uati on,
for which we are not reconpensed. | do not think we would
feel guilty at all about saying we did not cut services on
t hat
SEE NOTE 1 basis. That is not at tributable to our
m smanagenent, or
| do not believe it is attributable to our m smanagenent i f
three quarters of the $3.5 mllion overrun was due to natters

beyond our control
In the same way, if we have enmergency repairs that cost us

an extra half mllion, | presume we could say, "Let us not do
it", or say "Let us stop patient services". If that is your
choice then, in ny opinion, if the board says "W wll provide our
patient services and overrun", that is what the board is supposed
to do. If I amto be dismssed for that, well, |let someone el se
have a go. | amnot worri ed.

Q Dr Child, are you on the board or are you an ex officio board
nmenber?---A. (Dr Child) | aman enpl oyee of the board.

Q You attend board meetings and so on?---A.  Yes

| think it is reasonable to state that the board of directors told
the department during 1984-85 what the situation

was. W also told the departnent that we coul d meet budget in
1924- 25. W told the Department also that, in order to do that,
services woul d have to be reduced. Further, we produced

a schedul e of services that were proposed to be reduced to neet
budget .
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Q I's every doctor subject to peer
revue?- - -

A | do not think he can avoid it. Wether every doctor's
every action is peer reviewed, the answer to that has to
be no, of course. But | believe our peer review works
reasonably well with us. | say | believe it. | do not
attend peer review neetings nyself, but | believe that
they are subject to it and that the board does have a
subcomm ttee of its own - a patient care commttee - the
details of which are presented each nonth to the board
for its consideration in a gross sense only

I think | know what you are tal king about. In the
gross sense the board itself has the opportunity to | ook
at the practice of nedicine in the hospital. That is a
gross sense because the things that appear there are
per haps near-di sasters or things which change the
hospital 's policy.

(Dr Child) The hospital being a very |arge
institution, those peer review nechani sms are not
centralized. They function department by departnent or
di vi si on by division, and each departnent does not
necessarily conduct its activities the same way. But
certainly if you | ook across the whol e hospital, there is
quite rigorous evaluation of the activities. Professor
Bl ackburn has referred to the patient care comittee,
whi ch
reviews the overall activities of patient care and
receives reports fromthe four clinical divisions.

That commttee is rather an exception reporting
activity and it tends to look at those things that
m ght have gone not

SEE NOTE 8 ideally. It (a) discusses or has mechani sns to di scuss

and

sort of counsel nedical officers concerned and (b) has
the capacity to make recomrendations to the board of
directors concerning policies in relation to patient
care, particularly



wher e changes of policy nmay be recommended from experience.

M MURRAY: How often does that commttee neet and who are

the menbers of the conmmittee?---A That conmttee neets once a
nonth. It has a very |large nenbership and, as | have not got the
list with me, you will forgive ne for |eaving some of themout.

Q Can you generalize?---A GCenerally it consists of two
nmenbers of medical admnistration, two nenbers each fromthe
di vi si on of nedicine, the division of surgery, the division of
obstetrics and gynaecol ogy, one menber of the division of
community and allied services, one representative of the division
of clinical services, the head of the department of anaesthetics,
the head of the enmergency departmnent, the deputy director of
nursing, the chief social worker, and the conmittee is serviced by
t he nedi cal records departnent.

Dr REFSHAUGE: Does this committee receive reports about

the peer review nechani snms and results that are occurring
t hroughout the hospital ?---A. |t receives reports fromeach of the
divisions on their activities.
Q So, if they do not want to report about peer review, they
do not?--A Nell, the patient care committee woul d be asking why.
Q The peer review presumably is not a disaster review it

is a peer review it is just looking at the death that occurred or
the major problemthat occurred?---A W noved away fromthe
traditional death commttee many years ago. Cbviously the peer
review commttees still |ook at deaths and unusual events, but
just as equally they | ook at procedures.

Q Tal king about conparisons between hospitals, | think

27



Prof essor Bl ackburn said that he did not know of any suitable
neasures for making significant conpari sons between hospitals.

| understand the United States Veterans Affairs Adninistration
hospital s have an enornous conputerized network to conpare all
their hospitals and in fact some hospitals in Australia have
previously linked in with that to see if they can make significant
conpari sons. Have you considered using that infornation and, if
not, is there any problemwth the way in which that information
is collected to be able to nmake conpari sons between either your
hospital and the veterans affairs hospitals or your hospital and
other hospitals in Australia?---A | think the Veterans Affairs
Administration in the United States is in the sane situation as
the Veterans Affairs Departnent is in Australia, inthat it is a
single admnistration activity. That is not quite so in the public
hospital systemin Australia. The veterans affairs hospital in the
United States, as is the rest of the United States, is nmoving to
actually getting a nuch better handle on case mx. | amsure you
are aware there has been very little work done on case m x studies
inthis country. Until we can do that it is going to be very
difficult to establish conparative studies; in fact, it is

i mpossi bl e.

Q So you see the information that they are collecting or

the nethods that they use to collect it as not of significant use
to your hospital ?---A | do not believe they are. | think if you
are | ooking at case m x conparisons, the work of DRG . in the
States will be of nmore value, but not for financing purposes. |
think for case m x purposes, yes, but for financing purposes they

are potential disaster.



(Prof essor Bl ackburn) Could I just nake the point that

perhaps | amnot quite agreeing with Dr Child there. In ny
opi ni on, any studi es done and applied will have useful
information. I amconfident that those studies will have things of
value to us. Perhaps Dr Child meant transferring the systemto us.
| amconfident that that material would be of great value to us. |
amsure you feel the same, that there will be infornmation
avai |l abl e.

Q Coning back to what | gather you accept, that doctors
nmake the deci sions which cost the noney, to have peer review seens
to be a useful tool, but what other tools are there? Perhaps | can
suggest that when one | ooks at say surgery rates in Australia
conpared with those in other countries, we have a very high
surgery rate. It may be that all obstetricians believe that the
rate of caesarean section should be twice what it is in Britain,
and the cost significance here is obviously enornous; so to have
obstetricians peer review ng each other nay be inappropriate as
the only way to deternine whether the decisions being made by a
particul ar obstetrician or firmof obstetricians in your hospita
are the correct decisions. Do you have any other mechani sns for
assessi ng doctors' decisions which particularly affect the cost to
your hospital ?---A
W have experinmented with this sort of area, but | do not think
there is anything nuch operating now

(Dr Child) I have a couple of conments | would nmake in
relation to the teaching hospital system concerning Dr Refshauge's
statenents. It is undoubtedly true that decisions of doctors are a
determnant in the cost of heath care, but particularly in the
t eachi ng hospitals which carry an enornous | oad of very acute
nmedi ci ne, probably a greater determnant is the patient or the

notor car or the alcohol, or whatever else it is, that has brought
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the patient into hospital. | think that is probably a greater
det erm nant of teaching hospital costs than the individual doctor

deci si ons.

Teaching hospitals tend to treat their patients in a rmuch
nore protocol -ridden fashion, such that the treatment regines tend
to be the same and not so individually based as they may be
el sewhere. | think the other significant fact in relation to the
hi gh surgery rates that you are alluding to, which | think is a
result of the peer review nmechani sns that take place in the
teaching hospitals, is that the rate of elective surgery in those
commnities that surround the teaching hospitals is | ower than
anywhere el se. Wiether that is cause and effect, no one really
knows. It is going to be hard to nmake that generalization, but the
fact is there.

Q Wuuld you be happy then with the rate of elective surgery
in your hospital, whether it is higher or lower than the average,
is acceptable and is justifiable?---A At the nmoment there is
virtually no elective surgery. | think it is very difficult to
| ook at anything regarded as being el ective surgery and | think
al so one has to be very careful in this context in distinguishing
bet ween el ecti ve and unnecessary. | would believe that all the
el ective surgery that is done within our institution is necessary.

Q That is because of the quality of the doctors you have
and the nechani sns for revei w?---(Professor Bl ackburn) Both.
| think, in terms of peer review, that as Doctor Child indicated
there are several types of review and two that | think are
pertinent to what you have been referring to in the last mnute or
so. The first is that the peer review does take up a question
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of how, say, people with diabetes are being treated in the wards
of Prince AlIfred Hospital. That topic will be | ooked at and what
is the practice of doctors doing this and are they, so to speak
conforming that is not the word. In the same way the question of
appendi cect onyhas been reviewed in the departnent of surgery vis-
a-vis other institutions and other places and what is happening
and that type of study is done as well as, say, |ooking at other
facets of activity, but the forns and if you like to say the
standardi zati on of practice aimng at the best is carried out by
peer reviewin a variety of fields.

| think when it comes to interval surgery or elective
surgery, out of the present time when there is none, there is
trenmendous pressure on people to naintain the highest standards
within a teaching hospital. If one does not want to say that one
gets it fromone's higher or equal peers, there is an enornous
amount of pressure in the university teaching hospital from bel ow
Many students, | can assure you, are critical.

Q Al though there does seemto be a pressure to do things,
the nore exciting and dranmatic things being done the nore peopl e

come to watch and to see. | woul d suggest perhaps that your
caesarean rate, which may be partly elective surgery, is higher
than the average?---A | will bet it is. | mean the
type of patient we get If it was not

Q Certainly. I amnot naking any conment that it shoul d not

be?---A It is. Wether it is higher than it ought to be
considering it is a tertiary referral institution, that is what |
meant initially when | was tal king about standards. V& will assune
our rate for caesarean sections is statistically



significantly higher than that of a nunber of other
institutions. Wiat one then needs to do sonehow is to
find out why, what is the class of patient we get and
what are the indications.

This, | think, is difficult to chase up. It is,
| think, conparable in a way, its difficulty and how
todoit, tothe fact for exanple that if we are 96
per cent occupied, it seens

SEE NOTE 3 quite wong for a nurse to change a bed. She is wasting
her time. She ought to be I ooking after sonebody who
needs her care. But who is going to do this sort of
thing at present? | feel that it needs to be done, but
it is very difficult to see how an institution |like
ours can take so to speak - tine out to doit. |
think it is very difficult indeed. V& are using
the nethods we can. They are not ideal.



(Dr Child) In theory, the caesarean section rates in our
institution and insitutions like it should be the highest in the
State. If it is not, there is something wong w th something
happeni ng el sewhere.

Q M question is whether you think the level is

Justified?---A (Professor Blackburn) ! would think so, but if you
were to ask ne ny grounds then | woul d say because of the quality
of the Dec,| e we have under Deer review but | have not any

st andards upon which to base it.

Q Can you provide the Committee with witten details of
your hospital's internal financial nonetary nethods and Procedures
at a later date? Wuld that be reasonable?---(Dr Child) Yes.

Q Do you think your hospital will go over budget

inthis year, 1985-867---A (Professor Blackburn) Do | think so?

Q Yes? . A Yes, unless sonething happens.

Q Do you, Dr Child? ... A (D Child) Wll | think - -

Q On present predictions?---A (Professor Bl ackburn)

Taki ng into account what we have received as one-quarter supply, |
bel i eve the answer is yes.

CHAI RVAN: Has any action been taken in relation to it?---A
(Dr Child) If we are to provide the sane | evel of services as we
are providing now, and if the budget after the State budget is
based exactly on supply, we will certainly run over budget. But on
the other hand, as we can neet budget it will then be someone
el se's decision as to whether or not they are prepared to allow us
to curtail services.

Q You will be providing schedul es to the Departnment of
Health on the ways in which you will be able to come within your
budget ?---A. Yes, but on at |east two previous occasi ons we have
been actively stopped.



Dr REFSHAUGE: | think you may have answered this

bef ore but has suppl enentary fundi ng been avail able to your
hospital in the past two years? | think you have PreDated a |ist?-
--A Yes, | have spelt that out.

Q Wio does the auditing of your hospital's accounts?---A
Hunger f or ds.

Q D d you prepare a corporate Dian for the managenent

of your hospital ?---A W do now have a naster devel opnment contro
D an that indicates where we are goi ng. W do, at the beginning
of each year, prepare in detail what we think our needs are to
neet our patient | oad. W do that as an exercise for oursel ves.
W do not seemto be ever funded according to those needs.

@ As far as new services go, T gather you have had

new servi ces being provided fromhospitals. Wiat is the basis by
whi ch funding is obtai ned? How do you actually get that
f undi ng? Do you tal k about the needs for new services first or
are they inposed upon you? What di scussions woul d you have
about the actual costs that these new services woul d have?---A
(prof essor Bl ackburn) Essentially, there are two varieties. One
service comes fromw thout in which we have an interest as

has been our policy and, to take a sort of high tech

recent exanple - this has had publicity-the liver transplants. |
took part in discussions with federal people concerning that and |
took an active role and nade it perfectly clear that there was no
was that prince AlIfred Hospital could do that unless the whole
exerci se was conpl etely funded. W coul d do the individua

patient as required. W doit if we are funded; if we are not,
we do not. There have been sone other activities
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that have been started for which we have had an initial earnark
grant but what subsequently tends to happen is that that cones
into a general subsidy and into mai ntenance and it is no |onger
adequat el y funded because we are underfunded overal |

(Dr Child) I think the past few seasons have not really
been ones for new units and additional activities. There have not
been very many at all. But of the new activities that we have
taken up, the larger ones have been in fact the transfer of other
units as whole units fromhospitals in the rationalization
pr ogr anme. Al of those units did come with their funding and
all of those units come with inadequate funding so they have in
fact contributed to the ore sent sorry state.

Q Have you ever rejected a new unit because you think

the funding is inadequate, apart fromthe decision concerning the
liver transplants?---A W did not believe that we were In a
position to refuse the transfer of units fromotherhospitals. W
did at one stage say that the situation was that we

could not be prepared to accept the transfer of one of those
units. W were, however, told in witing that it was a condition
of the additional $1.8 mllion that we got fromthe additional $6
mllion in 1983-84 and we took it. | suppose faced with that
situation you woul d take it.

M SMLES: Dr Child, when you were informed of that
condition, had you al ready spent some of that noney?.-- A Wich
noney?

Q The $1.8 mllion?---A That $1.8 mllion was Dart of the
$6 mllion from State Treasury, which was said to have cone from
the increased revenue that woul d be generated by Medicare

35
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as a one-off activity to make up or alleviate what was then seen
as a large projected deficit that we were facing in January 1984.

Q | recall you nade some nention very early in our
di scussion this norning. The question | would like to ask you is
when you heard of the condition, was sone of that $1.8 mllion
al ready spent by your admnistration?---A Not on the new unit or
what was not yet there

Q No, | accent that, but just in general hospital
expenditure?---A In general hospital expenditure, in January
1984, we were facing a projected overrun of very close to $6
mllion, soin a sense, yes, that $1.8 mllion had been well and
truly gobbl ed

Dr REFSHAUGE: Just referring back to incentive

| infer froMyour remarks at the begi nning, professor Bl ackburn
that incentive budgeting has not been used in your hospita
because there f s no roomfor it, is that correct?---A (Professor
Bl ackburn) Yes, at the present tine we have no savings and the
particul ar scherme offered | do not find attractive. | think Dr
Child may like to commrent a little further on that. There are
i ncentives and incentives.

(Dr Child) Some of ny nore cynical col leagues woul d

call it a disincentive budgeting schenme. | mean, a scheme that
provi des that you have to first find clearly identifying savings
that in fact will be ongoing and then be able to convert 60 per
cent of that to a capital project, which has to be approved of by
the department, the other 40 per cent being held in the Treasury
in reserve, and then the full effects of those savings being a
per manent reduction fromthe budget, ! do not think anyone woul d
be surprised that people



are not falling over thenselves to enter such a schene, apart from
the f act that the whol e systemis underfunded anyway.

Q That is the only incentive budgeting that has been
suggested?---A That is the context of Grcular 83/334  and that
is the department's incentive budgeti ng schene.

Q Do you have any internal incentive budgeting schene that
is different fromthat, in your departrment?---A Yes. W are
al ways | ooki ng at outside nmethods of savings. They, however,
cannot be diverted to capital. Certainly we are always | ooking for
savings in areas in order to maintain our clinical services.

CHAI RVAN:  Prof essor Bl ackburn, has your hospital been
i nspected in recent years by officers fromthe Departnent of
Heal t h?---A (professor Blackburn) Yes.

Q Have there been any beneficial results arising fromthose
i nspections?---A The answer to that always has to be yes. And I
do not nean that because | amhere and you are there. But if
sonebody outside comes and | ooks at your show, unless their eyes
are shut, they really should find sone things that can help. |
think that is the case and so ny answer to you would be yes A
recent inspection was not particularly val uabl e.

Q How nmany inspections have you had out there say in

the last two years?---A (One.

Q What beneficial results came fromthat?---A (D Child) |
woul d certainly have to agree with ny chairnman. The answer is, not
many. They did point out to us that one or two of our accounting
procedures were not strictly in accord with the account s and
audit deternination. They were i mredi ately changed so that they
were strictly in accord with the accounts and audit determination.
| guess that is a beneficial result



of the exercise. They nmade a number of other recommendati ons t hat
in fact woul d have cost the hospital noney had they been
nmade on correct prenises. But we, in consultation with the

departnent, pointed out that we believed their recommdati ons were
not on correct prenises and we do not want to spend that

Q How are your property hol dings used to hel p the finances
for the operations of the hospital ?---A (professor Bl ackburn) In
a very nmnor fashion. | think Dr Child can refer to those. The
property holdings that are receiving attention at the present tine
really cannot be described as naking a significant contribution. |
amtal ki ng about finance only. They are quite nminor, the
property hol dings, in that sense.

(Dr Child) Qur property holdings, for all practica
purnoses, none of which were funded by the Department of Health,
are used to generate income, which is then used to support the
purchase of capital equipment. | suppose you woul d be aware
that the mai ntenance budget of teaching hospitals is fairly
m serabl e but the capital budget of teaching hospitals is probably
even worse. If it were not for outside funds genera*ed within the
system our equi pnent stock woul d be very poor indeed. That
i ncore is used for that purpose.



Q What level of funding are we tal king about?---A W are
talking in the order of $200,000 a year

Q Is there any way in which these property hol dings can be
put to better financial use on behalf of the hospital than at
present?---A The answer to that question is yes and no, in that
we did, as part of our naster devel opment control plan in
conjunction with State CGovernment policy, |ook very carefully at
all of the property holdings that may be regarded as bei ng excess
to our needs. W certainly agreed wi th government policy that
such properties in excess of public authority use ought to be
turned back into the community, and that we are proceeding to do.
As | said, as virtually none of these properties was governnent
funded originally, it would be the hospital's intention, with the
approval of the Health Departnent, that the proceeds of those
properties will be turned into capital works associated with our
site redevel opnent.

(The wi tnesses withdrew)
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CHAIRVAN: D d you all receive a summons i ssued under ny hand to
attend before this Commttee?---A (Al witnesses) Yes.

Q Has the panel any witten documentation to present to the
Commi ttee today?--~A. (M Johnson) Yes, we have prepared a
detai | ed subm ssion based upon the comments that were contained in
the invitation to appear before this Committee.

Q Is it your wish that this material be accepted in
evi dence?--- A Yes. The submi ssion reads:

(Not Reproduced in this Report)



CHAI RVAN: As you are aware the Conmittee currently

is reviewing action taken following its past reports. The
reports of particular interest today are its second and third
reports dealing with the health system Fol | owi ng t he
presentation of these reports, the Health Department accepted the
vast bulk of the Conmittee's recomrendations, including incentive
budgeting, and stated in its 1983 annual report that there would
be nmore power for hospitals to decide how the budget allocation
was to be spent. I will be particularly interested in your
comrents in the course of the hearing about that natter

The departrment stated al so that major efforts had been nade
to nonitor and control financial performance and enhance the | eve
of financial accountability. The Conmittee is interested to
hear today fromthe hospitals thensel ves on these and ot her
general matters. Earlier today we heard evidence from
representatives of the Prince Alfred Hospital. The Committee is
particularly interested,as | amsure each and every one of you is,
that the best use is made of our linmted health funds. Good
budgeti ng control and review processes are clearly a major way of
achi eving this goal

Before | start with the formal questions on behal f of the
Commi ttee, perhaps nenbers of the panel may |ike to make sone
i ntroductory conmments and speak to the witten subm ssion that has
been presented to us. | shall address ny questions to M
Johnson but, should any other menbers of the panel w sh to augment
your comrents or should you wish to defer a question to a nenber
of the panel, please feel free to do so?---
A (M Johnson) The submission is set out in some detail
Unl ess the Committee otherw se decides, it would not be ny wish to

go through the subm ssion in detail, but certainly we wl



attenpt to answer by reference to the subnmission any questions
that are put by the Conmttee. ! shall give a summary of our

position and then the panel will be open to questions.



The major difficulty we face is to predict budgets when

there has not been a stable period that one could use as a
conparison. This is particularly so in 1985-86, bearing in nind
that the past financial year was grossly disrupted by the doctors
di spute and has changed our case mx so enornously that that

obj ective data or even the gut feeling no | onger exists and we are
al most going back to try to define the normal activity of the
hospi tal agai n.

Q | take it that you have not received your notification of
budget for 1985-867---A No, only supply.

(M Johnson) The supply, which is based upon the origina
budget of last financial year, was acknow edged by the departnent
to be an unrealistic budget, and we received suppl enentary
funding. Therefore, we are getting supply now based upon a budget
that was acknow edged as being unrealistic.

Q Was the hospital able to operate within its budget for
1984-857---A. Yes, the gross operating costs; sinply because of
the additional funding nade avail abl e.

Q Was that by way of an interimbudget?---A No. W
recei ved additional allocations during the year

Q Wat was the basis of the additional allocations?---

A They are all set out in sone detail on the el eventh page of the
subm ssion, the second paragraph. There was a total of $2.4
mllion additional supplenmentation received. That was sinply
because the original allocation was insufficient.

(Dr Spring) The regional office varied the budgets within
the hospitals of the region to take account of the different

activity that was bei ng experienced by the various hospitals.



(M Johnson) It should be noted that during the doctors
di spute, Royal North Shore took a heavy load in terns of the
region. A nunber of the other hospitals were not able to function
very effectively and we were able to take the load in respect of
the region in respect of energency work. Certainly el ective and
routi ne services went by the board in favour of emergency worKk.
That in itself increased our costs.

(Dr Spring) It should be noted that two of the budget
adjustnents under the third itemtook place after the .end of the
financial year and but for those two itens we woul d obviously have
been sone $700, 000 over even the anended budget. This financial
year the supply period has been based upon the 1984 budget prior
to the $2.5 mllion adjustnent.

M SMLES: | amm ndful of appendi x 10 where you i ncl ude
letters fromDr Canpbell, the regional director, and follow ng his
letter, Dr Vanderfield' s response and particularly page two of Dr
CanpbelI's letter. If we look at the second page of Dr Canpbell's
| etter under the subheadi ng, "Formul ation of budget. It is agreed
that the formal notification" et cetera and then | draw your
attention to the next sentence, "The likely allocations for the
year were forwarded in late June.” | note that you have
hi ghli ghted the final paragraph on that page, "In placing on
record the facts as they have occurred, it is ny belief that anple
and adequat e gui dance was forthcomng as to the likely financia
allocation and the | evels of expenditure." Having noted that,
turn now to the second page of Dr Vanderfield' s letter in which he
states in the first paragraph, "It is also not correct to say that
anpl e and adequat e gui dance was given as to the likely financia

al l ocation £or 1984-85."



The Chai rman has asked questions about supply and

devel opi ng your budget on an historical analysis of the previous
year. | am concerned about the notification you have by way of an
i nformal mechanismprior to the final budget figures. First, why
does the regional director and your general medi cal superintendent
appear to be in total disagreenent with regard to the
under st andi ng your hospital had on likely funding as at June
or/July of the year referred to and, second, in terns of any
allocation for the 1984-85 year, how different was the infornal
i ndi cation if and when it was learnt by the hospital to the
final amount supplied?---A (M Johnson) On page two of appendi x
ten Dr Canpbell referred to the meeting at Hornsby Hospital in
[ate June, at which all area chairnen and general superintendents
were in attendance. North Shore was not represented at that
neeting, other than by Dr Spring. Dr Spring was there as area
executive officer. Neither the chairnman of the board nor the
general nedi cal superintendent were present at the neeting.
m ght nention in respect of
area chairnmen that North Shore is what is affectionately known as
a de facto area board; we have not been constituted as an area
board. Though we assune some of the functions of an area board
and we are invited, on occasions, by the area board chai rman
and chi ef executives to attend neetings, we are not an area
board in the true sense of the word.

The comrent by Dr Vanderfield sinply records that fact that
neither Dr Vanderfield nor | were in attendance at that neeting at
Hor nsby. Subsequently the indication appeared at that neeting that
there was an extra $340, 000 for gross operating paynents all ocated
over and above that allocation. Again it was an

i ndi cation that was not accurate.
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(Dr Spring) | do not think there is as nuch difference
between the two gentlenen as the letters nay indicate. The style
of the consultative neeting was not one of handing out budgets; it
was really in the franmework of a general information exchange.
doubt that anyone could have construed it as being a definitive
al | ocation of budgets it was by way of background briefing.

(M Johnson) May | enphasise the fact, in case the wong
i mpressi on has been indicated, that there is no real division
bet ween Royal North Shore Hospital and the regional office. W
find the regional office very co-operative to the limts of its
responsibilities. W have infornal discussions and to the extent
that we can get assistance fromthe regional office, we do. W do
not believe any budgetary problens are as a result of any
deci sions by the regional office.

Q dven your comments that the Hornsby neeting was
essentially a briefing, why woul d the regional office be given the
inpression that it was a detailed briefing, alerting your
hospital, anongst others in the region, to their |ikely budget?---
(Dr Spring) You would have to ask Dr Canpbell. The way the region
operates is there is a nmonthly meeting of all their executive
officers and this has recently been constituted as the regiona
finance coomttee. It was not functioning at that time; it took up
that role later in the financial year. Wat is absent is any
paperwor k ot her khan the background docunents that were handed out
at the time. There was a | arge anmount of informal verbal feedback
If one is looking for the witten evidence of a fornal budget
notification or likely budget notification, the only one that

exi sted was that one in June.



Q No mnutes were circulated of the background briefing
hel d at Hornsby?---A No

(M Johnson) You woul d have to understand the style of these
nmeetings. It would hardly be an appropriate place to give a
hospital the size of North Shore an indication of what its budget
is going to be, bearing in mnd that there were representatives of
Hornsby Hospital, CGosford, Warringah, Manly, all constituting area
boards. It was not the sort of atnosphere in which you could have
constructively gone into the question of the North Shore budget.

Ti me woul d not have permitted it to be done.

(Dr Spring) It was an evening neeting with one way traffic
There was no avenue to discuss the inplications. The meeting took
an hour and a half and this was one snall part of the whole
di scussi on.

Q Therefore, would it be appropriate to conclude that to
assi st your hospital's admnistration such a background briefing
nmeeting, such as was held at Hornsby, mght be better constituted
now i nvol ving the new finance conmittee at a nore detailed
briefing in that June period?---A (M Johnson) | should have
t hought, again bearing in mnd the size of North Shore, that it
woul d be appropriate to have a detailed discussion with North
Shore without the other area board people. Certainly they have
their problens and we have ours. To discuss our problens in depth
woul d take consi derably nore than an hour and a hal f when ot her
peopl e are conpeting for tinme.

Q How long would you like allocated for such a June neeting
for your hospital ?---A | would have thought a reasonable time

woul d have been a day.



CHAI RVAN:. On the fourth page of your subm ssion you
enphasi ze in the fourth paragraph that there is very little
f eedback on the budgetary process. On the eighth page you say,
"Notification of the 1984-85 budget can only be described as
absurdly late" and further you say, "The services that it is'
expected to provide are not even discussed.” In view of those
statenents can the hospital quantify its needs and justify its
assessnents?---A Based upon what we perceive to be the needs of
the hospital we can certainly do that. The point we make is that
it is quite wong to set a budget and to live within it and then
havi ng done that start to sort out what your needs are. Qur beli ef
is to determne what the needs are and to then budget accordingly.
It is conparatively easy to budget once you know exactly what your
needs are. It is up to the departnent to determne exactly what it
wants of North Shore hospital. Having determned that, in
consultation with the region, we can determ ne the appropriate
budget for it. Qur concern is to determ ne the budget and then
det ernmi ne what you do about the need afterwards.

M MJRRAY: Do you think the Heal th Departnent has the
ability to deternine what you shoul d be doing?---A That is a
| eading question. | think it does. Broadly it knows what it
requires of North Shore; whether or not they can fund it is
anot her question. But in terns of needs, | do not believe there is

any probl em



CHAI RVAN: | wonder whether if there was a systemfor earlier
di scussions, this would resolve the problemor just lead to nore
argunents?---A | do not know It depends on which way it is
approached. | would say if it is approached on the basis that we
have X anount of noney that we will mnake available to you: do
the best you can with it, that may lead to further argunents.
But if the department say to us, "This is what we require of North
Shore this year in terns of patient needs", we will neet it. There
is no argunent then. VW are not going to argue with what the
departnent require of the hospital. W do not believe it is our
pl ace to determne issues of that kind.

Q Has the hospital any specific suggestions about

how t he budgetary Process can be inproved?---A. Only on the basis
of consultation; first of all to deternine what is required of the
hospital in terns of need and then to adequately fund t hose needs.

(Dr Spring) My personal viewis that we believe one

of our problens is that we have a sluggish system- a large
system It is hard to move it quickly in any one direction

with the exception of freezing nurse vacancies and then one gets a
very rapid res-nose, if the gane is Just to save noney. W& have
found previously that when required late in the financial year to
take aption, whether it be one Der cent or two per cent, if it has
been unheral ded or other factors have come into olay, in fact the
neasures to save the noney have had to be doubl ed. To achi eve a
two ocr cent saving across the year, it requires four Der cent in
hal f a year.

Sorret hi ng that nmay hel d woul d be perhaps a nove towards the

uni versity approach of funding on a trienniumso that we can



D an measures over a |onger period. Unfortunately the budgetary
process at the nmonment constantly makes our horizons very short and
to aregrettable extent we are often worried about how do we neet
this year's financial problemrather than genui nely | ooki ng ahead.

Q As an alternative, it has been suggested to Committee
nmenbers on an informal basis that perhaps the financial year for
hospital s coul d be changed to say from Novenber to Novenber. Wuld
that be of assistance to you?---A (M Johnson) It is a case of
whet her altering the financial year nmakes any difference. CQur
Problemat the nmoment is that we are sinply not receiving a budget
that neets the needs of the hospital, as we believe they are
percei ved by the departnent. I would not think it would matter
when the financial year starts and finishes. You still have to
determ ne what the needs of the hospital are and adequate funding
for those needs.

(Dr Spring) W have always taken neasures that have brought
us in within the financial allocation, even if they have been
| ate. I think page 7 of the docunent shows that, with the
exception of 1980-81 which | think precipitated the second and
third reports every other ?ear our performance has been
sati sfactory. I woul d dust make a rider about the 1983-84
report, which purports to show that we were $500, 000 unfavourabl e.
In fact, that was due to only two areas - visiting medical officer
payments and superannuation - both of which were outside our
control and for both of which we were given cash by the Health
Department in recognition of the need but they did not adjust our
budget. So we had the cash but the budget was not adj usted.

M MJRRAY: How does that work?---A They give you cash



but they do not adjust your budget.

(M Johnson) The budget remrains unaltered but you are

gi ven suppl ement ary assi stance by means of a cash paynent.

M SMLES: That is to keep the definition within a

one-of f payment ?---A. Yes, not necessarily to be repeat ed.

CHAl RVAN. One of the maj or recommendati ons of the forner
Public Accounts Committee reports dealing with hospitals related
to incentive budgeting. Howis incentive budgeting bei ng brought
into play in your hospital ?---A A comrent on incentive budgeting
is set out. One of the problens is that it came a few years too
late so far as North Shore is concerned. Bear in mnd that over
the last ten years in particular and nore specifically over the
| ast 25 years to ny know edge the hospital has actively
| ooked for ways and means of saving - V¢ heller% havi ng

gone through it year after year, that the extent of the

savings is Just not available to make incentive budgeting on

the basi s proposed a viable proposition.

(Dr Spring) The Health Departnent docunent is included under
appendi x 2 in the subm ssion. Though it woul d have sone rmerit,
with the problens that we have Just trying to save noney to mneet
the Health Departnent's cuts, to add to that incentive by that
condition has not been really a viable way of approaching the
probl em

M MJRRAY: Wat schedul e hospital are you?---A Schedule 2.

(M Jehnson) The uDDer limt on the basis of the
circular is $50, 000 or one per cent.of G oss Q(perating Paynent
Budget .

Q Is that for Schedule 27---A Yes.

CHAIRVAN. So in reality incentive budgeting has not been any
help at all to you?---A No. As | say, bear in mnd that



had it cone a few years ago, before we made some of the

savings that we have nade in the last ten years or so -

(Dr Spring) There bas been internal incentive, if | could
pi ck up a question that was asked before. As we have gone through
departnents there has al ways been the possibility of departnments,
if they can achi eve greaser savings than we have required of them
using hart of those savings internally. W have al ways been
reorgani zi ng i nterdepartnental budget allocations for as |ong as |
can renenber.

M MJURRAY: |f you took out the constraint that the savings
had to be expended on capital itens - in other words, you w dened
the parameters - would that give you a greater incentive to nmake
savi ngs?---A. (M Johnson) The difficulty that we would have is in
maki ng saving now. As | say bear in nmind that we have been naking
significant savings for some years now. You run out of savings
eventual | y.

Q | understand that, but you can always try that

little harder, can ~you not and if you had an extra incentive you
may be able to do that?---A | do not believe there is a great
deal of scope, trying even a little harder to cone up with
significant savings, with the constraints that we have.

(Dr Spring) Bear in mind that we are already $2.5 mllion

behi nd.

Q Could you suggest a better systemthan this proposal that
i s obviously not working?---A (M Johnson.) It is hard to
suggest. As | say, ten years earlier it would have been quite
appropriate in our organization.
(Dr Spring) | think the only incentive would be

a greater degree of ability to make our own Internal decisions



within a total budget allocation. But there are times when we
have cone in favourably in goods and services and unfavourably in

sal ari es and wages, which admttedly have been adjusted right a %

the end of the financial year. W oursel ves have not been able to
see it happeni ng and make a deci si on based on that interchange. It
has al ways happened in the last nonth of the financial year.

CHAl RVAN: could it be fair to say that the enphasis

of Royal North Shore is that the ." Health  pepartpment should

decide the hospital's role and the [evel of services?---A (M
Johnson) Yes, and provi de an adequate budget then to meet those
needs and | evel s of service.

Q This would also inply the Department of Health carrying
the responsibility for those decisions?---A Wll, yes, and to
sone extent nay determne it now GCbviously if there is not
adequat e fundi ng avail able for services, they have to be cut back.

(M Full) It seenms to ne that this has to be a two-way
street. I think the Departrment of Health has, as its
responsi bility, control over the planning of services, but at the
wor kf ace we can offer thema degree of valuable information and
dat a whi ch ought to be taken together conjointly in the
preparation of a strategic plan within the framework of the
regional strategic plan. | think that ought to be built up
concurrently.

Q Aternatively, how woul d the hospital view an arbitrary
systemof, "Here is your allocation: do the best you can with
it"?---A Quite frankly, it would be better than what is happeni ng

at the nonent. And if | could just el aborate

60



on the the letter that we received - which is appendi x 8 on page 6
- says that boards and chief executive officers should give urgent
consideration as to how hospitals will neet their 1984-85 budgets.
Any reduction in activity from 1983-84 | evel s shoul d be avoi ded
unless there is a clear dimnution in demand or good cli nical
reason to contract or discontinue a service. Then they go on and
tal k about efficiency But the next paragraph says that if a
hospital board certifies that budgets cannot be met using the
nmeasures outlined in the above paragraph, it should put forward
the proposals for contraction or closures of services based on

hospital priorities.

Q Really what we are getting to is a determ nation

of who should set the role and the I evel of services. That is
basically the key factor in all this, is it not?---A (M Johnson)
W believe that is a natter that shoul d be the subject of
consultation. W are in a good position, we believe, to advise in
respect toit. At the noment, of course, there is no question of
consulting with the departnent. Probably the nost effective way
woul d be a consul tative nechani sm between the hospital and the
departnent on the question of the needs of the hospital and then
as | say, budget accordingly. It .lust seens wong to budget
first and worry about the needs later, which is what we are doing
now.

M SM LES: Gven this issue of defining the role

for your hospital and budgetary considerations, how |l ong would it
take your hospital to develop a definitive role or perhaps
alternative roles for your hospital and to quantify, by

i mplication, what those roles would be to precipitate discussion
with the health regional area?---A I woul d think



there could be a big tine factor.
(Dr Spring) W are in the mddl e of such an exercise
at the nonment. It has been going on for about six nonths.

It has been grossly disrupted by the doctor dispute. | do not
think it will take nore than a fear nonths to finalize it, but
then the problemis that until the certainties of the outcone of
the doctors' dispute are known and the shortage of nurses, which
is perhaps s an even greater problemas we are headed into the
future, to bring it back to a point of reality nay take sone time
because there are certain unforecastabl e things.

M MJRRAY: | want to go back to the natter of supply.

It is obvious that you are unhappy with the quantum rather than

t he nechani sm If a nmore realistic allocation were forwarded,

do you feel that woul d overcone a |l ot of your budgetary probl ens?-
(M Johnson)

A /1 do not know whether it is just the noney or the nechani sm

Bear in nind, as | say, what occurred. W& were given a budget | ast
year which we were able to denonstrate was unrealistic and it was
suppl ement ed. In terms of supply, instead o f goi ng back to a
budget that was unreal in start with, why not go back to the

adj ust ed budget ?

Q But that is quantum is it not?---A It is also the
mechani sm | suggest. Until such time as we can sort out this
year's budget, if the nechani smhad been to go back to where you
were at this time last year, with due regard to inflation, that
nmechani sm1 suggest woul d have been the nore appropriate one,

i nstead of goi ng back to sonething that was not real



Q But obviously it has inproved. QG her hospitals
received their budgetary figures in February in one particul ar
year and you have said you had yours in Qctober or Novenber. At
| east you are getting 25 per cent of your budget in June under
this supply system | would think that that would all ow you to
budget on a nore even keel than under the previous systenP---A
That depends on how realistic it is. Bear in nind it is only
supply and if it is unrealistic supply, it does not really help
you, does it?

Q Could | put a scenario to you : if supply were based

on 25 per cent of the previous year's budget, plus inflation -

A The previous year's actual budget?

Q Yes. Expenditure, that is what | amputting?---
A That

is what | am suggesting to you. That would be a nore realistic
way of looking at it than | ooking at a budget that did not work.
Q You are saying that if supply were based on 25 per cent
of the previous year's actual expenditure, plus a conponent for
inflation, it would make your position nore tenable?---A It would
certainly be nore realistic and tenable, yes.
(Dr Spring) There is one rider within that. There is

a need to come to an early agreement about a matter that is an
ongoi ng di sagreenent, that is the underfunding for the nurse
education transfer. Until that is resolved we have a najor
shortfall, which would ultimately anount to a nunber of mllions
of dollars.

(M Johnson) If | couldillustrate the point |I was
nmaki ng: t he budget upon which our supply is based at the noment
was on a gross operating paynent of $103,252, Q00 The actual was
$108, 370, GO0 So there was $5 mllion difference.



Q | noticed in one of the annexures that you have

a fairly large property portfolio?---A No, we do not have a
property portfolio in terns of property. Al the property that
bel ongs to the hospital is used for hospital use.
The only property that we acquire fromtine to time is property
that may be left to us. W have a policy of disposing of that
and putting the proceeds of the property into an appropriate trust
fund.

(Dr Spring) Al that property is part of the hospita

site.

Q Wthin the conplex?---A (M Johnson) Yes. Ve hol d
no other property. As | say, we do hold it fromtime to tinme
when it is bequeathed to us but only until such tinmes as we can
di spose of it.

(M Full) Just for the purposes of clarification, on that
map there is an area to the northern boundary that shows cottages,
but that is now a hospital parking |ot. So it is not a series
of cottages as shown there.

Q In your total operating receipts, what sort of
flexibility do you have there?---A (M Phillips) Wth regard to
the total operating receipts, the largest itemthat constitutes
that amount is the patient fees incone and generally in the past
coupl e of years there have been fairly significant changes as a
result of federal Government policy, mainly due to Medicare, and
we have in fact had significant changes with regard to patients
fromcharge to no charge services. W have nore free patients.

The result is that our patient fees income has fallen quite
considerably and in fact the department did recognize this because
al though they set their budget at a certain figure, we obviously
did not neet that by quite



a significant anount. On page 7 of the submission you will see
that in particular for the years 1985-84 and 1984-8S tot al
operating receipts in 1985-84 were $2 mllion and in 1984-85 they
were $2. S mllion | ess than the budget set. However, that fact
was recogni zed and we were provided with cash to neet the
shortfall.

Q So those figures are shortfalls?---Yes they are.

Q Wiat percentage of your total operating receipts woul d
come frompatient fees?---A About 20 per cent. The rest is
gover nnent subsi dy.

Q So you have 20 per cent, which is really set by the
Commonweal th Governnent ?---A. (M Johnson) Yes.

Q And the other 80 per cent is funding?---A That is
correct.

Q You do not have any incone-generating facilities within
the hospital ?---A No, we would not have any ot her inconme as such.
W do have private trust funds and various other funds that are
i ncore generating for the funds thensel ves.

(Dr Spring) There are sone. There are the cafeteria
receipts fromthe staff cafeteria and there is also - | forget
whether it is termed a facility charge associated with the staff
specialists' right of private practice.

Q Wiat percentage of incone would be derived fromthat? ---
A (M Phillips) In total those two anounts woul d probably make
up about $4 mllion in total receipts of $100 mllion for the
whol e hospital expenditure.

Q You do not have nmuch flexibility in that area?---A No.

(Dr Spring) Even if we do, it only offsets the subsidy.
It is not sonething we are able to put to | ocal use.
(M Full) If I rmay add somet hing whilst we are referring to



patients' fees: we do in fact receive financial supplenentation
al though not up to the full anount of the deficit. If I could
refer the menbers of the Commttee to page 12. What happened in
the hospital report to the departnent is that the deficit is shown
wi t hout the additional budget adjustnent. W get the cash but
they do not adjust the budget. If the Departrment of Health were
to follow your reconmendati on No. 21 of the Third Report, and to
publ i sh our budget performance, we woul d have shown in this year
an unfavourabl e vari ance of $2.297 mllion. I f, however, they
had adj usted the budget by the $1.6 mllion that they actually
gave us, the unfavourable variance in the net operating costs

woul d have been substantially | ower.

Q Wiy do they do that?---A (Dr Spring) Perhaps you coul d
ask them

Q You nust have sone idea?---A | suggest it may be to
denmonstrate to the Comronweal th that the State's income from
Medi care has been a lot | ess that predicted. But that is purely
assunpti on.

(M Full) Qur concern is that any published reports al ong
the lines of your reconmendati ons woul d show us as being | ess
favourable than we in fact finished up.

Q There is a question that | did ask the representatives of
Royal Prince Alfred Hospital and | pose the same question to you:
with those block grants there is sonme flexibility in staffing in
terns of paynents. You state at the end of the |ast paragraph
on page 16:

Restrictions inposed of by the Departrment of Health
however neant that hospitals had the authority to change
establ i shment of gradi ngs on | ower |evels only.



Coul d you just elaborate on that?---A If you would like to have a
| ook at appendix 12, what started out to be a wonderful idea
fini shed up being constrai ned somewhat rigorously by the
departnment. W certainly do have greater flexibility now than we
did quite a few years ago. In fact, if you have a |look at the
constraints listed in 83/15 you will find that the degree of
freedomthat the Public Accounts Conmmittee was envi sagi ng has been
somewhat watered down.

Q Mre particularly, what was neant by" ..... change

establ i shent of gradi ngs on | ower |evels only"? What is the
cut-of f point? What are you tal king about there?---A The cut of f
is specified in those circul ars.

(M Johnson) There is a schedul e in appendi x 12 that
states that the nore senior positions are not included. It is
the lower |evel positions that are included.

Q | do not know what is a higher level or alower level? --
-A. (Dr Spring) In nursing, for instance, any alteration, charge
nurse or above, nmust be referred to the Department of Health.

W can interchange junior medical or junior clerical staff in the
direction of the nursing staff or, what is nore likely at the
noment, nursing positions to ward assistants or people |ike that,
to help in the general running of the hospital. But it
precludes us fromnmaking a nore najor shift at the supervisory

| evel

Q So it is based on the salary level rather than the
departnments within the hospital ?---A (M Johnson) Yes, it is
the salary |evel.

(M Full) For exanple, within the clerical division, we can

only have flexibility up to grade $ and
and off the top of ny head

grade 4 and above are to be referred/ | think that woul d be

about $18, 000.
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(M Johnson) But you are correct, it is cut off at

the salary level rather than the classification

Q Wat flexibility is there in relation to the nedical
staff?---A (Dr Spring) There are different interpretations
W exercise that discretion at a registrar, resident intern |evel,
but it does not exist for senior registrars, medica
admni strators, staff specialists or visiting medical officers.
But that is hel pful. W have been pl eased with what we have
been abl e to do. VW perhaps have not been able to go as far as
we mght want to

Q You would look for a freeing up of those constraints or
alternatively, so that you nay be allowed to work within a
structure that nakes your decision making easier?---A Yes. | mean
| agree with Dr Child s conments to the extent that the biggest
problemis the unrestrai ned appoi nt ment of specialist nedica
staff, because they are the ones that will generate expense either
by starting a new service or by just the normal practice of
medi ci ne. QG her than that there is no real justification

Q Has it worked in that way? You have not had pressures
fromthe senior nedical staff to inplenent new programres because
they know that that decision is out of your hands?---A W have
had pressure but we have always been able to resolve it one way or
the other with the regional office. Some we have rejected, others
we have been able to use. Mdst of the changes in recent tines have
been in fact transffered fromhospitals that have cl osed. There
have been very little in the way of newinitiatives.

Q | was inpressed with your internal audit review systens.

You have obvi ously undertaken a nunber of conprehensive reports.
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However, when it cane to the revenue systemyou only have

a periodic review rather than an ongoi ng revi ew. | woul d have
thought that that would be an area, in relation to receipts and
accounting for revenue, where you woul d need to take a cl oser | ook
i f you are havi ng budgetary probl ens. Why woul d you be
undertaking only periodic reviews rather than ongoing reviews in
that area?---A (M Phillips) If | may answer that question: in
the case of the revenue systens, they, for a start, do not
constitute a very large portion of hospital incone and in the

other sense they are in fact fully conputerized now It is

basically a systens review that we need to do once in a while
audit.

rather than carry out a detailed transaction/ I think

the systens reviews that have been carried out in the past few
years have shown that generally the revenue systens are working
quite effectively.

(Dr Spring) The income received does not really make

a big difference to the gross operating budget, and that is

the thing that we focus on, the gross operating budget.

Q Sothereis anil return fromit in terns of the costs
i nvol ved?---A. Yes.

Q Wat did you find in relation to the exam nati on of taxi
use carried out in the report dated 29th March, 19847 Was that a
worthwhile report?---A (M Full) Yes.

Q Wat pronpted that report?---A There was the high cost
of anbul ance billing and, in fact, given some freedomto nove
| suspect there would have been times when hospitals woul d have
found it more econonical to order taxis rather than anbul ances.
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at medical board level. There is a great deal of nonitoring, both
of an infornmal and formal nature. Added to that is the recent
appoi ntnent of the patient representative, which, is an initiative
of the Health departrment wth which we agreed and endorsea. The
ouster side of that question is deterni ning whether the decisions
bei ng made by the nedical staff are meeting the needs of the
patients.
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Qoviously, in a very large organi zation with 30 000

adm ssions a year, one person is uphill in that respect. But the
process is there. Anyone who works at Royal North Shore knows he
will be looked at at every turn

Q Do you have a restricted drug list?---A Yes

Q Wat size is that?---A | cannot answer that.

Q Wuld it be sinmlar to the 200 drugs that the Wrld
Heal th Organi sation recomrends as a restricted drug list?---

A It would be in that order. Certainly, no drug can cone into the
hospital without rigorous investigation by the drug coomttee, and
many of the drugs have significant restrictions placed upon them
both as to who can prescribe themand the nunber of days without
revi ew.

Q Is that a satisfactory procedure?---A It is satisfactory
inthe sense that it is a control. The difficulty is that the
procedure adds to the weight of administration, and it is getting
harder and harder to extend the nonitoring process as far as one
believes it ought to go. To a large extent, this is where the
nmedi cal staff and nursing staff have to pick this up

W are currently in the process of getting a | arger degree
of monitoring at ward | evel, and have recently established a group
at ward level involving nurses, consultants and registrar staff as
well as other allied help, specifically to look at utilization at
ward | evel, rather than in the nacro sense.

Q Avrecent article in the nedical press stated that a study
had been conducted of your hospital about the inappropriate
ordering of routine tests on patients entering hospital. | think
the report referred particularly to no change of decision being
nmade by doing a chest x-ray or cardiograph. Has that led to any



changes in your procedures in hospitals?---A | think that report
probably dates to 1979-80. It was a report by Dr Catchlove and
related to 100 el ective adm ssions. Unfortunately, we do not do
el ective admi ssions to any great extent, so it has not had any
significant effect in changing practices. At the time it raised
the issue, which was certainly discussed and revi ewed by
nmedi cal staff. | guess that in that subtle way peer review works
and

it

| have, no doubts/changed practice

Q Could you explain in nore detail the peer review systens,
not so nuch at the levels inside departnents, but nore in respect
of what other departments are doing to oversee each other, or what
you are doing to oversee departnents?---A The main point where it
all conmes together is at the medical board level. It conducts not
just a nedical record audit but uses the nedical record as a
nmedi cal case audit along the lines of the Austin hospital. Al
departnents in that hospital can be subject to that.

There is a neeting nonthly at which a nunber of cases are

j ~st~ standar g4

sel ected at random A reviewer is chosen to revi ew

of the nedical record but the standard of treatnment. Many

peopl e attend. Certainly, those whose cases are noninated for
review nake sure they are present. As | say, with 30 000
adm ssions, we do not get through nore than $00 cases in a year
But the practice is there, and anyone's case can be revi ewed, and
everyone knows that.

(The wi tnesses withdrew)

(Luncheon adj our nnent )
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ROBERT DONALD McGREGOR, Acting Secretary, Department of Health~

KENNETH REA NALD BARKS, Manager, Finance and Accounts Branch,
Department of Health,
JOHN DAVI D WOODCGER, Assi stant Secretary, Finance, Department

of Heal th, and

CHRI STOPHER CGECRCE SCARF, Regional Director, Wstern Metropolitan
Heal th Region, Departnent of Healthy sworn and exam ned:

CHAI RVAN: Have each of you received a sunmons i ssued

under ny hand to attend before this Commttee?---A (Al
Wi t nesses) Yes.

Q GCentlenen, as you will be aware fromny letter of

29th August this year, the public Accounts Committee is review ng
action taken following its past reports. The subject of this
hearing is followup of the Conmittee's second and third reports.
The nmajority of questS. ohs that the Commttee will be ask%ig you
today were included in ny letter, so no doubt you will have had an
apportunity to consider those matters.

Fi nanci al accountability was the focus of the Committee's
third report. This was acknow edged in the departnent's 1983
report. Some particul ar questions arose fromthat. Those
guestions were on page 3, where | stated that the vast bulk of the
Public Accounts Conmittee's reconmendati ons were accepted by the
M ni ster, including incentive budgeting, intended to allow
retention and real savings. It was also stated that there would be
nore Dower for hospitals to decide how the budget allocation was
to be spent. The Conmmittee now asks: how is the incentive
budgeti ng aspect being inplenented?---A (M MG egor) Perhaps
could deal with that initially.

8]
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Subsequent to the recommendation of the Public Accounts
Committee, the Mnister for Health established a committee which
conpri sed representatives of the Treasury, of the departnment and
hospital representatives to determ ne appropriate guidelines for
the operation of an incentive budgeting schenme. Details of the
schene and the guidelines for that were notified in a circular
fromthe departnent of 14th Novenber, 1983. This was issued to all
hospitals. This outlined the full details of the schene, which was

to operate fromthe 1983-84 financia

I n essence, the schene incorporated the characteristics

of the reconmmendati ons of the Public Accounts Commi ttee~ that is,
that any real savings that were achieved were to be used in the
short term with the departnment retaining a proportion of the
savings, with longer termtotal reductions in the budgets.

As | indicated, the specific deta i1s of the scheme are included in
that circular, a Cpy of which we will be tendering to the
Committee in due course.

Q Wat ins% uctions have been issued to hospitals

or other concerned parties to attain objectives?---A As

i ndi cated, the details of the schene were included in that

circular issued to all hospitals. In addition to that, regions had
di scussions with hospitals about the intent and neaning of the

i ncentive budgeting schenme and clarified details of the conditions
under whi ch the schene was to operate.

Q Wiat nonitoring procedures have been set up?---A The
schenme itself was reviewed after the first year of operation . The
departnent sought information fromhospitals as to their
participation in the scheme through the regions. It reveal ed t hat

inthe first year of operation, with one exception



hospitals had not submitted any details for proposals for

i nclusion in the schene. A further review was carried out

recently by the department. It reveal ed the same results; t hat
is, that there had been in the second period of review no hospital
that had indicated willingness to participate in the schene.

Q Have savi ngs been achieved?---A No, not through

t he schene.

Q Have any hospitals benefited fromincentive budgeting?---
A Not in terns of the scheme that has been proni gated.
M MJRRAY: Why have the scheme then?---A ! think it

was an attenpt to introduce incentives other than by coercion, to
participate in a schene. The difficulties with the schenme as

devel oped and proposed VAS that the savings to the hospital
through real efficiencies were to be very short termonly and in
fact to a large extent were to be commtted solely in the first
year of the savings to capital expenditure, and thereafter the

savi ngs were to be wi thdrawn.



CHAI RMAN: The hospital s have commented that they received
the circular on incentive budgeting after they received their
final budgets. Wuld you care to comment on that?---A That nay
wel I have been true. The incentive budgeting scheme was devel oped
out si de any specific budgetary context for a given year and
entail ed detail ed discussions with representatives of the
hospitals through | think the United Teaching Hospitals
Associ ation and ot her groups. So | think in the preparation of
the scheme hospitals were well aware of what was bei ng devel oped
and it had no particular relationship or did not intend to have
any particular relationship to any particul ar budget allocation
for a particular year

Q Have hospitals comrented.to you on incentive budgeting? -
--A Yes, they have.

Q Wat has been the general run of their commrent?---A |
think for the nost part the commrents have been negative, that they
saw t hat havi ng savi ngs avail able for capital expenditure only was
alimtation; that the withdrawal of savings after a specific
period was no incentive in the long termto devel op alternative
services fromthe hospitals, be they agreed with the region; and I
think that the neasure of the success of the scherme is to be found
inthe fact that very few indicated any interest and only one, as
| understand it, put forward a proposal £or inclusion in the
scherre.

Q Your conment that their replies have been negative as
opposed to perhaps unfavourable would inply on your part that you
are naking a val ue assessment there of what their attitude is.
Wul d you care to comment on that?---A | think the detail of the
responses was negati ve. | do not think it calls for a

concl usion on ny part.



Q Do you plan to continue incentive budgeting?---A | do
not believe there is any particular value in continuing with the
schene as it has been outlined.

Q Are any anendnents being contenpl ated?---A | think
instead of the department detailing very rigid criteria for the
operation of an incentive budgeting schene, it is best left to the
representatives of the departnent through its regional directors
to liaise and negotiate with hospitals in the event of rea
savi ngs bei ng achi eved, for the purposes of those being put to the
devel opnent of the services that woul d be consistent with regi ona
strategi c pl ans.

Q The 1983 annual report nakes the general comment that
1982-83 saw maj or efforts being nmade to nonitor and contro
financi al performance and to enhance the | evel of financial
account abi lity. The Conmmittee would like anplification of what
the department had in mind there and described as these major
efforts?---A The departnent did nove towards the expansion of the
managenent information review systemthat was operating | think at
the time of the Public Accounts Conmittee recommendations in some
twenty hospitals. That systemis now operational in fifty of the
| argest hospitals in the State and plans are in hand to bring
another thirteen hospitals on streamin that programme in 1985-86.
It has not yet been extended into sonme of our major teaching
hospi tal s because of the conplexity of the systens that they
operate, although they are devel opi ng systens for nanagemnent
information and review that will parallel the basic systemthat
t he department operates.

(M Woodger) There are a few ot her measures. That is one

of a nunber of measures, some of which are touched upon



in other questions that you have asked, and they woul d be the
public statenments issued, the correspondence issued about the
threat of disnissal of hospital boards in the event of over-
expendi ture. That was during the financial year in question -
the 1982 copi es of the 1982-83 annual report were issued to al
hospitals and a circular 83/3 was issued whi ch enphasi zed t he
i nportance of the significance of recommrendation 1 of the Public
Accounts Committee second report dealing with the over-expenditure
by hospitals. Those three or four measures were in fact undertaken
during that year

Q ©oing back to your annual report, which contained the
statenent that unexpl ai nabl e overexpenditure could now |l ead to
di smissal, what public statenents on this policy have been
i ssued?---A. (M MQGegor) As has been indicated, the 1982-83
annual report was issued to all hospitals, which included a
comrent about that issue. The Public Hospitals Act was amended
to i npose upon the board of each hospital a duty to ensure the
efficiency and econom ¢ operation of the hospital. The Depart nent
of Health in January 1983 issued circulars which dealt with that
i ssue. Regi ons were directed each year subsequent to that that
they were to obtain information concerning expenditure levels in
hospitals and report to the department on overexpenditure. The
departnent inposed a requirenent on the regional director to
ensure that if he proposed that action be taken against a
particul ar board, he had to certify that all reasonable actions
had been taken by himand that the board should be held to account
for the over-expenditure.
There has been of recent tinme a publication issued by the

departnment entitled "Information for Applicants for Appointnent
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as Directors of Public Hospital s", which includes particul ar
comrent about the duties of a director of the board of a hospital
The Mnister issued letters to particular hospitals during the
course of certainly 1952-83 and in respect of 1981-82 results,
whi ch nmade it abundantly clear that if they continued along the
courses which they had outlined in their projections of
expenditure, they would face di sm ssal

In addition to that, | think in allocating budgets,
certainly the year before last, regional directors - not all of
them but sonme of themas | aminformed - did indicate in the
all ocation of budgets to hospitals that the Mnister had accepted
the proposals of the Public Accounts Commttee and drew attention
to the provisions in the departrment's circular on that issue, that
boards that did not achieve their budgets and resulted in
excessi ve overexpenditures would be called to account.

Q What specific notices of possibility of dismssal were sent
to hospitals?---A. As | nentioned, the Mnister personally wote
to a nunber of hospitals who, during the course of the 1982-83
financial year in particular, were at that tine projecting in
their financial information forwarded to regi onal directors that
they may overexpend and the details of those hospitals were
brought to the notice of the Mnister and he wote personally to
the chai rman of the board of each of the hospital s concerned.

Q Could the Committee be provided with copies of these
letters?---A Certainly.

Q The Royal Prince Alfred Hospital told us this norning
that their budget |ast year was overspent by $3.6 mllion
Did you consider sacking thenP---A In respect of the recently
conmpl eted financial year the department, through its regi ona

directors, is at present assessing the position in respect of

89



every hospital that had overexpenditure of any significant anount.
It is theintention to report to the Mnister by the end of
Sept enber on all of those hospitals and any action that rmay be
r econmended. So far as the Royal Prince Alfred Hospital is
concerned, it has to be renenbered and it is just not a situation
uni que to themas a teaching hospital, that the last financial
year was a particularly difficult one for themin the context of
the disputation with the nedical profession in terns of the
t eachi ng hospitals being the mainstay of the public hospitals
systemduring that particularly |Iong period of dispute and they
were placed under particular stresses when they becane the trauna
hospital for almost the whole of the metropolitan area of Sydney.

Q How nmany hospitals were over budget in 1984-857---A. ! do not
have the details at this stage on a hospital-by-hospital basis. As
I said, that information is at present with the regiona
directors; they are assessing the situation with a viewto a
detail ed report being put to the Mnister

Q Can we have that information al so for 1983-847---

A Certainly.

Q How many di snissal s have there been because of over-
expenditure?---A (One, | believe.
M MJRRAY: That is Sutherland, is it?---A Correct. CHAl RVAN
Has the threat of dism ssal enabled cl oser probing of
overexpenditures and with what results?---A | believe it has had
a particularly salutary effect upon the nanagenents of public
hospitals, that they are aware of the fairly dramati c consequences
of their actions. I think that the evidence of our expenditure
over the last three to four years would indicate that it has had a

very good effect.
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M SM LES: The 1983 annual report of the departnment nakes
the general comment at page 6 that 1982-83 was a year that saw
maj or efforts being nade to nmonitor and control financia
performance and to enhance the [ evel of financial accountability?
---A Yes.

Q The Committee would like anplification of what the
departnment had in mnd or could describe as these major efforts? -
--A | think perhaps it would be appropriate for us to give you
sonme details of the changes in the nmonitoring systemthat have
been devel oped by the departnent. Per haps M Barker mght give
you some details of that.

(M Barker) That rel ates back to previously where we
addressed that the MRS conput er system has now been expanded to
cover the fifty largest hospitals still in operation except for
four of our larger teaching hospitals which are going to inplement
simlar types of systens; also our circular 85/3 was a naj or
effort to control expenditure whereby we addressed tp regi ona

directors the inportance of recomrendation 1 of the Public
Accounts Conmittee second report.

There were the various letters that were sent out
threateni ng dismssal follow ng the 1982-83 financial year, then
our 1982-83 annual report, where the department was quite clear on
the fact that the hospitals had to be nuch nore accountabl e for
their operations.

Q Sone of the specific recomrendations on accounting were
referred by the Mnister to a working party. In March 1984 a
circular was issued, which you have already mentioned. It is the
reference file C6584 and circul ar nunber 84/ 75. The circul ar

reported the view of hospital accounting standards and set out

sone specific policies to be foll owed. Were and how
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have the expressed policies been effected in hospitals' accounting
systens and financial statenents?---A W did issue that circular
on 30th March, 1984, and it was to inpl enent changes fromthe
1983-84 financi al year. The main two thrusts of that were that
the financial information on public hospitals' accountability was
to be nmade avail abl e by 30th Septenber each year and that the
information was to be in two parts; one part addressing the
general fund and the other part addressing their special purpose
and trust f und.

In view of the |ateness of that instruction, it was agreed
that not all those statements would have to be audited during
1985-84, but that they all have to be audited for the 1984-85
financial year, although some did audit themfor the previous
financial year. Wiere are we up to now with the flow on effect
is that the departnent's accounts, as it was issued by circular it
becarme departmental policy but the accounts and audit
determ nation review conmittee met on 28th June this year and the
recomrendat i ons incl udi ng those various policy changes were
approved by the secretary on 23rd August, 1985. The revi sed
accounts and audit determnation is now at the Government Printer
being printed and it is hoped it will be available to be
distributed during Septenber or later on this nmonth with copies of
t he proposed anendnents were sent to the Treasury and the Auditor-
General .

Q Wuld it be appropriate to expect that those policy
initiatives would be inplenmented in the 1985-86 financial year?---
A. They should be inplenented in the 1984-85 financial year
because they have all had to have their accounts audited for 1984-

85 and they should all be issued by 30th Septenber.



constant |y bei ng sought about service delivery, about roles, about
financial services. As | indicated, there are in at |east one
region active participations by the area heal t h service
admnistration in a formal way and in other regions in a nore

i nformal way.
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| do not believe that the departnent takes an inflexible

view towards financing of the particular hospitals. W recognize
that fromtine to time for reasons beyond their control problens
are generated out of, say, particular disputes, such as that with
the medical profession. As Dr Scarf said, the najor teaching
hospital s had a significant inpact because of the denands for
their high technol ogy services and the very fact that they becane
the energency services for their regions. At the same tine, there
are other hospitals - district hospitals, smaller hospitals - in
the region that nade budgetary savings. It was possible for the
departnent, in negotiating with all of those hospitals concerned,
to transfer as nuch as it could of the resources into those
teaching hospitals to sustain themduring the period of the

di sput e.

Q | say that because the overwhel m ng inpressi on conveyed

to us so far fromthe hospitals is that they feel that they have
no i nput into the budgetary process, but you would not agree with
that point of view?---A | do not agree with that entirely. In the
last financial year, because of these difficulties that related to
the changes that had taken place with the nedical profession, they
may have felt somehow powerl ess because nmany of the decisions that
were taken about the role of the medical profession in hospitals
were taken at governnent level, both State and federal. Views were
expressed about the allocation of resources at a federal level in
a deci sion conveyed by the Prinme Mnister to allocate sonme $50
mllion to the major teaching hospitals in New South \Wal es, and
the federal Governnent will have the final decision on how that
noney i s disbursed. By the sane token, once that decision is taken
it isthe result of a process of very close consultations with the

hospitals in terns of their
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priorities for the spending of that noney. In essence they have
had the najor say as a group represented through the united

teachi ng hospitals association in howthat noney will be spent. In
t hose di scussions the departnent is nore of a conductor than a
deci si on naker.

Q Wuld it be fair to say that whatever input there has

been to date it has been on a fairly ad hoc basis and that there
isreally the need for the establishnent of a formal strategy in
relation to input?---A 1In past years there has been a formnal
strategy in terns of the subm ssion of budget estimates, in

submi ssions for what we call new units; that is, additional
services. Hospitals have had the capacity to put in bids or clains
for new services that they mght wish to devel op. There have been
di scussions through the process of the devel opment of regional
strategi c plans, through the process of the delineation of the
roles of hospitals in which hospitals were consulted about the
range and | evel of services that they woul d provide, recognizing
that in the ultimate the department and the M nister have to nmake
t he deci si ons about those services.

M MJRRAY: Wiy the change?---A Wy the change in what?

Q Fromthe systemthat operated up to last year to a system
where there is no liaison?---A | think that is an extrene
statement. | do not believe that there is no liaison; | believe
there is continuing |iaison. However, it has been difficult for
both hospitals and the departnent in the crises that have
confronted the health care systemover the past twelve nonths.

Q Prior to this year the hospitals could submt a budget

to your departnent; this year they were not offered that

opportunity?---A (M Wodger) There was a maj or change in the



devel opnent of forward estimates with the Treasury this year. That
was one factor - | do not feel it was the only factor - in
changi ng the previ ous approach in getting detail ed estinmtes from
the hospitals. If | recall correctly, the Treasury wote in about
Decenber, about the time the departnent would normally be witing
out to get the estimates of those hospitals, seeking subm ssion of
estimates within a short time frame, within a ceiling allocation
Qoviously that did not give the departnent, had it so desired,
time to get in detailed estimates fromthe hospitals and get them
reviewed within the regions and then in turn submt themto
central office within the short time frane invol ved. However, | do
not believe that is the only reason that that process of getting
detail ed estinates shoul d have been discontinued in any event. Dr
Scarf's comments earlier about the change in the process really

hi ghl i ghts what the budgetting process is about. It is not about
getting detailed bids fromevery hospital in the State, adding
them up and seeing how they come out, because in nany cases you
will get an answer that is ridiculous in the budget naking
process.

The process is one of starting with a base budget, | ooking

at the areas of change, all the various factors that woul d i npact
upon the need for the nunber of dollars to change fromone year to
the next; and that is the process which the regions are really
asked to address and in relation to which in turn they are
expected to consult they do consult - with the hospitals. For
those two reasons | think the previous practice of getting from
hospital s detail ed estimates was bound to be changed.

Q The inpression that | gained fromthe hospitals was they felt

that they had been jilted. They had a nice cosy relationship



with the region up to this year and all of a sudden it has changed
and they do not know why?---A | have al so heard the ot her
criticism that they were frustrated over all these years because
nobody took any notice of all these estimates they put in, neaning
that the nunber of dollars they received was nowhere near what was
intheir estimates. It may be a reflection of that.

Q Ddyou attenpt to explain to the various hospital
adm ni strations the rationale behind the change?---A 1| cannot
answer that question. It would be a regional matter.

(Dr Scarf) | cannot give you a directly accurate answer.

The finance officers in the western nmetropolitan region are in
regul ar contact with the hospitals. | amsure that every

hospital's finance officer would be speaking with the regiona
officer, in some cases once a day and in other cases at |east once
a week. The way things are going is usually very well explai ned.
have been away fromthe region for a short while, so | have not
been involved with themdirectly. | have been on a short period of
secondment to the city.

Q But there was no official communication?---A | cannot

gi ve you an assurance that there was or was not. The centra
departnent issued a letter which was then transmtted to
hospitals. That letter related to the way in which the supply
provi sions woul d provide for this financial year. So, there has
been a detail ed explanation of the way in which spending patterns
could continue until the budget is set, after the bringing down of
the State Budget.

There was a change in that build up this financial year

That change invol ved foll owing the Governnent's supply provisions

exactly rather than adopting the process of presenting an interim
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budget whi ch had occurred in previous years. | think that that
change over has presented sone interpretive difficulties for
hospi tal s because the | anguage is slightly different. It has
presented themw th sone concerns. Perhaps that is a source of
anxiety for themthis financial year. | think that represents the
maj or change. | agree with M Wodger that the estinates of the
past created a |large amount of work for the hospitals, a large
amount of work for the regions. The issues on which there was to
be change were usually matters that had been negotiated through
the previous financial year - issues about staffing problens or
staffing levels, either upwards or downwards. W woul d usually
come to agreerment with the hospital well before the budget tine.

CHAI RVAN: Do you feel that the contention of one hospita
that stated to us that it was told that it need not bother sending
in budget estimates for 1985-86 woul d accurately sumup the
feelings of nost hospital s?---A (M MGegor) Wen you say that
they were told not to bother to send in detailed estimates, it has
to be seen in the context of that opposition that existed for many
years fromthe hospitals to fill in detailed estimates. No
i nhi bition has been placed on the hospitals to put forward
proposal s that rmay have expenditure inplications in the budgetary
context. Certainly the very formal process of subnitting budget
estimates in the sort of detail that we have sought in the past
has been abolished. It was abolished in respect of this year

Q | shall deal now with regional -head of fice rel ationshi ps
What input does the region have to your budget?---A (Dr Scarf)
The head office finance admnistration is conducted in such a way
that the secretary i-, the person who has the final say. The
central office finance conmittee has regional representation on

it;
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two regional directors are nenbers of that committee. A so the
regional directors neet with the departnent as a group every
second nonth, at which time the financial situation of the
departnent and the regions generally are discussed and usual |y
occupy an inordinately large proportion of the time available. Ve
have direct contact with M Wodger and M Barker. Both the people
working within ny office and I have direct contact with the
secretary and deputy secretary and the assistant secretary of
finance on matters that are of specific concern to us.

W are usually very well informed of what is going to happen

to us. Wien it comes, there are very few surprises. W, sonewhat
like hospitals, will argue about the fine detail and whether we
feel we have been justly or unjustly treated in the final carve-
up, but in general there are very few real surprises for us.
bel i eve that we have nore than an adequate opportunity to
contribute in relation to policy decisions which stemfrom changes
in financing of regions.

Q Wen do the regions receive their budgets?--A The
regions will receive their budgets at the tinme of the bringing
down of the State Budget, the final budget for the year. W expect
that will be available to us at the end of this nonth.

Q How long does it then take to allocate the budget to the
hospital s?---A It usually takes the regi ons somewhere between ten
to fifteen working days to work through all the fine detail.

M MJRRAY: | wish to follow up on the supply aspect. It
seens to me that the systemof supply that has applied to the
various hospital s has been inadequate this year because it has
been based, not on the expenditures that the hospitals have
incurred in the previous twelve nonths but on their previous

. budget s.
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The representatives of the two hospitals that appeared before the
Committee this norning gave evidence that because they
overexpended in the previous twel ve nonths they have been

di sadvant aged. Added to that there has been no account taken of
inflation. As' | seeit, if | were a hospital admnistrator and
were asked to budget for 25 per cent of the year based on the
supply provisions laid down by you, | would find it extrenely
difficult. Is that scenario correct or incorrect?---A (M
MGegor) In part. It has to be seen agai nst the backdrop of the
ot her |arge nunber of hospitals that achieved expenditure in the
I ast financial year below their budget allocation; that is, their
actual expenditure was |less than the allocation made to them

| have not received a conplaint fromany of those hospitals about
the supply provisions being based on | ast year's budgets. Those
who for various reasons have exceeded their budget allocation
woul d rmuch prefer to have the allocation made on the basis of
actual expenditure. Some rational decision needs to be taken about
howit is to be done.

Q Soit isauniformformula that is applied throughout

the State?---A At this stage, yes. As | said, in respect of some
of those that have overexpended | amsure you are referring to the
two hospitals that appeared before you this norning - a detail ed
assessnent of their expenditure is being undertaken.

There may well be a reasonabl e expl anation for that

over expendi ture whi ch could be taken into account; for exanple,
the cost of deval uation on the goods and services budget. Those
factors will be taken into account in the light of the fina

budget all ocation fromthe Treasurer
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Q | refer back to the nmonitoring procedures that we were
di scussing earlier, that is in terns of new accounts.
The point of view has been out to this Commttee that there has
been val ue in the changes. However, some of the Interpretations
fromregions and head office have been rather inflexible, and
there has been a | ot of pinpricking. Evi dence we have had this
nor ni ng woul d suggest there is not enough adaptability in the new
procedur es. Coul d you comrent?---A. | amnot sure of the
speci fics of what you are putting. But if you translate
adaptability into neeting the needs of hospitals as they perceive
them then | guess fromtinme to time we are inflexible. But the
transfer fromthe interi mbudget allocation arrangenment that we
have had in previous years, to the supply provision, was seen at
| east to respond to some of +he criticisnms about inflexibility of
i nteri mbudget all ocations. Certainly, in building up the
supply provisions an attenpt was nmade to take into account
fluctuations in respect of which one could

expect sone budgetary provi si ons through the State

budget .

Q It was not so nuch the supply provision¥it was nore the
on-line criteria required. If hospitals went over budget in one
year, they could not take that through to another Iine. They
felt that the procedures thensel ves were devel oped on a pattern
t hroughout the whole of the State but that they did not take into
account the special needs of each individual hospital. Possi bl y
t he procedures were devel oped for non-teaching hospitals. | do not
know. Coul d you explain the rational e?---A (M Wodger) The
ultinate constraint stems fromthe requirenment of Treasury in the

first
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pl ace. Those constraints are based on sone line itemdetail, a
necessary control at State level as well as departmental |eve
There is control of certainlineitens; inline with the Public
Accounts Committee reconmendati ons, they were broken down
considerably fromwhat they were at one point of tine to six or
seven mai n expenditure headi ngs.

The department does not have flexibility with Treasury to
depart fromthese controls without putting forward a case as to
why it is necessary to depart fromthem In turn, a department,
for its own expenditure control reasons, needs to maintain that
sane sort of control on hospitals and therefore requires adequate
cases to be out forward for variation between those line itens. A
sinpl e exanpl e coul d be given of not enough expenditure being
incurred on repairs and mai ntenance of hospitals if flexibility is
al | oned. The necessary provision for those purposes mght well
have been negl ected. G her fortuitous savings woul d be spent
i nappropriately, and so on. So there are control constraints at
State level and departmental |evel wthin those headings. They are
not finely tuned constraints. They are maj or expenditure headi ngs,
and it remains open to the department to out a case to the
Treasury, and in turn for the hospitals to out their cases and
have them appropriately consi dered and the expenditure provision
varied if there is a good case to do so.

Q That is at variance with evidence you gave recently,
where you indicated that under the new provisions there is nmuch
nore flexibility and you could take out of B itens funds that
could be put into Citens and that there was not this stringent
line for line system You have just told the Committee the

reverse?---A M evidence is not at variance.
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The evi dence given recently was in relation to departnental

expenditure transfers between mai nt enance and wor ki ng expenses.

The Treasurer has allowed that flexibility for the departnent
£or exanpl e

to transfer/between stores and travelling.

Q But you have not allowed hospitals that flexibility?---A
Yes we have, because the major itens that are inflexible are
sal ari es and wages, which is an inflexible matter under the
Treasury arrangenent s% provi sion of paynments to visiting nmedica
officers, which is not an itemapplicable to the public service
but if it were it would certainly be noninated as an inflexible
item

for good reasons; repairs and mai ntenance, which | have

al ready touched upon, because there are all sorts of good reasons
for that matter other goods and services, which would pick up just
about all the normal departmental maintenance and operating
expendi tures; and superannuation paynents. So there is no
i nconsi st ency.

(M MG egor) In the past few years we have gone from

a situation where, in expenditure, in hospitals we have gone from
23 or 25 line itens down to those five broad headings to which M
Wodger has referred. So that is certainly an inprovenent. |ndeed,
within the total health budget, if we have a situation where a
hospi tal wi shes to nake sonme changes between those inflexible
headi ngs and can offset themwi th sone changes in anot her
hospital, in other words, reverse them then that flexibility is
avai | abl e.

By the sane token, if the region can accomodate it,

it iswithin the department's donmain, provided we stay within

those particul ar headi ngs nom nated by the Treasurer
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Q Could you explain the budgetary process in nore detail.
As | understand it, there is a budget and each hospital receives
its budget. But if hospitals overrun their budgets, they can then
go to the hip pocket somewhere and get an extra couple of nillion
Wher e does that noney cone fron?---A Let us |ook at sal aries and
wages, for exanpl e. There are reserves held for award
provisions, for exanple, where there is a change in an award and
an increase is granted, hospitals are expected to be able to
i ndicate specifically what is the anount involved and advi se the
departnent, and then the department, on instructions fromthe
Treasurer, holds a bucket of noney for award changes. It is
avail able only for that purpose. Then that nmoney is allocated to
t he hospital

It is the sane with |ong service | eave provi sions. For

exanple, it would not be very wise to allocate a total or

proportion of the long service | eave bucket to all hospitals,
because sonme of themmay not have a call on it in one particular
year. So it is held in reserve and as actual expenditure is
incurred on that the hospital notifies the department, and that
can be paid.

In addition to that, in the other area we nenti oned,

RWR it is valid for the regions to retain a small anount of the
total allocation for RWVR to neet any unusual energency that may
arise if that could not be accommodated within a particul ar
hospital field, for exanple, if the whole X-ray departnent bl ew
up. These reserves can be held for such energencies and then

al l ocated on that basis. There are al so specific grants given
for specific maintenance and repairs on application from
hospital s~ but that is in the normal budgetary process. So, if

they are the buckets of noney you refer to, they are the
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particul ar sources.
Q Actually, | referred to hip Dockets, not bucket s?---A
It is the same thing.

Q There has been a difficulty with the change in

exchange rates. That woul d have caused additional expenditures?---
A Yes.

Q Wat suns of noney are we | ooking at on a statew de
basis?---A In terns of devaluation, we did an estimate on an
across-the-board basis of the order of $8 mllion to $10 mllion
as being the inpact on the goods and services basket, particularly
within hospitals. Sone estimates have been put forward through the
Treasurer to take account of that in the budget context.

Q Were would that have been funded fron? You woul d

not have a deval uati on reserve?---A. No, we have not had.
It has been a matter for hospitals to be able to accomodat e t hat

within their total budgets.

Q But Royal North Shore Hospital had a suppl erment

fromthe region of in excess of $1 mllion to cover that?---A
Royal North Shore did have a suppl ementati on fromthe region,
largely related to stresses and activity | evels inposed on that
hospital during the currency of the doctors' dispute. | can assure
you that $1. 3 mllion would not be due to deval uation.

There were other hospitals like Manly and Mona Val e t hat
woul d tell you how they yielded up $1 mllion to transfer to Royal
North Shore because their activity levels in some instances
dropped to 30 to 35 Der cent. So they did have within their
budget al | ocati ons sone reserves that could be transferred. In
that whol e process there was consultation with all hospitals about
how rmuch each coul d keep to assist those hospitals to naintain

their services.
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Q And that was on the advice of the region?---A Yes

Q The hospitals state that they have been given no
additional funds for newunits in the first quarter of the

1985-86 supply peri od. Coul d you conment ?---A The new units

are representative of clains for additional services which this
departnent receives fromhospitals and fromregi ons and t hen
allocates priorities to those in accordance with the strategic
pl ans that have been devel oped, and they are put forward to the
Treasurer. It would not be conpetent of us to allocate those
noneys wit hout the approval of government. They are all additiona
servi ces.

Q So you have to wait till the Budget cones down?---Yes,
and that is always a difficulty with the establishnent

of new services when one is preparing estinates. However

we always try to anticipate some delay in the bringing down of the
State Budget and availability of those fUnds, so that in the first
year of a newinitiative obviously |ess than twel ve nont hs
expenditure is antici pated.

W have had sone difficulties with a nunber of progranmes
that have been retarded, not just because of the budget process
but just in ternms of planning to comm ssion those services.

Q Do you have a performance neasure to conpare hospital s
t hroughout the State with each other?---A | think there are a
nunber of indicators. But it is always difficult to take specific
performance measures and to say in ternms of hospital A and
hospital B that hospital A perforns at a certain |level and why
cannot hospital B do the sane. Hospital administrators seemto
have an endl ess capacity to be able to denonstrate why they are
unique in ternms of their expenditure pattern, and in many
i nstances their explanations are quite valid.

For exanple, if one | ooks at cleaning service costs,
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et us take Westnead Centre and Royal Prince Alfred Hospital. On
the one hand we have a new nmajor hospital, with different floor
surfaces, co,roared with a very old hospital with conpletely

di fferent physical |layout and a different nethod of managing its
cl eani ng servi ces. Therefore it is difficult to find detailed
per f or mance neasures. Certainly we have neasures in terns of
total cost per adjusted daily average of a hospital, and in those
there are sone renarkabl e differences hospital by hospital

Q Doctor Scarf, how many hospitals do you adm nister in
your region?---A (Doctor Scarf) Approximately 22 or 23.

Q Do you fly by the seat of your pants in measuring each of
those?---A W do nake regul ar conparisons. V& try to group
hospitals in Iight groupings. Cbviously, we do not conpare many
hospitals with Wstnead W tend to conpare hospitals of equal bed
nunber size. There are differences between those hospitals, as M
MG egor said. Certainly, the hospitals also |ook at those fairly
crude neasures. Anyone at the bottom of the | eague wll
continuously tell us about those at the top and how t hey warrant
better treatnent.

Q So you do not really have criteria. You really | ook at
the performance of each of those 23 hospitals in terns of
cl eaning, and the one at the bottom obviously nust be the | east
efficient, and you tell it so?---A It is in Dart that. But there
are a large nunber of indicators one takes into consideration
Sorre hospitals are relatively cheap to run, but their patient
turnover rmay be quite | ow conpared with other hospitals. The
length of stay of their patients may be | onger. Cne could choose
anot her net hod of neasuring those hospitals, say, cost Der patient
treated. They nmay turn out to be nore expensive or appear to be

nore expensi ve on anot her measure.
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| guess one has to nake a series of judgnents using the data
avail able . (ne just make an assessnent of the conpetence of

the service provided, the breadth of the service provided, and

conmmuni ty accept ance.
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Q Fromyour reading or experience, how do overseas regions
conpare hospitals and |1 ook at their efficiency?---A There is no
uni versal ly accepted measure of hospital efficiency. It is a
probl emof trying to neasure performance of highly conpl ex systens
and there is neither interstate nor overseas any easily accepted
nmeasure of how hospitals perform

Q Are you sure?---A | amconfident. |I know that | do

not know of one. O that | am sure.

Q Do any other nenbers of the panel know?---A (M MG egor)
I amnot aware of any definitive systemfor neasuring performance
and efficiency in hospitals accurately. A whole range of attenpts
has been nade in terns of allocating budgets and perfornance
nmeasur enent on di agnostic related groupings and all ocating budgets
on performance against just a daily average or |evels of service,
and all of them have sonme faults with them

(Dr Scarf) Could | add that the diagnosis-rel ated groups -
DRG s which is an Anerican systemof funding hospitals tells a
hospital that it will get $X to look after a patient with this
di sease. It does not say how nuch it will cost the hospital to
| ook after a patient with that disease but it tells them how nuch
they will be reinbursed for their care. That is an approach to
cost control that has had a very substantial inpact obviously on
hospi tal performance and private hospital survival in the United
St at es.

Q You would not be | ooking at using that system here?

---A. (M MGegor) | understand the federal Covernment, because
of its national inplications, is undertaking some form of review
of diagnostic-related groupings and we are participating in that
revi ew.

M SM LES: Dr Scarf, do you believe that the hospitals within

your region internally generated have a clear idea of their
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role?---A (Dr Scarf) | believe that the vast majority, what
their role is is quite clear to them There are sone areas that
are subject to debate between the departnent and those hospitals.
Some of the hospitals' anbitions are at times seen by them
frustrated by the conservati smo£ the departnent. However, | woul d
say in the main hospitals quite clearly understand what their role
is. It isarole |l would agree with.

Q M MGegor, earlier you nade some nention of the fact
that the departnent was sone way towards delineating a role for
the hospitals. How far away are we fromyour role definition
or your department's role definitions being conpleted and how | ong

has the process taken to date?
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Sorre of the teaching hospitals enploy a battalion of staff
working in the finance area. Those peopl e shoul d be aware of what
their coomtrents are and shoul d be able to acconmodate them
wi t hout the need to have a final budget allocated as early as
perhaps they woul d like. For exanple, they would like it in
July. W all know that, given the budgetary processes of
Covernnent, that isnot possible. In past years the department has
addressed that in terns of the allocation of an interimbudget.
That flowed froma recomrendation of the Public Accounts
Commttee. W have had difficulties with that. Then we have noved
across to the supply provision. | do not accept as an expl anation
the statement by hospitals that the late allocation of a budget
causes them budgetary difficulties.

Q Wat were the difficulties with the interimbudgets?---

A | think the hospitals tended to treat themjust as that for the
nost part and take the attitude that they need not worry unti
they got their final budget. It seens to ne that the departnent
was better off before in not allocating finances until the budget
had come down and sinply telling the hospitals that they were on
supply. That is what we have now done. They follow the genera
pattern that all government departnents follow There is a supply
period and it is outlined to themin broad terns what they can
spend during that period. As | said, the interimallocation was
percei ved by themas the mninumthey were ever going to get in
that year, and they did not believe it in any event.

Q | understand that the supply provisions are worked out

on the allocated budget at the time the budget was presented in

the previous year, not on what was actually spent and not taking
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into account any supplenentary allocation that m ght have been
seen as an error or niscalculation by the head office in working
out a budget?---A Certainly this year it was all ocated under a
set of principles that | think would have taken into account any
adjustnents in the way of supplenmentary allocations at the end of
the year. This is the first year we have noved in this way. | am
aware that there has been sone interpretive problens, both at the
regional and hospital level, as to what is counted and what is
not. W have certainly worked through that with them | am not
aware of any situation where that shoul d have been a problem |If
it were, it is open to the hospital to discuss it with the region
and, in turn, us. As | said, as it is the first year, we are open
to sone suggestions about sonme of the small matters that nay or
may not have been included in the supply provision, recognizing
that you cannot include everything init.

(M Wbodger) | point out that the percentage that has been
used as a base is the same as that provided for in the Public
Fi nance and Audit Act. Therefore the departnent has the same
constraint inposed upon it; it cannot get any nore dollars from
Treasury in the supply period w thout the specific approval of the
Treasurer to increase it. So, if we need any nore funds, we have
to put up a case. W looked at all the plusses and m nuses that we
were aware of in terns of inpact on hospitals the doctors
di spute, fee shortfalls and all those ranges of things and cane to
the conclusion that for the general range of hospitals that shoul d
be quite adequate. Again the advis given that if there is a
problemthey should wite and tell us about it so that we can | ook

at it.
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M MJURRAY: The Royal Prince Alfred Hospital told usthat it shoul d
have received $27 mllion and received $25 mllion. Has that
hospital been in contact with you?---A | cannot answer that. It
woul d have contacted the southern netropolitan region. |I have had
no referrals to me, other than general inquiries that indicated
that for the nost part if they had perceived a problemit was
because they did not quite understand or had ignored sone of the
m nuses in the system

Dr REFSHAUGE: It seened to us that the mnus was the anmount
by which that hospital had overspent its budget in the previous
year. Wiether or not it is justified, to penalize the hospital in
the first quarter, or to withdraw that amount in the first
quarter, seens to ne to be a little heavy handed?---A Certainly
it would be difficult to have a supply provision that allowed for
an overexpenditure in the previous year that had not been anal ysed
in terns of whether it was justifiable or not.

CHAl RVAN:  Section 25C of the Public Finance and Audit Act
indicates that in relation to supply there should be an inbuilt
factor of two-thirds of the consumer price index increase. |s that
taken into account?---A Yes, that is allowed for in the
cal cul ati on.

M MJRRAY: | think you mssed the point. The overrun of
$3 mllion was not funded by the department; it was funded out of
the $27 mllion supply of the hospital ?---A Do you nean that
t hehospi tal had enough in its supply ceiling to cover the over-
expenditure, plus its budgetary requirenents?

Q No, it had enough in supply to cover its normal operating
expenses in that three nmonth period, but then the department took

out $3 mllion to cover the overrun in the previous year
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CHAIRMAN: In fact, it was $5.6 mllion?---A | am not

aware of that particul ar case.

Q Dr Scarf, has that happened inyour region?---A (D
Scarf) Since the last financial year, the western netropolitan
regi on has come in substantially under budget. Because of the
doctors' dispute there is no such problem although a coupl e of
hospitals came in narginally over budget. | guess because of the
flexibility available to the region we can cash out their problens
during this period. | can understand that in the southern
nmetropolitan region there woul d be some cash probl ens.

Dr REFSHAUGE: But it was not a principle that whatever

it overspent the previous year woul d be deducted fromtheir supply
for the first quarter?---A It did not happen because we did not
have the overrun. The regions supply provision, because it is
based on budget, is in excess of that which was spent |ast year

Q Individual hospitals nmay have overspent?---A | ndividua
hospital s, yes.

Q Was their supply provision reduced by what they had
originally overexpended?---A In essence, yes, their budget woul d
have been based on the budget at the begi nning of the year
Consequently they may well have been not di sadvant aged because of
the fact that whol e hospital budgets got adjusted through the year
because of the doctors' dispute. W went back to the budget at the
begi nning of the financial year and based the build up fromthere.
| do not believe that any hospital would be in najor cash
difficulties at this stage; that is, any hospital in the western

netropolitan area.
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CHAI RMAN: Goi ng back to ny forner question,we had evidence
fromrepresentatives of the Royal Prince Alfred. Hospital that in
relation to its supply, there is definitely no inflation factor

taken into account ?---A . By way of explanation, the

supply provision arrangenents as issued by the central office to
the regions were never intended to be an absolute right in
relation to quarter of an allocation which each hospital was
entitled to. It was clearly identified as a maxi num|evel of cash
flow that the department through its regional offices could pay to
hospital s. The circunstances of the payments to particul ar
hospital s woul d necessarily be a matter for the individual regions
to determne in the light of the circunstances of those hospitals
but within that ceiling arrangenent. So, we would certainly hope
that each regi on would not automatically pay out cash to hospitals
according to that formula because in nmany cases | believe it would
be too nuch rather than too little.

Q So it would not necessarily have been based on an
hi storical analysis of 25 per cent of expenditure for the previous
year?---A The ceiling was deternined on the basis of 25.7 per
cent. of the allocation for the previous year. That determ nhation
had built into it an inflation factor, in the same way that the
inflation factor in the Public Finance and Audit Act is
calcul ated. | cannot answer exactly what each region did for each
hospi tal because they could well have provided different funds to
nmeet the circunstances of particular hospitals in their region, as
t hey shoul d do.

M  MRRAY: | wish to follow that matter through. |
understand there was an enbargo that prevented hospitals from
taki ng out an

overdraft to fund any shortfall. Is that correct? ... A 1 do not
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know. | think that is a restatenent of a general constraint that
applies to hospitals, and that constraint is put there because
hospital s are expected not to overspend their budgets.

(M MQGegor) It is part of the condition of a subsidy
allocated to hospitals for a long period that they shoul d not go
into overdraft w thout approval of the department. There have been
one or two exceptions, fromnenory, where that has been pernitted.

Dr REFSHAUGE: | inferred fromyour earlier statenents that
you see the budgetary process as happeni ng from above, that
Treasury all ocates the noney and you have to dole it out. The
hospitals obviously see it froma different perspective of having
to provide services and having to put in effective subm ssions to
get noney to pay for those services. Those different perspectives
seemvery much in conflict and also not very useful in achieving
the best utilization of resources. What are you doing to try to
nmake those two perspectives work together rather than agai nst each
other?-o0-A You are quite right; there is an inherent conflict.
One of the ways in which we address that is through our regiona
directors, who have a commitment to both service delivery and
devel opnent and, at the sane tinme, to achieving the department's
objectives. If there is any conflict, | guess quite often it is in
the mind of the regional directors who have those dual charters
which are quite often in conflict with each other

Inny view, that is no different fromthe role that nany
managers in the health care systemhave to fulfil. The chi ef
executive officer of a hospital is placed in the sane position

The board itself is placed in the sane position. In fact, the
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amendnents that were effected to the Public Hospitals Act
stipulated that the role of the board was to naintain services, et
cetera, but at the sane tine came the conflict in terns of
mai nt ai ni ng efficiency and econony. So one could argue that there
is an inherent conflict in that. There are times when that
conflict can be destructive, but on many occasions it has proved
to be a useful tension within the system
Q W en a hospital board sees that it is running over
budget, what options does it have? What things can it do inside
and what does it need to get regional approval for, particularly
inrelation to the provision of services?---A The first thing it
has to do is analyse why it is headi ng towards budget
overexpenditure. In ny view there are occasi ons when boards are
not fully informed by their executive staff about the reasons why
they are heading in that direction, recognizing that boards of
hospitals are nmade up of people who quite often have full-tine
commtnents in other places, that their understanding of the
financing of the health care systemis perhaps not as conplete as
that of those who work for them There are sone difficulties with
that. The first role of the board is to have a conplete
understanding of why it is heading in that direction

Q If it can be substantiated that events have occurred that
justify an approach being nmade to the departnent, clearly it wll
do that; that is the process. Hospitals are interacting with
regions all the time in terns of budget allocations and
expenditure levels. It is not unusual for hospitals to continue a
flurry of letter witing and activity and exchange of
correspondence wi th regions throughout the financial year
endeavouring to sustain their own point of view about the budget
all ocation. That process is putting their submssions to the

regional director and the departnent.
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Bei ng corporate entities or separate entities and not being part
of the public service exercise, they al so have a right to whatever
avenues they see fit, quite often to the enbarrassnent of the
departnent. That is a tension in the systemthat we have to
accormmodat e.

CHAl RVAN:  Fol | owi ng on from Dr Refshauge's question, the
hospitals that the Commttee has heard evidence fromstated that
when they became aware that they were heading for exceeding their
budget they sent into the departnent schedul es item zi ng what
services could be cut. The departnent refused to allow these cuts
to take place. Do you feel that the suggestions of the hospitals
that they cut services are unrealistic?---A Wthin the totality
of the health care system quite often the sinplest solutionto a
budget problemis to propose the closure of the casualty

depart nent .
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Q The two teaching hospitals that gave evidence to the
Commttee today have had great difficulty in keeping to their
budgets, saying that the doctors' dispute bad out extra pressure
upon them | understand that Wstnead was one of the few hospitals
inthe region that was fully operational during the doctors
di spute. How was Westread able to maintain its budget while other
teaching hospitals were unable to do so?---A | cannot speak for
the other hospitals, but I will try to soeak about Wstmead. now
recall that Westrmead did make a minor adjustnent to its budget
during the year. It was in the order of $300, 000
suppl enent ati on of budget.

Vst mead predicted at the beginning of the financial year,

as it had predicted in all previous financial years, that it would
have great problens living within its budget, but it found nethods
through nanagement of resources during the year to provide
services and neet its budget.

There are many contradictions in what | tell.Fun now,

because | do not quite understand it nyself. One contradiction was
that Westmead through | ast year was harder hit than other
hospitals are this year with a shortage of nurses though, unlike
other hospitals, Wstmead treated nore patients. In Dart, it is
.managenent will, and in Dart it is good | uck. These are vast
organi zations with budgets |arger than the vast majority of New
Sout h Wl es governnental departments. As M McQegor has said,
they have quite sophisticated finance advisers and finance staff,
| arge enough to make M Wodger's nunber | ook quite snall

These hospitals differ fromother forns of corporations

out si de government in that they are dependent upon a State
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budget ary programre external to their control. | guess, therefore,
that not all hospitals accent as full a responsibility as perhaps
sone corporations accent for thensel ves.

Q M MGegor, would you like to give the Conmmttee

an insight as to why Royal North Shore Hospital or Royal Prince
A fred Hospital mght not have been able to do what the \Wstnead
Centre did?---A (M MGegor) | do not have available to nme the
detail of the events that occurred in both those hospitals which
led to the problens that they have. Cearly, though, they did
have a probl em To sone extent the regions were able to assi st
them al t hough, fromthe evidence the Commttee apparently has had
this morning, not able to assist themsufficiently to be able to
cope. I do not have any further detail on that.

Q | put to the hospitals earlier today that one major
factor in costs of hospitals is the decisions that doctors nake.
Al though patients .may present with illnesses, it is what the
doctors decide needs to be done that incurs a significant anmount
of cost for the hospitals. Those hospitals had sone nonitoring of
doctors' decisions. Do you have any overall policy about howto
entre doctors' decisions are made nost effectively?--A For the
nost hart, the nost effective weapon we have is the budgetary
control or budgeting process. The | arge teachi ng hospital s have
wi thin them ot her processes that nonitor what doctors are doing,
for instance,, patterns of services, etcetera It is difficult for
the departrment to becone too involved in that process because we
are at least at arns length fromthat, and it woul d invol ve
departnmental officers with limted or no expertise in those areas
becom ng invol ved in clinical decisions

and clinical processes. | think there are many difficulties
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with that.

Q There are other things the department could do

such as supporting Deer review mechanisns in all hospitals to
ensure they occure. Do you do things like that?---A W have had
di scussions with the Australian Medical Association on and with
the Deer review resource centre about devel opment of that. But it
is the situation in which we woul d have great difficulty in

i mposing a condition of subsidy. Largely, it must be a voluntary
arrangenent, achi eved by education of the profession and their
participation in peer review | think we are slowy noving towards
t hat .

(Dr Scarf) Support for it is idiosyncratic. V& have been
working in a hospital in whichit is possible to' retain resources
fromthe departnent to assist in such undertakings; and
subsequently, working in the region, it has been possible to
support hospitals that have wanted to set up such mechani sns to
find a fewdollars to help underwite those undert aki ngs.

| agree with M McGegor that it has not been a requirenent.
W have done nuch to encourage hospitals to be interested in that,
but really one needs a zealot to be leading. | have forned the
view that peer reviewis not a natural human practice, and
requi res soneone to pronote it heavily and enforce it in order for
it to be successful. Consequently, other than outside teaching
hospitals, it is a rather rare occurrence.

Q As it is such a rare occurrence other than outside
teaching hospitals, and as | understand the Medi care provisions to
allow a greater anount of fee for service in peripheral hospitals
and non-teaching hospitals, and al so taking i nto consideration

that surgery rates seemto be rmuch higher
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in fee for service systens conpared with salary systens, | should
i magi ne that peripheral hospitals will have a nmuch greater problem
with doctors doing a lot nore in themand therefore not being able
to neet their objectives. Wuld you expect that as well ?---A |
shoul d expect that if that is to occur, it will occur in the
| onger term In the interimthe departnent has the agreenent of
the AVA to work with it in developing systens of utilization
review by medi cal staffs for their hospitals. The devel opi ng of
that process is to begin. It is an intention of the department to
work to achi eve that over the next twelve nonths. The dotting of
the is and the crossing of the t's would be quite a difficult
task, as will promulgation of information on howto do it. But it
is our intention that with the introduction of fee for service,
certain hospitals have been advi sed and doctors have been advi sed
that the introduction of fee for service will be coupled with a
requi renent to anal yse data by doctors within the hospitals.
That principle has been accented and endorsed by the AVA

Q Is that for your region only?---A No. That is

for the State.

(M MGegor) W had to deal with that fairly sensitively
given it was a federal Covernment decision to expand fee for
service in peripheral hospitals. Then we as a State sought to
i npose sone sort of external review W have done that, net by
decree, but in the process of transnmtting the federal
Governnent's decision to the S, ate AVA we have had di scussi ons
with themabout that. Cbviously, they also are concerned with the
perception that there mght be that payment of a fee for service

arrangenent rmay | ead to sone abuse.
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They say that in their interests and in the interests of their
menbers they will work with us over the next twelve nonths to
devel op appropriate nonitoring systens, recognizing there is still
the overal |l budgetary control

Q The Committee has had evi dence today that one

reason for incentive budgeting not working is that nost of the
savi ngs have already been made and there is little that can be cut
away to nake further savings. Do you think there have been
significant savings in the cast five years in hospital expenditure
by i ndivi dual hospital s?---

A Gven the budgetary constraints and the increasing costs in the
health care system there obviously have to be some savings, and
obvi ously of sone magnitude. W have not specifically Undertaken
any overall costings or what the order of nagnitude of that may
be. Qur managenent service consul tants have assisted hospital s
specifically in undertaking specific reviews, and have identified
potential savings in those hospitals that have sought their

assi stance. They are of sone nagnitude.

Q Do you think/there are further savings to be nade?---A
G ven the constraints on the health care system yes, there wil
have to be further savings made in order to achi eve the budgets
al | ocated by governnent.

Q The Conmmittee had evidence today fromone of the teaching
hospitals that patient care is suffering because of these savings.
Do you think patient care will suffer further?---A There is no
doubt that during the process of the dispute with the medi ca
prof ession, patient care suffered. | amnot so convinced that,
nutting aside that najor aberration, patient care has suffered in
terns of budget constraints that have been inposed on hospitals in

the past few years. There may be



specific exceptions to that which some may point to. But, over
all, the quality of service that is being provided is probably as

high as it ever was.



Q Dr Scarf, you said that the variation fromthe expected
to the actual budget is only a small percentage - maybe 2 per
cent. If the final budget arrives just before Christnas, there
certainly is not a full year to be effecting those savings in
expenditure and so what one has to do perhaps in six nonths is
save 4 per cent, not 2 per cent, which gets perhaps a little bit
further fromaround the nargins. Do you think that is creating
a problemfor hospital s?---

A (Dr Scarf) Yes, | do. And
| think that the last financial year was abnornal because the
budgets were late, for reasons that have already been explained to
the Commttee, but also certainly the majority of hospitals in
Sydney at | east were advantaged in meeting their budget by the
doctors' dispute. Qoviously for those teaching hospital s that
had troubl es, they found that an extra probl em

Q So you woul d have expected for the hospitals that had
extra problens fromhaving a greater load with the doctors
di sputes that their budget overrun should have taken into account
what was happeni ng?---A | do not know what the attitude of the
departnent and the Governnent to that will be. | under st and
that has yet to be decided.

Q But in the supply provisions one woul d have thought it
shoul d have been taken into account then?---A | understand that
the departrment has avail able a certain anmount of resources for the
supply provision. It is illegal for the departnent to allocate
what it does not have available to it. It has allocated its
resources along the formula that the Government sets and those
resources have been allocated to the hospitals.

Q The Governnent also withholds a certain amount in case of
di sasters or whatever, as was explained earlier. It is not

totally and absolutely linked to what was given at the tine of
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the previous budget, because obviously the department spent nore
than was allocated at the original budget time?---A | amafraid |
cannot give you any further detail than the answer | have
gi ven.
Wodger
(M ) Perhaps | can answer that. I think the

reference earlier was to standard reserves which Treasury requires
in sone cases to be held back for award increases.
You do not hand themout until the award has actually taken pl ace
and they are measured in dollar terns. That certainly takes
pl ace with the budget setting process. In ternms of the supply
provi si ons though, the percentage there is sinply based on | ast
year's total appropriation, admttedly excluding award provisions
because they have to be separately accounted for

Q The award provisions that were nade in the previous year
are not taken into consideration in the supply provisions for this
year?---A There is an adjustnent nade specifically to cover the
probl em of the award provisions, yes.

CHAI RVAN:  Goi ng back to before the supply period, if
suppl enentati on can be made to hospitals for things such as doll ar
deval uations, coul d suppl enentation not be made al so for those
hospitals that are carrying a greater share of the burden due to
doctors' disputes?---A Yes. There were two parts to the
questi on. First, the devaluation: there was no genera
provi sion nmade | ast year on a statew de basis because there was no
provi sion in the budget. Apparently fromthe evidence we have
heard, certain regions did provide some supplenmentation on a
particul ar case basis. I guess other hospitals woul d have
handl ed it without needi ng suppl enentati on because of savi ngs due

to doctors' disputes. What was the second part of the question?
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Q It is just that where sone hospitals ran into
probl ens because of the deval uation, supplenentati on was found.
The Comm ttee has heard evi dence fromboth Royal North Shore and
Royal Prince Alfred that they had tremendous probl ens because of
their particular teaching hospital nature during the doctors
di sputes, yet apparently they have been asked to overcome their
overexpendi ture through the supply process?-'--A In the case of
the stresses put on certain hospitals during |ast year the
departnent's position certainly was for regions to ook at those
probl ens and to make

appropriate adjustnents.

Now, the adjustments nade, or what was appropriate, may

not have necessarily agreed with the particular hospital's

perspective of what was appropriate. | would suggest that may be a
reason for a difference, but certainly | think as was mentioned
earlier it was part of the departrment's review during |ast year

to look at particul ar needs because of particul ar circunstances
and to do transfers between hospitals to neet those circunstances,
where justified.

Q So you are saying that sone supplenmentation will have
taken place in relation to that matter?---A Certainly.

Dr REFSHAUGE: coul d you see any advantage in changi ng the
financial year fromJuly to June to perhaps Novenber to

Novenber? .. A The only experience | have of it - | take it

you are tal king about hospital budgets w ithin the normal State
financial framework?
Q Yes --A - The only experience | have had of that is where
we had the tertiary education grants when the State had
responsibility there, where they were on a cal endar year
basis and, frankly, it created nore confusion than the

problens it sol ved.
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Q Wuuld you see any advantage in going to triennial funding
or a variation of that?---A There could well be advantages, but
again | cannot see it happening unl ess the whol e State budget
process is changed to accommodate it.

Q Are you basically happy that the hospitals are getting
their budgets allocated early enough to be able to make deci sions
to stick within those budgets?~--A | believe that, as with the
State departrments generally, an earlier budget setting woul d be
desirable if it was practicable. It does not seemto be
practicable at this point in tine. | also share the view expressed
earlier by M MGegor that with the possible exception of |ast
year, which was an exceptionally late allocation, the nornmal tine
frame, though it may pose some difficulties, does not present a
genui ne reason for over-expenditure, as sone hospitals woul d have
us beli eve.

In general terns the variations that are allowed for woul d have
regard to that time lag in any event.

CHAl RVAN: The third report of the Public Accounts
Committee was brought down in April 1982. The head office
circular that went out to the various hospitals was in March 1984.
W are now a further eighteen nonths down the line. Wen do you
feel the new standards based on the specific recomendations of
the 1984 circular will be in operation? ---A (M MQegor) So
far as the accounts and audit determnation is concerned, that is
in the process of printing now and should be out' in, |I hope, a
matter of weeks.

Q Wat about in relation to other recomrendati ons?---

A | think for the nost part the other recomrendations have as far

as possi bl e been i npl erment ed.
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CHAI RVAN: There are sone further questions contained in
ny letter to you which, for a nunber of reasons, we will not
pursue this afternoon but we will ask that you provide the
Commttee with docurmentation of those natters. They deal
specifically with the conputer-based registry of property and the

Hospay contracts. Thank you for your subni ssion.

(The wi tnesses withdrew)

(The Committee adjourned at 5 p.m)





