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Foreword 

Territory Health Services' primary interest is the health and well-being of the people of the 
Northern Territory. Casemix and the information technology required to support 
implementation only matter if they add to our capacity for improving the health and well
being of all Territorians. 

So why Casemix? 

THS provides a full range of health and community services under unique circumstances. 
Our goal is to ensure that Territorians have access to at least the same range and quality of 
services available to people throughout Australia. 

What are our unique challenges? 

Our relatively very small population of approximately 170,000 people is scattered across 
1,346,200 square kilometres. A quarter of the population are Aboriginal people, 70% of 
whom live in remote locations. The health status of Aboriginal people in the Northern 
Territory is very poor compared to the rest of the Australian population. While in the 
Territory we provide clinical care of a high standard, given the poor health status we must put 
more effort into tackling the causes of ill health. Unless we do, the demand for clinical care 
is likely to outstrip the capacity of any government to fund it. We must ensure that every 
dollar we do spend goes the extra mile, but at the same time the drive for efficiency must not 
be allowed to undermine quality. The major challenges faced by THS includes increases in 
demand for hospital services (7% annual growth rate) and significant unmet demand in the 
community, eg remote aboriginal community needs and elective surgery waiting lists. 

Our acute hospitals absorb a large proportion of the Department's budget (44%). The 
introduction of Casemix-based funding will help us achieve efficiencies in our hospital 
services while keeping our commitment to quality. Casemix puts information about service 
utilisation and costs with the key decision makers on quality - the clinicians. They are able 
to determine the care and services a patient needs with a knowledge of the cost of those 
services. 

Casemix is simply output-based funding. It is a system of funding hospitals on the basis of 
services provided (outputs) and is being introduced progressively across Australia. Using 
Casemix information, comparisons are possible between hospitals within the Territory and 
between States and Territories. How does our performance compare with others? If our costs 
are high, is this because we are less efficient, or is it because the morbidity of our patients is 
high? Information gained through Casemix allows us to look at these questions. If we are 
less efficient, this information will prompt us to improve efficiencies and allow us to 
reallocate resources to provide better care for more people. If on the other hand our costs 
relate to morbidity, we will have the basis to argue our case with those responsible for 
funding public health. 

THS has commenced implementation of the THS Case mix Clinical and Resource 
Management Project which includes the introduction of output-based funding for NT 
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Hospitals from 1 July 1996, the introduction of patient costing in all NT Hospitals, a range of 
clinical initiatives and a major upgrade of hospital information systems. 

The introduction of Casemix funding is underpinned by a large investment in information 
technology. Territory Health Services has devised a very careful and considered project plan 
for implementation of the new information technologies. Staff are to be supported and 
trained, and most importantly kept informed. Hence this newsletter. Your feedback is 
important. Please be confident and assertive in providing feedback to the project team 
responsible for the implementation of the project. 

KATHERINE HENDERSON 
Secretary -Territory Health Services 
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Introduction 

The provision of public hospital services accessible to all members of the 
Northern Territory (NT) community is one of the major functional responsibilities 
of Territory Health Services (THS). The NT has five public hospitals. 

• Royal Darwin Hospital (RDH) 

• Alice Springs Hospital (ASH) 

• Katherine Hospital (KH) 

• Gove District Hospital (GDH) 

• Tennant Creek Hospital (TCH) 

This paper provides an introduction to output-based funding and patient costing 
for NT public hospitals. It covers the challenges being faced by THS, discusses 
macro- and micro-economic management reform strategies, describes the 
experiences of other states and outlines the THS Casemix Clinical and Resource 
Management Project. 

It is intended to meet the background information requirements of the 
Departmental Executive, District Managers, Hospital Executive Managers, Senior 
Clinicians, Business Managers, Nursing Managers and Departmental Managers. 
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Goals of THS Casemix Clinical and Resource 
Management Project 

The broad goals of THS Casemix Clinical and Resource Management 
Project are to 

• Improve quality of services 

• Improve access to hospital services 

• Reduce unit costs for hospital services through increased 
efficiency 

• Reduce elective surgery waiting lists 

• Maximise revenue from external sources 

• Devolve responsibilities 

• Facilitate improved decision making 
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Challenges Faced by Territory Health 
Services 

The current total expenditure for the five NT public hospitals is $13 7 M out of a 
total health budget of $31 7 M. 

Demand for hospital services has increased significantly during the past two years 
(7% pa) and is projected to continue to increase. This will have a major impact 
on expenditure in NT Hospitals. 

In order to meet projected demand increases, the NT along with other States and 
Territories needs to maximise efficiencies in the delivery of hospital services. 
This means that we need to think differently about how we provide healthcare; 
that is, we must do what we do more efficiently by achieving significant reforms 
in service delivery and management practices. 

The changes in management practices implemented elsewhere have significantly 
reduced costs and have relied on the implementation of output-based funding and 
patient costing to achieve these reductions. These management strategies will be 
discussed in detail later in this report. 

Growth in Demand for Services 

Figure 1 

There has been overall growth in hospital services activity in the NT over the last 
seven years with the most rapid increase occurring during the last two financial 
years. Figure 1 shows the total number of inpatient separations for all NT 
Hospitals for 1988/89 to 1994/95. 

NT Public Hospitals - Total Number of Inpatient Separations 
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Figure 2 

Increased Rate of Hospital Admissions 

There are many contributing factors to the increasing rate of hospital admissions, 
particularly amongst the Aboriginal population. Major increases in the 
prevalence of disease are occurring in the following areas. 

renal failure requiring dialysis 

• diabetes 

• smoking related illnesses 

* 
* 
* 

cancer m women 
respiratory disease especially chronic bronchitis 
heart disease especially heart attacks 
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Figure 2 shows the total number of patients per quarter requiring renal dialysis in 
Darwin and Alice Springs since July 1992. It also shows projection lines through 
to July 2000. Renal dialysis separations in Darwin have increased from 1000 to 
1692 ( 69%) in three years. 

Improved detection and servicing of Aboriginal clients, combined with the impact 
of lifestyle diseases, have increased access to hospital services by Aboriginal 
patients. Most Aboriginal admissions are emergency admissions (life saving), 
and not planned admissions that tend to have lower acuity. 

Increased Cross Border Flow of Patients 

Since the inception of cross-border charging in 1992/93, there have been 
significant shifts in patient flows between the Territory and other states. An 
increasing number of Territory residents are accessing interstate hospital services, 
particularly in South Australia. At the same time, an increasing number of 

Introduction to Output-Based Funding and Patient Costing for NT Hospitals Page 4 

c 

() 

0 



THS Casemix Clinical and Resource Management Project February 1996 

interstate residents are accessing NT Hospital services. This results in an 
increased demand on NT hospital services. 

In particular, there has been a major increase in the cross-border patient flows 
from Western Australia, (from 418 in 1992/93 to 483 in 1994/5), which 
represents an increase of 16% over two years. 

At present, the Department has limited information upon which to make decisions 
as to whether the Territory should continue to buy services from other states or 
whether it is viable to increase service provision in the NT. 

Significant Un-Met Demand 

Figure 3 

There is a significant level of un-met demand for hospital services that is 
evidenced by the elective surgery waiting lists. Figure 3 shows the number of 
'patients ready for care' in the NT for each quarter. Patients ready for care are 
those who are prepared to accept an offer of a hospital admission (or begin the 
process leading directly to admission). 
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Significant improvements in the Elective Surgery Waiting Lists have been made 
since data collection commenced during the third quarter of 1994 and further 
initiatives aimed at increasing patient throughput will need to introduced to 
continue reducing this un-met demand. 

Un-met Remote Aboriginal Community Needs 

Increased access and the provision of primary health care services in remote 
Aboriginal communities are resulting in higher rates of illness detection. This 
indicates significant un-met health needs in these communities and is generating 
much of the increased demand for hospital services. This trend can be expected 
to continue for some time as screening and other identification methods become 
more widespread. 

Introduction to Output-Based Funding and Patient Costing for NT Hospitals Page 5 



THS Casemix Clinical and Resource Management Project February 1996 

Figure 4 

Figure 4 shows the ratio of Aboriginal to non-Aboriginal rates of death and 
hospital admission. It illustrates the extent of the un-met demand in the 
Aboriginal population as the Aboriginal mortality rate has been 3 to 4 times 
higher that the non-Aboriginal rate over previous fifteen years. There has been no 
significant reduction in this ratio. 

The hospital admission rate for the Aboriginal population is currently double that 
of the non-Aboriginal population. This ratio has been steadily increasing over the 
past decade. 
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NT Hospitals - Business Analogy 

NT hospitals are one of the largest 'business enterprises' in the Northern 
Territory. They have a total annual expenditure of $13 7M of a Departmental 
budget of $317M (43%). 

Resource Management in Hospitals 

Hospital managers and clinicians need better management and clinical 
information to assist them to maximise efficiencies, achieve increased resource 
utilisation and continue to provide high quality health services. Increases in 
demand for hospital services can largely be met from within the existing 
resources, as demonstrated by the achievements in other states. 

In an environment of increasing demand and limited funding, improvements in 
the quality, access and use of information are the keys for improved decision 
making. 

Hospital Products and Services 

Hospitals are very complex 'businesses' that deliver a very large number of 
products and services. 

There are in excess of 600 types of products for inpatient activity clearly 
identified by the Australian National Diagnosis Related Groups (AN-DRG) 
classification system. The Alfred Group of Hospitals (Melbourne) identifies over 
6000 intermediate products and over 100 cost centres. 

Having the capability to accurately cost and price all products and services will 
empower clinicians, product and service managers to undertake knowledge-based 
decision making on the basis of real information. They are then in a better 
position to make judgments regarding the best 'clinical value for money'. 

Decision Makers 

The major decision-makers in hospitals are clinicians, product and service 
managers. They are the only ones capable of influencing resource consumption at 
an individual patient and product level and therefore unit costs. 

In some respects, hospitals need to be managed like any other business enterprise. 
They must be capable of accurately costing and pricing all products and services. 
Current financial and costing information does not measure the actual resources 
consumed in the provision of products and services as and when they are utilised. 
They are unable to accurately cost products and services produced nor can they 
report utilisation of products and services at an individual patient level. 
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The Problems 

Traditionally, clinicians, product and service managers have had limited 
involvement in and direct responsibility for resource management. The ability to 
devolve responsibility for resource management is constrained by a lack of 
reliable and credible information and decisions are currently made largely in an 
'information vacuum'. That is, hospitals currently do not have the information or 
tools to facilitate knowledge-based decision making at the point of service 
delivery. 

Managing resource consumption means seeking the best 'value for money' and 
does not equate to choosing cheaper options. 

Responsibility for resource management has largely rested with hospital 
managers, who have a good knowledge of global costs at a cost centre and overall 
hospital level, but not at an individual patient and product level. 

Clinicians have always made decisions on the clinical value of products and 
services, without full knowledge or consideration of the costs. 

The lack of information results in an inability to link the problem to potential 
solutions. 
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Management Strategies 

To address these problems, clinical and resource management reforms are 
required. Two broad strategies have been adopted overseas and interstate to 
achieve unit cost reductions. 

Macro-Economic Reform Strategies 

Global macro-economic strategies can be implemented by hospital management. 
These include 

• waste minimisation 

• rationing of intake 

• reduction of services 

• reduction of overall inputs ( eg staffing and equipment) 

• global efficiency measures (eg contracting out of services) 

• global expenditure constraints ( eg delayed or deferred expenditure). 

THS has implemented some significant macro-economic strategies over the last 
four years. 

ERC/CRESAP 

• Contracting out of maintenance and industrial services 

Other macro-economic strategies including NT Award conditions have been 
examined but implementation is largely out of the control of the Department. 

Micro-Economic Reform Strategies 

The best proven strategies implemented interstate and overseas have involved 
micro-economic reform strategies. These have provided the management tools to 
achieve significant reductions in unit costs without impacting on the quality of 
services. 

The most successful strategies that have achieved major unit cost reductions 
without reducing quality are 

• Output-Based Funding for Hospitals 

• Patient and Product Costing (Unit Costing) 

Output-based funding provides the incentive and unit (patient and product) 
costing empowers decision makers with the ability to affect change. 

Costing information also empowers decision makers to provide credible evidence 
when funding is insufficient or inappropriate. 
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Figure 5 
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Output-Based Funding for Hospitals 

What IS Output-Based Funding? 

Output-based funding for hospitals (also known as Casemix-based funding) 
involves funding hospitals on the basis of work done or service provided 
(outputs). That is, funding is determined by the number and type of patients 
treated and the predetermined price for those treatments. 

Hospitals have traditionally been funded using input-based funding (historical). 
This involves allocating budgets on the basis of previous expenditure with 
adjustments for inflation and additional initiatives. Possible reform strategies are 
severely limited using a historical funding method as micro-economic reform 
strategies are not able to be successfully implemented. 

What IS Casemix? 

Casemix, in its simplest form, is a tool that classifies medical treatments and 
patients into standard classes based on the nature of their diagnosis, the treatment 
required and the expected resource consumption. The most common 
classification system is the Australian National Diagnosis Related Groups (AN
DRG) system that is now the nationally accepted classification for acute in
patient hospital treatment. Classification systems are rapidly being developed for 
other treatments (eg Ambulatory, Rehabilitation, Mental Health). 

The word 'Casemix' has expanded in meaning through common use. It now is 
often used to also refer to the management strategies that utilise the information 
derived from the ability to classify patient care. 

Benefits of Casemix Classifications 

Grouping medical services into standard 'units of care' moves hospital business 
management from a situation where each patient is managed as a 'one off case to 
a situation where patients can receive definable and consistently high quality 
products and services. This allows 

• costing of individual products and patients 

• standard funding for products and patients 

(Patient Costing) 

(Output-Based Funding) 

• comparison between hospitals, divisions, products, doctors and patients 
(Efficiency Comparisons and Benchmarking) 

• a quality assurance framework to measure and improve performance 
(Quality Assurance). 
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Information to Support Clinical and Management 
Reforms 

To ensure success of output-based funding, appropriate incentive structures need 
to be put in place to encourage clinicians and managers to implement reforms that 
will lead to increased efficiency and utilisation while maintaining and improving 
the quality of services provided in NT Hospitals. The major challenge is to 
provide appropriate incentives to influence decision making by clinicians, product 
and service managers. 

Change in Management Philosophy 

The introduction of output-based funding for hospitals involves a fundamental 
shift in management philosophy, wherein the responsibility for resource 
consumption is being devolved to clinicians, product and service managers. They 
are the key decision makers in relation to the provision of products and services. 

Commonwealth Funding 

Cross border charging for interstate patient flows is currently being determined on 
the basis of output-based funding. 

The Commonwealth is progressively moving towards funding public hospitals on 
the basis of output-based funding and it is anticipated that the next Medicare 
Agreement (1998) negotiations will consider revised funding arrangements. 

It is also anticipated that output-based funding will be implemented nationally for 
community-based services over the next ten years. 
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Patient and Product Costing 

Costing Methodology 

Patient and product costing rely on information from the hospital ' s various 
information systems. The utilisation and consumption of component servic·es 
such as theatres, laboratory, imaging, nursing, allied health, and pharmacy for 
individual patients is required. 

Standard costs are used in conjunction with consumption data to allocate direct 
costs to each patient. The cost of the entire patient ' episode of care ' is then 
determined by accumulating the cost of all products and services consumed. 

Information to Support Decision Making 

The principal goal of a patient costing system is to provide accurate, relevant and 
timely cost information to clinicians, product and service managers who make 
decisions concerning resource consumption. 

Clinicians determine the 

• mix and volume of products and services ordered per patient 

• length of stay per patient 

• procedures performed per patient 

• utilisation of externally purchased consumables and equipment per patient 
( eg surgical pro thesis) 

• overall cost per patient. 

Product and Services Managers determine the 

• unit cost of intermediate products and services (resource utilisation) 

• make or buy decisions ( eg in-house production or contracts to external 
providers). 

Benefits of Patient and Product Costing 

The provision of credible and reliable costing information to clinicians, product 
and service managers is essential to gain maximum benefit in an output-based 
funding environment. 

We need to identify all costs involved in the provision of products and services 
that will allow the 'purchasers ' of those services to recognise the true costs 
involved. This will allow the purchasers of the services (clinicians) to make 
'value decisions'. This means ensuring the cost ofresources utilised is 
commensurate with the patient outcomes (ie 'medical value for money') 
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Analogy - Anatomy of a Hospital 

Figure 6 

Figure 6 shows a representation of the treatment of patients in a hospital without 
output-based funding. This external view can be described as the 'black box ' 
view. 

NT Public Hospitals - Black Box 

If viewed externally, a hospital can be considered to be a processor of patients 
who enter ' sick' and hopefully leave 'well'. Resources are consumed in 
providing the products and services required to convert the inputs (sick patients) 
to outputs (well patients). The level of funding provided to the hospital is 
determined by their previous level of resource consumption (historical funding). 

Judgements related to 'value for money' for hospital funding have very little real 
information on which to be based. 
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Figure 7 

Figure 8 

Figure 7 represents an external view of a hospital that is funded on an output 
basis. 

NT Public Hospitals - Output-Based Funding 

This situation is similar to that of Figure 6 except that the hospital's revenue is 
related to the number and type of patients treated. A 'sick patient' enters the 
hospital and receives appropriate treatment. As services are provided, the patient 
essentially accumulates costs. When the 'well' patient is discharged, the hospital 
receives revenue determined by the AN-DRG into which they are classified. 

The revenue generated by all patients will hopefully be sufficient to allow the 
hospital to continue providing services. If it does not, there is little real 
information to explain the discrepancies. 

NT Public Hospitals - Vending Machine Analogy 
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Figure 9 

Figure 8 represents the situation where clinicians guide patients through the 
hospital and make decisions related to the products and services provided. The 
clinician 'purchases' intermediate products on behalf of the patient. 

Hospital departments ('providers') offer intermediate products and services such 
as Pathology tests, X-Rays, nursing care, ward rounds and operations. These 
intermediate products in turn consume labour, materials, overheads and 
depreciation. 

Departments that are direct 'providers' include Pathology, Radiology, Pharmacy, 
Nursing and Doctors. Indirect 'providers' include Cleaning, Engineering, 
Finance, IT and Casemix. 

As the clinician 'purchases' products and services for each patient, they 
essentially accumulate a debt for which a payment will be received when they are 
discharged. Again, there is insufficient information to judge whether the payment 
will cover the accumulated debt. 

Figure 9 represents the situation where the real costs involved in providing 
products and services are examined. 

NT Public Hospitals - Vending Machine with Patient and Product Costing 

By examining all inputs (labour, materials, depreciation and indirect costs), the 
cost of all intermediate products and services can be estimated. As the patients 
are guided through the hospital system, the estimates of real costs can be 
aggregated for each patient. This allows comparisons between the total real cost 
and the revenue provided on discharge. 

Having individual patient information allows detailed analysis to be undertaken. 
Costs can be analysed in many ways including by AN-DRG, hospital, 
department, speciality, doctor and region. 

Decision makers have real information on which to base judgements and make 
decisions. 
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THS Casemix Clinical and Resource 
Management Project 

February 1996 

The THS Casemix Clinical and Resource Management Project aims to improve 
Northern Territory health outcomes through the introduction of output-based 
funding and patient costing for NT Hospitals. This is to allow clinical 
management and resource allocation decisions to be related to outputs rather than 
inputs. 

It is also designed to enable the community to get the best value for money from 
health services; that is, to allow THS to provide the most suitable mix of services 
at the best location in the most cost effective manner. 

This project will also investigate ways to ensure THS receives its fair share of 
revenue, through Commonwealth Government funding on the basis of the 
services provided. Revenue must also be recovered from other states when their 
patients are treated here and the costs of treating private patients in public 
hospitals recovered from private health funds. 

The THS Casemix Clinical and Resource Management Project has been 
developed and its implementation has been endorsed by the Departmental 
Executive. The Executive appointed a Steering Committee that is ultimately 
responsible for the delivery and accountability of the project. 

Major Component Projects 

THS Casemix Clinical and Resource Management Project consists of four major 
projects. Each of these have significant components that are also treated as 
individual projects. 

1 Casemix Classification and Funding System Development 

2 Financial Management and Patient Costing 

3 Hospital Clinical and Patient Information Systems 

4 Clinical Initiatives 
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THS Casemix Clinical and Resource Management Project 

Organisation and Management Structure 

r Health Information Tech no log;" 
Management Committee 

(HITMC) 
Chair: Katherine Henderson 

THS Casemix Clinical and Resource 
Management Project Steering 

Committee 
Chair: Graham Symom 

THS Casemix Clinical and 
Technical Reference Group 

Chair: Dr Dale Fisher 
Executive Qfficer: Diane Styant 

\.... Executive Officer: Gary Russell _,) Executive Officer: Bruce Dunn 

' I 
Project Implementation Management Team 

Senior Project Manager: Stephen Moo 
Project Managers: Adam Go/low, Gregory Moo, Carol Beaver and Dr James Jan1is 

Corporate Services Manager: Joanne Schilling 

(senior Director IT Projects L Murray Bates 

Hospital Information Analysts: Trevor Langcake, Chris Burrows 
Hospital Case111ix Project Officers: Len Scott, Bronwyn Taylor, Warren Collins, Judith 

Hutchings, Vera McMahon 

' 
Financial Management and Patient Costing 

Senior Project Manager: Gregory Moo 
Casemix Business Analyst: Stewart McDermid 

External Casemix Consultant: Dr Craig Marge ffs 
Cost ,1.ccounling Consultant: Stephen Mayes 

Patient Costing and Management Decision Support 
Olga Lukjenenko 

Jack Luchjenbroers 
Supply and Materials Management 

Mick Morrissey 
Trevor Ainsworth 

Assets Management 

Project Coordinator: Bruce Dunn 
IX!ucation and Marketing Coordinators: Jan Marlborough and Kay Cook 

Hospital Clinical and Patient 
Information Systems 

Senior Project Manager: Adam Go/low 

Hospital Information System (HIS) Upgrade 
Coralie Christie 

Pathology System 
Coralie Christie 

Nurse Rostering System 
Coralie Christie 

Pharmacy Dispensing System 
Warren De Fonseka 

I 
I 

Casemix Classification and Funding 
System Development 

Senior Project Manager: Carol Beaver 
External Policy Consultant: Kathy Eagar 

Project Officer: Dr Yuej en Zhao 
Policy Adviser: Patrick Jackson 

Policy Development: Diane Styant 

I 
Development of Funding Policy 

Carol Beaver 
Hospital Casemix Classification Systems 

Carol Beaver 
Output-Based Hospital Funding Model 

Dr Yuejen Zhao 
Extension of Casemix Classifications and Funding 

Model to Non-Hospital Services 
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Clinical Initiatives 

Project Manager: Dr James Jarvis 
Proj ect Coordinator: Bruce Dunn 

I 
Clinical Data Collections 

Dr James .Jarvis 
National Quality Indicators 

Dr James Jarvis 
Clinical Care Practices 

Dr James Jarvis 
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Impact in the Northern Territory 

The following table shows the major stakeholders of the project, their relationship to the project and the likely impact it will have on them. 

Stakeholder Relationship Impact of the project 

Patients Patients are the recipients of health services Improved access to services due to greater throughput. Reduced waiting list through 
reduction in average resource consumption per patient($ and bed days). 

Doctors Service Providers They will receive information relating to the mix and volume of products and services 
ordered for their patients which will assist them to make decisions. 

Product Managers Produce intermediate products and services They will receive information to assist them to pinpoint areas of their operations where 
eg Pathology, X-Ray, consumed by patients efficiencies can be achieved. The basis for comparisons will be benchmarking with 
Nursing, Pharmacy other hospitals around Australia. 

NT Hospitals ' Executives Responsible for Provision of Services They will have to deliver acute inpatient services at agreed prices (Output-Based 
Funding) 

THS Executive Responsible for allocation of resources and To facilitate strategic knowledge based decision making (eg statistical and economic 
purchasing of services across the health care analysis, health planning and resource allocation policy, 'make or buy' decisions - ie in-
continuum to maximise health outcomes for all house, corporatisation or out-sourcing) 
Territorians. (Funder/Purchaser) 

NT Treasury Funder of the system Provision of funding, systems and support for modified financial management practices 
( eg accrual accounting) 

NT Government Determines Policy Direction and Resourcing Increased services projected due to lower costs for services purchased. Politicians will 
Levels need to deal with the fear that the quality of services will be reduced. 
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Experience in Other States 

All States and Territories have moved to or are in the process of implementing output-based funding and patient costing for public hospitals. 
The current status is summarised in the following table. 

State or Territory Output-Based Status of Patient Status of Accrual Impacts 
Funding Costing Accounting 
(year) 

Victoria Direct Funding all implemented statewide implemented statewide Throughput increased by 9% 
public hospitals 7% reduction in total costs (93/94 financial year) 
1993/94 

South Australia Direct Funding all implemented statewide implemented statewide Throughput increased by 6% 
public hospitals 4.7% reduction in non-medical costs (94/95 financial year) 
1994/95 

Western Australia Purchaser or Provider implemented statewide currently implementing Commenced July 1995 
Model 1995/96 

Australian Capital Direct Funding implemented implemented Commenced July 1995 
Territory 1995/96 1994/95 1994/95 

Queensland Regional Health being piloted in several planning stage Commenced January 1995 
Funding Model hospitals 

1 January 95 

New South Wales New Area Health Implementation implemented statewide Forecast budget saving of $100 Mover 3 years 
Funding Model to be commenced 1994/95 New funding model to be introduced from l January 1996. 

implemented from 
1 January 1996 
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Victorian Experience 

Victoria' s Department of Health and Community Services introduced output
based funding to hospitals in the 1993/1994 financial year. They introduced this 
form of funding in conjunction with severe budget cuts. It is claimed that the 
health system contended with difficulties remarkably well in the circumstances. 
They implemented new systems, reduced staff, restructured their organisations, 
revised practices, made efficiency gains, and at the same time, sustained their 
services and increased throughput. 

The following productivity gains have been observed. 

• A 9% increase in patient throughput was funded through unit cost 
reductions of 7% 

• Total staff reduced by 9% 

• Reduction in average length of stay of 4.35% 

• Overall reduction of 12% in waiting lists and the virtual elimination of the 
Category 1 waiting list (patients requiring urgent treatment). 

South Australian Experience 

South Australia implemented direct Casemix funding of public hospitals from 1 
July 1994 and like Victoria, it was introduced in an environment of global budget 
cuts. In the first full year, there have been significant efficiency gains and 
increased patient throughput. 

The following productivity gains have been achieved. 

• A 6% increase in patient throughput funded through unit cost reductions 

• Non-medical unit costs for inpatients reduced by 4.7% 

• Reduction in average length of stay of 6.7% 

• Overall reduction of 15% in Category 1 waiting lists. 
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Further Information 

For further information related to output-based funding , patient costing and the 
THS Casemix Clinical and Resource Management Project, please contact any of 
the following officers. 

Stephen Moo 
Senior Project Manager - THS Casemix Clinical and Resource 
Management Project 

Carol Beaver 
Senior Project Manager - Casemix Classification and Funding 
System Development 

Adam Gollow 
Senior Project Manager - Hospital Clinical and Patient 
Information Systems 

Gregory Moo 
Senior Project Manager - Financial Management and Patient 
Costing 

Dr Jam es Jarvis 
Project Manager - Clinical Initiatives 

Bruce Dunn 
Project Coordinator- THS Casemix Clinical and Resource 
Management Project 

Jan Marlborough 
Education and Marketing Coordinator - Business Information 
Management 

Kay Cook 
Education and Marketing Coordinator - Business Information 
Management 
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