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Abstract

A reform agenda for the 2009 AHCA re-negotiatiomoiwes two areas. Firstly, the integration of ecaimand
clinical evidence and Clinical Practice Guidelinat clinical practice using National Health and dital
Research Council (NHMRC) and international methoggland the introduction of a new national program.
Secondly, the reforms can improve the equity ofARECA formulae and index using risk adjustment ligra
funding with health need. Both reforms build on cssful Victorian initiatives, including risk adjosent
reforms of casemix funding and implementation o$tceffective evidence based practice across twgelar
hospital networks, Bayside Health and Western Hedlhe reforms incorporate the views of nationall an
international stakeholders obtained in severalrmferaluring 2006, 2007 and 2008. They also addheskay
imperatives of the National Health and Hospital§oRe Commission identified in 2008 and integrateitth
performance indicators and benchmarks.

Equity can be achieved through risk (severity) sijient of the formula and index by using eithergdi@stic

Cost Group — Hierarchical Condition Categories (BBCGC) relative risk scores or Diagnostic Relatedupr
(DRG) cost weights. AHCA formulae changes for &tspiecific or national risk adjusted weighted papah

factors can assess changes in health status lndggex over time nationally or by State. Diffeemnbetween
the population weights in the current AHCA and thasing risk adjustment, and their impact on fagdcan

be analysed. One risk adjustment option considsksadjusting the base year population weights .ofhe

current AHCA only uses the national base year pmr rates over the life of the AHCA for all Statand

Territories. Another option would recalculate res#tjusted population rates for agreed time intsreakr the
life of the AHCA. A risk adjustment factor to therimulae should be used where there are significlaamges
in health status within and/or between states aomally over time by age and sex. This would addrthe
States concerns that have been expressed oveals&HCA negotiations to more fully align health det®

funding levels in the index.

The other reform includes a proposed new progtawidence Based Medicine (EBM) and Clinical Praeti
Guideline implementation’which could be implemented by either a new Schettuthe AHCA or could be
funded through the newHealth and Hospitals Fund. This reform would enable the implementation lad t
recommendations of the 2007 national seminar s#rgssons on integrating economic and clinical evide
into clinical practice” to roll out such Victorian methodology Austeailvide. These seminars, in all States
and Territories and New Zealand, were sponsordthdyustralian Health Care Association and the \&fasn
and Childrens’ Hospital Australasia. Other Staferra synergies could also be integrated in the neatd the
proposed Centres to be established, such a€lthieal Network Evidence Based Practiaead Redesigning
Hospital CarePrograms in Victoria.

This new EBM program antte risk adjustment reforms could be more fullysidared at the second stage of

COAG reform at the December 2008 meeting of theddat Healthcare Agreement as part of the broader
Specific Purpose Payment (SPP) financial framewoilhe risk adjustment reforms could be more fully

developed by the third stage when the NHHRC repbrfune 2009 is available and COAG considers
additional longer term health reforms to be implated as either updates in the National Health care
agreements or as new National Partnerships (NReewnts over time.



Introduction

The aim of this paper is to address reforms forréiaegotiation of the Australian Health Care Agneats
(AHCA) which have funded the basis of federal goweent payments to the States over the past twesarsy
The reform agenda embraces two important areastefeist to governments in Australia and internatiign
This includes risk (severity) adjustment of the AA@rmulae including the index to increase equihda
achieve a closer alignment between health need fanding levels. Secondly, the reforms involve the
integration of Evidence Based Medicine into clihioeactice to improve cost effectiveness of seryoavision
Australia-wide. This reform integrates the Natiofddalth and Hospitals Reform Commission’s (NHHRC)
performance indicators and targets recently prepdoe Council of Australian Governments (COAG)
(NHHRC, 2008).

The reforms build upon successful implementatiorihef reforms in Victoria in both of these aread his
includes initiatives at hospital networks to tratsl economic and clinical evidence into clinicahqtice
guidelines and clinical practice, resulting in siggant improvements in quality, health outcomesd an
efficiencies as measured by reductions in readomssideaths, adverse events, length of stay astb co
(Antioch, Chapman and Elliot et al 2001, Australldealth Care Association, 2007d, Western Healtlp620
Antioch, Jennings and Botti et al 2002). The Ads&traHealth Care Association (AHA) and Womens and
Childrens’ Hospital Australasia sponsored natigm&sentations in all Australian States and Terasand
New Zealand during 2007 to spearhead the applitatfidhe methodology nation-wide in the contextoé
renegotiations of the AHCA.

The risk adjustment reforms of the AHCA build upgmevious financing reforms in Victoria to improtie
payment systems used by government funding agetwiesid hospitals using prospective payment foemul
while appropriately reflecting variations in coatsd severity across hospitals and patients udsig(severity)
adjustment of the AR-DRGs. These reforms were $pealed by the Victorian Government’s Risk Adjustmen
Working Group (RAWG) from 2002 to 2005 involvingthogovernment and hospital industry representatives
in consultation with international experts (Antiodtlis and Gillett et al 2007). The reforms buipon the
analyses developed by Antioch and Walsh (2000, 2@0B4a, 2004b) which were used in negotiations
between Bayside Health and the Victorian Departm@intHuman Services for funding under casemix
arrangements.

Over the life of the RAWG, which was chaired by Kathryn Antioch, the Victoria government implememte
new risk adjustment reforms initiatives into thaifing and Development Grant aimed to compensatdieg
hospitals for treating more complex patients iresiedd AR-DRGs (Antioch, Ellis and Gillett et al 200 The
Victorian Public Hospitals and Mental Health SerescPolicy and Funding Guidelines 2008-2008ilt upon
RAWG's work, with a refined AR-DRG complexity forfae for the Training and Development Grants, based
on the distribution of the complex Weighted InlEquivalent Separations (WIES) across hospitalst@vian
Department of Human Services, 2008)Further, several policy options were formulatgd Antioch et al
(2007) to impact on negotiations between the Demamt of Human Services and Victorian Treasury
Department for State-wide funding negotiations.

The risk adjustment reforms of the AHCA in thisreunt paper, build upon the work of RAWG and thdiear
policy options for the AHCA heralded by Antioch avélsh (2004 pg 108) and Antioch (2003b) and am t
extend the application of risk adjustment at thBonal level using either the AR-DRG classification the
Diagnostic Cost Groups—Hierachical Condition Catego(DCG-HCCs). The DCG-HCCs were calibrated in
Victoria as part of the work of the RAWG and denteoeted superior capacity to explain patient seyergk
using Australian diagnoses data (Antioch, et al720@ith potential for calibration Australia-wide.

Section 1 of this paper discusses the work of tagoNal Health and Hospitals Reform Commissionuduig

the accountability and performance benchmark parpafsthe AHCA and associated principles. Section 2
covers the recent decisions of the COAG meetingmgMarch and July 2008, which impact on the AHCA.
Section 3 and 4 discusses the AHCA reforms proposéais paper relating to the Evidence Based Madic
and Risk Adjustment reforms of the formulae.

! See Antioch, Ellis and Gillett et al's (2007, 2§0-201) Policy Funding Option # 3 for calculatimina Risk (Severity)
Adjusted Training and Development Grant which westructive and also the (then) arrangements inired over the life
of RAWG on page 198 of Antioch et al (2007).
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Section 3 commences with a discussion of the pexpésidence Based Medicine reforms of the AH@Ach

build upon the Victorian reforms to translate eaoimand clinical evidence into clinical practi@nd how this
could be administratively built into the governamemciples of the AHCA. It could involve a similapproach
to that in the current AHCA for the “Pathways HoRmgram” in Schedule B of the AHCA. Alternativetiie

newly announce#fiealth and Hospitals Fundould be a potential funding mechanism.

It would involve a capital funding and service astructure scheme to facilitate improvements ivices
involved in the translation of economic and clihieaidence and clinical practice guidelines intinichl
practice in hospitals and also the broader commuaigjed care, chronic disease management and genera
practice. The translation of such evidence intoicdl CPGs and clinical practice is a key challebgsetting
health systems internationally.

Section 4 addresses the risk adjustment reforniseoAHCA. It provides an overview of the key compots

of the AHCA and details of how the formulae of ldCA could be risk adjusted on either a natiorradtate
basis. The use of either the DCG-HCC and AR-DR@ssdification systems and the associated relatbkeand
cost weight scores are discussed. The proposegsasatover the changes in relative health statutheof
population by state or nationally over time and ithplications of these changes for funding leveta\a vis
the actual funding under the current AHCA. Suchlys®s would provide insights into the desirabilitfy
integrating the risk adjustment formulae into thd@A and could be considered within the three staferm
agenda specified by COAG (Rudd, 2008). Given ibst gveights are available nationally for the AR-DRG
system through the cost weight study, it is enwaslathat the analyses could be achievable duriagithe
period; perhaps more quickly than an analyses basdle DCG-HCCs. The national cost data could s u
to calibrate the DCG-HCCs and in time for COAG’sBdistage of the health funding reform when the NRGH
report of June 2009 is available and COAG will ades additional longer term health reform to be
implemented either as updates to the National Healire Agreement or as new NP agreements over time
(Rudd, 2008). We turn to the discussion of the NKIHR

1. National Health and Hospitals Reform Commission

In addressing reforms for the new AHCA, the Ref@ommission endeavored to identify what changes and
investments are required to enhance health promatnal wellness and to make the health care systam w
better for those who need it. The Commissiontifled twelve critical challenges. These includesihg the
gap in indigenous health status, investing in pméea, ensuring a healthy start, redesigning carehfose with
chronic and complex conditions, recognising theltheaeeds of the whole person, ensuring timely hakp
access, caring for and respecting the needs ofi@edphe end of life; promoting improved safetyl ajuality

of health care, improving distribution and equitabtcess to services, ensuring access on thedbamied, not
ability to pay, improving and connecting informatioo support high quality care; ensuring enoughll-we
trained health professionals and promoting research

These challenges include many areas not traditionéthin the scope of the AHCAs. Reforms requaction

by Commonwealth and state governments, public aitp sectors, hospital and community servicesl, an
crossing traditional funding boundaries such as Birarmaceutical Benefits Scheme (PBS) and Medical
Benefits Scheme (MBS). Leaders of reforms shousalenthat their proposals are consistent with tbpgsed
reform design and governance principles and willedimprovements that address the critical chabsn@he
Reform Commission has used these challenges téogetresir performance benchmarks (NHHRC, 2008).

Towards clearer accountability by governments for lealth services

The Reform Commission’s initial task is the devetgmt of performance benchmarks for the AHCAs. The
Commission believes that the next AHCAs should beuathe Commonwealth and states jointly sharing
responsibility for the health system. The use effgrmance benchmarks means that accountability for
particular health services must be attributed theeithe Commonwealth or state governments, butbati

2 There are currently State government initiatives tould be consolidated under these reforms #fictoria, the
Clinical Network Evidence Based Practigaitiatives and th&kedesigning Hospital Care Prograrfiictorian DHS,
2008). The further integration obst effectiveness eviderinto Clinical Practice Guidelines and clinical giae along
the lines of NHMRC'’s methodologies (NHMRC, 19990Ra, 2000b 2001; Antioch et al 2002), NICS andhttoadening
of synergies State and Australia-wide could potdigtenhance current State level initiatives.
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governments. There cannot be financial or politocasequences if accountability for non-perforngaiscnot
able to be attributed.

Meeting benchmarks by both levels of governmentkhaifacilitated if there is greater collaboratiand joint
planning. The Commission formed preliminary vieasout the level of government that is best placed t
improve performance in particular areas. Statwegoments should have clear responsibility and
accountability for public hospital services, meritahlth, public health, and maternal and child thesérvices.
The Commonwealth’s accountability should relateatged care, all primary health care services and
prevention. The Commission has assigned respahgiaild accountability to the Commonwealth Governtne
for prevention and Indigenous health on the basiseoneed for national leadership (NHHRC, 2008).

The Commission is not suggesting an immediate fieangf functions between governments where they
currently differ. The accountable government does have to be directly involved in service delivemd
there are likely to be advantages in retaining chigeovision of services by public, private and rgmvernment
agencies.

The Commission has signaled the desirable direatfothe Commonwealth taking a more active role in
primary health in moving beyond general practicalted health, district nursing, community mentaalth
services and community health services. Investrimeptimary health care infrastructure is requiredth the
Commonwealth trying to address this through GPeBulinic establishment. State governments have
established programs such as GP Plus in SouthalastHealthOne in NSW and Primary Care Partnessimp
Victoria. However, the Commission notes that thereo integrated plan for the development, resogrand
networking of state-based primary health serviggmeral practice and other private or non-governmen
primary health services.

The Commonwealth Government could lead, and beuatable for, all primary health care servicesis lthe
major funder, including general practice through Mhedicare Benefits Scheme (MBS), and of alliedthesand
other community-based ancillary services throughphvate health insurance rebate. Recently, egeshas
been extended to payments under the MBS using tharieed Primary Care, to cover almost all regster
professionals in caring for chronic and complexedse. The Commission’s allocation of accountadslifor
other health services is based on factors includiveg government with existing major responsibilégd
experience, and/or the need for identified natidemdlership (NHHRC, 2008).

Commission’s Governance principles

The Commission has indicated that the health systesnld be further planned and monitored to redgon
changing demographics and health needs, cliniGdtiges and broad societal influences. There ghbal
effective systems of clinical governance for qyaihd safety at all levels and a culture that pramadhis.
There should be open, transparent reporting aretracal culture in dealing with adverse events takiss and
near misses. Effective organisational systems regeired to achieve these objectives along withlipu
accountability for the whole system.

Resources should flow effectively to the point ddire; with accountability requirements efficiently
implemented. ‘Funding mechanisms should reward best practice eteodf care, rather than models of care
being inappropriately driven by funding mechanisrisinding systems should promote continuity of edtk
common eligibility and access requirements to ayoaram silos in the systefNHHRC, 2008). The use of
public and private resources should be balancededfiedtive. New technologies should be implemented
promptly and equitably when found to be cost effect Access in rural and remote access shouldnpeoved

on a cost effective basis through improved techyiek

Reform, improvement and innovation are ongoing.e Tiealth system should foster innovation, reseanth
sharing of practices shown to be effective to imprepecific services along with the health of alis&kalians.
This can be facilitated by audits, quality feedbdaéps, and ‘Plan, Do, Study, Act’ cycles, suppdrtey
information and communication technologies. Thetiocmum of basic science to clinical and healttvises
research will underpin this and needs to be emlzkdde

The decisions governments, other funders and peavithake in managing our health care system should
become more transparent with greater accountabilihe responsibilities of the Commonwealth andestat
governments, private and non-government sectorgldgladl be clearly delineated. When expectatiores raot
met, the accountability should be evident. Accabitity extends to individual health services arshlth
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professionals. Australians are entitled to regudgorts on the status, quality and performancihethealth
care system, both public and private, ranging actbe spectrum from primary to tertiary care andbeal,
state and national levels. Public participatioimportant to ensuring a viable, responsive andatiffe health
care system (NHHRC, 2008).

Context for the AHCA performance benchmark work

There are several bodies in Australia that willdhavarge influence on the form of the next AHCASOAG
has agreed to consolidate specific purpose paymétiighe creation of a single national agreememhealth,
covering Commonwealth health payments to the stafBEsis is likely to result in broad banding intoet
AHCAs of several health agreements such as theidPtiglalth Outcome Funding Agreements (PHOFAS).
Performance benchmarks in the next generation d€ Asitherefore need to encompass health servicembey
public hospitals.

Heads of Treasury are working on National Partnpralrangements that will contain incentives foiorm

and a set of matching milestones and benchmarlksforfhance benchmarks will likely evolve over titioe
match agreed reform priorities. Health Ministeesre agreed on the need foeciprocal public performance
reporting’, involving performance measures across the healgtem such as hospitals, GPs and other health
services. Performance benchmarks will therefoetinte extend beyond the services that are fundedigh

the new AHCASs, such as public hospitals and pubbkalth, to other services such as primary care and
Indigenous health that are funded outside the AH®%sCommonwealth and state governments, either
individually or jointly.

Health Ministers commissioned the Australian losgét of Health and Welfare (AIHW) to advise about
indicators for the next AHCAs. The Institute wagpected to provide its final suite of proposed dadiors to
Health Ministers by the end of June 2008. The Casion has been working closely with the Instittde
ensure that the parallel work on performance beracks and indicators is aligned. Rather than foquei the
framework of the existing AHCA, the Commission itiBed critical principals and the challenges thatl
need to be resolved. The twelve challenges shbeldhe organizing domains against which performance
benchmarks are developed and they should evolvmmdet emerging challenges. The Commission has
developed guiding criteria that explicitly identitg approach to the development of performancelmarks
and performance benchmarks for intergovernmermgablidsions on the AHCAs.

The Commonwealth’s declining share of public hadpfunding has implications for the level at which
performance benchmarks can be reasonably set. fHbes sshould have the necessary recurrent service
provision adequately funded by both the state aochi@onwealth governments to meet these benchmarks.
Growth of primary care services, complex care aggtlecare will require an increasing investmentrisuee a
balance of care across settings, to avoid unnegeksapitalizations and strengthen ‘person-centerack at
home or in the local community. An allocation ofoarces to prevention and wellness activitiesge ékely

to be required (NHHRC, 2008).

Guiding criteria for the development and use of pdiormance benchmarks

The guiding criteria relate primarily to the devmiwent of performance benchmarks for government&ngi
their potential use in the AHCAs. Comparable bematks should be developed for both public and peiva
hospitals with, accountability in the public sectoascading’ down to individual health service ages and
providers. The criteria that the Reform Commisgi@veloped on setting and using performance bendtsmar
include:

1. Clear distinction between performance indicatbasgets and performance benchmarks

The Reform Commission distinguishes between thyeestof measures:

« Performance indicators thdtack’ changes in health status even if there are naotifal targets or
clear accountabilities;

* Some performance indicators may have assoctatgétsthat can measure performance or set quality
improvement goals;

« Benchmarks are a subset of suelngets where performance against the target has acduilityta
consequences, which are usually financial (NHHRID&.
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The current AHCA has performance indicators, suctha share of public hospitals that are accredited
the cost per casemix adjusted separation in phblpitals. The Agreement is essentially silenthentargets,
or expected standards of performance against thed#zators. For some of the performance indicatbis
unclear whether an increase or decrease in theaitudirepresents improved performance. With regaurtie
public hospital cost per casemix adjusted separasibould all states be required to reduce thestscto the
level of South Australia, which is approximately, 33 for each treated public hospital patient? &@e,higher
costs such as in NSW at over $3800 for each phblspital patient preferred? In the absence oktarfpr the
indicators in the current AHCAs, there are alsofimancial consequences associated with not aclgevin
benchmark levels of performance (NHHRC, 2008).

The Commission believes that there is a clear comemit by all governments to introduce better actathifity

through greater use of targets and benchmarks sathheswhole health system, not just public hospitahe
Commission’s work will be complemented by the beragnge of indicators being developed by the AlFwW
Health Ministers by June 2008. There will alsoabeontinuing need for indicators to track perforoeum

depth on particular issues such as efforts in implging preventive health care, mental health addyénous
health (NHHRC, 2008).

2. Reciprocal accountabilities and benchmarks émgavernments

Under the current AHCA, accountabilities fall onbyn state governments, with no mutual obligations or
responsibilities on the Commonwealth governmentthar health services it directly funds. Consisteith
Health Ministers’ decision of 29 February, 2008 tGemmission has developed benchmarks involving
reciprocity, given they include indicators which asare performance of state public hospital servatesg
with services for which the Commonwealth has ppatfunding responsibility.

Reciprocal accountabilities impose challengesaiorAgreement that principally involves the flow fahds

from the Commonwealth to states. Design of fimgnocentives on the Commonwealth, or accountgbili
consequences for weaker performance, becomes epmpPerhaps consequences are best achieved by the
Commonwealth becoming responsible in full for cpstisit may provide additional payments to the edtat
linked to its weaker performance.

Accountability consequences for reduced performagzénst the benchmarks should be a key agenddarem
the negotiation of the next generation of AHCA%Accountability consequences can be structured inyma
ways, including financial consequences such asin@s, bonuses or penalties. There are severas wa
which incentives could be structured, although@oenmission at this stage has not recommended duispr
design of how financial incentives might be strueth However, the Commission is clear thahe.next
generation of AHCAs must move well beyond the ntisguation of indicators that are ‘toothless tige—
lacking genuine accountability, with many not bejmgplicly reported and no consequences (financial o
otherwise) for poor performancé@\HHRC, 2008).

3. Indicators that are ‘fit for purpose’ and suiitet audience

Indicators can be used for either performance wadebility, with associated targets and financiahises or
penalties, or for quality improvement where theufds on increasing reporting. Attaching perfornganc
benchmarks to some quality improvement indicatbmsyever, can have perverse incentives such as -under
reporting of complaints.

4. Access to regular public reporting on perforroarf health services and health status

State governments would be responsible for regrdaprting against agreed ‘performance indicators (o
tracking indicators)’ for public hospitals, incind at a whole of state level, geographic areaividdal
hospitals, and for specific populations. The Camwealth would be responsible for reporting agaitsst
accountabilities, including state, local, agencyd aspecific populations. Hence, indicators, and esom
benchmarks, could be disaggregated to show perfarentor particular populations such as Indigenousal
and remote, low socioeconomic status, and in Spdaitilities such as waiting time in hospitals.



5. Other important criteria

Other criteria identified by the Commission inclutthe careful selection of a high-value set of penfance
indicators and benchmarks; the value of patierglle@ata in measuring the patient journey; perforgean
benchmarks and indicators that evolve over timelsmthmarks set at levels to encourage real imprene

Proposed performance benchmarks

The summary table in Appendix 1 identifies the Cadssion’'s proposed performance indicators and
benchmarks and is organized around the twelve arfigdls. For each challenge the Commission ideshtifie
indicators and, in around one quarter of them,absociated benchmarks at the Commission’s Appe@dix
Each benchmark would have accountability conseqsgnwhich for most would be financial. The re-
negotiation of AHCAs would specify the financiabnsequence. The benchmarks are generally well-
established historically. Some, such as an agre@dnal survey of patient experience and heaihacy, need

to be developed. The emphasis on performance sig@nchmarks presupposes a capacity to trackdjnsta
policies and strategies in the light of feedbadkformation technology and inter-operable systenils bve
important. These benchmarks and performance itwigaare included in the following proposed reform
agenda (NHHRC, 2008).

2. Council of Australian Governments (COAG) imperatves for the AHCA and reform
2.1 COAG's reform agenda on health and hospitals:

The Commonwealth agreed, on health and hospitathea2f' meeting of COAG in Adelaide on 26 March,
2008 to commit $1 billion to relieve pressure f@08-09 on public hospitals. This $1 billion is mageof the
indexation of the previous Commonwealth allocafimn2007-08 plus a further $500 million in additadmew
money. Overall this means an increase in Commoniwvéahding for public hospitals for 2008-09 of 1(&r
cent. This decision reverses the national trendashmonwealth cutbacks to hospital funding overghst five
years. COAG also agreed:

« that in developing the new health care agreemaretivould be a review of the indexation formulas fo
the years ahead. COAG also agreed that the newahast Health Agreement should move to a proper
long-term share of Commonwealth funding for theljguospital system.

» that the new health care agreement would be signBdcember 2008 with a commencement date for the
new funding arrangements of 1 July 2009.

» for jurisdictions to move to a more nationally-cistesnt approach to activity-based funding for seesi
provided in public hospitals — but one which alsfiects the Community Service Obligations requifed
the maintenance of small and regional hospitalisesv

* to the introduction of a national registration awtreditation system for health professionals aepssto
address health workforce skills shortages (Rud@820

2.2 The new reform framework

COAG agreed on the key elements of new Intergoventah Agreement on Commonwealth-State financial
arrangements, which will be finalised by the end26D8 following extensive work on outputs, outcomes
reforms, performance indicators and funding arrareggs.

The new framework involves significant rationalipat of SPPs, mainly through combining many into a
smaller number of new national SPP agreementspuiith reduction in total Commonwealth funding. Til
reduce 92 SPPs to five or six new national agre&miam delivery of core government services inahgdi
health, affordable housing, early childhood andostd) vocational education and training, and diggbi
services (Rudd, 2008).

For all new arrangements, a new performance aresas®ent framework will be developed to supportipubl
reporting against performance measures and milestdrunding for, and the details of, the new agestsn
will be negotiated over the year, with the finatelrgovernmental Agreement to be considered by COAG
December 2008.
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To enhance accountability and promote reform, COdgeeed to a new and expanded role for the COAG
Reform Council (CRC). Whemequested by COAG, the CRC will report to the PriMaister on the
publication of nationally-comparable performancéiimation for all jurisdictions in relation to inddual
national SPPs and the independent assessmentdetgmained milestones and performance benchmader un
the proposed NP arrangements. It will also be msipte for monitoring the aggregate pace of agtiuit
COAG's agreed reform agenda.

2.3 Implementing commitments and driving further reforms
COAG also agreed to the implementation of healfbrne in three stages.

« The first stage involves immediate action on HeaWrorkforce Registration and transitional
arrangements for the current healthcare agreermbate lay the foundation for longer term reform of
the health system.

* The second stage involves COAG consideration aDisxgember 2008 meeting of the new National
Healthcare Agreement as part of the broader SP&h€ia Framework. There will also be potential NP
payments for medium-term health reform from Jul920

* In the third stage, when the National Health andpitals Reform Commission (NHHRC) report of
June 2009 is available, COAG will consider addiiblonger term health reform to be implemented
either as updates to the National Healthcare Ages¢rar as new NP agreements over time (Rudd,
2008).

24 COAG meeting of July 2008

The COAG meeting of 3 July 2008, discussed the mieform of hospitals including the primary careeifiace
and activity based funding (COAG, 2008). Thesermatowill be further developed at the COAG 2 Octobe
2008 meeting. The July 2008 meeting noted thamirgry statements of objectives, outcomes, ostpnd
performance measures for the new funding agreemeapsared for Health and Ageing and other portfolitn
October 2008 COAG will be considering the proposggbroach for the new COAG Intergovernmental
agreement on financial relations together withaftdor each SPP and proposals for new Partnepsyments.

In December 2008 COAG will finalise funding arrangmts as part of setting the new intergovernmental
agreement on financial relations.

COAG also agreed to the new performance and reygoftamework developed by the Ministerial Counotl f
Commonwealth-State Financial relations to enhare gublic accountability of governments within the
funding arrangements. The new national health agreements will allow jurisdictions to move to dioaally
consistent approach for activity based fundingsinvices provided in public hospitals (COAG, 2008).

COAG will be assisted by the NHHRC on performaneadhhmarks and a longer term health reform plah wit
long term views due by June 2009. The governmeihtestablish a Health and Hospitals Fund for inwesit
on health facilities, including renewal and refgtibhent of hospitals, medical technology, equipragit major
medical research facilities and projects. Initiavgrnment contributions will be $10b from the 2@# -and
2008-09 budget surpluses once realized. Capitakamings of the fund will be fully drawn down ouéne,
once specific projects are identified. Drawdowrant the fund will not occur before 2009-10 (Austaal
Government, 2008a).

Where funds are used to finance capital projects thie states through th#ealth and Hospitals Funddhey
will be funded through a new COAG Reform fund. Theform fund will also distribute funding providéa
future budgets to States for recurrent expenditnr@areas of COAG reforms through the New National
Partnerships Payments (Australian Government, 2008b

The reforms outlined below can be easily integrated these reform stages and associated time dnes
integrate the performance indicators and benchmatksady identified by the NHHRC (2008). Such
benchmarks are particularly relevant to the refoomsmplementing Evidence Based Medicine below. iisie
adjustment methodology impacting on the formulag imlex can be considered during the second stage a
also, if necessary, during the third stage as armpial longer term health reform given they caneptally
involve updates to the formulae.
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3. AHCA Reforms: Implementing cost effective Evidene Based Medicine and a formula with

equity

3.1 Overview

There are two key reforms included in this papeictvialso link to the governance principles highleghby the
Reform Commission. They relate to a new, improvégk (or severity) adjusted formula that includesajer
transparency in funding allocations to the Stateth funding linked more fully to health need Awgdita-wide.
This would hold significant implications for thedex in the AHCA and impact on the changes of atiooa
over time, along with inter-state variations basadhe health need of the populations they service.

The reforms also relate to the new arrangemeatsatiidress funding mechanisms that encourage taesice
models of care utilizing both economic and cliniealidence, together with Clinical Practice Guidetin
(CPGs). Attempts in Australia have successfullyorporated such evidence into CPGs and into clinical
practice in Victorian hospital networks includingygide Health and Western Health involving six fiads

the Alfred, Sandringham, Caulfield, Western, Sumshand Williamstown (Antioch et al 2002, Antiochadt
2001, Alfred Medical Research and Education PreqiAMREP) 2003 and 2004, Antioch and Walsh, 2007,
Australian Health Care Association, 2007d, pg 7e HAifred, 2000, 2001, 2002). An overview is outtine
below.

3.2 Evidence Based Medicine and Clinical Practice Guidme implementation: Applying National
Health and Medical Research Council (NHMRC) methodtmgy

The approach used at the six hospitals of Baysithl and Western Health in Victoria, identifiedrakents of
best practice in applying economic and clinicablevice and clinical guidelines and change managessrégs.

It is based on the excellent toolkits on Clinicah®®ice Guideline (CPG) development, implementatod
evaluation by the NHMRC (1999, 2000a, 2000b, 20algng with methodological insights gleaned from an
international study tour to the Institute of Medi¢achnology Assessment (IMTA) at Erasmus Univgrsithe
Netherlands (The Alfred, 1999). A key imperativetioé strategic plan of the NHMRC is the need tdlifate

the effective translation of best practice evideinte clinical practice.

The reform work has been further facilitated by tihéernational collaboration, includingnter alia, a
collaborative of health economists world-wide, edlithe Guidelines and Economists Network Internatio
(GENI) which was established to work with hosgitajovernments, hospital associations and othek pea
bodies such as the OECD, WHO and World Bank is déinéa. Details of the Terms of Reference for G&il
outlined in Guidelines and Economists Network iné&ional (2008)

The work in Victoria has been presented nationall2007 by Antioch (2007a) via half day seminargvuery
State and Territory sponsored by the AustralianltHeGare Association and the Womens’ & Childrens’
Hospital Australasia in the context of the Renegymin of the AHCA (Australian Health Care Assoidat
2007a, 2007b, 2007c, 2007d; Womens Hospital Awstial 2007, Royal College of Nursing Australia, 200

The work that extended over a ten year period le@s lassociated with significant improvements inligua
outcomes and improved efficiency as reflected iductions in per patient cost by DRG, reduction in
readmissions, adverse events length of stay arttisiea

The Australian Health Care Association highlightieat this topic is highly relevant to the clinieald business
programs of all health facilities in both publicdaprivate sectors. Several stakeholders have fahthis as a
critical issue in the lead-up to the re-negotiatminthe Australian Health Care Agreements. Iraégg
economic and clinical evidence into Clinical PreetiGuidelines and clinical practice entails majbarge
management processes. Directing key committeequeaging local ownership of the process, training a
involving staff in the methodological approach avluating the process are central (Australian tHe@hare
Association, 2007a, 2007b and 2007d)

The national seminars sponsored by the AustraliaaltH Care Association and the Womens & Childrens’
Hospital Australasia reported on the Australianegignce from two major hospital networks (healttviees)

in Victoria, Australia. This includes six hospitalad has covered a broad range of over 34 surgreadjcal
and rehabilitation CPGs. A similar internatiosaiminar was spearheaded in Europe at the EuropealthH
Economists Conference, 2006 (Antioch, 2006) piiothe Australian and New Zealand national presiemtst

3 http://www.echeroma2008.eu/pre-conference/guidslinala_1.php
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A synthesis of the results of the National seminafeng with the Victorian work was presented a th
International Health Economists Association Confeesin Denmark (Antioch and Walsh, 2007).

The national seminars covered the methodologicales in applying health economics and clinical
effectiveness evidence in developing and implemgntlinical practice guidelines in hospitals thrbugiinical
pathways, protocols (ie algorithms) and managenpdarts. They also addressed change management and
clinical governance processes used successfulljinMitomplex organizations such as hospitals ant thi¢
medical profession. The advantages of various tygedinical governance models implemented acrass s
hospitals were explored along with the establishtroéthe Guidelines and Economists Network Inteometl
(GENI) (Royal College of Nursing Australia, 2007)

The national Australian and New Zealand seminarge wealuated by participants , with over 70% téradees
grading the seminars as excellent or good (Womerspithls Australasia, 2007, pg 14)

One recommendation that emerged from the natioealirmars was the key imperative to roll out the
methodology and approach Australia wide (Australbaalth Care Association, 2007d pg7). The new AHCA
could provide the ideal opportunity and framewonrk Wehich appropriate governance models, staffing and
capital developments could be encouraged and wtocid effectively build on the work underway in kac
state.

The proposed AHCA reform initiative is designedlde synergistic and would not duplicate the current
initiatives. Rather, it would provide the impetwsrapidly enable the development and implementatiothe
key principles articulated by the Reform Comnuasi

The initiative involves a key funding mechanismtth@uld reward best practice models of care andnpte
continuity of care, and facilitate the prompt imtugtion of new technologies when found to be céfstegve.

It also addresses the safety and quality featofréise clinical governance and the promotion ofeffiective
culture that would be more open and transparepgrting and dealing with adverse events, mistakesnear
misses. It would assist work at the State levebbgties such as the Victorian Quality Council, NSWhiCal

Excellence Council, and nationally the NICS of NHMIR

It includes clear accountability to health serviaes health professional and facilitates the reg@porting of
health status, quality and performance of the heate system.

The clinical governance approach and methodologyutned in Antioch, et al (2002). The variousoliits
of the National Health and Medical Research CoytNtHMRC, 1999, 2000a, 2000b, 2001) formed the bafsis
the translational approach to evidence based nmedaxross the six teaching hospitals. The evaluaésults
implicitly provide insights into the impact of ugithe NHMRC toolkits for implementation. This issdussed
below.

(a) Bayside Health

In collaboration with major partners of the Alfrédedical Research and Education Precinct (AMREPY, an
staff of the hospitals of Bayside Health (The AdfreCaulfield and Sandringham hospitals), Dr Antidetd
change management for service redevelopment, @=soand implemented translational research invglihe
integration of economic and clinical evidence i@tnical Practice Guidelines (CPGs) and clinicahgiice
across 28 areas of medicine and surgery includiaglialogy, respiratory, rehabilitation, emergency
department, surgery, renal, psychiatry, Orthopagdiascular, bioterrorism preparedness and caseerices
Achievements involved service model/patient camevelopment for 14 areas within these priority area
through the development and implementation of ClihPathways, Protocols and Management Plans (@ntio
and Walsh 2007). Key achievements were reductiofsnigth of stay, readmissions, deaths and costsofoe
DRGs evaluated (Antioch, Chapman and Elliot et @01). Importantly, the uptake of Clinical Pathways
increased significantly. The 2003 Alfred Medicals@arch and Education Precinct (AMREP) ResearchiRepo
(AMREP 2004) states that during much of 2003-Odrétwere approximately 749 patients on clinicahpalys
Bayside Health wide, which had increased by anuasting 451% relative to 2000-01 (AMREP, 2004). Mista

of the methodology for the EBM translational pracemd clinical governance and change management
approach is outlined in Antioch, Jennings and Batti al (2002) and Antioch (2003a). Very challergin
methodology used for Bioterrorism Preparedness atsie Health have been considered nationally and
internationally (Antioch, 2007c).
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There was a structure of clinical teams and EvideBased Medicine committees for each area of mesland
surgery that reported to three steering committée=ach hospital campus of Bayside Health. Thene w&o
sub-committees in 2003 that reported to the Alfstdering Committee including the Clinical Pathway
Development and Clinical Pathways Evaluation sulhodtees. They were combined in 2004 to expedite
synergies. The Alfred Steering Committee linkedthie broader co-ordination processes undertakerhéy t
Bayside Steering Committee. The reporting linesewtben to the Quality Committees of each camputhdo
CEO of Bayside Health with the final reporting ke tBoard Quality Committee of Bayside Health. Theeze

28 clinical teams and another 28 Evidence Basedidified Committees that were operational at The Alfre
since inception (Alfred Medical Research and EdoodPrecinct, 2004).

Casemix adjusted analyses by DRG for 2002-03 fabatithe coronary artery bypass surgery pathwagmat

at the Alfred when compared to non pathway patiestsued $1.8m in cost savings. LOS and readmission
were also generally lower (AMREP, 2004). The SteerCommittee overseeing the work and chaired by
Antioch (Antioch et al, 2002), addressed the ciussues of risk adjusting evaluations of clinipathways at
The Alfred. They controlled for casemix differencegthin a pathway by undertaking analyses by DRG
whereby ‘pathway’ patients are compared with a mdrgroup of non-pathway patients (Antioch et aD20
Antioch and Walsh, 2007).

The Bayside Health work also included variablest ttmay be inter-related such as length of staytscos
readmissions and mortality. They evaluated fouhways that were in use at the time of the evaloatio
including stroke, chronic heart failure, total ngplacement and fractured neck of femur — ovep#reod from
July 1999 to June 2000. Our study design involvEiSIRC Level 111-2 of evidence; that is, evidenceagisd
from a non-randomized comparative study with a oommnt control group (NHMRC, 2000, Antioch et al
2001).

Orthopedic pathways had the highest uptake — dsdsg0% for fractured neck of femur under DRG @49
and Femur procedures excluding major joint > 5hetit CCs). Uptake for total hip replacement was 3df6
DRG 404 (Hip Replacement with CCs). These analgseshospital-wide and by DRG (which can include
many principal diagnoses) and therefore in somescasderestimate the actual pathway uptake incpéati
wards using the pathways.

The Fractured Neck of Femur pathway was analyzedyusainly AN-DRG 408, AN-409 and AN-DRG 404.
For AN-DRG 408 (Hip and Femur procedures excepiomgijnt with CCs) the 15 patients (22% uptake) on
this pathway cost on average $3231 lower than frathway’ and had ALOS at 4.71 days lower.

The readmission rate of 7% was lower than for ‘pathway’ (11%). There were no deaths for ‘pathways’
compared to 8% for ‘non-pathways’.

The results were reversed for those on the sanmevpgitin DRG 409 where an additional 15 pathwayepdsi
(39% uptake) cost on average $2,182 more and halL@$ 3.37 days longer, but with no readmissions fo
pathways compared to 9% readmission rate for ntma@gy patients within this DRG. There were no death
for either the ‘pathway’ or the ‘non-pathway’ graugAntioch et al 2001). Hence, the casemix adjusted
analyses for some procedures revealed that somesDR¢Glonger length of stay relative to non-pathgiup
facilitated improved quality outcomes such as loveadmission rates. The same outcome was repantedef
DRG below where the proportion of readmissionsiced was considerable.

There were another 13 pathway patients groupifgRG 404 (Hip Replacement with CCs) representing 22%
uptake and costing on average $2,274 more thanpatmway’ patients. Pathway patients had a londed@

by 9 days but a much lower readmission rate of 8¥sus 42% for ‘non-pathway’ patients. Mortalityeratas

8% versus 4% in the non-pathway group.

For the total hip replacement pathway, the highestke was for DRG 404 (Hip Replacement with CThe

20 patients cost on average $2,861 less than ‘athways’, with a lower ALOS by 3 days. ‘Pathwaydha
50% readmission rate compared to 42% for non-patbwathis DRG. There were no deaths for the payhwa
group, but the mortality rate for the ‘non-pathwaybup was 4%. The Alfred also analyzed and pegpar
computerized variance reports. They generatedgdbteeach pathway showing the proportion of pasi¢hat
experienced a specified variance at least oncengluhieir hospitalization (Antioch, Chapman and d&llet al
2001). Clinically meaningful variance codes weegaloped for these reports, in close consultatiith genior
clinical staff.
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The variance codes are shown separately for clin@ammunity, patient/family, practitioner and st
variances. When analyzed over time, one would éxpat the proportion of variances to decline a&slback is
provided to clinical staff and as the pathways litate a better-integrated system of care. Thesa dan
therefore provide an important input into the eaéibn of pathways in addition to alerting clinicsthff of
major problems in system issues. Results of thluatians of costs, utilization, outcomes and vas@&for The
Alfred’s pathways were disseminated hospital-wide @resented to key clinical teams to facilitatiaicél
practice change and revisions of pathways (Antietla] 2001; Antioch and Walsh, 2007).

(b) Western Health

Similar change management processes were undergakérestern Health for service redevelopment and
implement translational research over the perid@52to 2006 involving the integration of economitda
clinical evidence into Clinical Practice Guideliresd clinical practice across 14 areas of mediantesurgery.
Areas included Head and Neck Cancer, Cardiologyl, INeurology, Renal, Medical Divisions, Obstetrics,
Surgery, Orthopaedics, Emergency Department. Torx was undertaken over an 18 months period with
Western Health, including Western (Footscray), 8imes and Williamstown Hospitals, Victoria. The work
encourages local ownership of the change managegmecess by nursing, allied health, physician amdeon
opinion leaders through the deliberations of chhieams. Their work is further assisted by EvideBased
Medicine Teams, Clinical Development Committees,iniChl Pathway/Guideline Co-ordinator Sub-
Committees in each Division and a Clinical Pathwdysaluation Sub-committee. The Evidence Based
Medicine work has involved fourteen areas of mewicand surgery including Stroke, Chronic Heartufalil
Nephritis, Cellulitis, Seizures, Cardiac PacemdRgslantation, Pre-eclampsia, ST elevation Acute béydial
Infarction, Non-ST elevation Acute Coronary SyndesnfUnstable Angina), Neck Dissection, Laryngectomy
Parotidectomy, Gastric lap Banding (Bariatric Suyy@nd Fractured Neck of Femur (Western Healtlog20

Key achievements involved significant service redepment in target areas, with implementation afichl

Pathways, Protocols and Management Plans in alréds achieved with notional savings of $5.1nr 4ve
months, with notable reductions in Length of Stayverse events and deaths in several Divisior@vad in

the process. The evaluations were casemix adjistéziagnosis Related Group for the areas of tediusial
research (Western Health, 2006) .

An evaluation of the work to date capturing changpestilization, costs and patient outcomes betwten
period before and after the initiatives commenosds casemix adjusted by Diagnostic Related Groups
(DRGs), and found notional cost savings of $5.1meldaon reductions in length of stay and reductions
adverse events across Divisions of Surgery, MegjdB0OGS, Aged Care and Rehabilitation, IntensiveeCa
Unit and CCVT, Women ’s and Children.

There were 84 fewer adverse events in 2005- O@ivelto 2004-05 across these Divisions. Death rates
declined in several divisions. These outstandisglte are likely to be the result of several chamg@agement
processes that have occurred at Western Healthtlowesame period, and which have acted in conaérttie
Evidence Based Medicine achievements in thesetetgeas. Some of the other initiatives that mayeh
impacted on the results include increased accewet@ath Lab for Cardiology, patients being sestier in
the Emergency Department in response to VictoriameBment 's Hospital Demand Management Initiative
program (Western Health, 2006 pg 3).

(¢ Evidence Based Medicine reforms for the AHCA

The logistical and funding framework can be inclide the AHCA to enable national roll out of inties
similar to, but not necessarily restricted to, tha$ Antioch et al (2002); Antioch et al (2001); thath and
Walsh (2007) and (AMREP 2004). The reforms agermddcalso build upon other State level reformshia t
area. In Victoria, for example, the reforms couldt@npass and expand successful frameworks impleahent
under theClinical Network Evidence Based Practicand Redesigning Hospital Care Progran(gictorian
Department of Human Services, 2008).

The AHCA funding streams could build in approgiatcentives with links to the performance indicat
developed by the Reform Commission and AIHW andldadavolve the performance indicators and
benchmarks. Conceptually the funding stream cdddsimilar and modeled on the approach used in the
current AHCA for “pathways home program”.
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The Commonwealth could provide a one off progrdéfidence Based Medicine and Clinical Practice
Guideline implementationto assist with implementing the approach natign#hrough the proposed funding
stream options in the AHCA including either a negh&lule or via the deliberations of the newly dihbd
Health and Hospitals Fundiscussed in the 2008 Australian Government BuSgeech.

The reforms would involve both recurrent and cdgitading and provide important links to the perfiamce
indicators and benchmarks by the Reform Commission.

The Reform Commission has identified a number ofgpmance indicators and benchmarks that embraasar
beyond the hospital sector. To achieve improvementkese areas, the translation of economic aimical
evidence, clinical practice guidelines into clinipsactice will be a key imperative.

These will assist in the formulation of local gqtyinstruments, which are required by reforms ® MBS such

as management plans. Underpinning improvementfaset areas will be the basic requirement, which is
currently unmet in achieving national up to dateiCl Practice Guidelines in Australia for a bragamut of
health conditions. This will assist in the use aitpcols, clinical pathways and management plans.

The proposed state level organizations to be furmethe progranfEvidence Based Medicine and clinical
practice guideline implementationivill have the potential to facilitate informatidransfer between sectors of
the health system within a state and also to peofégdback into the federal level and could embimitiative

for all sectors, not only the hospital sector. Hem turn, would work with national and internaid
developments in the field such as the NHMRC andNiggional Institute of Clinical Studies (NICS), and
organizations such as the Clinical Excellence Caaion in NSW and various state and national quality
councils. Internationally, these imperatives caik lto the type of deliberations included in the rigrof
Reference of the Guidelines and Economists Netwaotkrnational (GENI) (Guidelines and Economists
Network International GENI, 2008).

With regard to broader Chronic Disease Managem€mM), community, GP initiatives, Bielby (2007)
highlights that the complete model of care thateguired in addition to new MBS items are mechasismn
integrate Evidence Based Medicine and best practite clinical decision making via clinical infoation
systems that measure quality of care activity. Alsquired are decision support and guidelines, imiggo
information management and data exchange, intejcteonic condition self management program; figanc
systems; community based teams and consumer liskage

The proposed centres could facilitate the furtheggrated development of these aspects at thelstatle The
links between EBM, protocols and management plarthé new arrangements (MBS) needs urgent attention
and these agreement could facilitate these progagfsen the Reform Commission has emphasized figat t
Ministers have agreed on reciprocal public perforoeareporting to embrace more than hospital andiqpub
health to primary care and indigenous health.

The importance of Evidence Based Medicine techrsicuss been shown to reduce length of stay, adverse
events, readmissions and costs. Hence these iu@8amay also be expected to drive greater qualrtgt
efficiencies at the point of care across a broadugaf performance indicators, albeit in the lanigem.

(d) Implementing economic and clinical evidence ahguidelines into practice: Features of Regulation

The inclusion of this concept in Commonwealth-Stiatieding mechanisms could be similar to the current
approach used in the AHCA for "Pathways Home Prognahich is mainly related to rehabilitation (cumtky
Schedule B of the AHCA). The other approach camlalve funding through the recently establishéshlth
and Hospitals FundThe details of how the Health and Hospitals Funlll eperate are yet to be further
developed by national policy makers. The suggebteldisions in the negotiations of the AHCA through
possible new Schedule, along the lines of the Wagls Home Program’ is outlined below in the styleéhm
current Agreements. This may facilitate the implatagon of the reform agenda through either refoption

as the associated regulatory and reporting reqeinésrare identified.
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The initiative involving a new Schedule to the foofthe current AHCA. could involve a one-off paymhe
for Evidence Based Medicine and Clinical Practice dgline (CPG) Implementatioro tassist the move
nationally to a greater focus on the translationecbnomic and clinical evidence and CPGs into adihi
practice in hospitals and also the broader commuaged care, Chronic Disease Management (CDM) and
General Practice. Details of how this would berapenalised into the AHCA are outlined below.

In summary, the required capital and service itfaasure will be provided to states to enable treation of
centres involving Technology solutions, change rgangnt techniques (organisational change), andta&lin
and EBM experience in various sectors of the hdalfhistry. The State level organizations should &lgild

into their plans the capacity to link across tlenparable organization in other States and iatamally.
Importantly, the state organizations could ena&eert staff to work collaboratively with institoms such as
hospitals, aged care facilities and CDM and otleenraunity health organizations to implement bestfica
medicine at the point of care. There would be amrsible syngeries and economies of scale wheraby th
Centres can consolidate information regarding thdemce based, Information Technology solutionshsag
the Map of Medicineand very promising NSW IT systems for hospitalsniChl Practice Guidelines, EBM
translational techniques using NHMRC and otherrivdgonal methodology and organization change, and
training capacity in one center with outreach agtbg system in each State.

There would be important linkages within each statehe various quality organizations such as @uali
Councils and nationally possibly through the daidtions of the NICS of NHMRC and the National Qiyal
Commission. Expertise of staff at each state orgdion would involve health economics, economic
evaluation, Evidence Based Medicine, health admnatien, clinical evaluation, Information Technolog
health services research and links to internatiorgdnisations such as the Guidelines and Econeiistivork
International (GENI).

Importantly, the Centres would build upon the Stetel health reforms developed in each state, agadhe
Victorian Health Reform Package underway to enajphergies across all health services (hospital ordisy to
leverage off the Victorian and other reforms sustth@#Redesigning Hospital Care Prograamd theClinical
Network Evidence Based Practicdtiatives being undertaken in 2008-09 (Victorlaapartment of Human
Services, 2008). The clinical network program¥ictoria currently only relate to renal, maternigmergency
services, cancer and stroke. The proposed centitdsevall encompassing to move beyond these state
initiatives to enable a more international focuise Buggested inclusions in the new AHCA Schedweich
assume some similarity with the form of the cur@grteements, are outlined below. Clearly, the fioah of
the regulatory provisions will depend on the fidatisions of COAG. The concepts below could poddigtibe
considered within the framework of funding streamasthe newly establishddealth and Hospitals Fund.he
suggested wording for a new schedule for the AHEAuitlined below.

SCHEDULE B - EVIDENCE BASED MEDICINE AND CLINICAL RACTICE GUIDELINE
IMPLEMENTATION

1. The Commonwealth is providing a one-off progfani'Evidence Based Medicine & Clinical Practice
Guideline Implementatiorto assist the move nationally to a greater focuthe translation of clinical and
economic evidence into clinical practice to supjogroved efficiency and patient outcomes. Thid ailable
a greater focus on the care and services provasdgport the transition and services providethfhmspital
admission through inpatient to discharge home.

2. Through the development of the Evidence Basediditee and CPG implementation program the
Commonwealth and Victoria will:

a. aim to improve quality and maximize quality i€ by reducing adverse events, deaths, readmissio

b. improve efficiency by reducing costs and avetaggth of stay (ALOS) in hospitals.

c. Increase throughput by greater streamliningeofises and improve discharge planning to reduce
waiting lists.

. strengthen capacity for service provision.

e. foster a culture of responding to needs of ptdje

improve the measurement of performance indres.

o

-
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Definitions

3. Within this schedule, the following definitioapply

"plan" is a document that is to be developed bytdria and agreed to by the Commonwealth outliniog h
funds will be spent by Victoria.

Terms and conditions for accessing funds

4. One off funding of $23,000,000 [exact amounttgeie determined] will be available to Victoriasothe
next 5 years for théEvidence Based Medicine & Clinical Practice Guidel Implementationpprogram in
accordance with the terms and conditions outlimetthis schedule.

Requirements for State plans

5. In order to access available funds, Victorid bé required to submit a 5 year plan outlining Hands will
be spent over the 5 years in line with Clause thisfschedule. The plan could be discussed with the
Commonwealth ahead of the final decisions. Fundlsoniy be provided for projects or programs cortedc
during the period of this Agreement, and once tbm@onwealth Minister agreed to this plan. The
Commonwealth will respond within three months afeipt of a plan from Victoria.

6. Any funding in 2009-10, 2010-11 and 2011-12gseears will be conditional on Victoria meetingpogting
performance reporting requirements as outlinedanse 13 and 14 of this schedule.

7. The plan will need to propose expenditure by yleat increases the uptake BYidence Based Medicine &
Clinical Practice Guidelines Implementation programd falls into one or more of the following categer

(a) upgrading, modifying, relocating or refurbishiexisting facilities in order to provide new chang
management services across the State.

(b) construction of purpose built facilities, esipdlg with a view to share facilities and EBM staftpertise
across hospital networks in the state.

(c) investment in service infrastructure such &srination systems, assessment tools, clinical jpect
guidelines, organization and services re-engingéohange management committees.

(d) dedicated staffing to lead the Evidence Basedibine translation process or service managemigmt w
capacity for skills consolidation and sharing betwéospitals and area health services (hospitaiankes).

(e) time limited training and recruitment strategie increase skills and availability in the reletvpart of the
workforce, and/or

(f) one off expenditure, which will be consisterittwthe objective of increasing transition servitesn
admission through to discharge and home.

8. In putting forward these State plans, Victohawdd make clear the relationship (if any) to
Commonwealth/State programs such as those in theelmd Community Care, National Institute for @adi
Studies (NHMRC) Victorian Quality Council (and imetcase of NSW the Clinical Excellence Commission)
ensure there is complementary roles rather tharapze

9. The criteria outlined in clause 7 of this scHedwould enable Victoria to develop proposals nelivith State
specific needs and infrastructure. For exampletovi@ could target its proposals towards certasedses
depending on the disease profiles and needs offisp@eas in line with criteria outlined in claugeof this
schedule.

10. Victoria would be able to amend the plan totneeserging needs over the period of the Agreenaent,
required, in line with the requirements for usehafse funds as outlined in clause 7 of this scleeduny
amended plan would need to be approved by the Converdth Minister. The Commonwealth will respond
within three months of receipt of any proposaldorendment for Victoria.
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11. Victoria is responsible for ensuring that furgdfor the"Evidence Based Medicine & Clinical Practice
Guideline Implementatiorggrogram will be expended by 30 June 2014. The Comvealth reserves the right
to withhold funding where the Commonwealth Ministesatisfied that funding is not in line with thgreed
plan. Victoria agrees to repay the Commonwealthfangling for projects or programs not conductedraur
the period of this Agreement.

12. Victoria will continue to be responsible foetprovision of recurrent funding to support thevsms for
which one off funding has been provided under tddence Based Medicine & Clinical Practice Guideli
implementation” program in line with clauses 1 &mf this schedule.

13. Victoria will also be required to commit to méee performance reporting requirements of therum in
order to receive the maximum funding availableMartoria This includes the requirement to commit to
participate in the development and implementatiomational performance indicated as outlined iust&a14 of
this schedule.

Performance indicators and Benchmark development ashmonitoring

14. An incremental approach will be adopted to tgveationally consistent performance indicatorstifie
“EBM and Clinical Practice Guideline Implementatidtrogram

(a) States and the Commonwealth reporting on the @elschedule for Performance indicators of relegan
to this program include those indicators in App&ridof the Reform Commission including:

Indicator 4 Redesigning care for those with chronic and comptaditions 4.3, 4.4, 4.5 (States); 4.1, 4.2,
4.6,4.7,4.8, 4.9 (Commonwealth)

Indicator 6Ensuring timely hospital acces$.1, 6.2 (States)

Indicator 7Caring for and respecting the needs of people aethd of life7.1, 7.2 (States)

Indicator 8Promoting improved safety and quality of healthedar states: 8.1 (States); 8.2 and 8.3
(Commonwealth).

Indicator 11 Improving and connecting information to supportthggality carel1l.1 (Commonwealth and
States). 11.2 (States); 11.3 (Commonwealth). fpendix 1 to this report).

(b) In accordance with the recommendations of Rieform Commission, the State government would be
responsible for regular reporting against theseeayperformance indicators for public hospitalduding
a whole of state level geographical area leveliadiyidual hospital and showing outcomes for paitc
populations.

(c) The Commonwealth along with the states to develdptanding national performance indicators and
benchmarks for use in 2009-10 or 2010-2011, dépgrah national progress.

(d) Evidence based medicine and CPG implementatiorrgnodunds being tied to submission of data against
the indicators 2009-2010 and 2010-11 dependindgpem¢velopment progress.

(e) Evidence Based Medicine and CPG implementation rprogiunds being tied to greater accountability
provisions by states meeting thenchmarks specified for Benchmarks, 6.1 (includirigl to 6.1.3) and
6.2 (including 6.2.1 to 6.2.5) and 8.1. Accounigbtonsequences for these benchmarks will invtitee
payment of bonus payments where the benchmarkaetré

4, Improving equity for the AHCA: Risk (severity) adjusting the formulae.

This reform recommends risk adjustment policy aitido refine the AHCA growth index, related to lieal
need and changed conditions across the systemg Wiggnostic Cost Groups-Hierarchical Condition
Categories (DCG-HCC) or the AR-DRG classificatiopstem. These classification systems enable the
calculation of measures of risk (severity), or Healeed including relative risk scores in the cab®CG-
HCCs and, to some extent, cost weights for AR-DR@Rilst some of the detailed methodology in thipgra
refers to the DCG-HCC relative risk scores, the afsihe cost weights for DRGs are similar and calib be

* See NHHRC, 2008 Appendix C for full listing of thdsenchmarks.
http://www.nhhrc.org.au/internet/nhhrc/publishingf/€ontent/504AD1E61C23F15ECA2574430000E2B4/$Fgthd TheBlameGame.pdf
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considered as feasible. Indeed their use in tl@meivould be consistent with the COAG reform diiecs
that facilitate the use of nationally consistecthvaty based funding concepts using DRGs natiotevthrough
AHCA mechanisms. The DCG-HCC reforms are outlineeig they can also be used in a variety of ways to
integrate health need concepts into the indexlated ways andre a more precise measure of patient severity
and risk.

4.1 Australian Health Care Agreements (AHCA) and rsk adjustment

The system of AHCA has been in place for over 2drgeestablishing the level of Federal grants gieetine
States and Territories for funding public hospitafsustralian States and Territories emphasizethduhe re-
negotiation of the 2003-08 AHCA that the system waser extreme pressure. During April 2002 health
Ministers convened nine expert reference groups, hommended several policy reforms. Once a sk
funding base has been established, the Statesdatigaiethe total 2003-08 AHCA grants should be priyp
indexed to reflect growth in demand and escalaitionosts. The index should comprise prices, waged,
measures to identify need such as demographict effecpopulation growth and aging and factors ateel to
demography such as technology. They estimatedah italex of 7.96% in the first year. However,stlig
unlikely to increase as estimates are upgradedflect changed conditions (Australian States anuitbdes,
2002). COAG has recently identified the index giodactor for the 2009 re-negotiation of the AHCA &
high priority (Rudd, 2008).

It is in relationship to this index for growth, agtd to health need and ‘changed conditions’ adfessystem
that the use of risk (severity) adjustment of tHeéGX formulae has good potential application natilynand
achieve great alignment between health need ardirfyievels over time and between states (Antiauth a
Walsh, 2004, Antioch, 2003b, Antioch 2007b).

Other key issues raised during the re-negotiatibrihe 2003-08 AHCA, in addition to the quantum of
Commonwealth Grants, were linkages to primary gamviders and aged care facilities, the dominarfce o
inpatient work, workforce planning and public/ptiwasector relationships (Deeble, 2002; Thwaite€)220
Davison 2002; Dwyer, 2002; Duckett 2002; Corma06K2). Similar issues have been raised again &y th
National Hospitals and Health Reform Commission0@0 along with a greater focus on quality assuganc
mechanisms and the use of benchmarks and perfoemadicators to impact on State and Commonwealth
level performance.

Some of the reforms advanced for the previous ZBZAHCA re-negotiation represents ‘big bang’ reform
associated with political and administrative corrjgles. There were suggestions for example, tongeahe
basis of funding of hospital inpatient servicesrira grant to the States, to a casemix weighted ealfior
public patients treated and payable via the Hdakhrance Commission direct to health servicesherbisis

of achieved activity. This would also imply thatpatient arrangements could be excluded from Grants
Commission equalization and that outpatient sesvateould be funded directly (Duckett, 2002). Trepétts

of the Reference groups and other commentators dedieered to the Health Ministers. However theorép
had no discernable impact on the 2003-2008 Agrem@ommonwealth of Australia, 2003 and Duckett
2004).

Duckett (2004, pg 1) argues that the 2003-2008 AHCWere signed aftefvituperative debate and
intransigence from the Commonwealth government thigted the negotiation processThe new AHCAs
were not as generous as the previous AHCA and g¢ovimcrease accountability on the states. Tlegyired
States to match increases in Commonwealth fundied'de-emphasis the prospects for further reform ie th
Commonwealth-State relations during the coursé@tgreements’(Duckett, 2004 pg 1).

Some elements of the final AHCA 2003-08 include:

* A base grant which is increased for weighted pdmriancreases, a further 1.7% increase for utiliza
drift and indexation for wage movements

» A withheld amount of 4% of the grant paid on comptie with reporting schedules and funding growth
matching requirements

» A capital funding and service infrastructure schetodacilitate improvements in services involvectlie
transition from hospital to home (Pathways HomegRam). This program had a focus on rehabilitation
and aimed to strengthen the capacity for serviogigion, maximize the quality of life and independe
following hospital care, improve performance in Hrea and foster a culture of responding to patieet,
especially the elderly.
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* Funding for palliative care, mental health and tsaé@d quality initiatives (Commonwealth of Ausisal
2003; Duckett, 2004).

The most contentious difference between the 19@&-28nd the 2003-2008 Agreements related to the
indexation provisions. Each of the previous Agrests provided indexation formulae for growth anthggf

the population. The 1998-2003 Agreements also razed further ‘utilization drift’ occurring in ho#gls
above that explained by population growth and ggiragtly due to new technologies and shifts inttreat to
same day hospital admissions away from generatifioaers rooms and other ambulatory settings ([tick
2004). These Agreements provided a 2.1% per ansgadation factor beyond population growth. The3200
2008 Agreements reduced the utilization drift fadtm 1.7% and narrowed the applicable componenthef
grant, saving the Commonwealth $1billion from thedvided in the forward estimates (Duckett, 2004).

The Commonwealth Government (2003) AHCA’s Schedsld (a) makes provision for a 1.7% utilization
growth rate nationally, which is applied to 75%tloé Health Care Grants. This utilization growthtéa was
agreed and incorporated into the indexation grofattor at the time of the signing of the 2003-08 G
(Racic, 2005). This is applied to the general congmt of the Base Health Care Grant (Eqeation ). The
formulae is further adjusted by the ‘weighted pagioh’ weighted in accordance with Schedule F (See
Appendix 2). The weighted population is also uge&chedule G 1(b), 3(a) and 25. Schedule Gi%(t#)e
general component of the Base Health Care Grastiediile G 1(b) relates to the palliative care camepband
3(a) to mental health funding. Section 25 of Sciheds provides funding to the ‘National Program$’ o
Hospital Information and Performance Informatiomd?am; mental health reform and palliative cardneré
are also adjustments for the Commonwealth’s Wagst thdex in Schedule G (1a), 1(b) , 3(a) and 25
(Commonwealth of Australia, 2003).

The general component in Schedule G 1(a) is cakuliia accordance with the following formulae, lile tase
of Victoria:

Equation 1

(G-1) *[0.75 * 1.107 * WPOP* WCI-I) + (0.25 * WPOP* WCI-I)]
WPOP-1 WPOP-1
Where:
G-1 s the final grant entitlement for the gene@iponent for the previous year, and in respetief
2002-03 grant year is $1,670,479,776;

WPOP is the weighted population for the relevaiiryand is an estimate of Victoria's populatioraa81
December of the relevant grant year provided byAtgtralian Bureau of Statistics, weighted in
accordance with Schedule F (See appendix 2);

WPOP-1 is the weighted population for the previguent year, and
WCI-1 is the Commonwealth’s Wage Cost Index 1.

The population weights in Schedule F of the AHCAevderived by applying the estimated resident Aslisin
population as at 31 December 2000 to hospital atipardata for public and private hospitals fo0@M®1
national morbidity casemix data base (CommonweafitAustralia, 2003). This was the most completeadat
available at the time of the finalization of thed3608 AHCA

The hospital separations were disaggregated bygemeps as represented in schedule F for the AHCAs.
Australian Bureau of Statistics (ABS) populatiortedfor 2000-01 was divided into the respectiveltotanber

of separations for each age cohort to obtain wetseparations per head of population. This wdtipied

by 1000 to obtain the weighted separations per po@ilation for each age cohort. The weightinggfach age
cohort was obtained by dividing separations perO1p06pulation for each age group by national weighte
separation rate (male and female) per 1000 populafl he national weighted separation rate wasikdked as
follows:

Total separations (male and female) for 2000-0%ev6e018,377.1

Total Australian population was 19,265,104
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Therefore weighted separations per 1000 peoplenadly was 312.398
(6,018,377.1/19,265,104)* 1,000 = 312.398

Each age cohort weighted separations per 1000 atdpuiwas divided by this figure to obtain the weiggs
in Schedule F.

The same weights by age and sex applied are aalloStates. Nationally weighted data are usederattan
separate state and territory data in order to adcéar cross border influences, which for the ACie a
considerable. A high proportion of separations A&T hospitals are attributable to NSW residentdso,
some high cost, specialized procedures such asapdedheart and liver transplants, are performetinaited
sites in Australia, meaning some patients musetranerstate to access these services (Racic,)2005

The current proposal represents the next steprtheudeveloping the proposed Federal governmdatms
for the AHCA. Australian States have argued fonyngears that the AHCA grants should be propertiexed
to reflect growth in demand and cost escalationtdMecently, COAG has also indicated the needdfmrm of
the growth index as a very high priority for thed20e-negotiation (Rudd, 2008)

The index for growth, which should better refleefatih status, need and changed conditions canhevad

via the use of DCG-HCCs which can calculate redatiisk scores based on the diagnoses of the patient
(Antioch and Walsh, 2004; Antioch 2007b). Cost vis$gderived from the AR-DRG system could also be
applied as an alternative.

These can be used to modify the population weightSchedule F of the AHCA, which in turn impacts on
Schedule G 1(a), 1(b), 3(a) and 25. These areare e general hospital funding along with mentlth and
palliative care. The relative risk scores derivemhf the DCG-HCCs could be applied by age and sesither

a State specific (Option 1) or national (Option Basis. Under the current AHCA, populativeights in
schedule F are national and are not updated oeelifehof the agreement. Another classificationtsys that
could be used as an alternative is the AR-DRG whauh be used to derive average cost weight meabyres
age and sex for Option 1 (State Specific) or OpB¢National).

The advantage of using the DCG-HCC relative riskes is that they are based on a large severitystdgnt
tool that only uses patient diagnoses and not pges and hence more accurately measures patiet Tiee
AR-DRG system on the other hand does include phures in the calibration process and implicitly may
include discretionary practice patterns in surgergt the choice of procedures, with a somewhatdigsst link

to the health need of the patient (Antioch 2007b).

The methodology outlined below relates to DCG-H@@ BRGs. Conceptually the average relative riskesco
of DCG-HCC by age and sex is analogous to theequnaf the average AR-DRG cost weight by age ard se
although the DCGs more accurately reflect patie®dn risk (or severity) and can align with costse AR-
DRG cost weight measure the relative resource sitienof care and relative potential costs, but afsdude
procedures in their definitions.

4.2 DCG-HCC classification system for risk adjustmet

The Health Care Financing Administration (HCFA)tive USA, recently renamed Centre for Medicare and
Medicaid (CMS) uses a DCG based model to set dapitaates for Medicare plus choice plans. Theinah
model introduced in 2000 used principal in-patie@Gs and was transitional to full encounter risjuatinent

by HCFA in 2004. The DCG hierarchical conditiontegory (HCC) using multiple conditions over full
encounters was chosen by CMS. The DCG-HCC claastit system uses diagnoses generated during patien
encounters to infer medical problems. Diagnostafiles and patient demographics predict costse Jystem

of Condition Categories (CC) hierarchies captureth lkchronic and serious acute disease manifestatiod
expected costs. Each CC co-efficient reflectsinibeement to expected costs that is independestpa@ated
with the condition. DCGs identify the person’s fudinge of medical conditions over time from inpatje
ambulatory, and multi-sites (Pope et al 2004). hkealth plans that lack reliable all encounterrotaidata. a
risk model using both pharmacy (RxGroups) and iepatliagnoses may be best (Zhao et al 2001).

Whilst DCG-HCCs have been used for capitation fagdivhere linked data are available, they have ladsmn
used in the USA using hospital episodic (unlinkeata by the private sector (Pope, 2005).
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The Victorian Department of Human Services (DHSRsk Adjustment Working Group (RAWG)
successfully used episodic data for calibrating BXIGCs using episodic (unlinked) data, obtainingfR4%%6
for DxGroups and R2 of 36% for HCCs. Data usingnajue patient identifier to group multiple sepavas
together found R2 of 55%, a very good outcome.s fneliminary work was undertaken for the deliberst
of the Victorian Government (Department of Humanvi®es - DHS) committee the Risk Adjustment Working
Group (RAWG) chaired by Dr. Antioch (Antioch, Elled Gillett et al 2007). Given the relatively hig2,
DCG-HCCs hold promise and could be effectivelyhralied nationally for use in the proposed ACHA nafe.

Data compiled on an episodic basis is politicaldgally and logistically easier to obtain and amalyhan
linked data in Australia. Mechanisms to effectviéghk even only hospital inpatient data would requa long
time horizon to achieve as a unique patient IDeguired. Whilst it may be possible to use the Mad
Number with age and sex, the questionable quafityugsh data by some hospitals in some States has be
raised. Mechanisms to risk adjust the AHCA cardatifely use DCG-HCC based on hospital episode. data
The advantage of using such a risk adjustment systethat it is based only the diagnoses, reflgctime
patient’s health status and does not include pruoesd Hence there is far less potential for confioum by the
impact of discretionary practice in the choice ofgical procedures, compared to the DRG systemisic
based on both procedures and diagnoses.

4.3 Methodology

There are essentially two options depending on hérghe reforms involve changes to the formulae sfate
specificor national risk adjusted weighted population factors. Theah#nalysis would be based on historical
data to determine the potential impact of usingphaposed risk adjustment formulae on the overailing
levels vis a vis actual levels over some yearhefdurrent AHCA. It would also assess the changdsnand
between states in health status, as reflectedalyses of the relative risk scores by age and sexk time. It
could also assess the changes in health stattlsefaiggregated national data over time.

Option linvolves the modification of schedule F to devefipte specific risk adjusted weighted population
factors. The reforms could determine average DCGCHRelative Risk (or average DRG cost weights) by
State (and Territory) by age and sex and analyeentipact for the period 1998-99 to 2006-0Thanges to
Schedule F will impact on the formulas in schedblé(a), 1(b), 3(a) and 25. The DCG- HCC RR sc¢oes
DRG cost weights) by age and sex will vary betwten States. Hence the weighted population factdlis w
vary between the states and represents a sigrifilsgrarture from the current approach in the AHG&sIch
use national population weights only.

Option 2 involves the modification of schedule F to depelNationd risk adjusted weighted population
factors. The reforms could determine DCG-HCCs nedatisk scores (or DRG cost weights) for natiofadil
States and Territories’ by age and sex and anatgpact for the period 1998-99 to 2006-07. Thisl aiko
impact on the formulae in schedule G 1(a) 1(b)) &G 25, since the population weights are apphetiose
schedules of the Agreements. The HCC RR scoreddR@ cost weights) will not vary by State. TheyIvaié
uniform nationally for each age and sex group. e &pproach of using national weighted populatiatois,
that are uniform across all States and territorie®ption 2 is consistent with the current Agreens, given
the current weighted population figures are nafio@ption 1 represents a significant departure friti@
approach for the current arrangements given r@atsk scores, and the calculated weighted pojpulatitios
will vary between States. Details of the typesmdlgses for option 1 are included in Exhibit 1 dvel(Antioch
2007b).

Exhibit 1: Summary of methodology

Option 1:
Modification of schedule F to develop State specifisk adjusted weighted population factors

1 Calibration of DCG-HCC (or DRGS) separately for le&tate and Territory using national morbidity dfstapublic
and private hospitals 1998-99 to 2006-07 (resdltegression analyses).

2. Calculation of the average DCG-HCC Relative Ristres (or DRG cost weights) for each State and feyrieach
age/sex grodpeach year 1998-99 to 2006-07. This will resul iseparate calibration results for each year.

® The rationale for analyzing data from 1998-99@6&-07 is to determine changes in health statustove. DoHA has
national data for these years.
® Age groups are 0-4, 5-14, 15-19, 20-39, 40-59%6065-69, 70-74, 75-79, 80-84, 85+
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3. Calculation of the new State specific populationghts in schedule F by age and sex for the cuA&t€A (ie DCG-
HCC RR scores or DRG cost weights multiplied by thctors used in the current methodology for salee#) and
its flow on effects on the other parts of the sehed Since the current AHCA is based on 2000-0tbiddy and
population data, apply the calibrated DCG-HCC orBRG 2000-01 data by State.

4. Calculation of the new risk adjusted levels of &l#CA payments to each State using the States HA&tiRe Risk
score or DRG cost weights (ie application of the@RR scores or DRG cost weights across the ergneeaent).

5. Comparison of the actual levels of State fundingthy AHCA vis a vis the new risk adjusted AHCA I&sveThis
assumes only modifying the base year weights, nitHurther adjustment for the life of the AgreemeResults of
ANOVA in step 6 will assist to determine if addital adjustment should be made over time

6. Undertake a Four Way Analysis of Variance (ANOVA)tloe DCG-HCC Relative Risk scores or DRG cost \utsg
within States from 1998-99 to 2006-07 and betwetateS each year and over that time period to asises=sxtent of]
any changes in health status within and betweetesStalndependent variables include: State; yemgs; and sex.
Dependent variable is RR score (ie health statuBRG cost weights. Patient level data will bedudewill be based
on the RR scores or cost weights prepared foris&p

7. Analysis of the differences between the populati@ights in the current AHCA and those calculatethg the risk
adjusted population weights by State and their ohpa the funding allocations.

8. Recommendations of the political and administrafeasibility of using DCG-HCCs or DRGs in the AHGAd any
involvement of the Australian Health Ministers Aslory Council (AHMAC) and COAG (Antioch 2007b).

The methodology outlined above for Option 1 woudddimilar for Option 2 (National) analyses with #ey
difference in approach relating at Steps 1 to &hivould be based on aggregated state (natioasd) rdither
than state specific. Step 6 would involve a 3 Wayalgsis of Variance (ANOVA) given the independent
variables would only include years, age and sex.

If either of option 1 (State) or 2 (National) isnsidered feasible, policy options could be idestiffor the next
AHCA commencing in 2009. DCG-HCCs or AR-DRGs cobédapplied, for example in one of two ways:

Option A Base year on which the next AHCA will based, as is the current policy, for applying the
population weights and DCG RR scores or DRG cosght® which are not re-calculated for
each year of the AHCA.

Option B Recalculate the population weights (wittjuatments by DCG RR scores or DRG cost
weights), and hence the AHCA, every year of theeaigrent (or some other agreed specified
time interval).

The key output from the proposed analysis in Extibielates to Option A above, which compares ttas
level of State funding by the current AHCA with thew risk adjusted AHCA levels under Option 1 {(&ta
In this regard, Exhibit 1 step 5 involves modifyitige base year weights only, with no further adpésit for
the life of the Agreements. It compares the ddawels of state funding by the AHCA vis a vis thew risk
adjustment AHCA levels. The base year populatiomgits are only modified using risk adjustment iisth
step, since it is based on the current policy dfracalculating population weights each year of Algeeement.
Similar methodology relates to Option 2 (nationzlgises).

To explore option B above, which involves the teakation of the population, DCG relative risk sesror
DRG cost weights over the life of the Agreementtgntthe results of the ANOVA in Step 6 will asdist
determine if risk adjustments should be made awas,tsince it includes time as an independent bkeia

Should these historical analyses find significdrarges in health status by age and sex througksimal the
relative risk scores or the DRG cost weights, thenformulae could include an adjustment factortlier 2009
renegotiations guided by the extent of changetifiledh to date. There may be potential to revise index
over time depending on new analyses of DCG-HCCestar DRG cost weights or a political decision idou
be taken to use the changes found by historicdysemto inform a prospective/ forecasted index.

National morbidity and costing data by State far geriod 1998-99 to 2006-07 held by Federal Departrof
Health and Ageing for hospitals could be used. hSlata is currently used to develop cost weightORGs.
It could be used to develop relative risk scorastiie DCG-HCCs on an episodic basis. The techmngile
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involve, as was done for the Victorian DHS exercissgressing hospital costs on an array of all the
DxGroups and also the DCG-HCC binary variable. THeG-HCC binary variables are the key output of
interest (Antioch, 2007b).

5. Conclusion

A reform agenda for the 2009 re-negotiation of &1#CA has considered the integration of economic and
clinical evidence and clinical practice guideline® clinical practice and also mechanisms to imprequity

to the formulae and AHCA index using risk adjusttnemcepts to more accurately measure health fidese
reforms build upon successful reforms in Victoria the areas of risk adjustment of Casemix funding
arrangements and also the implementation of besttipe across two large hospital networks involvang
major hospitals, over a decade.

Equity can be achieved through risk (severity) asinent of the AHCA formula and index to achieveager
alignment between health need and funding levelstralia-wide. The risk adjustment formulae can eitleer
relative risk scores of the DCG-HCC or the costghts of Australian DRGs. Changes to the formulaesfate
specific and also national risk adjusted weightedutation factors are considered and can assesgehan
health status by age and sex over time using Aisabfs/ariance (ANOVA) statistical techniques. Arses of
differences between the population weights indineent AHCA and those using the risk adjustmetds®f
either DCGs or DRGs can be considered along wéh ttnpact on funding allocations.

State and/or national risk adjustment options &e eonsidered with regard to whether the base weaghts
are only used (as is done for the current AHCA)wbether the risk adjusted population weights usitiger
DCGs or DRGs would be recalculated for every yédn® AHCA (or for some agreed time interval).

Should historical analyses reveal significant cleanip health status within and/or between states time by
age and sex, or for the national analysis over tinage and sex, then the formulae and index dogldde a
risk adjustment factor in the 2009 re-negotiations.

The other reform addresses integrating Evidenced@&edicine and Clinical Practice Guidelines inliaical
practice using NHMRC methodologies which have bggecessfully used in Victoria’s reforms by Bayside
Health and Western Health. The reform can alserpiatlly embrace other current State level refoati®ss
Australia eg in the case of Victoria - reforms sas theRedesigning Hospital Care Prograamd Clinical
Network Evidence Based Practicmitiatives in 2008-09 budget. The work by Baysidnd Western Health
were discussed nationally and in New Zealand byo&htwith sponsorship by the Australian Health came
Hospitals Association and Womens & Childrens’ HtalpAustralasia with a key recommendation by nation
participants to roll out such methodology Australiae.

The proposed AHCA reform in this area of transkatevidence into clinical practice would achieve the
implementation of the recommendations of the AlisinaHealth Care Association sponsored seminars and
further integrate the Performance Indicators amtthmarks developed by the Reform Commission toeaehi
greater accountability Australia-wide.

They will also stimulate greater synergy within éetween Australian States and internationally. Federal
government, via the AHCA, could provide a progrédBvidence Based Medicine and Clinical Practice
Guideline implementationivhich can be funded and regulated by either a sehedule to the current form of
the AHCA or alternatively, as an important initi@t of the newly establishedealth and Hospitals Fund
announced in the 2008 budget speech. The final fhrat such reforms would take would clearly depepdn

the deliberations of COAG, which are underway aatfinal at this time. The current reform optignsvide
some input for key stakeholders to consider as®AG reform agenda moves forward. They integrage th
feedback from national and international audienceghe area, with the risk adjustment reforms being
previously presented to an international forum ehlth actuaries at the international conferenc0Q7
(Antioch 2007b). The reform and agenda on the &wieé Based Medicine and Clinical Practice Guideline
implementation could be considered within the sdcstage of COAG at the December 2008 meeting of the
National Healthcare Agreement as part of the @o&PP. The financial and regulatory frameworkstHer
risk adjustment reforms might also be best conetll@t the second stage of COAG’s reform stagesvihiat
implementation concepts being more fully develobgdhe third stage when the NHHRC report of Jud@o2

is available and COAG will consider additional lengerm health reforms to be implemented as eitpeates

in the National Health care agreements or as newdi®ements over time.
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APPENDIX 1

Health challenge

1. Closing the gap in
Indigenous health
status

Source NHHRC, 2008

Performance benchmark 6r tracking indicators)
and accountability

1.1 Comparative life expectancy at birth. Commonithea
1.2 Birth weight
1.3 Rates of rheumatic heart disease

2. Investing in
prevention

2.1 Potentially preventable hospital admissions1@80 population:
Commonwealth

2.2 Immunisation rates for vaccines in the natiatchledule: Commonwealth

2.3 Proportion of women in 50-69 year aged group hdve had breast screen in
last two years: Commonwealth

2.4 Proportion of babies who are low birth weigbétmmonwealth
2.5 Proportion of adults and children overweightadrese
2.6 Proportion of people who are daily smokers

3. Ensuring a healthy
start

3.1 Proportion of children who have received altlelepmental health checks: Sta
3.2 Proportion of pregnancies with an antenatataminin the first trimester: State
3.3 Proportion of women who consume alcohol dupregnancy

3.4 Proportion of women who smoke during pregnancy

3.5 For children with a suspected disability or dimpmental delay,
waiting time at 90th percentile from referral teadinosis and/or
treatment/intervention

4. Redesigning care fo
those with chronic and
complex conditions

r4.1 Waiting time at 90 percentile from referral to aged care assessment:
Commonwealth

4.2 Number of nursing home type bed days per 1@@@lation > 70:
Commonwealth

4.3 Waiting time at 99 percentile for access to subacute inpatient Gtege

4.4 Proportion of patients aged 65 years and @d&fdr ATSI) who are discharged
from an mergency department to home/nursing honwhalve evidence of
communication back to relevant primary health caneice: State

4.5 Patients with psychosis seen by a communitytahé@ealth professional within
days following discharge from a public mental healkervice provider: State

4.6 Waiting time at 90 percentile from referral for radiation oncologyfiist
treatment: Commonwealth

4.7 Primary care patients seen in emergency depattnper 1000 population:
Commonwealth

4.8 Proportion of people with asthma with a writkessthma plan: Commonwealth

4.9 Proportion of people with diabetes mellitus vitawe received an annual cycle
of care within general practice and proportiothvei glycosolated haemoglobin
(HbA1c) below 7: Commonwealth

5. Recognising the
health needs of the
whole person

5.1 Waiting time for admission to a supported meimalth place in community:
State

5.2 Waiting time for admission to a supported dand alcohol place in community:

State
5.3 Waiting time for mental health emergency comitysupport: State

5.4 Patient experience with being treated with ilygdurisdiction relevant to
service

5.5 Waiting time for access to public dental hea#hvices: State

6. Ensuring timely
hospital access

6.1 Elective surgery: State
6.1.1 Waiting time at 90th percentile for cardiotticic and cancer surger
6.1.2 Median waiting time for all other surgery
6.1.3 Waiting time at 90th percentile for all otlsergery
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Health challenge

Performance benchmark 6r tracking indicators)

and accountability

6.2 Emergency access waiting times for emergentigria by triage categories:
State

6.2.1 Category 1

6.2.2 Category 2 at 80th percentile
6.2.3 Category 3 at 75th percentile
6.2.4 Category 4 at 70th percentile
6.2.5 Category 5 at 70th percentile

7. Caring for and
respecting the needs ¢
people at the end of
life

7.1 Family experience with care process: State

f7.2 Number of emergency department visits and talgpays in last 30 days of life
per person: State

8. Promoting improved
safety and quality of

8.1 Investigation of hospital separations with agdiosis from agreed national list
complications: State

distribution and
equitable access to
services

health care 8.2 Appropriate prescription of antibiotics by GBsupper respiratory tract
infections: Commonwealth
8.3 Appropriate safety and quality measures fanpry and community care:
Commonwealth

9. Improving 9.1 Indigenous rate relative to the non-Indigenatis (each indicator)

9.2 Rate in lowest quintile by socio-economic staifiarea relative to highest
quintile rate (each indicator)

9.3 Rural and remote rates relative to the metitgrotate (each indicator)

10. Ensuring access 0
the basis of need, not
ability to pay

n10.1 Patients reporting deferring needed treatinecdause of financial barriers:
Commonwealth

10.2 Proportion of general practice services bilkdi Commonwealth

11. Improving and
connecting information
to support high quality
care

11.1 Patient experience with being provided withcadate information: Jurisdiction
relevant to service

11.2 Proportion of hospital discharge summariesahaprovided electronically to
the patient-identified general practitioner or othealth service: State

11.3 Proportion of referrals made to specialisés #re undertaken electronically:
Commonwealth

12.Ensuring enough,
well-trained health
professionals and
promoting research

12.1 Number of graduating students in health peifes relative to requirements:
Commonwealth

12.2 Number of new graduates employed in theid faltraining, immediately post
graduation: State

12.3 Number of accredited and filled clinical tiaip positions for all professions:
State

12.4 Number of undergraduate placement weeks fdiaime, nursing and other
health service professions per 1000 populatioriiveld#o national average: State

12.5 Research performance: Commonwealth
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APPENDIX 2:
Schedule F: Population weights in 2003-2008 AHCA

The following weights are used to calculate “wegghpopulation” wherever required within the
Agreements

Males

Age Weight
0-4 0.915729
5-14 0.225421
15-19 0.348312
20-39 0.443065
40-59 0.829932
60-64 1.783737
65-69 2.458605
70-74 3.303467
75-79 4.441940
80-84 5.283180
85+ 5.715956
Females

Age Weight
0-4 0.733850
5-14 0.179159
15-19 0.420619
20-39 0.857098
40-59 0.843405
60-64 1.430257
65-69 1.846244
70-74 2.520058
75-79 3.277013
80-84 4.121366
85+ 4.762230

Note: These weights have been derived by applyiagstimated resident Australian population as at
31 December 2000 to hospital separation data foliggand private hospitals from the 200-01 National
Morbidity (Casemix) Data base.

Source: Commonwealth of Australia (2003), page 33



