APPENDIX A:     MAP, LOCATION OF NIAGARA HOSPITALS

APPENDIX B:  RURAL AND NORTHERN HEALTH CARE FRAMEWORK - HSRC’S APPROACH TO HOSPITAL NETWORKS

The HSRC is committed to enhancing the horizontal integration of health care services.  In Phase 1 of its work on rural and northern community hospitals, the HSRC grouped these hospitals and their respective secondary referral hospitals into networks based on a review of:

· existing clinical relationships

· referral patterns

· proximity and

· existing organizational relationships.

Community referral patterns were examined by the HSRC according to the three levels of care shown in Figure l.  

Figure 1:  Continuum of Care 
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In analyzing referral patterns, the HSRC noted which facilities were the dominant providers of primary care in the local communities, then assessed the pattern for secondary and tertiary care referrals to determine network partners and the dominant tertiary care centre.  Eighteen networks are proposed for the rural and northern hospitals across Ontario.  

Figure 2:  Composition of a Hospital Network 
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All rural and northern hospitals are expected to collaborate in networks. Hospitals fit broadly into the categories of primary, regional referral and tertiary centres.  However, all hospitals provide primary care and are the dominant hospital-based primary care providers in their local communities.  Through the formalization of these relationships, hospitals within networks can improve the accessibility, quality and affordability of services. 

Hospitals serving primarily rural and northern communities  (excluding those currently under HSRC review) have been notified of their proposed network membership by the HSRC and asked to consider the appropriateness of the proposed network memberships. Input was sought from these hospitals as well, as to the DHC role in network development and the role of referral centres external to the networks.

Hospitals were asked how network participants could best develop both supportive relationships and effective decision-making mechanisms for their networks.  In the future, networks will be asked to address reduction in overhead and indirect service costs, clinical service integration across the network, coordinated human resource planning and their compatibility with current and future vertical integration.

Hospitals have been asked to forward their responses for the HSRC to consider before it issues notices of intention to issue directions regarding networks and relationships.  Once notices have been issued, another 30-day period for feedback will precede the HSRC’s issuance of final directions regarding network membership and governance.  

Phase 2 of the HSRC’s work on rural and northern health networks will be particularly relevant to the smaller hospitals in the Niagara area.  In Phase 2, these hospital networks will undertake a review of acute and non-acute services and propose changes that will improve quality and accessibility to clinical services using the rural and northern health parameters and benchmarks.
   This activity will be guided by the Parameters and Benchmarks report noted earlier.  

Governance Models

Successful governance models for rural and northern hospital networks will be characterized by:

1. Potential for facilitating decision-making relevant to the rural/northern network that will lead to:

a) improved quality


b) improved access/accessibility 

c) information sharing

d) improved efficiency/affordability (i.e., reduced overhead costs/better technology)


e) better long-term planning and evaluation


f) improved Human Resources (HR) planning (i.e., allow for network-wide HR planning, recruitment and retention of medical staff)

g) support further (vertical) integration/coordination
 

2. Implementability of the model, including consideration of:

a) past record of cooperation between/among hospitals (i.e., previous progress in moving restructuring forward)


b) consistency/compatibility with other advancements achieved to date (i.e., consideration of vertical linkages and/or other partnerships established) 


c) number of sites


d) degree of consistency with locally-developed solution (vs. imposed solution)

e) acceptability based on the consistency of mission, values (including denominational ones) and principles of the parties


3. Manageability of decision-making process.  As discussed earlier some governance structures may prove to be unnecessarily cumbersome and administratively difficult.  Considerations here may include the number of members, the decision-making process itself and the degree of potential dispute leading to timeliness considerations.


4. Geography/population considerations must also be included (i.e., proximity, shared service areas, population characteristics). The distances that the members have to travel, while a greater concern in northern and remote or isolated communities, must be considered in all options.

5. Patient pattern of care considerations must be congruent in most instances with the governance option selected.  The degree to which other administrative relationships, such as shared administrative services, override the natural referral patterns for patient care must be weighed in each decision.  

APPENDIX  C:  PHYSICIAN DISTRIBUTION IN NIAGARA

Preamble

The HSRC considers two aspects of quality of hospital-based services in its assessment of options regarding clinical activity.  These are:

Critical Mass – the amount of services or size of the clinical activity required at a minimum to ensure effective outcomes, sustain clinical efficiency and facilitate effective working conditions for staff and related professionals involved in the delivery of care.

Clinical Coherence – the effective relationships among clinical activities to achieve effective outcomes, maximize the effective interface between staff and related professionals, reduce unnecessary transfer and interruption in care delivery and to facilitate the provision of the entire episode of care in a single location.

In regards to critical mass, the HSRC has engaged in literature reviews to ascertain the appropriate relationships between service volume and outcomes.  Wherever possible these relationships have been taken into account in decision-making. The literature is scanty on the relationship between critical mass and physician requirements.  It occurred to the HSRC that unless conditions exist in hospitals that maximize opportunities for physicians to work while maintaining effective on-call requirements then both recruitment and retention of medical staff providing on-call coverage will suffer.  Furthermore, specialists, who may or may not perform on-call duties require a caseload that is sufficiently large to maintain their skills.  Both of these conditions suggest a strong relationship between the volume of clinical activity and the number of physicians. 

The HSRC developed hypothesis that the number of hospitals in Niagara of similar medium size and activity, while not in all instances in direct competition with each other, contributed to the lack of tertiary activity and the problems with physician recruitment and retention through passive competition for resources and duplication of services.  This situation led to a lack of critical mass in various clinical activities sufficient to attract and retain physician staff.  If critical mass for a variety of clinical activity were achieved at fewer sites, opportunities for recruitment and retention of physicians would improve as would the ability to attract additional tertiary services. 

The HSRC engaged in research to test this hypothesis.  If the hypothesis is proven valid, the research could also be used to help in the development of options for the siting of clinical activity.  The following is a summary of the research methodology and results:

Background

Many reports
 have attempted to identify the number of physicians that represents a critical mass, that size group of physicians necessary to meet the service requirements of the community while still maintaining a certain lifestyle and professional support.  While work has proceeded on this question fewer resources have been expended on determining the patient volume necessary to attract these groups to a particular hospital.  Establishing hospitals with sufficient volume in a particular specialty to attract a critical mass of physicians could be expected to render physician groups more stable, reducing the need for hospitals to continually attract new specialists.  The HSRC is interested in this question; it has always believed that consolidating care at fewer sites would improve access to specialty care by creating the necessary volumes to attract a critical mass of physicians.

The HSRC studied the workload of hospital-based physicians in an attempt to address the question of critical mass requirements for physician recruitment and retention.  The goal of the analysis was the establishment of a relationship between the hospital’s volume and the number of physicians involved in patient care in an attempt to determine the volume of cases needed to support a critical mass of physicians in any particular specialty.  Hospital based physicians were studied because there are accurate, timely and specific data on their workload and the presence of a particular specialty physician is normally a necessary condition for the establishment of that service in a hospital.

For those specialties
 providing 24-hour on-call service the critical mass of physicians is determined by the minimum number needed to create an appropriate call schedule.  Many studies have found that a reasonable level of service is offered without overburdening physicians when they take call every fifth day.  To maintain such a call schedule requires the presence of at least six physicians to account for holidays, illness and medical education.  Therefore, a critical mass of physicians for these specialties is six physicians.  Many of these specialties are found only in tertiary care academic centres and were not part of the HSRC’s investigation.

For other specialties
 the critical mass of physicians is determined by the presence of a minimum volume to maintain clinical competency and practice viability.  The number of physicians this represents is less certain.  Most physicians prefer to practise in groups to allow for consultation with like trained colleagues and to maintain day-time coverage during holidays and medical education leave.  This requires at a minimum the presence of two and likely three physicians of a particular specialty to maintain a viable physician group.

In either case, a hospital must have a certain minimum volume of cases to support a critical mass of hospital based physicians.  For each specialty, because of differences in work environment, this volume will be different.  Hospitals with less than this minimum volume, perhaps because cases for a region are distribute across a number of sites rather than consolidates at one location, may find it difficult to retain and recruit specialty physicians.  The call schedule will be too onerous, physicians may feel that they can not maintain a certain level of competence or it may be uneconomical to practice.  With care consolidated at fewer sites, more hospitals will have the necessary volume to attract a critical mass of physicians and strengthen the quality of services available to the community.

Methodology

For this analysis hospitals in peer group 2 through 5 were used.  These large and medium-sized community hospitals have a wide range of specialists that have only minimal research and teaching duties.  

Many physicians providing services in academic hospitals have additional responsibilities in both research and teaching.  Therefore, using these physicians to determine the workload of a particular hospital based specialist would be inappropriate.  Smaller hospitals often lack a wide spectrum of specialists because there is insufficient volume to maintain a viable practice or clinical competence so these were also excluded. The number of physicians providing care in each specialty in a particular hospital was captured from the Physician Appointment List (PAL)
, an annual survey conducted by the Ministry of Health.  All physicians with active appointments at year-end must be listed on the PAL.  It was assumed that all physicians on the PAL provided full time service at only one hospital for the complete year.

Workload was determined by summing the weighted inpatient and same-day surgery cases seen at each hospital.  The cases were summed by the top two physician services listed in the CIHI databases
.  This duplicates each record by linking it to two physician services.  However, in many instances a patient requires the services of two or more specialties and this more accurately reflects the work load of a hospital-based physician.  Consultations provided to patients on other services would not be reflected in this analysis unless they were the second most intensive physician service for that patient.  Physician services less intense than the top two by specialty were not summed because over 90 % of the fields were blank.

The cases were also separated into primary, secondary and tertiary cases because the HSRC believed that the relationship between physician numbers and volume would depend on the complexity of the case.  It would be expected that each physician would handle fewer complex cases compared to the number of primary care cases treated.

Once a relationship was established between the case volume and the number of physicians, outliers were removed in an attempt to strengthen the relationship.  With a stable relationship determined, the resulting one coefficient regression equation was used to test how the predicted distribution of physicians changed under various siting options in Niagara.

Results

For a number of specialties
 there were too few hospitals to create a relationship.  There are only a small number of physicians in these specialties and it is not unusual for them to work alone or in small numbers; it is therefore difficult to determine what a critical mass would be for these specialties.

For a number of other specialties, a relationship between the case volume and the number of physicians listed as active on the PAL was found.   The relationship between secondary general surgery cases and general surgeons is illustrated as an example, below.

The Niagara area hospitals saw 5,209.6 weighted cases classified as secondary general surgery in 1995/96.  They were distributed as noted in table 1 and cared for by the physician complement indicated in the table.  It is important to note that physicians may appear in more than one hospital’s PAL.  Therefore it is inappropriate to sum the column to give the true total general surgeon complement in the region.  A recent physician manpower survey conducted by the Niagara Physician Human Resource Database found that there were 26 general surgeons providing care to the region’s population in the fall of 1997.

Table 1:  Distribution of Secondary General Surgery Cases

   Hospitals
Weighted Cases
Physicians

1995/96
Predicted

Physicians

DMH
  161.3
1
              < 0.0

GNGH
1128.7
3
3.5

HDH
1196.4
8
3.8

NotL
      4.3
0
              < 0.0

PCGH
  219.6
0
              < 0.0

SCGH
1227.8
7
4.0

WCGH
1041.8
3
3.0

WLMH
  229.8
1
              < 0.0

Total
5209.6
?
                24.3

*Predicted number of physicians less than 0 in some cases due to the relationship

The last column presents the predicted number of physicians needed at each site from the analysis using a number of Ontario acute care hospitals.  Once again the column does not sum to the total due to the particular relationship between physicians and weighted cases.  It is important to note that, with the cases distributed across seven acute care sites, none of the hospitals had the volume to support the minimum number of surgeons, thought to be six, that is necessary to create an appropriate call schedule, described above.

Through restructuring the number of acute care sites could be reduced.  For example, all surgery in St. Catharines could be done on one site instead of two (for this analysis which site is used is unimportant), creating a site with over 2,400 weighted cases.   Using the relationship established between weighted cases and physician numbers this volume would require ten surgeons, a critical mass of surgeons who could establish an appropriate call schedule mitigating possible physician migration or difficulty with recruitment of new surgeons. 

Table 2:  Distribution of Niagara Region Cases,  Secondary General Surgery

Weighted Cases (1995/96)
Hospital
Predicted Number of Physicians

   161.3
DMH
< 0

1,128.7
GNGH
3

      0.0
HDH
< 0

      4.3
NotL
< 0

  219.6
PCGH
< 0

               2,424.2
SCGH
10

               1,041.8
WCGH
3

 229.8
WLMH
< 0

               5,209.6
Total
24

Further consolidation of surgery in southern Niagara could see the Port Colborne General Hospital surgery program transferred to the Welland County General site.  This would increase surgery volume at Welland County General and increase the predicted number of surgeons needed at that site.  The model predicts the need for three physicians with the present WCGH volume, adding PCGH’s volume increases the number of surgeons to over four.  While this is less than the critical mass discussed above it does move the predicted number of surgeons closer to six.

This analysis underscores the advantages of consolidating programs on fewer sites.  Bringing together a large number of cases creates for a critical mass to support particular types of health professionals, diminishing the need to continually recruit new professionals and strengthening the quality of health care services.

APPENDIX D:  JOINT EXECUTIVE COMMITTEE STRUCTURE - FREQUENTLY ASKED QUESTIONS

In its experience in several Ontario communities, the HSRC has found the Joint Executive Committee (JEC) concept to be effective in coordinating decision-making, streamlining administration and implementing changes to the roles and responsibilities of participant hospitals.  The following represents an attempt to address some of the more frequently asked questions surrounding JEC’s  based on the experience witnessed thus far by the HSRC.  

While the creation of a JEC is an innovative approach to making progress in hospital restructuring, the HSRC believes it is by no means the only approach.  In some circumstances it may be the preferred approach, while in other circumstances a different approach to governance will be preferable to facilitate the implementation of restructuring decisions.

1. Elements of a JEC

The main elements of a sample JEC Agreement are considered by the HSRC to be as follows:

i) Each hospital would continue to be governed by its own board of directors in accordance with its missions, values, ethics and agreements.

ii) Each hospital would commit to implementing the directions of the HSRC with respect to its hospital.

iii) Each hospital would agree to abide by the "Dispute Resolution" provisions of the JEC Agreement in order to implement any proposed strategic and operational changes.

iv) The hospitals would consolidate their support services in the manner outlined in their Agreement.

v) Services and operations would be changed and hospital roles adjusted as outlined in Phase 2 of the HSRC study of rural and northern hospitals; hospitals would link their services with those of the other hospitals in the network.

vi) The hospitals would enter into agreements for the sharing or contracting of programs and services.

vii) The hospitals would cooperate and work together to implement any recommendations by the JEC.

2. Would this interfere with the mandate of each hospital to manage its own affairs, under the Public Hospitals Act?

The Public Hospitals Act (s.5.7) and the Corporations Act (s.129) give a hospital board of directors the power to manage its general day-to-day administrative affairs in compliance with the duties set out in the Act.  Consequently, if all the proposed changes in Phase 2 of the HSRC study complied with the administrative and managerial duties established under the Public Hospitals Act and each hospital’s by-laws, the hospitals would be free to enter into agreements for the coordination of their administrative and management services. The JEC would assist in the implementation of any administrative or management changes.

An Agreement does not contravene either the Public Hospitals Act or the Corporations Act, providing that it does not require each hospital to surrender its powers to manage the hospital’s affairs to a committee or organization that it would not unilaterally control. 

The Ministry of Health requires public hospitals to submit to the Minister of Health for approval an annual operating plan that outlines any proposed service changes. Therefore, if Phase 2 of the HSRC study of rural and northern hospital networks results in the discontinuation of any of the hospital’s present services, the Minister would have to approve the hospital's annual operating plan outlining the proposed service changes. 

3. In cases of disagreement among JEC members, what avenues are available for dispute resolution?

The HSRC expects that JEC agreements will usually allow for binding arbitration as the way to resolve disputes that reach an impasse.  Arbitration decisions will be made respecting the mission, values and by-laws of all member hospitals. 

While an Agreement may state that the parties agree to resolve disputes by “binding arbitration”, many agreements will contain the right, at any time, to terminate, amend, change or vary the terms of the Agreement by mutual agreement.  Consequently, if all of the hospitals decided during an arbitration or at the end of an arbitration, that the Agreement should be amended to exclude binding arbitration or vary the terms of the arbitration, they would be free to do so.  There could not, however, be any unilateral amendments of the Agreement by any of the hospitals.

In addition, the Agreement may provide the hospitals the right to terminate it at any time, upon mutual agreement and for any reason, before the expiration of its term.  If this were to occur, none of the provisions of the Agreement would continue to be binding. 

A corporation's powers are limited by the applicable laws and by its constitution. Along with a hospital’s letters patent, the hospital by-laws form part of its constitution; a hospital cannot undertake an activity that is in conflict with its by-laws. It is unlikely that an arbitrator would have the power to require a hospital to undertake actions which would be contrary to its by-laws or mission. If an arbitrator were to make such an award, the hospitals could agree to refuse to abide by the award on the basis that the arbitrator exceeded his or her jurisdiction. An individual hospital could also take this position and resist enforcement of the award or challenge its legality in court. However, under the Agreement, a hospital would not have the power to unilaterally terminate or withdraw from the Agreement even if it were ordered to undertake actions that might be contrary to its by-laws or mission.

An arbitrator could not require a corporation to undertake activities that are contrary to its by-laws without first requiring a corporation to amend its by​laws, which can only be done by a hospital's members at a general meeting.  It is unlikely that an arbitrator would have the power to compel members to adopt a by-law that would be contrary to other aspects of its mission as required by law or ownership arrangements.

4. What would be the role of the Ministry of Health, viz a viz the JEC?

If the hospitals agreed to implement any reform that required the approval of the Minister under the Public Hospitals Act, the proposed changes would not be binding until the receipt of the Minister's approval.

While it is unlikely that an arbitrator would be able to require any of the hospitals to undertake activities that conflict with its by-laws, an arbitrator could make an order requiring a hospital to amend its by-laws to provide for certain services. Under recent amendments to s.12 of the Public Hospitals Act the Minister of Health’s approval of amendments to hospital by-laws is no longer required unless the Minister sends a notice to the hospital requiring it to submit its by-laws for approval. The HSRC understands that notice is rarely given and that the Minister’s current practice is generally to allow hospitals to amend their by-laws without the Minister’s approval.

5. What is the procedure by which a hospital board delegates its authority to a JEC?
The Public Hospitals Act and Corporations Act only allow a board of directors of a hospital to delegate decision-making powers to a committee that is unilaterally controlled by the hospital. board. Since none of the hospital boards would unilaterally control the powers, actions or conduct of the JEC, any delegation of decision-making authority to the JEC would be contrary to the Public Hospitals Act and Corporations Act.

The duties of the board of directors of a hospital are outlined in s.2 of Regulation 965 under the Public Hospital Act. While s.2(l) of Regulation 965 states that "every hospital shall be governed and managed by a board", there are no restrictions under the Regulations or Act on the board’s ability to delegate its powers to a hospital committee. In fact s.15 of the Public Hospitals Act authorizes the board to pass a by-law delegating its powers to a management committee without confirmation of the by-law at a general meeting of the hospital, as normally required under the Corporations Act. In addition, s. 70(1) of the Corporations Act allows a hospital board to delegate its powers, subject to the restrictions, if any, in the hospital’s by-laws or as imposed by the directors, to an executive committee composed of not fewer than three of the board's members. Under s.70(2) of the Corporations Act, two-thirds of the hospital's members must approve the bylaws creating the executive committee at a general meeting of the hospital.

The Public Hospitals Act uses the term “management committee” rather than “executive committee”. Though the Act does not expressly authorize the creation of a management committee, it implicitly does so by providing in s.15 that, despite the Corporations Act, no hospital by-law authorizing the board to create a management committee and to delegate to the management committee any powers of the board requires confirmation at a general meeting of the members of the hospital corporation.

The two statutes do not make clear the relationship between the “management committee” contemplated by the Public Hospitals Act and an “executive committee” within the meaning of the Corporations Act.  However, the reference to the Corporations Act in s.15 of the former statute suggests that the one should be equated with the other. Whether or not this is so, there seems no reason why a committee called the “management committee” could not be vested with this type of day-to-day responsibility. 

A hospital board cannot delegate its powers to a committee or organization that it does not independently control; since the hospitals would not individually control the powers, conduct and actions of the JEC, any delegation of decision-making authority to the JEC would be contrary to the Public Hospitals Act and the Corporations Act. A JEC that was a consultation mechanism only, and did not purport to bind each of the hospitals, would not present this difficulty. 

There would be no obstacle to the appointment by each hospital of the members of its management (or executive) committee to the JEC. However, a hospital board must retain sole control over any committee, including a management (or executive) committee, to which it delegates its powers. In addition, the law requires that the members of the management (or executive committee) of a hospital corporation (or, for that matter, any other corporation) exercise their powers solely with a view to the best interests of that corporation. 

6. Are there different types of JECs?

 The JECs directed by the HSRC have been of two types to date, with their scope including either

· planning  or 

· planning and management of operations   

Both types of JEC are created by signed agreement of the parties.  

The planning JEC exists to carry out the HSRC directions.  It oversees the planning for the orderly transfer of programs and services to ensure patient care is maintained during the transition to the restructured hospital services system.

The planning and management JEC builds on these planning functions to further coordinate and unite clinical, administrative and support services.  The main elements of such a JEC agreement are:

· Each hospital continues to be governed by its own board of directors in accordance with its missions, values, ethics and agreements

· Each hospital commits to implementing the directions of the HSRC with respect to its hospital

· Each hospital agrees to abide by the dispute resolution provisions of the agreement in order to implement strategic and operational changes

· Support services are consolidated

· Services and operations will be linked among the members. Roles will be adjusted as outlined in Phase 2 of the HSRC study of rural and northern hospitals

· The hospitals jointly share or contract programs and services

· The hospitals cooperate and work together to implement JEC recommendations

The planning and management JEC allows for the member hospitals to delegate power to their executive committees to implement decisions made by the network in the areas of:

· development and implementation of a single strategic plan to move toward integrated service delivery

· scope, allocation and delivery of clinical services 

· financial and operating plans for network hospitals

7. What are some of the practical issues regarding implementation of a JEC?

JECs go beyond the scope of existing relationships in a number of areas:

· Coordinating decision-making regarding planning and operations

· Facilitating the streamlining of administration

· Implementing changes to roles and responsibilities of member hospitals as a result of HSRC decisions

· The HSRC has previously directed the creation of JECs in Waterloo Region, Cornwall, Haliburton, Kawartha and Pine Ridge, Brantford, Windsor, Brockville, Lambton and Kent, with memberships ranging from two to five hospitals.
8. What are the limitations of the JEC governance model?

The HSRC is aware that the JEC option also has some major limitations, as follows:

· Depending on the number of participants and the size of their respective Executive Committees the JEC could become too large to be effective in decision-making.

· The nature of decision-making requires that there be a majority of each executive committee to make a decision.  In effect each executive committee has a veto on decisions of the JEC.

· The board members of the member organizations not on the executive committee may feel that they have little to do in decision-making respecting their own hospitals given the range of decision-making delegated to the JEC.

· The time commitment of the JEC members may prove to be a burden to those volunteers who will be required to meet more than once a month potentially at different and sometimes distant locations.  This could lead to volunteer burnout.

· If a large geographic area is covered by the JEC the travel distance and other weather and geographic conditions may make regular face-to-face meetings difficult to arrange, and force a reliance upon technology to facilitate communication.

For a three-hospital network the following models have been explored by the HSRC:

Model One: A Fifteen-Member JEC


Under this model, none of the hospitals would independently control the JEC; it is contemplated that they would each have five of the fifteen members. It follows that the hospitals could not formally bind themselves or their management (or executive) committees in advance to implement all of the JEC’s decisions or advice. This would amount to a delegation of authority to a committee that the board would not control. However, there would be nothing to preclude each hospital’s management (or executive committee) from deciding to implement a decision of the JEC. The members of each management (or executive) committee would have to be sure to organize the committee’s procedures so that they and they alone formally made the decisions relating to the hospital whose board appointed them. They might, for examp1e, meet separately immediately following each JEC meeting to vote on the matters that the JEC had discussed. Their decisions would also have to be made with a view to the best interests of the hospital by whose board they were appointed. Provided that these formalities were observed, the JEC under this model could function in practice, though not officially, as a joint management (or executive) committee for the three hospitals.

Model Two: A Five-Member JEC

Under this model, the same five individuals would comprise both the management (or executive) committees of each of the hospitals and the JEC.  They would each, in effect, act in four different capacities, or wear four hats: as members of the management (or executive) committee of each of the three hospitals and as members of the JEC. They would also each be accountable in law to each of the hospitals to act in its best interests when acting as a member of the management (or executive) committee of that hospital.

There is no express prohibition in either the Public Hospitals Act or the Corporations Act on appointing the same individuals as the management (or executive) committee for each of the hospitals. In theory, it would be possible for this arrangement to operate without legal difficulty, provided that the five individuals adopted procedures to ensure that they made decisions in relation to each hospital only in their capacities as delegates of the board of that hospital and solely with a view to the best interests of that hospital. However, at a practical level difficulties would almost certainly arise. On matters where the interests of the three hospitals might not coincide, the individuals could find themselves owing conflicting duties that they would not be in a position to reconcile. While it is sometimes possible to deal with conflicts by having the individuals affected by the conflict not participate in the decision of the matter, this mechanism would not likely be available if the membership of the three hospitals’ committees was identical

If there is concern about the size of the JEC under the first model, it would be possible to reduce the size of the management (or executive) committees, and thus of the JEC, from five to three.

APPENDIX E:  GROWTH METHODOLOGY 

Estimating Growth in Clinical Activity to the Year 2003
The growth model currently under development at the HSRC is adapted from work done for the Growth Funding Working Group of the Ontario Joint Policy and Planning Committee in May 1996. One distinguishing feature in the HSRC model is to allocate growth by program by facility. This means that, when programs are shifted among hospitals, the growth associated with these programs is also moved.

To assess acute inpatient requirements to the year 2003 using the revised methodology, planners must first determine the additional days and caseload, using the following four steps:

Step One:  Determine the change/growth in population from 1995 to 2003 using projected populations which, provincially average about a 1.3% increase annually.

Step Two:  Calculate the impact of population change/growth on utilization of hospital services, using case type and age and gender specific use rates projected against population growth for each County population in the planning area.

Step Three:  Allocate to each program in each facility the impact of the population change on post-utilization volume.  The HSRC estimates the impact of growth on the change in the demand for hospital services by using a blend of two factors:

a)  the historical referral patterns, based on the proportion of cases by age, gender and Major Clinical Category

b)  a “proximity” factor, based on the assumption that people will receive services from the eligible hospital closest to their home

Step Four:  Sum up the projected post-utilization days, projected for growth, and estimate the number of additional beds required for the year 2003.

APPENDIX F:  COSTING METHODOLOGY

The methodology described in this document is designed to produce estimates of savings related to four areas of hospital activity, as well as plant costs related to the implementation of restructuring:

· clinical efficiencies;

· restructuring savings (program transfer/program reduction);

· consolidation of support services;

· administrative efficiency; and

· site closure expenses.

While the cost savings estimates are advice to the Minister of Health, they have the potential of becoming guideposts or targets for costs and savings related to restructuring implementation. Therefore it is necessary to develop the best possible methods of estimation and use the most accurate information possible to guide decision-making respecting hospital and health care restructuring.  

Due to the method of identifying costs and savings associated with various restructuring options the sequence of the estimates is fundamentally important to avoid double-counting and improve the accuracy in estimating costs and potential savings.  The following is the sequence of steps respecting costs and savings estimates inherent in the methodology:

STEP 1: Determine Net Expenses
In order to establish the separation of direct service costs from indirect costs, the Ontario Cost Distribution Methodology (OCDM
) is applied.  Net expenses are calculated in the OCDM by netting allowable recoveries/revenues and restructuring costs from gross expenses.  Selected expense accounts (see table below) are deducted from net expenses to derive adjusted net expenses (includes plant, materiels management and administration) for all patient types (i.e., acute inpatient and day-surgery, chronic & respite, ELDCAP, palliative, rehab, outpatient, other hospital or community outpatients).

Account Code
Description

71 7 10
Research - General

71 9 **
Marketed Services

81 9 50 80
Depreciation Undistributed - Major Equipment

81 9 55
Interest on Long Term Liabilities - Undistributed

81 9 60
Municipal Taxes

81 9 90
Other Undistributed Expenses - Operating

81 9 95
Employee Benefits - Debit Clearing Account

81 9 96
Employee Benefits - Credit Clearing Account

85 9 45
Other Undistributed Revenues

85 9 90
Other Undistributed Expenses

63030
Short Term Interest Charges

75000
Depreciation on Major Equip - Distributed

76000
Rental/Lease of Equipment

78000
Amortization - Software License and Fees

95080
Depreciation on Major Equip – Undistributed

STEP 2: Calculate Program & Related Transfers
In estimating savings for the transfer of inpatient acute clinical activity among facilities, a number of key assumptions were made:

· the latest current available levels of acute inpatient clinical activity (currently 1995/96 data) are used as a proxy for current clinical activity, as these are the latest data available;

· the most recent comparable equity formula estimates (currently 1995/96 data) of the costs per case are used as proxies for current cost per case, as these are the latest data available;

· the total outpatient/ambulatory and emergency activity is transferred at direct cost without differentiation between types of ambulatory care;

· costs for the transferring facility are estimated using actual direct cost per case for the hospital, multiplied by the number of weighted cases (inpatient or qualifying day surgery) to be transferred;

· cost of transferred activity are estimated at the expected direct cost per case or the actual direct cost per case (whichever is lowest between the transferring and the receiving facilities), including all factor adjustments for tertiary, neonatal and teaching factors associated with caseload; and the difference between the cost for the transferring facility (actual direct cost per case) and the cost for the receiving facility (expected direct cost or actual direct cost - whichever is lower) is removed from the hospital system. 

As a consequence of program transfers, there may need to be a re-allocation of materiels management expenses, based on the proportion of direct expenses of each reconfigured facility.  No savings are generated in this step as these expenses are only re-distributed.

The number of weighted cases transferred may result in a funding difference in direct services if the transferred cost is lower than the actual cost of the transferring facility.  Since there is no evidence to suggest that operating at a lower cost than the expected rate results in poorer services or outcomes it is the recommendation of the HSRC that the lower of expected or actual direct costs be used in the costing of transfer of programs between hospitals. 

STEP 3: Calculate Clinical Efficiency Savings

Clinical efficiencies, based on estimated savings in patient days from the improvements in clinical utilization consistent with the HSRC methodology, are calculated using the revised levels of costs and clinical activity in the receiving hospital if program transfers are involved.  Where benchmarks are applied, conservable days are based on three axis: CMG/DPG, age group, and peer group

. 
The following is the sequence of calculations to estimate savings associated with clinical efficiencies.  Note that the calculations of clinical efficiencies is currently under development and will be incorporated into the methodology when finalized.

A. Alternate Level of Care (ALC)

ALC days are divided into surgical and medical categories associated with the original acute case designation. Different weighting factors based on the results of the OCCP data analysis are then applied.  In estimating the savings in this area, it is assumed that they will be realized at the hospital transferring the programs.  Therefore, ALC savings are calculated at the lower of the expected or actual direct cost per weighted case of the sending facility.
i)   estimated savings for medical ALC days be calculated as follows:

[conservable medical ALC days] x  [medical caseload weighting factor of 0.10] x  [direct cost per case]

ii)  estimated savings for surgical ALC days be calculated as follows:

[conservable surgical ALC days] x  [surgical weighting factor of 0.134] x  [direct cost per case]

B. Other Factors Causing Hospitalization - Case Mix Group 851

The costs/savings associated with the inpatient case to related to CMG 851 are estimated as follows:

[number of cases related CMG 851] X [RIW ] X [hospital average (direct) cost per case]
C. Diagnoses Not Normally Hospitalized - Case Mix Group 910

As is the case with CMG 851 cases associated with this CMG have a specific resource intensity weight (RIW) associated with them.

The following is the equation for estimating costs/savings associated with CMG 910 cases:

[number of cases] X [RIW] X [hospital average (direct) cost per case]

D. Day Surgery Conversion
The costs and savings attributed to same day surgery conversion are calculated by determining the variance in resource weights of the inpatient surgical CMG to that of the same day surgery Day Procedure Group (DPG).  That is, the costs associated with the inpatient case to be converted are estimated using the CMG RIW and the hospital cost per weighted case.  Then, the costs associated with the day surgery case that is generated are calculated using the DPG RIW and the hospital cost per weighted case.  The DPG cost estimate is subtracted from the CMG RIW cost estimate.  The difference is the cost or saving associated with the conversion.

Inpatient Surgical Case ([average cost per weighted case] X [case weight/CMG]) less Day Surgical Case ([average cost per weighted case] X [case weight/DPG])

E. May Not Require Hospitalization (MNRH)

Savings attributed to the MNRH surgical cases are calculated based upon the same-day surgery conversion methodology which is described in following sections.

The savings attributed to medical MNRH cases would be calculated based upon the weight of 0.533.  The following is the recommended equation for estimating the costs of MNRH conservable days:

[Conservable days associated with MNRH CMGs (medical only)]  X  [0.533 weighting factor]  X [Hospital Cost per Weighted Case]

F. Average Length of Stay (ALOS)

Starting with the estimation of potential conservable days associated with average length of stay, the methodology addresses costs associated with the conservable days.

Routine and Ancillary weights
 by Case Mix Group are used with the hospital’s direct average cost per case to estimate the costs attributed to conservable days associated with improvements in length of stay.  

The calculation is CMG-specific as follows:

Conservable days x (Routine and Ancillary % of full cost x RIW per diem factor) x Hospital Specific Direct Case Cost

STEP 4:  Determine Support Service Efficiencies 

In order to determine the savings potential of consolidating support services, a number of options regarding the selection of these support services were considered.  The HSRC settled on the following functions largely due to the size of the activity in budgetary terms; i.e., materials management, food services and laboratory services.  Furthermore, there have been ample studies to support the assumptions and models employed by the HSRC in regard to these hospital activities.  This is not to suggest that other cost centres are cannot be consolidated and savings realized by the hospitals.

The model developed to identify savings resulting from consolidation and improved efficiency in Food Services, Materials Management and Laboratories is based on a three dimensional matrix.

The three dimensions which influence the potential savings are:

1.
Current operational performance;

2. 
Number of sites being consolidated; and

3.
Critical mass or thresholds.

The three dimensions are indicated below.


Estimated Saving Percentages/

Number of Sites to be Consolidated


2 - 3
4 - 6
 7 - 9

Current Level Of Efficiency
Model

A
Model 

B
Model 

A
Model

B
Model

A
Model

B

High







Average







Low







A. Materials Management

Based on the implementation of best practices, the following table summarizes estimated potential savings within a region (where a region is defined as a group of hospitals within a geographic cluster).

Current levels of efficiency are addressed in the following section.
MATERIALS

MANAGEMENT
 Estimated Saving Percentages/

Number of Sites to be Consolidated

Current Level Of Efficiency
2 - 3
4 - 6
 7 - 9

High
23%
28%
33%

Average
29%
34%
39%

Low
35%
40%
45%

Best Practices in Materials Management

The following list summarizes best practices which could be implemented in order to achieve savings through consolidation of materials management across a number of hospitals:

· Product standardization and evaluation committees.

· Coordinated contract/vendor negotiation.

· Group purchasing.

· Computerized inventory management.

· Inventory control practices yielding an average of 20 inventory turns per year.

· Centralized ordering and warehousing in one hospital site or off-site through a contracted service with just-in-time delivery to the consolidated hospitals.

· Automated purchasing - electronic data interchange (EDI) for ordering and electronic funds transfer (EFT) for supplier payment.

· Sterile processing - standardization of procedure trays and:

-  either, central sterile processing for common, low cost items.

-  or, use of a high percentage of disposable tray packs.
Current Levels of Efficiency in Materials Management - Definitions
Current Level Of Efficiency
Definition
Approximate Inventory
          Turns/Year
inventory turns per


year

High
Extensive use of buying group(s) or a prime vendor.

Purchasing decision involves users.

EDI/EFT 

Ward stock top-up - top-up frequency minimized - large facilities use computerized inventory management and automated stock control systems (1). 

Standardized products and procedure trays/case carts.

Some outsourcing of sterilization.
20 or more

Average
Moderate use of buying group(s).

Purchasing decision - mix of buyers and users.

Manual ordering and accounts payable.

Ward stock top-up - daily top-up - manual stock control systems.

Limited standardization of products and   procedure trays/case carts.
                   15


15

Current Level Of Efficiency
Definition
Approximate Inventory 

          Turns/Year
inventory turns per


year

Low
Some use of buying group(s). 

Purchasing decision by buyers.

Manual ordering and accounts payable.

Ward stock exchange carts - daily exchange - manual stock control systems.

No standardization of products and procedure trays/case carts.
10 or less

(1) e.g., bar coding, carousels, etc.

B. Laboratory Services

Based on the implementation of best practices, the following table summarizes estimated potential savings within a region (where a region is defined as a group of hospitals within a geographic cluster). Current levels of efficiency are addressed in a following section.

Clinical

Laboratory

Services
Estimated Saving Percentages/ 

Number of Sites to be Consolidated


2 - 3
4 - 6
7 - 9

Current Level Of Efficiency
Model 

A
Model 

B
Model 

A
Model 

B
Model 

A
Model 

B

High
2%
5%
5%
10%
5%
15%

Average
5%
10%
10%
15%
10%
20%

Low
10%
15%
15%
20%
15%
25%

As noted in the table above the savings estimates range from 2% to 25% depending on the model selected and the characteristics of the hospitals involved.  These figures relate only to hospital laboratories and do not include the community sector laboratories.   If the latter were included it is possible to increase the savings potential.  Other assumptions underlying the estimates are listed below as is the Models A and B identified in the above chart.
Best Practices For Laboratory Services

The following list summarizes best practices which could be implemented in order to achieve savings through consolidation of laboratory services across a number of hospitals.

Number Of Beds

                              Best Practices

Model A - Modified Central Laboratory Concept

0- 79 beds

Central laboratory that processes most routine testing and all esoteric testing for the region. 
Rapid response laboratories in all other facilities that meet the STAT testing needs of each institution. 



Consolidated purchasing to maximize purchasing power. 

Networked information systems between central laboratory and rapid response laboratories.


Bar-coding technology for tracking/analyzing specimens. Centralized governance structure. 


Linkages with academic health sciences centres. 


Note: Central facility(s) and hospitals should be located within a 1 hour drive of each other.

Model B - Central Laboratory Concept

80 + beds
Central laboratory that testing for the region.


Rapid response laboratories in all other facilities that meet the STAT testing needs of  each institution. 

Consolidated purchasing to maximize purchasing power. 

Networked information systems between central laboratory and rapid response laboratories. 

Bar-coding technology for tracking/analyzing specimens.  

Centralized governance structure. 

Linkages with academic health sciences centres. 

Note: Central facility(s) and hospitals should be located within a 1 hour drive of each other.

Current Levels of Efficiency in Hospital Laboratory Services

Current Level of Efficiency
Definition

High
Central laboratory concept virtually implemented 

Core laboratories implemented

Purchasing power consolidated 

Computerization with most sites linked 

Centralized governance structure Effective utilization management program

Average
Some cooperative arrangements 

Some core laboratories 

Some shared purchasing and use of buying groups 

Computerization with some sites linked 

Multiple governance structures 

Low
Autonomous laboratories

Limited or no core laboratories

No shared purchasing, use of some buying groups 

Limited/no computerization; no computer linkages 

Multiple governance structures 

Limited or no utilization management program

C. Food Services

Based on the implementation of best practices, the following table summarizes estimated potential savings through consolidation of services within a region (where a region is defined as a group of hospitals within a geographic cluster).  Current levels of efficiency are defined in further sections.  Assumptions are listed below in a separate subsection.

There are a number of dimensions to food services savings:

· productivity improvements through technology;

· outsourcing part of production process; and

· reduction in overall meal days associated with reduced inpatient days.

Not all of the dimensions of food services are explored in this methodology.  However, the method is consistent with numerous food service studies by hospitals, DHCs and other bodies commissioned over the past few years.  The following chart outlines some benchmarks for savings from consolidation and efficiency improvement.

FOOD
SERVICES
Estimated Saving Percentages/

Number of Sites to be Consolidated


2 - 3
4 - 6
 7 - 9

Current Level Of Efficiency
Model

A
Model 

B
Model 

A
Model

B
Model

A
Model

B

High
2%
9%
4%
11%
6%
14%

Average
4%
15%
7%
17%
10%
20%

Low
8%
22%
10%
24%
12%
26%

The table above notes that the savings can range between 2% of current expenses to 26% depending on the model, sites and current level of efficiency.  Note that for chronic (i.e., complex continuing care)/rehabilitation facilities it is assumed that the complexity of cases, and therefore resource needs,  is less than that for acute care facilities.  Consequently, 75% of the savings rate attributed to acute care sites are applied to the chronic/rehab site.

Best Practices in Food Services

The following table summarizes best practices which could be implemented in order to achieve savings through consolidation of food services across a number of hospitals under two consolidation models.

Number Of Beds
Best Practices

Model A - Shared Management and Outsourcing

0 - 79 beds
•
Shared management, common non-selective menu (7 - 9 days), common nutritional protocols.

•
Outsourcing of 80% or more of food products, reducing the level of on-site production.



80 + beds
•
Shared management, common 7-9 day non-selective menu, common  nutritional protocols.

•
Outsourcing of 80% or more of food products, reducing the level of on-site production.

•
Cold plating and advanced meal delivery system (1).



Model B - Shared Management, Outsourcing and Meal Assembly

All sizes
•
Shared management, common non-selective menu, common nutritional protocols.

•
Outsourcing of 80% or more of food products, reducing the level of in- house production.

•
Centralized cold plating and warewashing (see assumptions).

•
Distribution of trayed and/or bulk meals from central facility(s) to consolidated hospitals.

•
Advanced meal delivery system (1).



(1)  Advanced meal delivery system: A cart system in which pre-plated meals are held chilled and re-thermalized automatically just prior to meal service time.  Re-thermalization can take place centrally in the hospital's kitchen or decentrally in nutrition centres proximate to each patient unit.  Hot beverages and ice cream are added to trays at the time of service.

   Current Levels of Efficiency in Food Services
Current Level Of Efficiency
Definition
Approximately Productivity (Meal Days Per FTE)

High
80% to 100% outsourcing of food products.


Cold plating and use of an advanced meal delivery system for meal re-thermalization and delivery.


Efficient hospital layout in terms of meal distribution.
> 2,750

Average

Mix of outsourced foods and on-site production.

Hot plating.
Between  2,250

 and  2,750

Low
On-site production.

Hot plating.


Inefficient hospital layout in terms of meal distribution.
<  2,250

Method of Assessing Savings Related to Materials Management, Food Services and Laboratories

In order to compare hospital performance with best practices consistent with the model, a survey is administered to hospitals under consideration.  The results of this survey are tabulated and a score relative to the level of efficiency is assessed.  The hospital and its particular situation is then plotted against each of the three dimensional grids to determine the level of savings achievable at best practices.  Savings are determined at an aggregate level for the group of facilities and are prorated to the individual facilities based on their respective efficiency ratings.  For example, an overall savings of 20% could be distributed as 10% savings to a high efficiency facility and 30% savings to a low efficiency facility (given a two-facility group with the same size budgets).
Since laboratory and food service expenses are part of the direct patient care costs, it is assumed that a by product of expense reductions due to clinical efficiencies will mean a reduction in the potential for savings in these areas.  Therefore, the savings potential for Laboratory expenses and for Food Services expenses is then discounted for any reduction in direct costs that result from increased clinical efficiency. 

STEP 5: Re-allocation of Other Expenses

Other savings may be identified through site closures and program reductions.  These savings are community-specific and are based on net expenses as reported in the OCDM.
STEP 6: Calculate Site Closure Savings 

Should a facility or site be subject to closure in various options, then net plant expenses are identified as savings.  For plants that remain in various options these expenses are maintained.

STEP 7: Determine Administrative Efficiencies

Administrative expenses are those expenses which for the most part are fixed and do not vary directly with patient volumes.  These non-variable costs tend to remain inside a set limit as a percentage of total hospital operating costs.

The categories included in Administrative Expenses  were chosen to correspond to  the overhead costs in the OCDM with a few exclusions (e.g. plant, materiels management).  The following are the primary functional centres that were included in the Administrative Expenses total.

Functional Centres

Category
Account
Category
Account
Category
Account

General Admin
71110
Finance
71115
Human Resources
71120

Systems Support
71125
Communications
71130
Volunteer Services
71140

Housekeeping
71145
Laundry/Linen
71150
Bio-Med Engineer.
71175

Registration
71180
Patient Transport
71185
Health Records
71190

Admin/Supp Temp
71198
Pastoral Care
71199
Hospital Library
71810

Audiovisual
71820
Medical Illustration
71830
Inservice Education
71840

Admin & Supp - Ed
71850
Formal Ed.-Nsg
71860
D&T Formal Education
71870

Formal Ed.-Medical
71880





The estimated savings from Administrative Efficiencies are based on benchmarking the Administrative expenses to comparable hospitals  relative to net direct expenses (including plant and materials management).  The benchmarks are based on the 10th percentile for each of the three review groups
.  A fourth review group was established for free-standing chronic/rehabilitation facilities.  Specialty hospitals were not included in the creation of the benchmarks but administrative savings were estimated using the appropriate review group.  The revised administrative expenses based on benchmark values are then subtracted from the initial administrative expenses (based on the above accounts), to determine administrative expense savings.  The following table defines the benchmarks that were used for each of the review groups.  Please note that the benchmarks are calculated and applied using these formulae:

New Total Operating Net Expense 

= New Direct Net Expense (including plant and materials management)/(1-Benchmark Rate)

Administrative Expense Savings 

= (New Total Operating Net Expense - New Direct Net Expense) - 1995/96 Net Admin. Expense

Review Group
10th Percentile - Benchmark
Minimum


Median
Maximum

Review Group 0 (Free-Standing)
17.14%
13.00%
20.13%
34.09%

Review Group 1
12.81%
11.97%
16.21%
18.53%

Review Group 2
13.75%
10.72%
16.56%
23.59%

Review Group 3
16.33%
13.83%
21.47%
31.74%

Step 8: Add back Selected Expenses

For institutions that are remaining open, Selected Expenses as identified in Step 1 are added back in total.  For institutions where programs have been transferred or closed, the following expenses are transferred to the receiving facility, in proportion to the activities transferred.

· Emergency physician remuneration (primary account 71930)

· Depreciation - distributed & undistributed (secondary accounts 75000 & 95080)

· Depreciation undistributed (primary account 8195080)

· Other undistributed expenses - Operating (primary account 81990)

· Net NEER (penalties/rebates) 

· Cash Discounts (secondary accounts 12090 & 12190)

Step 9: Establish the Cost of the Reconfigured System

The total net expenses of the reconfigured system are then calculated by adding back the selected expenses identified in Step 1.   This total reflects costs associated with all patient types in an acute-care facility.
Chronic (i.e., complex continuing care) and Palliative Care Costing Methodology

The methodology used to estimate the cost of a reconfigured chronic care (i.e., complex continuing care) and palliative care system and a reconfigured rehabilitation care system follows the methodology used in the calculation of costs for the acute care sector with a few differences.   Net expenses and selected expenses are determined as outlined in Step 1 but only as related to chronic & respite, and palliative patient types.   

The following assumptions are made in costing the program reductions/enhancements

· 1995/96 actual patient days are used  for both chronic care (i.e., complex continuing care)  and palliative patients;

· a 95% occupancy rate is used to derive the number of future days in the system based upon the number of beds sited at each institution;

· the cost of chronic care (i.e., complex continuing care)  beds added to a facility is estimated at the lower of the median direct chronic cost per day or the actual direct chronic cost per day.  This median is calculated separately for acute facilities and free-standing chronic care facilities;

· the cost of chronic care (i.e., complex continuing care) beds removed from a facility is estimated by multiplying the actual direct chronic cost per day by the number of  days being reduced; and

· program reductions and closures are associated to chronic rather than palliative care, with the exception of the closure of a facility where all (i.e. chronic care (i.e., complex continuing care)  and/or palliative) beds are removed from the system.

It is expected that current lower intensity chronic care (i.e., complex continuing care)  patients will now be cared for within the long-term care system.  Future patients who require chronic care (i.e., complex continuing care)  will, on average, have a higher resource intensity than is currently exhibited.  Consequently, a resource intensity adjustment of 17% was allocated to all facilities who continue to have chronic care (i.e., complex continuing care) patients.

There are no administrative efficiencies calculated on acute care hospitals, as they have already been calculated in the acute care methodology.  However, administrative costs are adjusted to reflect program reductions/enhancements.   Administrative efficiencies are calculated for all free-standing facilities as described above in Step 7.  As in the acute care methodology, for sites that close, plant and materials management net expenses are identified as savings.  Selected expenses are added back for sites that remain open.  The total net expenses of the reconfigured system are then calculated by adding back the selected expenses to the new direct and administrative expenses.

Rehabilitation Care Costing Methodology

Net and selected expenses are determined as outlined in Step 1 but only as related to rehabilitation care.  

An adjustment is made for additional allied health expenses for all rehabilitation care beds.  This additional expense is expected to cover the additional cost of allied health coverage on weekends.

The following assumptions are made in estimating the costs for the transfer of rehabilitation patients. 

· regional beds have an occupancy rate of 90% and long-term & short-term beds have an occupancy rate of 95%;

· any program reductions are assumed to be on short-term beds at an occupancy rate of 95%;

· the cost for program reductions is estimated using the facility’s actual rehabilitation direct cost per day, multiplied by the number of days to be reduced; and

· the cost for program enhancements is estimated at the lower of the median direct rehabilitation cost per day and the facility’s actual direct rehabilitation cost per day. This median is calculated separately for acute facilities and free-standing chronic care facilities.

Administrative efficiencies are not found for acute care hospitals, as this has already been calculated in the acute care methodology.  However, administrative costs are adjusted to reflect program transfers.   Administrative efficiencies are calculated for all free-standing facilities as described above in Step 7.  As in the acute care methodology, for sites that close, plant and materials management net expenses are identified as savings.  Selected expenses are added back for sites that remain open.  The total net expenses of the reconfigured system are then calculated by adding back the selected expenses to the adjusted expenses, program transfers, adjustments, and new administrative expenses.

CONCLUSION

This methodology for identification of costs and savings associated with restructuring options was developed to do the following:

· assist the HSRC in assessing the affordability criterion for various restructuring options;

· determine the extent of savings associated with:

· clinical efficiencies

· consolidation of support services

· administrative overhead

· costs of plant operations;

· use an approach consistent with industry practices and methodologies currently in place; and

· develop advice for the Minister of Health on the expenses and savings estimates associated with HSRC Directions and Recommendations.

The original methodology for costing of restructuring options as reported in the Thunder Bay, Sudbury, Lambton and Pembroke reports was modified from one developed by the Ministry of Health.  While there were issues associated with the method, the basic approach was deemed acceptable to the hospital sector.  The HSRC undertook to revise the methodology by examining relevant analysis and research into various categories of expenses and potential savings.  

The HSRC had engaged the firm KPMG, and their associates, Healthcor, to assist the HSRC in its endeavors.  Working with the Ontario Case Cost Project, the Fiscal Planning Working Group of the Joint Policy and Planning Committee, and its consultants, Hay Management, and the Ministry of Health, the HSRC identified areas of improvement to the methodology which it will implement in future review and revise estimates from past reports.

Concurrent with the revisions to the methodology, the HSRC developed, with the assistance of KPMG and Healthcor, a software modeling system based on the revised costing methodology.  The system will facilitate the consistent application of the methodology.

The costing methodology results are summarized in each report of the HSRC as advice to the Ministry of Health and to the hospitals affected by the directions.  The actual expenses and savings will require further development during the implementation of the directions by the hospitals in conjunction with the HSRC and the Ministry of Health.  The HSRC strives to use the most accurate and consistent information possible in developing the estimates because it is aware that they can become targets and guideposts for implementation.

As always, the HSRC invites comment on any materials and approaches that it promulgates.  This policy of openness will allow the HSRC to improve upon its methods through the feedback from the industry and from the results of implementation as it proceeds in various communities.

If you have any comments regarding this report of any of the sections therein, the HSRC would appreciate your views in writing to the HSRC.

APPENDIX G:  CAPITAL ESTIMATES

Assumptions:

1. New acute care construction, where there is a balance (50:50) between space allocated to high cost items (e.g., Emergency, NICU, Surgical Suite, Critical Care) and moderate/low cost items (e.g., Administrative, Materials Management, etc.) a blended rate of $187 per square feet.

2. New acute care construction, where more than 50% of the space is high cost, a rate of $210/sf will be applied.

3. New acute care construction, where more than 50% of the space is lower cost space, $160/sf will be used.

4. New construction for mental health will be applied at a rate of $140/sf (excluding medium secure forensic unit, which will be $170/sf).

5. New construction for rehabilitation beds will be applied at a rate of $160/sf.

6. New construction for complex continuing care beds will be applied at a rate of $160/sf.

7. Renovation costs will be calculated as follows:



moderate level of renovations 


moderate
$100/sf



significant level of renovations


high
$150/sf



very high level of technologically complex renovations
very high
$180/sf



light renovations




light
$50/sf

[image: image3.wmf]City:

 

  

Niagara Region

Hospital:

 

St Catherines General  

Option

 :  

 Final

Program

Beds

Area/Bed

Area Required

Beds

   Available

357

   Required

385

                    

 

Additional Needed

28

                      

 

Target Area

   Acute

303

                    

 

1,400

           

 

424,200

     

 

sf

   Mental Health

35

                      

 

1,100
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   Continuing Complex Care

-
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   Rehabilitation

11

                      

 

1,100

           

 

12,100
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   Sub-Acute Care

36

                      

 

1,000

           

 

36,000
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Total

385

                    

 

510,800

     

 

sf

Research 

-

                    

 

-
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Academic Allocation

-

                    

 

-

             

 

sf

GFT

-

                    

 

-
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TOTAL

510,800

     

 

sf

Area Available

   Whole Hospital, excluding Residence (93,000 sf)

434,295

     

 

sf

Total

434,295

     

 

sf

 Guideline Area Difference

76,505

       

 

sf

Focus of New Construction

Capacity

cgsf

bgsf

cost/bgsf

Total New

   Displaced Kitchen/Nutrition (G)

12,000

         

 

15,180

      

 

210

            

 

$3,187,800

   Displaced Cafeteria (G)

4,500

           

 

5,693

        

 

160

            

 

$910,800

   Displaced Diagnostic Imaging + expansn,  (L-1)

15,000

         

 

18,975

      

 

210

            

 

$3,984,750

   Acute/Sub-Acute, beds (L-3/4)

53

18,550

         

 

23,466

      

 

187

            

 

$4,388,095

   Surgical Suite, expansion,  OR's (L-5)

2

4,000

           

 

5,060

        

 

210

            

 

$1,062,600

   Expanded Surgical Suite Support (L5)

4,000

           

 

5,060

        

 

210

            

 

$1,062,600

   Day Surgery, to serve 9 OR's

4,500

           

 

5,693

        

 

187

            

 

$1,064,498

   Rehabilitation, beds (L-4)

11

4,675

           

 

5,914

        

 

160

            

 

$946,220

   Ambulatory programs,  expansion, (L-1/2)

20,000

         

 

25,300

      

 

160

            

 

$4,048,000

   Dialysis program, (L-2)

7,000

           

 

8,855

        

 

210

            

 

$1,859,550

   Oncology program, outpatient component (L-2)

7,000

           

 

8,855

        

 

187

            

 

$1,655,885

   Expanded clinical and general support

10,000

         

 

12,650

      

 

187

            

 

$2,365,550

   Other, temporary and permanent links

7,500

           

 

9,488

        

 

100

            

 

$948,750

Total

118,725

       

 

150,187

    

 

$27,485,098

Focus of Renovation

Area (sf)

Renovation

(m,h,vh,l)

Cost/sf

Total Reno.

   Emergency, expansion to 90,000 visits

9,000

vh

$180

$1,620,000

   Emergency, integration

5,000

h

$150

$750,000

   Other functions displaced from Leonard

12,000

m

$100

$1,200,000

   Surgical Suite integration

8,000

h

$150

$1,200,000

   Mental Health expansion, 17  beds

7,225

h

$150

$1,083,750

   Miscellaneous links to new construction

3,000

h

$150

$450,000

Total

44,225

               

 

$6,303,750

Total Construction Cost

$33,788,848

Ancillary Costs @ 23.2%

$7,839,013

Demolition Leonard, 30,000 sf

$350,000

Helicopter Landing Pad

$250,000

Site Development Allowance

$2,874,255

Furnishings & Equipment Allowance (out of contract)

$6,757,770

TOTAL COST

$51,859,885

Notes

1)  Hotel Dieu closed.

2)  Assumes demolition of Leonard and replacement of cafeteria to ground level of new construction.

3) Expansion of emergency into vacated Diagnostic Imaging space.

4) Acute  beds, operating room expansion in new construction over Diagnostic Imaging.

5)  Most existing acute beds back in service.

6) Mental Health inpatients expanded in present space.

7)  No allowance for parking, or to transfer research and teaching activity.

8) Assumes HDH and non-hospital programs in houses (detox, DEC, Addiction Recovery etc) remain in place.

9) Site Development Allowance includes component to increase site power capacity.
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Program

Beds

Area/Bed

Area Required

Beds

   Available

361

   Required

226

                    

 

Additional Needed

135

-                    

 

Target Area

   Acute

106

                    

 

1,400

           

 

148,400

     

 

sf

   Mental Health

20

                      

 

1,100

           

 

22,000

       

 

sf

   Continuing Complex Care

62

                      

 

1,000

           

 

62,000

       

 

sf

   Rehabilitation

20

                      

 

1,100

           

 

22,000

       

 

sf

   Sub-Acute Care

18

                      

 

1,000

           

 

18,000

       

 

sf

Total

226

                    

 

272,400

     

 

sf

Research 

-

                    

 

-

             

 

sf

Academic Allocation

-

                    

 

-

             

 

sf

GFT

-

                    

 

-

             

 

sf

TOTAL

272,400

     

 

sf

Area Available

  Main Hospital Building

278,106

     

 

sf

  Maclean Residence

28,500

       

 

sf

Total

306,606

     

 

sf

 Guideline Area Difference

34,206

-       

 

sf

Focus of New Construction

Capacity

cgsf

bgsf

cost/bgsf

Total New

   Emergency, expanded for 36,817  total visits

3,000

           

 

3,795

        

 

210

            

 

$796,950

   Ambulatory Care expansion, expanded visits

1,994

                 

 

499

              

 

631

           

 

187

            

 

$117,923

Total

3,499

           

 

4,426

        

 

$914,873

Focus of Renovation

Area (sf)

Renovation

(m,h,vh,l)

Cost/sf

Total Reno.

   Emergency integration

5,000

h

$150

$750,000

   Expansion of Mental Health, 4 beds

1,700

h

$150

$255,000

   Displaced Mental Health outpatient space

1,700

m

$100

$170,000

   Displacements to recover CCC beds

4,000

m

$100

$400,000

Total

12,400

               

 

$1,575,000

Total Construction Cost

$2,489,873

Ancillary Costs @ 23.2%

$577,650

Site Development Allowance

$91,487

Furnishings & Equipment Allowance (out of contract)

$497,975

TOTAL COST

$3,656,985

Notes

1)  Hotel Dieu closed.

2)  "Area Available" excludes Extended Care Unit of 34,650 sq feet.

3)  Assumes rehabilitation beds to recovered  Chronic/Complex Care.

4)  Assumes sub-acute care to  vacant Acute Care beds.

5)  Assumes expansion of Mental Health will displace  MH outpatient program.
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311

   Required
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61

-                      

 

Target Area

   Acute

134

                    

 

1,400

           

 

187,600
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   Mental Health

20

                      

 

1,100

           

 

22,000

       

 

sf

   Continuing Complex Care

60

                      

 

1,000

           

 

60,000

       

 

sf

   Rehabilitation

20

                      

 

1,100

           

 

22,000

       

 

sf

   Sub-Acute Care

16

                      

 

1,000

           

 

16,000

       

 

sf

Total

250

                    

 

307,600

     

 

sf

Research 

-

                    

 

-

             

 

sf

Academic Allocation

-

                    

 

-

             

 

sf

GFT

-

                    

 

-

             

 

sf

TOTAL

307,600

     

 

sf

Area Available

   Main Hospital

251,600

     

 

sf

Total

251,600

     

 

sf

 Guideline Area Difference

56,000

       

 

sf

Focus of New Construction

Capacity

cgsf

bgsf

cost/bgsf

Total New

   Emergency, expansion, 63,343 total visits

6,700

           

 

8,476

        

 

210

            

 

$1,779,855

   Complex Continuing Care, expansion, beds

12

5,100

           

 

6,452

        

 

160

            

 

$1,032,240

   Other

-

              

 

-

            

 

$0

Total

11,800

         

 

14,927

      

 

$2,812,095

Focus of Renovation

Area (sf)

Renovation

(m,h,vh,l)

Cost/sf

Total Reno.

   Emergency, integration

5,000

h

$150

$750,000

   Emergency, integration

5,000

l

$50

$250,000

   Integrate new CCC beds to existing

3,000

h

$150

$450,000

   Reactivate/convert acute beds for rehab, 20 beds

8,500

m

$100

$850,000

   Ambulatory Care increment

500

h

$150

$75,000

   Displaced Functions, for rehab beds

4,500

m

$100

$450,000

Total

26,500

               

 

$2,825,000

Total Construction Cost

$5,637,095

Ancillary Costs @ 23.2%

$1,307,806

Site Development Allowance

$140,605

Furnishings & Equipment Allowance (out of contract)

$1,127,419

TOTAL COST

$8,212,925

Notes

1)  Hotel Dieu closed.

2)   Sub-acute to vacant/vacated acute beds.

3)   Rehabilitation beds converted from vacated, existing acute beds.
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   Longer Term Mental Health

53
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58,300

       

 

sf

   Continuing Complex Care
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   Rehabilitation

34

                      

 

1,100

           

 

37,400
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   Sub-Acute Care

-

                    

 

1,000

           

 

-
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Total

211

                    

 

219,700

     

 

sf

Research 

-

                    

 

-

             

 

sf

Academic Allocation

-

                    

 

-

             

 

sf

GFT

-

                    

 

-

             

 

sf

TOTAL

219,700

     

 

sf

Area Available

   Main Hospital Building 

88,657

       

 

sf

  ( Ancillary buildings, houses etc

36,864

       

 

)sf

Total

88,657

       

 

sf

 Guideline Area Difference

131,043

     

 

sf

Focus of New Construction

Capacity

cgsf

bgsf

cost/bgsf

Total New

   Longer Term Mental Health, beds

53

22,525

         

 

28,494

      

 

140

            

 

$3,989,178

   Longer Term Mental Health, other program space

10,600

         

 

13,409

      

 

140

            

 

$1,877,260

   Expanded Complex Continuing Care, beds

22

9,350

           

 

11,828

      

 

160

            

 

$1,892,440

   Rehabilitation, 34 bed total

12

5,100

           

 

6,452

        

 

160

            

 

$1,032,240

   Expanded general support, eg Pharmacy

2,000

           

 

2,530

        

 

160

            

 

$404,800

   Electrical Service upgrade, allowance

$100,000

   Other, links, displacements etc

3,000

           

 

3,795

        

 

140

            

 

$531,300

Total

52,575

         

 

66,507

      

 

$9,827,218

Focus of Renovation

Area (sf)

Renovation

(m,h,vh,l)

Cost/sf

Total Reno.

$0

  Links, integration 

5,000

m

$100

$500,000

$0

Total

5,000

                 

 

$500,000

Total Construction Cost

$10,327,218

Ancillary Costs @ 23.2%

$2,395,914

Site Development Allowance

$491,361

Furnishings & Equipment Allowance (out of contract)

$1,474,083

TOTAL COST

$14,688,575

Notes

1)  Hotel Dieu closed.


�Rural and Northern Health Parameters and Benchmarks,  Report of the Joint MOH/OHA Working Group,  July 1998





� Physician Resource Planning in Canada, A Report of The National Ad Hoc Working Group on Physician Resource Planning, September 1995


� Anaesthesia, Cardio-Thoracic Surgery, General Practice, General Medicine, Neurosurgery, Obstetrics/Gynaecology, Orthopaedics, General Paediatrics, Plastic Surgery, Psychiatry


� Dermatology, Sub-specialty medicine, Neurology, Ophthamology, Otolarnyngology, Paediatric sub-specialty, Pathology, Physical Medicine, Radiology, Urology


� Physician Appointment List, Ministry of Health, 1995/96


� Canadian Institute for Health Information Inpatient and Same Day Surgery Databases 1995/96


� Physical Medicine, Gastroenterology, Haematology, Endocrinology, Dermatology, Neurosurgery, Otolaryngology


� Detailed information about the Ontario Cost Distribution Methodology can be obtained from the JPPC Reference Document #RD4-6A, “Ontario Hospital Cost Distribution Methodology by Patient Activity”, March 20, 1997.


� Review groups are defined by the Ministry of Health as: Review Group 1: designated teaching facilities (excluding specialty), Review Group 2: designated community facilities, Review Group 3: designated small facilities.


� The HSRC is contemplating adjusting the method from Peer to Review Groups - the changes are not reflected in the London figures;  


� Ontario Case Cost Project data were used for calculation of CMG-specific routine and ancillary weighting factors.   Where data do not exist to support the creation of these weighting factors, the existing CIHI CMG specific Routine & Ancillary weights derived from the Maryland experience are used.


� Review groups are defined by the Ministry of Health as: Review Group 1: designated teaching facilities, Review Group 2: designated community facilities, Review Group 3: designated small facilities (as defined by the JPPC).
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