
 
 

                                                                                                                                                                                         ABN: 68 480 848 412 

National Rural Health Conference                                                               PO Box 280  Deakin West  ACT  2600 

Australian Journal of Rural Health                                               Phone:  (02) 6285 4660     Fax:  (02) 6285 4670 

Web:  www.ruralhealth.org.au     Email:  nrha@ruralhealth.org.au 

 

 

 

 

 

 

 

 

 

 

Submission to the Independent Hospital Pricing Authority 

 

 

 

 

 

Activity based funding for Australian public hospitals:  

 

Towards a Pricing Framework 

 

 

 

 
 
 

21 February 2012 

 

 

 

 

 

 

 

 

 

This Submission is based on the views of the National Rural Health Alliance but may not 

reflect the full or particular views of all of its Member Bodies. 

 

http://www.ruralhealth.org.au/
mailto:nrha@ruralhealth.org.au


2 

 

 

ACTIVITY BASED FUNDING FOR AUSTRALIAN PUBLIC HOSPITALS: 
TOWARDS A PRICING FRAMEWORK 

NRHA principles 

The Alliance proposes the following principles relating to the development of a Pricing 

Framework. 

 

 The introduction of the Pricing Framework should not: 

o further disadvantage the sustainability of smaller rural hospitals, given the existing 

inequities in access to health care and poorer health outcomes for people who live 

in rural and remote communities; nor 

o result in any less financial support for rural hospitals than is currently the case. 

 

 National uniformity should not be pursued at the expense of local flexibility to meet local 

needs. 

 

 A policy objective of improving access to patient-centred health services in rural and 

remote areas is essential and must be factored in to the Pricing Framework. 

Overarching comments on the draft Pricing Framework 

 The overall aim of the Alliance in the context of this IHPA work is to ensure that people 

and hospitals in rural and remote areas are not disadvantaged by any new system 

introduced, and that the true costs of providing patient-centred health and hospital care in 

rural and remote areas are recognised.   

 

Access to a level of acute care, determined according to a place‘s population size and 

location, is a minimum requirement for people in all communities.  Recent years have 

already seen significant ‗rationalisation‘ (closure; reduction in scope of practice) of acute 

care facilities in rural and remote areas.  While population dynamics will inevitably cause 

further changes in both directions – acute care service rationalisation in some areas and 

growth in others – rural people will not accept changes perceived as being opportunistic 

and not evidence-based. 

 

Catch-up funding to address current inequities may well be required and perverse 

incentives for hospital admissions, rather than providing appropriate primary care, must 

be avoided. 

 

 In the absence of detailed evidence about the higher costs of operating a public hospital in 

a rural and remote area, the appropriate response through the IHPA and its work would be 

to maintain current funding while such data is obtained rather than using the lack of data 

as a reason to close small hospitals. The data needed is more than just ―It costs more to 

staff a hospital in rural areas than in the major cities‖.  Ideally hard evidence is needed of 

the reasons why the costs are higher and of the precise dollar figures involved. 

 

One of the significant reasons why small hospitals in rural and remote areas cannot thrive 

in an Activity Based Funding environment is the extent of IT, data management and 

analytics expertise required to be fully engaged in it. 
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 Recent discussions have provided the Alliance with an understanding of the relative roles 

the Commonwealth and the States/Territories will have in determining the situation ‗on 

the ground‘ where hospital services are concerned.  We appreciate that the States will 

remain the managers of the public hospital system and that, where individual rural 

hospitals are concerned, much will also depend on the decisions and governance 

arrangements of the Local Hospital Networks.  The greater transparency that will exist at 

all these levels should help in ensuring equity between areas and individual hospitals – 

and measuring inequities should they remain. 

 

 It is encouraging to believe that, through being exposed to potential increases in hospital 

usage determined by the States, the Commonwealth will have even stronger incentives to 

lead effective work on health promotion, illness prevention and early intervention. 

Hospital services for people from rural and remote areas of Australia 

Hospitals are an essential part of many small rural towns, providing hospital services as well 

as a centre for the delivery of primary care and community health services, including 

outreach services coming in from regional or city hospitals.  Many also provide both 

community and residential aged care services.  In addition, they provide employment and 

social capital within the community, contributing to health and wellbeing of the people in the 

town and in surrounding districts.   

 

Rural communities see the provision of basic hospital services and their associated 

infrastructure and personnel (procedurally trained nursing and medical staff in particular) as 

being a prerequisite for sustainable economic development, especially in those environments 

where some risks are inherent in economic activity (such as the mining, agriculture, tourism 

and manufacturing industries).  A new funding system must recognise the essential nature of 

this range of services to meet the health needs of the local population.  If the hospital is not 

adequately funded, people will be exposed to unnecessary risks and the health of the 

community will suffer. 

 

In the definition of what is included as ‗a public hospital service‘, for the purpose of 

Commonwealth funding, there should be consideration of place-based factors as they relate to 

individual patients. For instance, a patient from an isolated area poorly equipped with 

domiciliary care services cannot be discharged back home as soon as a patient from a better 

serviced area. Keeping that patient in hospital therefore remains a legitimate and important 

part of that public hospital‘s service, wherever the hospital is located.   

 

Pricing of hospital services in rural and remote areas should reflect the greater health needs of 

the population of those areas and the complexity of their health situation.  In part this is due 

to higher levels of established health risk factors such as smoking, risky alcohol consumption, 

overweight and obesity, sedentary levels of physical activity, compounded by lower socio-

economic status and worse access to services. 

 

There should be loadings for rurality as well as for Indigeneity, paediatric patients, and 

people with multiple diagnoses.  The rurality loading is necessary to cover the wider scope of 

practice of hospitals in rural areas where, in the absence of other services, they are the default 

service (even for primary care) and where they play a key role in local community 

sustainability. 

 

It is technically impossible to apply an ABF approach to the funding of a small public 
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hospital where a significant proportion of patients are elderly people with multiple diagnoses 

who are temporarily unwell - but quite possibly without one dominant disease status.  This 

situation is well described in the draft pricing framework, and the extent to which is it is a 

reality in rural and remote areas needs to be understood.  (Another alternative would be to 

have a generous DRG for Acopia!) 

The funding of patients treated in private out-patient clinics 

The Alliance‘s concern is to protect the situation in which a hospital covers what might be 

regarded as the ancillary costs (such as provision of a nurse and consumables) of a private 

consultation undertaken by a medical practitioner in a public hospital setting and funded 

through Medicare.  

 

This is a frequent pattern of service in rural and remote areas, with many emergency and 

urgent care services provided by general practitioners in this way.  It is therefore critical that 

those costs which are ancillary to the medical practitioner‘s MBS-funded consultation are not 

considered ―part of the same service‖ when interpreting the Commonwealth contribution to 

the public hospital‘s costs.  If those costs to the hospital are excluded from the 

Commonwealth‘s contribution to hospital payments, these essential services may be lost to 

people in rural and remote areas.  

Comments regarding block funding 

 The Alliance supports the two criteria proposed for IHPA to determine which hospitals 

should have partial or full block funding: technical requirements and financial 

sustainability. We believe that these criteria should have a dynamic element, meaning that 

should either criterion be projected to apply within the six-year period of the bilateral 

Commonwealth-State agreement, the public hospital involved should be eligible for full 

or partial block funding. 

 

 We are pleased to know that block funding will be indexed for price inflation and for 

increased activity, and that there will be a weighting for Aboriginality (14-30 per cent is 

the range that has variously been proposed).   

 

 The Alliance notes that services identified for block grant funding in 2012/13 may differ 

across States and that a national approach to block grants is envisaged from 2013/14.   

 

The Alliance will be pleased to be involved with further considerations of the details 

relating to block funding from 2013-14 onwards.  This includes the difficult issues of 

implementing block funding, developing appropriate accountability frameworks for 

services and functions that are block funded, and the potential of the application of price 

adjustments for service quality of block funded hospitals (on which the draft paper is 

currently silent).  For example, quality frameworks must recognise the principle of 

patient-centred care and the value of local access to hospital or acute care in a rural and 

remote community in balancing the risks to safety and quality of health care that lack of a 

service may pose.  These include health deterioration and accidental injury during long 

trips for necessary health care, or even a decision not to access a health service because it 

is too far away.   

 

 The Alliance supports the application of a ‗low volume‘ threshold for block grant funding 

related to the number of acute inpatient weighted separations as described in the 

consultation document (<1800 acute inpatient weighted separations in Inner regional and 



5 

 

Outer regional SLAs or <2500 acute inpatient weighted separations in Remote or Very 

remote SLAs), which results in about 460 hospitals being potentially eligible for block 

grant funding.  These small rural and remote hospitals should continue to be block funded 

in the longer term. 

 

 Multi-Purpose Services (MPSs) work effectively and meet the needs of many small towns 

in rural and remote areas.  The pooling of Commonwealth and State or Territory funds 

which can be used flexibly enables MPSs to tailor the range of patient-centred services 

they provide to address specific local needs.   

 

We understand that for 2012-13 MPSs will receive funding through the same bilateral 

(Commonwealth-State) arrangements as currently exist for them and that  from  

1 July 2013, the level of block funding for MPSs will be determined by the IHPA. 

 

In the Alliance‘s view, from 1 July 2013 MPSs should be treated in the same way as 

small rural hospitals and continue to be block funded in the longer term.  It is not clear 

how the aged care components of funding to MPSs will be handled, but it is important 

that the principle mentioned above about the aggregate funding currently available to 

facilities in rural areas is observed: the funding arrangements should not result in any less 

financial support for the MPS than is currently the case. 

 

 It is essential that block funding is indexed for price inflation and for increased activity, 

recognising the high fluctuations in demand for many rural and remote services with 

changes in population flows, age profiles and so on.  It is desirable that the indexation 

factor should be transparent and stable. 

 

 At present, MPSs are precluded from receiving infrastructure funds from the 

Commonwealth by an agreement of 1994.  In the Alliance‘s view, MPSs and small rural 

hospitals that are block funded need to be funded for capital and infrastructure costs to 

enable ageing hospital and MPS infrastructure, including communications and 

information technology, to be upgraded to meet current standards.                                                                                                                              

 

 In rural and remote areas, services such as rehabilitation, sub-acute care and mental health 

care should be block funded to ensure a catch-up in their availability and ongoing 

sustainability. 

 

 In rural and remote areas the provision of cultural awareness training and of culturally 

safe health services for Aboriginal and Torres Strait Islander people is particularly 

important for health professionals because of the significant proportion of Indigenous 

people who live there.  This is part of the cost of doing business for patient-centred 

health services in these communities.  

 

 Special consideration should be given to the need to quarantine funds for research and for 

the teaching, training and education provided by hospitals in rural and remote areas, 

which are now seen as a key element of the suite of responses to combat the mal-

distribution of the health workforce. 

Local Hospital (or Health) Networks (LHNs) and the mix of ABF and block grants 

Decisions about whether a hospital is funded through ABF, block funding or a mixture 

should be made jointly between IHPA, States/Territories and LHNs and the allocation of 
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block funding, mixed funding and ABF should be clearly specified in Service Level 

Agreements (SLAs) with States/Territories.  Many LHNs will cover a range of smaller 

hospitals providing a base for local patient-centred service delivery, as well as larger regional 

hospitals.  The requirement for community consultation and needs assessment to ensure 

acceptable coverage outside the regional centres should be part of the contractual 

arrangements with the LHNs.   
 

Block grant funding for small rural hospitals needs to be locked in to ensure that funding for 

holistic and appropriate local patient-centred care is not drained away to ABF hospitals where 

the funding model is easier to apply.  As funds will go directly to the LHN for distribution, 

local relationships will determine much of the outcome.  A national approach that supports 

evidence-based local decision-making could provide some equity and certainty.   

 

The role of LHNs in ensuring the availability of a comprehensive range of hospital services 

will be particularly important in rural and remote areas.  Consideration must be given to 

outreach as well as in-hospital services.  Larger rural hospitals will need to be funded at a 

level which enables them to provide patient-centred outreach services (specialists, 

community health services, allied health) to smaller outlying hospitals.  Smaller hospitals will 

need adequate funding to transport patients to larger facilities when necessary.  Smaller 

hospitals will also need funding to provide facilities (accommodation, clinical and 

administrative space and facilities) for visiting health professionals. 

 

Funding for small rural hospitals should include the following elements. 

 

 Block or core funding that maintains the capacity of the hospital to deliver its services 

during busy times (such as the tourist season) by supporting the core functions of the 

hospital, staffing, operating and facility costs.  The core functions must include 

emergency services, the capacity to provide essential patient-centred services such as 

maternity and mental health services, and facilities for the provision of outreach and 

visiting services.  

 Funding for small rural hospitals may also include ABF for additional services that are 

provided as required or perhaps intermittently, including procedures such as surgery, 

specialist visits and allied health outreach services. 

 A remoteness loading applied to the ABF that recognises the higher cost of health service 

delivery in rural and remote areas and the important role that hospitals play in small rural 

towns.  This must include recognition of the higher costs of maintaining the necessary 

health workforce.  For example, staff resources must cover the need for competitive 

salaries for administrative, cleaning and maintenance staff in a mining region, as well as 

incentives for health professionals to take up a rural posting, travel and accommodation 

costs and the need to provide locum coverage for staff leave, professional development 

and recruitment periods.  

 Flexibility to meet fluctuating and variable needs.  Agreements with State and/or 

Commonwealth may be an upfront commitment to a range of activities by volume, with 

an annual reconciliation of payments compared with services actually delivered.  There 

needs to be sufficient flexibility to cover circumstances in which certain agreed activities 

(for instance elective surgery) are not provided, such as when capacity is over-stretched 

and diverted to deal with an epidemic or a weather-related disaster.  There also needs to 

be flexibility to negotiate that the price paid is not reduced if, for legitimate reasons, the 

volume is higher than specified in the upfront agreement.  
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RESPONSES TO SELECTED QUESTIONS 

1.  Introduction 

Consultation question (p 11): 

 Are these the right elements that need to be included in a Pricing Framework for public 
hospitals?  

 

Governance arrangements for funding provided to Local Hospital/Health Networks need to 

be clear that funding provided for rural hospitals (through block grant funding) must support 

patient-centred services at those rural hospitals and not be diverted to services in other areas 

or in the regional centre. 

 

Access to hospital services in rural and remote communities will need to be closely 

monitored to ensure that the availability of health care is not reduced following the 

introduction of the new pricing framework. 

 

In the spirit of health reform there should be some acknowledgement in the elements of the 

pricing framework that hospitals are only one contributor to the wider health system, at a 

national, regional and local level.  Hospitals, particularly in rural and remote areas, are one of 

the ways that gaps in the effectiveness of preventive strategies and in access to local primary 

care (including aged, allied health, community services) are plugged.  

 

Australia‘s health system is widely regarded as being far too hospital-centric.  Relatively little 

is spent on health promotion – a situation that will hopefully change with the work of the 

Australian National Preventive Health Agency. 

 

What this means for the new finding system for public hospitals is that one of the policy 

drivers must be to keep people out of hospital and to minimise throughput.  This will only 

occur through an integrated system - often found to be better in small communities than in the 

major cities.  There is a real risk that the IHPA focus on hospitals can lead to too much 

emphasis on institutional care rather than other (more appropriate) services.  The Alliance‘s 

call for ABF not to disadvantage ‗rural hospitals‘ and for no less financial support to be 

available for rural hospitals should not obscure the more important need: for an integrated 

system that is not dependent on institutions but which focuses on patient need and health 

services more broadly. 

 

For example, the problems caused by a lack of domiciliary services in rural areas can be 

overcome by keeping patients in the local hospital longer – but the better (cheaper, higher 

quality, more equitable) solution is to build up the missing domiciliary services, including 

through the use of assistive technologies.  Rural patients who do not require clinical care or 

treatment should not have to stay in a hospital ward (in a state of ‗hospital limbo‘) just 

because the primary, domiciliary and aged care systems have failed them.  

4. Principles 

Consultation questions (p 26): 

 Do you agree with the proposed principles to guide the development and operation of 
the Pricing Framework? 
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The patient-centred principle needs to consider issues of equity based on the health needs and 

circumstances of the patient.  This must include consideration of place-based factors as they 

relate to individual patients and the availability of suitable primary and community services 

where the patient lives. For instance, a patient from an isolated area poorly equipped with 

domiciliary care services cannot be discharged back home as soon as a patient in a better 

serviced area. Keeping that patient in hospital is therefore a legitimate and important part of 

that public hospital‘s service. 

 

This is implicit in the overarching Clause 4 (d) of the National Healthcare Agreement that 

affirms: the agreement of all governments that ―Australia‘s health system should - - provide 

all Australians with timely access to quality health services based on their needs, not ability 

to pay, regardless of where they live in the country‖.     

 

This commitment from the National Healthcare Agreement should inform operationalisation 

of the first and second principles specified for ABF in the draft Pricing Framework: ‗Timely 

quality care‘ and ‗Efficiency‘.  

 

 Are there other important principles that should be included? 
 
In the Alliance's view the two key principles are that a new funding system for public 

hospitals should increase the patient-centred nature of the overall health system; and that 

people should have equity of access wherever they live. 

 

All Australians have a right to expect equity of health outcomes and access to services.  The 

introduction of the Pricing Framework should move the health system towards greater 

patient-centredness and equity for people living in rural and remote areas, including 

Indigenous people - the majority of whom live outside the Major cities. 

 

The introduction of the Pricing Framework should not provide any further relative financial 

or sustainability disadvantage to smaller hospitals, nor result in any less financial support for 

rural hospitals than is currently the case.  National uniformity should not be pursued at the 

cost of local flexibility to meet local needs. 

5. The scope of public hospitals and services included under new funding arrangements 

For services such as early discharge programs and ‗time-limited‘ programs such as 

rehabilitation (Criterion 6), a patient-centred mechanism needs to be in place to ensure that 

patients are not discharged to inadequate or non-existent community or primary care services, 

which may result in re-admission or poor outcomes for the patient.   

 

This is particularly relevant for patients who live in rural and remote areas who may have 

received hospital services in a major city or a regional centre and are then discharged home 

with inadequate referral to primary care or community services and have minimal follow-up 

from the treating hospital.  The treating hospital should be responsible for the cost of care for 

a specified period after discharge. 

6. Setting the national efficient price 

As there is no clarity on the block funding arrangements, it is premature to adopt best 

practice pricing as the standard approach.  As discussed earlier, while rural and remote 

communities aspire to and deserve best practice patient-centred care, there is an important 

balance between timely local access to the best care available, and death or deterioration 
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resulting from a long trip to a tertiary centre, or a decision not to travel for care, that has not 

yet been included in the equation for block funding or considered with respect to the long 

term viability of small rural hospitals. 

 

Price indexation should be subject to regular review over time, taking into account changes 

in clinical practice and increasing efficiencies in the delivery of episodes of care over time.  

 

The IHPA should take into account the fact that the returns on innovative technology and 

associated clinical practices should be factored in for the first few years they are on the 

market, then phased down as more people use them. Where episodes of care are concerned, 

both PBS and MBS have introduced reviews of ‗old‘ products and technology in recent 

years, in order to get them off the list if they are no longer consistent with clinical best 

practice.  This means there is an avenue to drop the price once something becomes 

established and the next innovation is coming along – consistent with the situation in world 

markets.  

7. Adjusting the national efficient price 

The Alliance believes in the importance of patient-centred care and agrees that patient-related 

factors should have pre-eminence.  However, these factors should not be limited to clinical 

factors alone.  Factors such as Indigeneity, cultural and linguistic diversity, socio-economic 

status and the overall health status of the population to which the patient belongs will impact 

on the cost of providing hospital care.   

 

People in rural and remote areas have poorer health and worse health outcomes than people 

in major cities.  Health Workforce Australia has recognised in its National Health Workforce 

Strategic Framework for Action 2011-2015 that health service and health workforce planning 

should work backwards from outcomes for communities, consumers and population need.  

Pricing for hospital care should also take population need into account. 

 

An adjustment to the ABF for Indigenous status is proposed which will take into account a 

number of factors such as the significantly poorer health of Aboriginal and Torres Strait 

Islander people.  Similar loadings need to be applied for patients from other populations with 

poorer health, such as rural and remote populations, so that equity of health outcomes can be 

achieved.  

 
Consultation question (p 53): 

 Do you think there is a case for a loading for the additional costs of treating Aboriginal 
and Torres Strait Islander people?  

 If so, what should be the evidence used for the loading? 
 
Certainly the additional costs of treating Aboriginal and Torres Strait Islander people should 

be taken into account.  However, close monitoring of how the funds are utilised within the 

Local Hospital Network will be necessary to avoid the ‗systemic discrimination‘ identified 

by the then Social Justice Commissioner, Tom Calma, in the Social Justice Report of 2005:  

―…..the inequality in health status endured by Aboriginal and Torres Strait Islander 

peoples is linked to systemic discrimination. Historically, Aboriginal and Torres Strait 

Islander peoples have not had the same opportunity to be as healthy as non-

Indigenous people. This occurs through the inaccessibility of mainstream services and 
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lower access to health services, including primary health care, and inadequate 

provision of health infrastructure in some Aboriginal and Torres Strait Islander 

communities. The Royal Australasian College of Physicians describes these health 

inequities as 'both avoidable and systematic'. This legacy remains to be fully 

addressed and is a significant barrier to the full enjoyment of the right to health for 

Aboriginal and Torres Strait Islander peoples.‖
1
 

All health professionals and hospital staff need to have the understanding necessary for 

them to provide appropriate and equitable services in a culturally-aware and patient-centred 

fashion.  Health service providers must recognise and manage power differentials to ensure 

that health services are culturally safe for Aboriginal and Torres Strait Islander people.  

Hospitals must provide training for all staff and closely monitor how health services are 

provided, as well as undertaking sensitive client satisfaction monitoring. 

The 30 per cent loading used by Victoria, South Australia and Queensland is appropriate 

initially, but close monitoring is essential and consideration should also be given to making 

further adjustments as evidence is accumulated. 

There must be a loading in the price of hospital services in rural and remote areas to cover the 

higher costs of service delivery to achieve: 

 equity in health outcomes and access to health services for people living in rural and 

remote areas; 

 balancing of health expenditure to compensate for the rural health deficit in rural and 

remote areas of at least $2.1 billion a year which includes an estimated Medicare 

deficit each year of about $1 billion, and growing
2
; 

 provision of culturally safe patient-centred health services for the greater proportion 

of Aboriginal and Torres Strait Islander people who live in rural and remote areas; 

 coordination and mitigation of higher ambulance and patient transport costs for 

patients; 

 innovative (and often expensive) solutions to longstanding workforce (both clinical 

and administrative) issues; 

 safe, good quality care and adequate staffing coverage despite higher staffing costs – 

and not only health professional staff – as above; and 

 where services are not available locally, arrangements to be made for distant health 

professionals to provide either visiting or e-health services – or, alternatively, 

facilitate patient travel to access services elsewhere.   

 

Smaller hospitals have greater inter-hospital transfer costs because of the need to pay for air 

ambulance and other transport for a greater percentage of their patients who need to be 

transferred to a larger, distant facility. These small hospitals also have to undertake additional 

long distance liaison and coordination to achieve continuity of care for the patient, which 

must also be funded.  

 

Inequities in access to and use of health-related services are clearly illustrated by the table 

below which shows services received per person by rurality (2006-07) as a percentage of 

services received in Major cities. 

                                                 
1
 http://www.hreoc.gov.au/social_justice/sj_report/sjreport05/chap2.html accessed 23 January 2012. 

 
2
Fact Sheet 27: The extent of the rural health deficit, National Rural Health Alliance, March 2011 

http://www.hreoc.gov.au/social_justice/sj_report/sjreport05/chap2.html
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SERVICE TYPE Inner 

regional 

Outer 

regional 

Remote Very 

remote 

MBS GP services 84% 79% 71% 54% 

MBS Specialist services  74% 59% 38% 30% 

MBS allied health services 75% 45% 24% 9% 
Note: This table relates to the place of residence of those receiving service, so it overstates the number of MBS 

services actually received in rural and remote areas.   

 

The National Health and Hospitals Reform Commission recommended that ‗equivalence 

funding‘, appropriately adjusted for remoteness and health status, be made available for local 

service provision where populations are otherwise underserved.   

 
All health services in rural and remote areas have longstanding workforce issues that 

hospitals will need to address.  Solutions to these problems will not be simple and will often 

be quite expensive and will be required for both clinical and administrative workforce.   

 

Loadings will need to compensate for additional workforce costs including: 

 incentives for recruitment and retention;  

 subsidising travel, accommodation and backfilling for staff to undertake professional 

development and education;  

 provision of high quality, well supervised training posts and student placements;  

 ensuring the availability and affordability of appropriate accommodation for students 

and visiting health professionals (eg for consulting rooms or overnight stays); and 

 subsidising high transport costs for students to participate in rural placements. 

 

Consultation question (p 58): 

 Do you think there is a case for a loading for the potential differences in costs for 
‘teaching hospitals’? 

 If so, what should be the evidence used for the loading? 

 How should ‘teachingness’ be defined? 
 
The term ‗teaching hospital‘ is outdated and should not be applied only to already well-

established city hospitals.  All hospitals, including those in rural and remote Australia, need 

to be engaged in teaching and training students and young professionals across all health 

professions to contribute to addressing workforce shortages and to ensure continuity of 

workforce.  

 
The shortage of health workforce in rural and remote areas is well documented.  Positive 

placements in rural health services are acknowledged as contributing to the uptake of rural 

practice by health professionals.  Increasing the number of accredited training positions, 

clinical supervisors, training facilities and accommodation in rural and remote areas has 

potential to make a significant positive impact on workforce shortages. 

 

Establishment of such facilities will require additional funding initially. In city teaching 

hospitals, systems have been funded and established to cater for students and junior clinicians 

but similar funding has not been allocated for rural and remote facilities.  Similar resources 

need to be committed to enable rural hospitals to establish accredited training positions, 
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educate and support clinical supervisors, provide clinical teaching space and facilities as well 

as financial support for travel and accommodation for students and new health professionals. 

 
Increasing the number of clinical supervisors in rural and remote areas is essential.  In all 

professions, expert clinicians need to commit time, energy and infrastructure to undertake 

this role, reducing their capacity to carry a full clinical load.  In rural hospitals, this can have 

a significant impact on the clinician‘s ability to meet the needs of the community and on the 

earning capacity of general practitioners who often provide hospital services. 

 

To set up and manage training facilities in rural areas, particularly where they have not 

existed before, hospitals and Local Hospital Networks will need to work collaboratively with 

Medicare Locals, Integrated Regional Training Networks, University Departments of Rural 

Health (UDRHs), Rural Clinical Schools (RCSs) and other local stakeholders to address 

local workforce issues. 

8. Pricing private patients in public hospitals 

As discussed above, the Alliance‘s concern is to protect the situation in which a hospital 

covers the ancillary costs of a private consultation undertaken by a medical practitioner in a 

public hospital and funded through Medicare.  This is a frequent pattern of service in rural 

and remote areas, with many emergency and urgent care services provided by general 

practitioners in this way.  It is therefore critical that those costs which are ancillary to the 

medical practitioner‘s MBS-funded consultation are not considered ―part of the same service‖ 

when interpreting the Commonwealth contribution to the public hospital‘s costs.   

9. Block grant funding 

Consultation question (p 78): 

 When is ABF ‘impractical’ to apply?  

 Are the proposed criteria for block grant funding suitable? Are there other factors (that 
are separate to the technical requirements and the economies of scale criteria) that may 
require consideration of the use of block grants?  

 Should the criteria make transparent the ‘funding premium’ incorporated in block 
grants? 

 
It is inappropriate to apply ABF where ABF will distort models of care.  The starting point 

should be that hospitals retain at least their present volume of block funds and get relevant 

growth funding until there is reason and evidence to show otherwise.   

 

The literature review emphasises the fact that a hospital funding system is not applied in a 

values or policy vacuum, and that the policy choices made will help determine the new 

financial system.  Given that Australia has a health system that is far too hospital-centric, 

spends very little on health promotion and now has for the first time a national preventive 

health agency, one of the policy drivers for the new system should be to keep people out of 

hospital and to minimise throughput. This will only occur through an integrated system - 

often found to be better in small communities than in the major cities.   

 

Multipurpose Services (MPSs) are a very successful example of such a system and the 

Alliance is particularly concerned that this model of care should not be threatened by the 

introduction of ABF.  MPSs already have, in effect, a system that is largely block funding, 

and a Commonwealth-State planning process relating cost and price to service delivery.  
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However the funding arrangements differ between States and will need particular 

consideration under new funding arrangements. 

 

Over time small rural hospitals and MPSs which are block funded must have growth funding 

built into the pricing framework.  The experience of the MPSs has been that their block 

funding has not provided for any growth, with the funds provided assuming the capacity to 

meet the costs of rapidly changing populations and growing accountability.  Whatever 

happens with ABF and block funding, it is clear that the administration systems and 

accountability requirements are going to increase.  In the long run, the gap between price and 

cost widens and small agencies struggle to meet the costs of increasingly complex and 

demanding accountability measurement and reporting.   

 

At present, MPSs are precluded from receiving infrastructure funds from the Commonwealth 

by an agreement of 1994.  In the Alliance‘s view, MPSs and small rural hospitals that are 

block funded need to be funded for capital and infrastructure costs to enable ageing hospital 

and MPS infrastructure in rural and remote areas to be upgraded to meet current standards.                                                                                                                              

 

It is inappropriate to apply ABF where volumes are low.  The consultation paper 

acknowledges that low volume, variability or unpredictability of service volumes and a 

skewed profile of services and/or costs are likely to contribute to a decision to block fund 

certain hospitals.  It goes on to question the value of the ―extra funding arising as a result of 

the application of block grant instead of ABF …. in terms of a measurable policy objective‖ 

(p.77). 

 

Small hospitals and similar facilities (such as MPSs) in rural areas have specific and 

irreplaceable functions, so they need to be funded for ‗capacity‘, not just throughput.   

 

Particular issues to be considered when setting the efficient cost of services in rural and 

remote areas include the following.  

 

 The National Health and Hospitals Reform Commission identified unacceptable 

inequities in health outcomes and access to services as a major challenge in 

Australia‘s health care system.  These inequities are most evident in the health 

outcomes and access to services for people who live in rural and remote parts of 

Australia, including especially the Aboriginal and Torres Strait Islander people who 

live in those areas.  Block funding for small rural and remote facilities will contribute 

to achieving the policy objective of providing increased and more equitable levels of 

services for the seven million people living in rural and remote areas. 

 Community service obligations to meet community needs and expectations of at least 

a basic level of acute and emergency care within a reasonable distance from home.  

Consideration needs to be given to the level of ‗acceptable access‘. 

 Small rural hospitals which provide only basic levels of care must be funded to 

provide and receive outreach services from other hospitals, programs such as the 

Medical Specialist Outreach Assistance Program (MSOAP) or from private 

practitioners so that a more comprehensive range of services, including primary care, 

is available in small communities.  Funding must be adequate to provide clinical 

facilities, access to IT and telecommunications, and temporary accommodation for 

visiting service providers. 

 Small rural hospitals will also need to be funded to meet the additional costs of 

ambulance services and transporting patients to and from larger, distant hospitals 
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when an individual‘s needs cannot be met locally.  Smaller hospitals have greater 

inter-hospital transfer costs because of the need to pay for air ambulance and other 

transport for a greater percentage of their patients who need to be transferred to a 

larger, distant facility. These small hospitals also have to undertake additional long 

distance liaison and coordination to achieve continuity of care for the patient, which 

must also be funded.  

 Changes in population health needs and gaps in services need to be measured and 

trend data analysed so that funding can be appropriately adjusted. 

 Teaching and training should be built into block funding for rural and remote 

hospitals to increase the availability of training positions and help to address 

workforce issues. 

 The risk that regional or city hospitals will discharge patients too early without 

appropriate community services to pick up care.  One option might be to make 

hospitals responsible for patient care for a specified period following discharge. 

 

Block grant funding is appropriate for the range of services that can be justified and 

supported in small settings such as the following. 

 The intersection and overlapping of health, aged care and community care. In general, 

the smaller the community, the more the boundaries between hospital care and aged 

care are blurred. 

 Step-down facilities which need to be provided so that, for example, major surgery 

can be performed in a regional setting but post-operative care is provided closer to 

home. 

 Preventive health services which are difficult to provide for those living in rural and 

remote locations.  Small local hospitals have a significant role in delivering 

community education and preventive activities. 

 Services such as rehabilitation, sub-acute, dental and mental health care - to ensure 

their availability.  

 

Consultation question (p 79): 

 What factors might warrant the mixed use of ABF and block grant funding?  

 Should specific criteria be developed that the IHPA can use to make determinations on a 
mixed approach to funding? 

 
Funding for small rural hospitals should include the following elements. 

 Block or core funding that maintains the capacity of the hospital to deliver its services 

during busy times (such as tourist season) by supporting the core functions of the 

hospital, staffing, operating and facility costs.  The core functions must include 

emergency services, the capacity to provide essential services such as maternity and 

mental health services, and facilities for the provision of outreach and visiting services.  

 Activity Based Funding for additional services that are provided as required or perhaps 

intermittently, including procedures such as surgery, specialist visits and allied health 

outreach services. 

 A remoteness loading that recognises the scope of practice of hospitals in rural and 

remote areas and the important roles they play in small rural towns.   

 Flexibility to meet fluctuating and variable needs (see page 6 above). 

 
Consultation question (p 83): 
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 What priority should be given to implementing ABF for teaching, training and research 
in public hospitals?  

 How should the developmental work for funding teaching, training and research under 
ABF be undertaken?  

 Are there particular tasks that can be undertaken early to improve the transparency of 
funding for teaching, training and research?  

 
Teaching and training should be built into block funding for rural and remote hospitals to 

increase the availability of training positions and address workforce issues, including 

appropriate orientation and induction to patient-centred care.  (See page 11 above.) 

10. Phasing: a sustainable implementation of ABF 

Consultation question (p 89): 

 Are these the main issues which need to be worked on in 2012/13 and beyond?  
 
There is relatively little data about the cost of hospital and health service delivery in small 

rural and remote hospitals.  It will be important to obtain and accumulate data that reflect the 

true cost for these hospitals, including the costs of recruitment and retention of both clinical 

and administrative staff and the high cost of equipment, supplies and infrastructure in these 

areas.  These hospitals will need to be specifically funded for IT, data management and 

analytics, and financial management expertise. 

 

There will also need to be close monitoring of Service Level Agreements with LHNs in rural 

and remote areas to ensure that block funding for small rural and remote hospitals is being 

used to provide those services for which they are intended. 
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Attachment 

 
Member Bodies of the National Rural Health Alliance 

ACHSM Australasian College of Health Service Management 

ACRRM Australian College of Rural and Remote Medicine 

AGPN Australian General Practice Network 

AHHA Australian Healthcare & Hospitals Association 

AHPARR Allied Health Professions Australia Rural and Remote 

AIDA Australian Indigenous Doctors‘ Association 

ANF Australian Nursing Federation (rural members) 

APA (RMN) Australian Physiotherapy Association Rural Member Network 

APS Australian Paediatric Society 

APS (RRIG) Australian Psychological Society (Rural and Remote Interest Group)   

ARHEN Australian Rural Health Education Network Limited 

CAA (RRG) Council of Ambulance Authorities (Rural and Remote Group) 

CHA Catholic Health Australia (rural members) 

CRANAplus CRANAplus – the professional body for all remote health  

CWAA Country Women‘s Association of Australia 

FS Frontier Services of the Uniting Church in Australia 

HCRRA Health Consumers of Rural and Remote Australia 

ICPA Isolated Children‘s Parents‘ Association  

NACCHO  National Aboriginal Community Controlled Health Organisation  

NRHSN National Rural Health Students‘ Network 

PA (RRSIG) Paramedics Australasia (Rural and Remote Special Interest Group 

PSA (RSIG) Rural Special Interest Group of the Pharmaceutical Society of Australia  
 

RACGP (NRF) National Rural Faculty of the Royal Australian College of General Practitioners  

RDAA Rural Doctors Association of Australia 

RDN of ADA Rural Dentists‘ Network of the Australian Dental Association 

RHW Rural Health Workforce  

RFDS Royal Flying Doctor Service 

RHEF Rural Health Education Foundation 

RIHG of CAA Rural Indigenous and Health-interest Group of the Chiropractors‘ Association of 

Australia 

RNMF of RCNA Rural Nursing and Midwifery Faculty of the Royal College of Nursing Australia  

ROG of OAA Rural Optometry Group of the Australian Optometrists Association 

RPA Rural Pharmacists Australia—Rural Interest Group of the Pharmacy Guild of 

Australia and the Society of Hospital Pharmacists of Australia 

SARRAH Services for Australian Rural and Remote Allied Health 

 


