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EXECUTIVE SUMMARY

This report provides the findings of a study of the incentives and disincentives inherent in
the different models of funding continuing care services. It presents key concepts, a literature review,
and a discussion of findings for Canada.

There are four key terms which are used in this report to refer to the constellation of activities
by which payers provide payments to service providers.  The first term funding is used as a broad
and generic term for this area and can refer to any or all of the three following terms: financing,
resource allocation, and reimbursement.

The term financing refers to the mechanisms by which payers pay for health services received
or for the health service delivery system.  There are three forms of financing: the first is the direct
payment by the payer to an individual or organization, typically, for services rendered; the second
is payment through the tax system; and the third is private insurance.

The term resource allocation refers to the way in which fiscal intermediaries (Ministries of
Health, insurance companies) allocate an envelope of dollars for a given geographic area or type of
service. The term reimbursement refers to the actual method, or formula, used to provide dollars to
an individual service provider or service provider organization.

The table below presents a typology of the major models of reimbursement used in health
services.  It consists of two key dimensions: scope and the basis for payment.  Scope refers to
whether funds flow to individual providers (e.g., physicians) or to organizations (e.g., single
institutions such as hospitals or multi-service organizations such as regional boards or integrated
health systems). Regarding the basis of payment, reimbursement models can be based on a number
of factors, including the costs incurred, time spent, services delivered, population served, and
outcomes achieved. 

Scope and Basis of Payment for Funding Models

Scope
Basis of Payment

Cost Time Spent Services Delivered Population Served Outcomes

Individual • Cost Plus
  (e.g., Drug 
  Benefits)

• Salary
• Sessional
• Per Hour

• Fee-For-Service
  • Payment per Task
  • Payment per Visit

Organization • Line-By-Line
  Budget Models
  (e.g., LTC
  Facilities, Adult
  Day Services)
• Average Cost
  Models (e.g.,
  LTC Facilities,
  Adult Day
  Services)
• Global Budgets
  (e.g., LTC
  Facilities and
  Hospitals)

• Per Diem
• Per Hour
  (e.g., Home-
  Makers)

• Fee-For-Service
  • Payment Per Task
  • Payment Per Visit
    (e.g., Home-
    Nursing)
• Diagnosis Related
  Groups (DRG,
  CMG, RIW)
• Other Rate Based
  Case-Mix Models
  (e.g., RUG
  Funding for LTC
  Facilities)

• Capitation
  (e.g., Regional
  Funding Models)
• Budget Per 
  Catchment
  Area

• Performance
  Contracting
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In Canada all jurisdictions have some form of co-payment for residential care. In most
jurisdictions a room and board equivalent cost is used so that clients typically only pay about one-
quarter to one-half of the overall cost of care. There are generally no, or low, co-payments for home
nursing services and community rehabilitation services such as physiotherapy and occupational
therapy (PT/OT). Homemaker services are provided without a co-payment in a few jurisdictions.
However, in most jurisdictions an income test is applied and clients, depending on their means, may
have to pay up to the full cost of care. Most other home and community services also have some
form of co-payment. Depending on the jurisdiction, there may be a lesser or greater subsidization
of drug costs for seniors. There is a general funding anomaly in home care such that drugs,
equipment, and supplies such as dressings are provided free of charge in hospitals but may have to
be purchased by individuals when they leave the hospital.

Governments and regional boards can adopt at least two responses to dealing with service
providers. One is to be a partner with the health care organizations they oversee and to take on joint
responsibility, and accountability, with providers about the cost and quality of health services.  The
other approach is to devolve responsibility to health providers and take on the role of an efficient
purchaser of services in a more market-oriented model. One can also apply this concept of the
partnership versus market model to models of reimbursement. In order to be effective, models of
reimbursement should be congruent with larger issues such as government philosophy, the policy
stance of Ministries of Health and the structural approaches to service delivery.

There are a number of common reimbursement models used in Canada.  The retrospective
budget model, which is often used to fund long term care facilities, is a model in which a draft
budget is prepared based on expenditures in the previous year plus an inflation factor and any agreed
upon adjustments.  Funds are expended and deficits are covered at the end of the year.  Surpluses are
either recovered or applied against the budget for the following year. One can maintain greater
control over quality in a budget based model but there is a danger of costs increasing at a greater rate
than may be the case for other models of reimbursement.  It has been noted, however, that by good
bargaining and judicious use of pressure it is possible to limit budget increases. It is possible to shift
some further fiscal responsibility to facilities by adopting global budgets, or by using floors, ceilings
and/or averages for parts of the budget over which management of the facility has some control.

Payment by hour or visit is the most common model of funding for home care services. The
incentive for the provider is to do more, but shorter, visits if funding is provided on a per visit basis.
Per hour and per visit funding do not have built in incentives to teach clients to care for themselves.
Some agencies may also go over their annual allocations and argue client need in order to be
awarded more hours/visits in subsequent years. Unless there are very tight caps on the amount of
service that can be provided, this model can provide enough care and there are no major pressures
to reduce the quality of care.  Thus, both for this model and the budget model, there may be pressure
for cost increases but agencies can maintain the volume and quality of services agreed to with the
funder. Once service is purchased primarily on price, issues of labour relations and the quality of
service begin to emerge.

The move to tendering for home care services in some regions is an interesting development.
The experience in the literature indicates that tendering will tend to drive out not-for-profit providers.
There are also different dynamics if tendering is done for all agencies on a regular (e.g., annual) basis
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or if one only re-tenders for new services.  Regular tendering may allow previously unsuccessful
agencies which have reduced costs and/or increased quality to come back into the market.  It also
allows new low-cost agencies into the market, thus keeping prices low.

Case mix funding provides a closer fit between the care needs of clients and the funding
provided.  Without case mix adjustment, facilities have an incentive to admit low care level clients
who may not need to be in facilities and this, in turn, may inhibit entry for clients with higher care
needs. There are generally three approaches to case mix funding in care facilities. Case mix
adjustments can be imbedded into a budget or global model of funding. One can also fund facilities
using an average case mix score for the facility or by having specific per diem rates for each level
of care. There are some possibilities for gaming by “charting for dollars” if client classification data
are collected from charts or if facility staff are used to assign care levels. This is why in most
jurisdictions government staff or independent agencies are used to manage client care for the overall
continuing care system and to assign care levels.

When one is considering how to fund continuing care services it may be useful to keep in
mind the following general guidelines:

• Funding mechanisms should be congruent with fiscal and program goals.

• Funding mechanisms should be structured in a way that provides a balance between
price and quality.

• Funding mechanisms should be consistent with the larger policy goals and directions
of Ministries of Health and Regional Health Authorities.

• Funding mechanisms between different sectors of the health system should
complement each other and provide incentives, rather than disincentives, for greater
service integration.
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1. INTRODUCTION

In order to bring a more concerted policy focus to continuing care, the
Federal/Provincial/Territorial (F/P/T) Ministers of Health set future priorities for work related to
“supporting high quality integrated acute, continuing and community-based health services” at their
meeting in September 1998. As a response to these priorities, a work plan was developed by the
F/P/T Working Group on Continuing Care (WGCC) which included this project on financial
incentives and disincentives within the continuing care sector. The WGCC work plan was approved
by the F/P/T Advisory Committee on Health Services (ACHS) in November 1998, and a competitive
bidding process was conducted for the project. The project was launched in September 1999 and
project activities were overseen by a Project Advisory Committee (PAC) made up of members of
the WGCC. 

As noted in the Request for Proposal, the specific goals or purposes of this project were as
follows:

C Document the current situation with respect to continuing care budgets, client
coverage/entitlements, and the public/private mix;

C Identify intended and unintended incentives and disincentives both within continuing
care and operating elsewhere in the health system but impacting on continuing care
services, and analyze the effects of these incentives/disincentives on actual service
delivery and cost-effectiveness;

C Produce selected case studies which compare, for example, different funding
approaches relative to similar clusters of services, or different coverage/entitlements
and service mix for certain client groups (e.g., elderly, clients with complex needs),
or the cost-effectiveness of care in hospitals versus the community.

With regard to the third goal noted above, case studies were conducted for this project on the
public/private mix, funding mechanisms to facilitate the hospital to home care interface, and decision
making processes related to allocating continuing care resources, under constraints, in different
models of service delivery.

This report provides a discussion of the incentives and disincentives inherent in funding
continuing care services.  It includes a discussion of key concepts and an extensive review of the
literature.  It also presents findings from consultations with government officials and industry
representatives about funding continuing care services in Canada.

2. AN OVERVIEW OF CONTINUING CARE

The Canada Health Act, passed in 1984, sets out two major categories of service, Insured
Health Services (IHS) and Extended Health Care Services (EHCS). Insured Health Services include
hospital care (acute and chronic) and services provided by physicians. In the Act, the five principles
of the Canadian health care system (universality, accessibility, comprehensiveness, portability, and
public administration), and the restrictions on user fees and extra-billing, only apply to Insured
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1 Hollander, M.J. and Walker, E. (1998).  Report of continuing care organizations and terminology. 
Ottawa: Health Canada.

Health Services.  Extended Health Care Services include nursing homes or long term residential care,
home care, adult residential care, and ambulatory health care services and are not insured services.
Other continuing care services such as homemakers and adult day care are not covered by the
Canada Health Act. They were cost-shared through the Canada Assistance Plan (CAP) and now
come under the general transfer provisions of the Canada Health and Social Transfer (CHST).   

Given the distinction between the IHS and EHCS in the Canada Health Act, given that some
services are not covered by the Act, and given the historical evolution of continuing care in each
jurisdiction, Canadian provinces and territories developed different models of how to provide
continuing care services, and different terms and conditions for the provision of services.  Thus,
while there are core services which are generally considered to be part of continuing care in all
jurisdictions, there is also some variation across jurisdictions regarding which other services are, or
are not, included in continuing care. The overall definition of continuing care for the purposes of this
project was as follows:

Continuing care is a term that is generally used to describe a system of service delivery
which includes all of the services provided by Long Term Care, Home Care and Home
Support.  This term reflects within it two complementary concepts: that care may “continue”
over a long period of time, and that an integrated program of care “continues” across service
components, that is, that there is a continuum of care from community services such as
Meals-on-Wheels to care in geriatric units in acute care hospitals. . . . This system of service
delivery has a number of components and is integrated through a “continuum of care.”1

Continuing care continues to evolve and there is considerable lack of clarity with regard to
key terms. Four umbrella terms which have been used to describe systems of service delivery require
clarification: continuing care, long term care, home support, and home care. Continuing care is a
term which is generally used to describe a system of service delivery which includes all of the
services provided by long term care, home support and home care.  In some jurisdictions, the term
continuing care has now come to represent more of a concept or an organizing paradigm than an
administrative reality.

Historically, a distinction was sometimes made such that the term long term care was used
to describe a range of institutional services, primarily for the care of the elderly, and the term home
care was used to describe home based services provided primarily by nurses and other professionals
such as physiotherapists.

The term long term care also has a second, very different meaning. This term has come to
refer to both residential and community based services and has come to have a meaning similar to
the term continuing care. This usage is currently the norm in Ontario.  This definition includes
residential long term care services, community and home based long term care services, that is, home
support and longer-term home care services.  While not in the definition per se, short term home care
is also often included within the range of services covered by this usage of the term long term care.
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Home and community based long term care services, generally provided by non-professional
staff such as homemakers, rather than by professionals such as nurses or rehabilitation therapists,
are often referred to as home support services, even though some of these services are provided in
the community. Adult day care and group home services are community based home support
services. 
 

There are three distinct functions of home care: the acute care substitution function, the long
term care substitution function, and the maintenance and preventive function. For the purposes of
this study, the term home care will be used to refer to all home and community based home
support and home care services. Organizational arrangements in the continuing care sector
continue to be in a state of flux. Most provinces and regional health authorities are reviewing the way
such services are organized, and changes continue to be made. Appendix A presents a range of
services which may be included in a provincial or territorial continuing care system.

3. AN OVERVIEW OF KEY CONCEPTS AND INCENTIVES AND DISINCENTIVES
RELATED TO FUNDING

3.1 Introduction

There are a number of key concepts and definitions related to the funding of continuing care
services and other public sector services. This report uses a slightly modified version of the concepts
related to the public and private mix and the funding of health services (financing, delivery and
allocation) developed by Dr. Raisa Deber of the University of Toronto (Deber et al., 1996). Other
topics discussed are based on information obtained in the literature review conducted for this study
(presented in Chapter 4), and key Canadian reports on funding found in the “grey” literature
(Contandriopoulos et al., 1996; Deber et al., 1996; Deber, Williams, Baranek, & Duvalko, 1995;
Giacomini, Lomas, Hurley, Bhatia, & Goldsmith, 1996; Hollander, Deber, & Jacobs, 1998; Hurley
et al., 1999; and Hutchinson et al., 1999).

3.2 The Public/Private Mix in Service Provision

Public services are generally understood to be services provided by federal, provincial and
territorial governments. Some services are also provided by municipal governments. Private services
are generally understood to be services provided by not-for-profit organizations, or by for-profit
organizations such as small businesses (e.g., a family-owned long term care facility, fee-for-service
physicians) or corporations. Private services can also be provided on a paid or unpaid basis by family
members, friends, or relatives (that is, by individuals with some kind of link to the care recipient).

With the recent restructuring of the health system, regional health authorities have been
established in a number of jurisdictions and some services, such as public health in Ontario, have
been shifted to municipal governments.  These developments have provided an added dimension to
the discussion of the public/private split in service delivery. Health regions and municipalities can
be seen as occupying a middle ground between government and not-for-profit organizations.
Regional health authorities, while technically at arms length from government, are generally directed
by boards with a heavy weighting of government appointees, rather than by individuals elected from
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the membership of a not-for-profit society. Regional health authorities and municipal governments
can be seen to share responsibility for policy, planning and service delivery with Ministries of
Health. 

In addition, further complexity is added by fee-for-service physicians.  They are technically
in the private sector as they operate as private entrepreneurs, but their reimbursement can, at least
in theory, also be seen as a type of compensation by a sole employer (Ministries of Health) for each
piece of service provided (a piece work method of payment). Thus, rather than using the previous
concept of a public/private split in service delivery, it may be more appropriate to consider public
and private aspects as constituting a continuum as noted in Figure 1.

As can be seen from Figure 1, this continuum can be split several different ways.  In the older
or more traditional definitions (Deber et al., 1996), public services are services provided by the first
two types of entities, that is, federal, provincial, territorial and municipal governments, and
everything else is private (government vs non-government model).  This is essentially a split between
governmental and non-governmental service provision. Another method of defining the
public/private mix in service delivery is to aggregate the broad public sector into one group, for-
profit organizations into another group, and individuals into a third group (the not-for-profit versus
for-profit model).  This is essentially a type of not-for-profit/for-profit split. The public/private mix
can also be broken into major components: government, not-for-profit organizations, individuals,
and for-profit organizations (the major components model).

3.3 Funding and Its Relation to Service Delivery

There are four key terms which will be used in this report to refer to the constellation of
activities by which payers provide payment to service providers.  The first term funding will be used
as a broad and generic term for this area and can refer to all of the three following terms: financing,
resource allocation, and reimbursement. Funding can also be used to refer to each of these three
terms individually or any combination of the three terms.  

The term financing refers to the mechanisms by which payers pay for health services received
or for the health service delivery system. There are three forms of financing; the first is the direct
payment by the payer to an individual or organization, typically, for services rendered. The second
and third methods are less direct. In the second method the payer pays for health services through
the tax system. Tax revenues are allocated to Ministries of Health which have the overall
responsibility for stewardship of the health system and for ensuring that the payer (taxpayer) receives
the services he or she needs. This is the model in place in Canada.  The third method is to have the
payer pay insurance premiums to an insurance company which is responsible for ensuring that the
payer receives the services for which he or she is covered under the health insurance plan.  This is
the model in place in the United States.
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The term resource allocation refers to the way in which fiscal intermediaries (Ministries of
Health, insurance companies) allocate an envelope of dollars for a given geographic area or type of
service. The term reimbursement refers to the actual method, or formula, used to provide dollars to
an individual service provider or service provider organization. While reimbursement for continuing
care services was the primary focus for the national consultation portion of this project, some
discussion of financing and resource allocation is also provided in this report.  

It is possible for large-scale organizations such as Ministries of Health to develop planning
and resource allocation models which provide guidelines about how many dollars will be allocated
to a given area or type of service. Bed planning projections (with their attached dollars) are an
example of this. While most planning models or projections focus on facilities or home care,
Hollander and Pallan (1995) provide a description of a planning and resource allocation model for
all continuing care services.  This model was used in British Columbia to proactively shift dollars
from residential care services to home care services during the fiscal 1989/90 to 1993/94 period. This
is an example of a situation in which one organization, the BC Continuing Care Division, had a
resource allocation methodology to establish envelopes for overall expenditures for each major type
of service in each health unit (in order to bring greater equity to funding across health units) with
separate reimbursement formulas for each type of service, such as long term care facilities,
homemakers, and adult day care centres.  This model seems to be unique in that no other models of
resource allocation for both facility care and home care were found in the literature.

Resource allocation is also the method by which Ministries of Health determine the dollar
amounts to be provided to the different regional health authorities in their jurisdictions.  For large,
multi-service organizations, such as health authorities, the resource allocation formula is also the
reimbursement formula for the health authorities because the formula determines the overall
envelope of funding for the region and the envelope also reflects the actual payment made to the
region by the Ministry of Health.

It should also be noted that Deber et al. (1996) write about a typology of resource allocation
models which is based on the degree of control by government. These models range from centrally
planned allocations in which clients follow the money, to market allocation models (not to be
confused with market based financing) in which dollars are allocated based on the ability of
providers to attract clients, for example, competitive, rostered, capitated integrated health systems.
British models of managed competition are midway between the centrally planned and market
models of allocation.

There is an interrelationship between models of financing, resource allocation and
reimbursement and the way health service delivery systems are organized. In the simplest model,
there are only two parties: the payer who is also the recipient of services and the service provider
(either an individual such as a physician or an organization such as a hospital, home care agency or
long term care facility).  The relationship is a simple one, as shown in Figure 2.  In this model, there
is a flow of services from the provider to the client (delivery) and a flow of funds from the client to
the provider (financing, resource allocation, and reimbursement). 
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Figure 2: Service and Payment Flows to Two Parties
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Although health systems generally retain some role for direct payment for some services by
the service recipient, the unpredictable nature of health care expenditures has led to the rise of third-
party payers.  In this model, individuals in effect purchase insurance, either from a private insurer
or by paying taxes to government.  In turn, the third-party payer (that is, the insurance company or
Ministry of Health) flows the payments to the service provider(s). This relationship is depicted in
Figure 3.  The delivery flow (from providers to clients) remains the same; however, while payers and
service recipients are generally the same, payment is separated from the direct receipt of service.
That is, an individual may pay monthly but only get service once or twice per year, and a few people
may only pay and not receive service because they remain healthy. In addition, one must now
consider two payment mechanisms.  Financing now refers to the flow of resources from actual and
potential service recipients to the third-party payer(s); this flow can be in the form of insurance
premiums or taxes.  Resource allocation/reimbursement refers to the flow of resources from the
third-party payer to the service provider(s).

For services insured under the Canada Health Act, there is only one third-party payer, the
provincial government.  The payment flow from the recipient to the third-party payer is thus reduced
to a question of tax policy, with health policy attention focussing upon how government will
reimburse providers.  For services not covered under the Canada Health Act, or covered under the
Extended Health Care Services portion of the Act, there is a mix of funding sources, and the nature
of payments from the recipient to the third-party is also a health policy issue (e.g., appropriate user
fees for long term care facilities and home care).

A recent development is the emergence of multi-service organizations such as regional health
authorities, integrated health systems, and primary care systems which cover a wider array of
services.  Whereas hospitals were paid only to provide acute care, or nursing homes only to provide
long term care, regional bodies or integrated delivery systems are provider organizations that deliver
a wider range of care. An important feature of these models is that the third party payer(s) can flow
a specific sum of money to these organizations in exchange for an agreement that a specified array
of services be provided to a specified array of potential recipients.  In turn, the intermediary
organization can make its own arrangement with providers.  For example, an organization may be
reimbursed on a capitation basis but may choose to pay some or all of those providing the care on
a salary or fee-for-service basis.  It may also arrange to have the services provided directly by its own
staff, or through arrangements with other providers or provider organizations. In addition, large
regions may use resource allocation to determine a funding envelope for sub-regions or types of
services. This envelope may constitute actual reimbursement or may be used for planning purposes.

One must also recognize that individual service providers may work in organizations. For
example, government may give hospitals a global budget; in turn, the hospital pays doctors, nurses,
physiotherapists, laboratory technicians, cleaners, and so on to provide their services.  This model
does not alter the delivery flow, but incorporates three flows of funds: financing moves dollars from
the population potentially receiving services to the third party payer(s), resource allocation or
reimbursement may move dollars to the provider organization(s), and reimbursement moves funds
from the organization(s) to the people providing services (generally, but not exclusively, in the form
of salaries). 
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Figure 4 combines all of these elements.  It has three components, as did Figure 3, but the
service provider box has been expanded into several levels. The outside box refers to all service
providers. This includes individual service providers, single agency service providers and multi-
service organizations. The latter are included since staff of these organizations may also provide care
to service recipients. Within the All Service Providers box are two other boxes. One is the Multi-
Service Organization box which shows that service provider staff are reimbursed by the Multi-
Service organization for which they work. The second box contains two other boxes, one for
individual service providers operating independently and one for single service provider agencies.
The latter, in turn, shows that staff of the agency are reimbursed by the agency for which they work.
 

The system now allows for six types of payment flows to providers: flows of funds from
service recipients to individual/single agency providers, flows from service recipients to multi-
service organizations, flows from service recipients to third-party payers (e.g., Ministries of Health
or insurance companies), flows from third-party payers to individual/single agency providers, flows
from third-party payers to multi-service organizations, and flows from multi-service organizations
(e.g., RHA, IHS, Primary Care System) to individual/single agency providers.  Service recipients
can, in turn, receive services from individual service providers, single service provider agencies, or
multi-service organizations. 

3.4 A Typology of Funding Models

As noted above, funding models can be used to fund individual providers such as fee-for-
service physicians in solo practice, or agencies such as hospitals, long term care facilities and home
care agencies, or multi-service organizations such as regional boards.  Table 1 presents a typology
of the major models of reimbursement used in health services.

The typology in Table 1 consists of two key dimensions: scope and the basis for payment.
Scope refers to what sorts of services, providers and so on are included in the funding.  The most
crucial distinction is whether funds flow to individual providers (e.g., physicians) or to organizations
(e.g., single institutions such as hospitals or multi-service organizations such as regional boards or
integrated delivery systems).  Regarding the basis of payment, reimbursement models can be based
on a number of factors, including the costs incurred, time spent, services delivered, population
served, and outcomes achieved. 

3.5 Relating Funding Decisions to a Broader Context

Governments and regional boards are faced with public expectations of providing
stewardship for a caring, quality health system and for ensuring the cost-effective use of public
funds.  Thus, Ministries of Health have been facing two competing imperatives, to be an efficient
purchaser of service and to ensure a responsive and high quality health system.  They must do both
in an environment with significant barriers to entry and a public which does not wish to see health
care agencies go bankrupt and close.



- 10 -

Single Service Provider or
Provider Organization

All Service Providers

Reimbursement

Multi-Service Organization (Regional
Health Authority, Integrated Health
System, or Primary Care System)

Individual Service
Providers in

Agency

Agency

Reimbursement

Single Agency (Hospital, Long Term
Care Facility, Home Care Agency)

Individual Service Providers in Organization

Organization

Individual Service Provider
Operating Independently (Fee-for-

Service Physician, Private
Counsellor)

Payment
(Reimbursement)

Figure 4: Service and Payment Flows for Multiple Parties

Payment
(Financing/Resource

Allocation/
Reimbursement)

Third-Party Payers
(Ministries of Health

or Insurance
Companies)

Payment
(Financing)

Payment
(Reimbursement)

Payment
(Resource Allocation/

Reimbursement)

Flow of Money

Flow of Service

 Service Recipient/Payer

Service Recipient

Payer



- 11 -

Table 1: Scope and Basis of Payment for Funding Models

Scope
Basis of Payment

Cost Time Spent Services Delivered Population Served Outcomes

Individual • Cost Plus
  (e.g., Drug 
  Benefits)

• Salary
• Sessional
• Per Hour

• Fee-For-Service
  • Payment per Task
  • Payment per Visit

Organization • Line-By-Line
  Budget Models
  (e.g., LTC
  Facilities, Adult
  Day Services)
• Average Cost
  Models (e.g.,
  LTC Facilities,
  Adult Day
  Services)
• Global Budgets
  (e.g., LTC
  Facilities and
  Hospitals)

• Per Diem
• Per Hour
  (e.g., Home-
  Makers)

• Fee-For-Service
  • Payment Per Task
  • Payment Per Visit
    (e.g., Home-
    Nursing)
• Diagnosis Related
  Groups (DRG,
  CMG, RIW)
• Other Rate Based
  Case-Mix Models
  (e.g., RUG
  Funding for LTC
  Facilities)

• Capitation
  (e.g., Regional
  Funding Models)
• Budget Per 
  Catchment
  Area

• Performance
  Contracting

Note: LTC – Long Term Care

DRG – Diagnosis Related Groups

CMG – Case Mix Groups

RIW – Resource Intensity Weights

RUG – Resource Utilization Groups

In terms of responding to these competing challenges governments can adopt at least two
responses.  One is to be a partner with the health care organizations they oversee and to take on joint
responsibility, and accountability, with providers about the cost and quality of health services.  The
other approach is to devolve responsibility to health providers and take on the role of an efficient
purchaser of services in a more market oriented model.  The characteristics of these two approaches
are presented in Table 2.  

Until the early 1990s, Ministries of Health typically adopted more of a partnership model.
Given fiscal restraint that approach started to shift as regional models of care were developed.
Regionalization allowed Ministries of Health to shift responsibility for care delivery to the regions.
Ministries of Health still maintain an overall responsibility for the stewardship of the health system
but are now more focussed on monitoring and measuring effectiveness.  Resource allocation to
regions is typically on a capitation basis which reduces the latitude for gaming.  While
regionalization does not directly represent a market model it has some of the same characteristics
of separating the purchaser from the provider of service.
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Table 2: The Partnership and Market Models of Funding Third-Party Providers

Partnership Model Market Model

1. Ministries of Health focus on working
relationships with provider
organizations.

1. Ministries of Health focus on
developing criteria for measuring
efficiency and effectiveness.

2. Ministries of Health are flexible and
may make compromises in the
development, negotiation and
administration of contracts.

2. Ministries focus a high degree of
specificity on issues of program
design and budget.

3. Contracting decisions are primarily
made on the basis of concerns for the
stability of the health industry.

3. Contracting decisions are primarily
made on the basis of cost and price,
other factors being equal.

4. Ministries of Health are cautious
about experimenting with different
approaches to service delivery.

4. Ministries encourage experimentation
with alternative methods of delivering
services.

5. Ministries of Health promote
specialization, rather than
competition, among service providers
in order to capitalize on their sector
strengths.

5. Ministries focus on developing a pool
of service providers who compete for
the right to provide services.

(Hollander, Deber and Jacobs, 1998, page 320)

Hollander, Deber and Jacobs (1998) have applied this concept of the partnership versus
market model to models of reimbursement.  They note that to be effective, models of reimbursement
must be congruent with larger issues such as government philosophy, the policy stance of Ministries
of Health and the structural approaches to service deliver.  The relationship of all of these factors to
specific reimbursement models is presented in Figure 5.  One can see the congruence of the models
of heath care delivery with the partnership and market models of a continuum from a more
traditional model of care to a competitive model of care with competing Integrated Health Systems.

While many writers and commentators note that regional models and more competitive
market models should be funded on a capitation basis, capitation is not the only logical alternative.
Capitation models are often difficult to implement in practice.  



- 13 -

(Hollander, Deber and Jacobs, 1998, p. 333)
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This introduction has been presented in order to underscore the point that the advantages and
disadvantages, and the incentives and disincentives, of any funding model must be understood within
a broader policy context.  Certain characteristics of a given model of reimbursement may be seen as
positive in a partnership model of care and negative in a market model while the opposite may hold
for another approach.  Thus, context is important.

3.6 An Overview of Incentives and Disincentives in Funding Models

In terms of the individual provider, there are a number of possible funding approaches.  For
funding based on costs, providers can be reimbursed on a cost plus basis such as is the case with
some drug benefits programs.  In this model there is little incentive to reduce costs and there is
generally no sharing of risk as providers simply obtain a mark up on costs. The incentive in this
model, for the provider, is to argue for higher mark-ups. There are now some programs in Canada
that provide direct funding to clients to purchase their own care. This would also be an example of
a cost based model of funding to individuals. In this case the individual is the care recipient and there
would be no specific mark-up on the costs of purchasing the service(s) needed by the client, although
some additional funding may be provided for administrative matters such as costs associated with
purchasing and/or managing the care provider who was hired and documenting expenses. 

 In the cost plus model cost pressures can be mitigated by hard bargaining to restrain the
percentage mark up that is used.  Another approach may be to have funders assist in the bulk
purchase of goods and/or services, across a range of providers, to reduce costs.

With regard to funding based on time spent, one common method of funding is to pay staff
on a salaried basis.  Individual providers, such as physicians, provide services on a sessional basis,
and some providers can also be paid on an hourly rate.  There are both advantages and disadvantages
to payment based on time spent.  There does not appear to be an incentive to provide services more
efficiently or to provide better service as providers are paid only for the time they work. Greater
efficiencies or better quality services can be derived from setting standards in the workplace but
improvements are essentially the outcome of management, organizational culture, human resources
policies and so on, rather than of the method of funding per se. 

In a fee-for-service system, payments are made according to standard fee schedules,
irrespective of the expenditure patterns of any given provider.  This model provides for good access
to care and, perhaps, over-serving.  It is generally criticized on the basis that providers have an
incentive to process as many persons as quickly as possible as they are paid on a per-service basis.
To mitigate against these possibilities funders may wish to bargain hard to keep fee schedule
increases low and to put into place care standards to ensure that providers provide adequate care.

Typically, population based models are not applied to individual practitioners, but rather to
provider organizations.  There are generally very few models of funding based on outcomes, and it
is not clear to what extent such funding would be appropriate for individual providers.
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In terms of service provider agencies, a common approach to funding is some version of line-
by-line budgeting (e.g., long term care facilities, adult day services, and many other services). Line
items can be aggregated and/or capped and there are many possible variations.  Budget models are
generally simple and easy to implement. The basic incentive for the provider is to obtain more
money from the funder.  In some cases global budgets have been constructed from previous historical
expenditure patterns, i.e., they have their origins in a line-by-line model. With global budgets the
providers do have more freedom to transfer funds between organizational components. Cost based
funding for service provider agencies can also be based on averages and ranges for major budget
categories. One can mitigate against large cost increases by good bargaining, bulk purchase
arrangements and a clear willingness not to purchase services from high cost providers.  Another
approach is to establish a sector based bargaining organization that deals with contracts and other
labour relations matters on behalf of the employers of third-party agencies.  This avoids setting
precedents if one or two agencies give staff high salary increases because the collective interests of
all employers are represented at the bargaining table. 

In terms of payment for time spent, some agencies may charge for staff services on an hourly
basis (e.g., homemaker services) or a per diem basis (e.g., live-in care attendants). These rates could
be negotiated with government and/or be the outcome of a budget process. Alternatively, agencies
could set their own rates based on their unique set of expenses, and purchasers could choose to buy,
or not buy, services at those rates. There is fairly easy entry to the home care market place and
funders can encourage new entrants in order to maintain a reasonable cost base.  

In terms of payment for services provided, fee-for-service type models can apply to
organizations as well as individuals. Perhaps the most well known model in this category is the
American diagnosis related groups (DRG). The DRG model is one in which a flat rate is paid per
visit to the hospital for each type of medical condition. There are often no modifiers to aid in the
transition from a budget based model to one based on fixed fees for services delivered.  This may
cause problems in implementing a DRG type system, particularly if unit costs vary considerably
across agencies.  In addition, the incentive under a DRG model is for hospitals to process people as
quickly as possible. In Canadian hospitals, case mix groups (CMG) and/or resource intensity weights
(RIW) may be used to standardize for case mix, often within a broader global budget process.
Similarly, models for funding long term care facilities may contain a case-mix component. These
case-mix formulas can be used as the primary focus of reimbursement such as the DRG approach
or can be used to adjust budget based, global or other models of funding. Industry representatives
noted that in Canada the push has been to close beds and to get people out of hospitals more quickly.
They see this as a form of gaming in which hospitals shift responsibility for caring for high needs
clients to the community but little or none of the funds saved by bed closures are transferred to the
community.

There is considerable interest in population based capitation models.  There are generally two
versions of this approach.  The first could be called an equity model in which payments are made
to an organization with a given number and mix of people (a region, or a rostered Integrated Health
System) based on the total population and its age and sex distribution (and possibly other
characteristics).  This is sometimes referred to as an equity based model as the aim is to provide
more equitable funding based on the age and sex distribution of the population.  Needs based funding
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models try to measure the actual need for service by proxies such as morbidity, socio-economic
factors and other proxies. Another more expensive variation would be to do actual needs assessments
on samples of the population. In general, the equity model of age and sex adjustment is often
considered to be appropriate for planning purposes. There is, however, less consensus on needs
based models because there is still disagreement about what measures are appropriate. In addition,
needs based variables tend to account for a relatively small amount of the variance in health status
across geographic areas, after one has adjusted for total population and the age and sex distribution
of the population. Typically, the problems related to this approach have had to do with
implementation. Funding formulas may provide windfall profits to some regions and a significant
drop in resources to other regions. Also, it may be difficult to gain acceptance for a complex funding
formula which people do not readily understand. If they do not understand the formula they may
question the relative equity of the funding model. These potential problems can be mitigated by
involving agency representatives in the development of the model and by obtaining initial agreement
on a set of principles to be used in designing the funding model at the beginning of the process. The
funding formula should clearly reflect the principles that are adopted.

While capitation is the model touted as being most appropriate for the new multi-service
organizations such as regional health authorities, primary care and integrated health systems, it is
also possible to fund these organizations using budget based models.  This is what happens, at least
implicitly, in funding the sole hospital or long term care facility in a small community.  In this case
the population based nature of the funding is implicit rather than explicit.  Thus, conceptually at
least, one could hold a provider, agency, or multi-service organization accountable for providing
services for a given geographic catchment area but base reimbursement on models other than
capitation, e.g., models based on historical agency expenditure patterns.

There are relatively few examples of funding based on performance. However, there is a
growing interest in performance-based contracting so that funders can pay for actual outcomes. Such
models may fit best with large complex organizations responsible for given populations. System
level outcome measures, or a report card, could be used to assess performance. However, health
status is determined by more than just the health system, and it may be difficult to justify such
macro-level approaches. Performance contracting can also be used at the individual agency level
where certain outcomes are specified in the contractual agreement and payment is based on the
extent to which the outcomes are actually met.

3.7 Other Key Concepts Related to Funding

There are some other key concepts which also come into play in any consideration of funding
models.  One is the nature of the care to be funded. One can develop funding formulas for individual
acts of service such as a visit or an hour of care, for episodes of care which may contain several acts
of service (such as diagnosis related groups), and for programs of care which may contain multiple
types of service and/or episodes of care.

Another important concept is that of prospective or retrospective payment methods.
Retrospective payment refers to methods of compensating service providers for the actual
expenditures incurred in providing care to an individual or group of individuals. In some
circumstances an additional amount (a profit margin or a surplus) may be included in the
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retrospective payment.  Retrospective funding models often use line-by-line budgeting models.
Budgets are established based on the previous year’s expenditures plus allowances for inflation and
other approved costs, and adjustments may be made during the year or at the end of the year to
compensate for actual expenditures in the year service was delivered.  While in theory retrospective
funding models may provide an incentive for greater expenditures by service providers, such
expenditures are often mitigated by including ceilings or caps for given line items or aggregates of
expenditure within budget allocations. There is little incentive not to provide adequate care, and
perhaps some incentive to over-serve with retrospective funding models.

Prospective funding models typically use a set price for the service to be provided.
Prospective payments may take the form of a global budget based on the previous year’s
expenditures plus an inflation factor or payments based on a group average adjusted for case mix and
labour costs.  These payments may have no relation to the actual expenditures of the service
provider.  Prospective payment provides the opportunity for providers to move money within their
budgets to provide more cost-effective, and possibly better, care.  However, because funding may
be disconnected from expenditures, there may also be an incentive to reduce costs to meet funding
targets by reducing the amount, or quality, of care provided.

Another key concept is that of case mix adjustment.  Case mix adjustment matches
expenditures with the care provided, for individuals with different levels of illness or disability.
Clients are categorized by functional need (in long term care facilities) or diagnosis (in hospitals).
Workload measurement and other forms of research are conducted to determine the average or
optimal care required for each grouping within the case mix system.  Funding is then linked to the
particular mix of clients in a given agency.  Case mix adjustment provides for a more direct link
between the needs of clients and the funds provided to care for them.  In addition, it may reduce
resistance from agencies to admit high care needs clients which, from the agency perspective, are
also high cost clients.

3.8 Funding Continuing Care Services in the Canadian Context

In Canada we have what is referred to as a social insurance model of care provision for
continuing care services. There are a number of common features to how services are delivered and
paid for across Canada. While there are also differences, the following discussion will relate to the
most common features of the Canadian model.

Financing for continuing care services comes from taxpayers and from the individuals
receiving care (through co-payments). Taxpayer funds are allocated to Ministries of Health which
partition the dollars into major groupings such as hospitals, mental health, continuing care and so
on. In a regional model, Ministries of Health typically have some form of population based funding
model that is used to allocate an envelope of funds to the regions. The regions, in turn, break this
funding into major budget components, similar to what is done at the Ministry level for jurisdictions
that do not have regions.

All jurisdictions have some form of co-payment for residential care. In most jurisdictions
some form of room and board equivalent cost is used so that clients typically pay about one-quarter
to one-half of the overall cost of care. There are generally no, or low, co-payments for home nursing
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services and community rehabilitation services such as physiotherapy and occupational therapy
(PT/OT). Homemaker services are provided without a co-payment in a few jurisdictions but in most
jurisdictions an income test is applied. Clients, depending on their means, may have to pay up to the
full cost of care. Most other home and community services also have some form of co-payment.
Depending on the jurisdiction, there may be some subsidization of drug costs for seniors. There is
a general funding anomaly in home care in that drugs, equipment, and supplies (such as dressings)
are provided free of charge in hospitals but may have to be purchased by individuals when they leave
the hospital.

In terms of service delivery, most continuing care services are designed for people with
ongoing care needs. A relatively small portion of continuing care is focussed on the acute care
replacement function of home care, although some people may mistakenly equate home care with
just the acute care substitution function.

The typical pattern is for an individual family member, physician, or other person to make
a referral to a single entry point for continuing care services. This may be a separate organization
such as a Community Care Access Centre (CCAC) in Ontario, or a health region. Once the referral
is made, an assessor/case manager visits the client wherever the client may be, for example, in their
own home or in the hospital. A comprehensive assessment is conducted which typically includes a
financial section. A care plan is developed with the client and his or her family, with input from the
family physician. The client is advised of the care plan and the co-payments he or she may have to
pay. The client then receives the service or services designated in the care plan and makes the
appropriate co-payments.

Ministries of Health or Regional Health Authorities may fund external service provider
agencies or services may be provided directly by staff of the Ministry or Region. With regard to
facility care, most jurisdictions use some form of case-mix funding to match payments to the care
needs of clients. Home care clients, using their own funds or with the help of family members, may
purchase additional services above those paid for by government (at the full cost) if they feel that the
care plan does not fully meet their needs. Client needs are reviewed on a regular basis by the case
manager and the service plan is adjusted, as needed, to ensure the best fit between client needs and
the care provided, on an ongoing basis. Ministries of Health and Regional Health Authorities are
responsible for the overall stewardship of the health system. They are responsible for regulating and
monitoring the quality of care provided and for ensuring reasonable access to needed services in their
respective jurisdictions.

4. LITERATURE REVIEW

4.1 Introduction

   An extensive literature review of all aspects of funding related to continuing care was
conducted for this study. The most striking finding of the review was the total dominance in the
literature of American references. There were a few references from Great Britain and Europe,
almost no references from the rest of the world, and very few references from Canada. This
highlights the importance of the findings of the project on incentives/disincentives documented in
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this report. While there have been Canadian studies which address funding more broadly
(Contandriopoulos et al., 1996; Deber et al., 1998; Deber et al., 1996; Deber, Williams, Baranek, &
Duvalko, 1995;  Giacomini, Lomas, Hurley, Bhatia, & Goldsmith, 1996; Hollander, Deber, &
Jacobs, 1998; Hurley et al., 1999; and Hutchinson et al., 1999), these studies generally do not deal
with continuing care and can generally only be found in the “grey” literature as most are working
paper type reports and have not yet made their way into peer-reviewed health services journals. More
active publication of findings by Canadians working in government and in universities in the
international scientific literature on the topic of continuing care and the funding of continuing care
may be a benefit to a broad range of decision-makers both inside and outside Canada.

The fact that most of the literature reviewed for this project was American has made it
somewhat difficult to extrapolate the findings to the Canadian context. Nevertheless, it is believed
that there are still important findings of relevance to decision-makers in Canada from this review of
the literature. The following section outlines the methods used to conduct the literature review. The
next three sections provide discussions of financing, resource allocation, and reimbursement in the
continuing care sector. It should be noted that the literature focuses primarily on funding related to
continuing care services and does not include other matters such as funding health regions. It also
focuses on matters that have direct relevance to the Canadian context and the Canadian way of
providing continuing care services.

4.2 Methods 

There was a concern that the health literature might not provide a complete picture because
investigators working in the area of funding public services might choose to publish in journals of
public administration. Since there are no databases focussing exclusively on public administration
this writer consulted with experts in the field of public administration and social policy. The result
was the advice that the most likely place to find literature on funding continuing care services would
be in Social Work Abstracts. Thus, a search of the literature was conducted using the MEDLINE,
HealthSTAR  and Social Work Abstracts databases. 

The overall search strategy included twenty-four terms related to funding (see Table 3) and
approximately fifty-five terms related to continuing care services (see Table 4).  Table 4 breaks down
continuing care terms into overall home care and facility care categories and into individual
components of the continuing care system, such as meal programs, homemaker services and home
care nursing.  The funding and continuing care terms were used as subject headings and/or keywords
in the search strategy in the MEDLINE and HealthSTAR databases.  All terms were used as
keywords in the Social Work Abstracts database. Table 4 presents the search strategy used for
MEDLINE; parallel searches were conducted for the other databases.

The structure of the search strategy was to identify articles that contained both a funding term
and a continuing care term.  For some components of continuing care, such as home care nursing and
palliative care, many articles were identified on the funding of services.  Other components, such as
community physiotherapy, identified few or no articles using this method. However, information on
the funding of such services was sometimes obtained from articles retrieved in the general home care
or facility care searches.



- 20 -

Table 3: Funding Terms 

Subject Headings Keywords

cost allocation
cost sharing
deductibles and coinsurance
capitation fee
fee-for-service plans
rate setting and review
budgets
capital financing
contract services
competitive bidding
outsourced services
insurance, health, reimbursement
insurance, long-term care
reimbursement mechanisms
prospective payment system
reimbursement, disproportionate share
reimbursement, incentive
diagnosis-related groups
outliers, DRG

funding formula:
resource allocation:
performance contract:
internal market:
case mix funding

Table 4: Continuing Care Terms

Terms for Type of Service Subject Headings Keywords

Home Care home care services home health care
community long term care

Facility Care nursing homes
homes for the aged
intermediate care facilities
skilled nursing facilities
long term care

chronic care
extended care

Assessment and Case Management geriatric assessment
patient care management
case management
needs management

Meal Program meals on wheels
meal program:
home delivered meal:

Homemaker Services homemaker services

Home Care Nursing home nursing home nurs:
district nurs:
community nurs:
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Terms for Type of Service Subject Headings Keywords

Community Physiotherapy and
Occupational Therapy

community physiotherap:
home physiotherap:
community occupational
  therap:
home occupational therap:

Adult Day Support day care

Group Homes group homes group home:

Congregate Living Residence custodial care assisted living
supportive hous:
congregate living

Assessment and Treatment
Centres/Day Hospital

day hospital: AND [elderly
  OR aged OR aging OR old
  age OR senior: OR
  geriatric:]
geriatric rehabilitation unit:
geriatric unit:

Subacute Care subacute care subacute care
sub-acute care

Quick Response Program emergency service, hospital
  (subject) AND home care
  (keyword)

quick response team:
quick response program:
emergency AND home care

Respite Terms respite care respite:

Palliative Care palliative care (subject) AND
  home care services (subject)
palliative care (subject) AND
  home care (keyword)
hospices
hospice care

Equipment and Supplies [equipment and supplies (subject)] AND [Home Care terms OR Facility
Care terms OR disable: OR disabil: OR elderly OR aged OR aging OR
old age OR senior: OR geriatric:] (last 8 terms are keywords)

Transportation Services [transportation of patients (subject) OR transportation service (keyword)]
AND [Home Care terms OR Facility Care terms OR disable: OR disabil:
OR elderly OR aged OR aging OR old age OR senior: OR geriatric:] (last
8 terms are keywords)

Home Maintenance and Repair [home maintenance (keyword) OR home repair (keyword) AND [Home
Care terms OR Facility Care terms OR disable: OR disabil: OR elderly
OR aged OR aging OR old age OR senior: OR geriatric:] (last 8 terms are
keywords)
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In total, 3,731 articles were identified through the database searches (this included some
duplication).  The titles and abstracts of these articles were reviewed by visual inspection, that is, the
principal investigator read and considered all 3,731 titles and abstracts, and a total of 733 articles
were deemed to be relevant for this study, and were selected for collection. Table 5 provides a brief
summary of the literature search results, including the number of initial hits and the number of
articles selected for retrieval from these hits, by continuing care component. It was not possible to
obtain all selected articles and not all articles obtained proved to be useful. In addition to the
database searches a number of key documents in the “grey” literature were also identified, obtained,
and included in the literature review. In total 385 documents were used for this literature review, and
the references for all of the documents are included in the bibliography. Given the large number
of references, there were considerable overlaps in information for each type of funding. Thus,
rather than cite long lists of references, the following discussion is based on the best, key
references on a given topic. Those who are interested in a wider selection of references on a
given topic are referred to the bibliography.  

4.3 Financing

4.3.1 Introduction

There are essentially three ways to finance health services: service recipients pay service
providers directly for the services provided; service recipients pay premiums to an insurance
company and obtain services for which they are eligible; and service recipients, and others, pay taxes
and receive services through government administered programs. The latter is often referred to as
a social insurance model. Most continuing care services in Canada are financed by the third approach
noted above, that is, the payment of taxes.

While taxes pay for a good portion of continuing care services, clients often also have to pay
for some portion of services directly. In addition, as continuing care services are not insured services
under the Canada Health Act, it is, at least theoretically, possible for current or future governments
to reduce all services to a means test, for financial or ideological reasons. While such a move is
highly unlikely, it is still worthwhile to review the financing options for models of service delivery
which are not, or only partially, funded by government, given that certain types of continuing care
services are currently income or means tested in Canada. 

4.3.2 Private Pay Options

The most obvious private pay option is one where an individual simply pays a service
provider to provide some form of care. This may happen for seniors who purchase long term care
facility services in Atlantic Canada and pay the full cost of care. Other examples would be
individuals or family members who may purchase “top up” services for home care, that is, they pay
directly for additional nursing, homemaker, or other services over and above that approved and fully,
or partially funded, by government.
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2 ML = Medline

3 HS = HealthSTAR

4 SW = Social Work Abstracts

Table 5: Literature Search Result Summary

Funding Component Combined With
Continuing Care Component

ML2

Hits
ML

Selected
Articles

HS3

Hits
HS

Selected
Articles

SWA4

Hits
SWA

Selected
Articles

Funding & Home Care 418 105 508 93 7 3

Funding & Facility Care 593 142 1252 176 20 7

Funding & Assessment and Case
Management

143 30 124 23 2 1

Funding & Meal Program 0 0 1 0 0 0

Funding & Homemaker Services 2 1 8 3 0 0

Funding & Home Care Nursing 61 26 13 5 9 3

Funding & Community Physiotherapy and
Occupational Therapy

0 0 0 0 0 0

Funding & Adult Day Support 36 9 20 10 1 0

Funding & Group Homes 3 1 7 1 0 0

Funding & Congregate Living Residences 7 5 31 10 1 0

Funding & Assessment and Treatment
Centres/Day Hospitals

9 2 0 0 0 0

Funding & Subacute Care 40 11 185 39 0 0

Funding & Quick Response Programs 5 1 47 0 1 0

Funding & Respite Care 4 2 3 0 0 0

Funding & Palliative Care 89 11 81 13 0 0

Funding & Equipment and Supplies 0 0 0 0 - -

Funding & Transportation Services 0 0 0 0 - -

Funding & Home Maintenance and Repair 0 0 0 0 - -

Subtotals 1410 346 2280 373 41 14

Total Hits 3731

Total Selected for Retrieval 733

Total Used 385
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Many seniors have limited means and may not be in a position to pay for needed services.
Nevertheless, a significant number of seniors own their own homes. They may be cash poor but
house rich. Some seniors are also well-to-do and have significant assets beyond their primary
residence. If seniors or others with disabilities do not have sufficient funds and/or wish to participate
in an organized program of care, rather than having to manage their care for themselves, there are
two major financing-related options, reverse mortgages and continuing care retirement communities.

Seniors with or without disabilities may wish to have additional income. Many seniors
worked at a time when relatively few individuals had pension plans.  Many women stayed at home
and were not able to contribute to a company pension plan or even the Canada Pension Plan. Thus,
many seniors are cash poor but house rich. If additional funds are required, individuals who own
their own homes may consider the purchase of a reverse mortgage. There are now several versions
of such instruments. One approach allows for payments to be received in the form of a loan over a
given period of time (a rising debt model) while another, called a reverse annuity mortgage, provides
a stream of income based on the purchase of an annuity. In this latter model, a mortgage loan is taken
out on the residence and the funds are used to purchase an annuity. This provides a steady stream of
income. Loan payments on the mortgage are not required until the lender dies, disposes of his or her
property or the debt exceeds the value of the property. There are also some models, popular in
France, in which an arrangement is made privately between individuals where one person agrees to
pay a down payment and agreed upon monthly payments to another person in exchange for the right
to receive that person’s property when he or she dies. The buyer is essentially gambling on the
longevity of the home owner (Wong, 1986). 

The advantage of these schemes is that, when done properly, they provide an additional
stream of funds which can be used for a variety of purposes including paying for care-related
services. However, there may be disadvantages if, for example, people outlive the length of time of
the mortgage loan and are then in the same circumstances they were in before but with an additional
and significant new financial liability. 

In terms of the reverse mortgage annuity,  problems may arise if the value of the loan exceeds
the value of the residence either because of longevity or a downturn in real estate values. These
schemes are also technically complicated and seniors may be concerned about losing their one major
asset, their home. Finally, seniors may wish to pass on the family residence to their children and
these schemes may put such action at risk. This may be because of the complexity of the scheme
and/or because a significant new debt will have been accrued against the residence which would have
to be dealt with by the children who inherit it. 

Another approach to self-financing care services which is becoming increasingly popular in
the United States is for individuals to buy into a system where all housing and care related services
are provided for the rest of their lives. These models have several names including life-care
communities and continuing care retirement communities. Membership generally requires the
payment of a significant entry fee ($50,000 to $100,000 in the late 1980s) and the payment of
additional monthly premiums (Leutz, 1986; American College of Physicians, 1988). These
communities usually have a campus like setting. People live in single family units and have access
to a range of community based services, and congregate living arrangements, as well as home
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nursing care. They can also receive acute care, care in long term care facilities and social services.
If they need to change their physical location, for example to go into a long term care facility, they
move from one setting on the campus to another, for example, from their residence to a long term
care facility. These programs are essentially designed to appeal to relatively young, middle to upper
income elderly who are in good health when joining and can afford the high costs of the initial fee
and the ongoing monthly payments. 

The advantages of this approach are that members of these communities have the security
that all of their current and future acute and chronic care needs will be looked after. All care services
are integrated into one seamless system and are coordinated by a professional case manager who
matches care needs and services on an ongoing basis. This approach also allows individuals to select
the types of communities and care programs they wish to have while they are still relatively healthy,
alert and able to make such decisions in a reasoned way without the pressure of urgent care needs.
Members can arrange for their needs without having to rely on the public system and are assured of
high quality, integrated care for all their needs for the rest of their lives. 

The disadvantages are that members may have serious problems if the organization operating
their community goes bankrupt and they have care needs but no more money as it was all invested
in the retirement community. With regard to the care itself, some people may object to the degree
of control case managers have over what services they will receive. In addition, members only have
access to providers and/or agencies on the campus. The financial incentives in this model are to
provide the least costly care which may lead to under-receiving. This is particularly true if the
operators of the campus got the financing wrong, or other factors arise to increase costs.  These
factors could result in inadequate funding for the project and under-serving, or increase in premiums
which some individuals may no longer be able to afford to pay. Finally, there are also issues of
access to the communities. Only healthy, well-to-do individuals may be eligible to buy into such
plans.

4.3.3 Private Insurance

The threat of significant costs for continuing care services in one’s old age is a concern for
individuals living in the United States given their limited nature of public continuing care services.
Thus, there have been many initiatives to develop private insurance models for continuing care. To
date, these initiatives have only been modestly successful. There are a number of important issues
related to the private insurance model of continuing care. Two of the better articles on this topic are
“Private Long Term Care Insurance: After Coverage Restrictions is Anything Left” by Wilson and
Weissert (1989) and “Long Term Care Financing: Problems and Progress” by Wiener and Hanley
(1991). In addition, an excellent example of the maze of issues individuals must navigate to ensure
that they actually get the care to which they, or their loved ones, are entitled is the article “Funding
pediatric home care” by Galten (1986). 

There are a number of issues with regard to both the demand side of insurance and the supply
side. With regard to the demand side, there have, in the United States, been three major barriers. The
first barrier has been the inability of individuals to pay for private insurance premiums. While this
is changing, most elderly persons in Canada and the United States are poor or have fairly modest
incomes. They can not pay for the premiums which have to be set relatively high because, typically,
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such insurance is sold to elderly people and the risk of a claim is fairly high given existing utilization
statistics. Wiener and Hanley (1991) note that in the United States:

The average annual premium for the 15 top-selling individual long term care insurance
products with some inflation protection is $1395 per person if purchased at age 65; it climbs
rapidly to $4199 per person at age 79 [based on a survey conducted in 1990].

 
(Wiener & Hanley, 1991, p. 72)

If one were to extrapolate these figures to Canada in the year 2000, it can be seen that they would
consume a significant portion of income for a senior who only receives Old Age Security and the
Guaranteed Income Supplement (OAS/GIS). 

The second barrier relates to the actual purchase of insurance. While premiums could be
reduced if one could buy insurance at an earlier age some companies have age limits, such that
people under 50 can not purchase insurance coverage (Wilson and Weissert, 1989). Another barrier
to the purchase of continuing care insurance appears to be that most individuals are not aware of the
risk of needing continuing care services. Thus, while people may be prepared to purchase insurance
against acute episodes of illness they appear to be less ready to purchase continuing care insurance,
Wiener and Hanley state: 

People seem to be willing to accept the possibility that they will someday need to visit a
doctor or be admitted to a hospital, but few people will admit that they face a significant
lifetime risk of becoming disabled and using expensive nursing home or home care.

(Wiener and Hanley, 1991, p. 72)

The third barrier to the purchase of insurance, in the United States, is that people think
Medicare or Medigap policies cover long term care, but they do not. 

On the supply side, there are issues which lead to companies having fairly restrictive policies
and high premiums. Rates have to be set fairly high due to the issue of “moral hazard,” that is, the
increased use of services that results when individuals have insurance. This tendency to use services
which are “free” or low cost at the point of care is of concern in continuing care, and particularly
home care, because there are people who may be doing without care or who are being looked after
by family members (that is, not using formal paid services) who may begin to use formal services
once they have insurance coverage. Thus, existing utilization rates may be under-estimates of actual
utilization once people are covered by insurance. This increased risk is dealt with by charging higher
premiums. 

Another issue is that of adverse selection, that is, the possibility that those who are aware that
they may be at risk of needing services will purchase insurance in disproportionate numbers. Thus,
again, existing utilization patterns may under-represent actual service usage will not be reflective of
the general population. To ensure against this risk rates have to be higher, or restrictions have to be
placed on who is eligible for insurance. 
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Wilson and Weissert (1989) outline three key mechanisms used by insurance companies to
reduce risks. Risk reduction is important in order to have affordable policies but it can have negative
consequences for the purchasers of insurance. The first type of limitation is referred to as purchase
and ownership requirements. These limitations have to do with the characteristics of the prospective
purchaser of insurance and with premiums. Insurance companies may exclude individuals with
certain types of medical histories, or certain medical conditions. Wilson and Weissert (1989) state
that “beyond explicit purchase, age and exclusionary disease limitations, unwritten sales rules appear
to exclude the very frail and dependent from buying policies” (p. 495). They also note that there is
considerable variability in premiums across seemingly similar policies and that premiums may differ
for factors such as smoking. 

The second type of limitation is coverage restrictions. Wilson and Weissert (1989) note
several types of coverage restrictions. There may be restrictions due to preexisting conditions. In
addition to being used to exclude applicants, these conditions may affect the waiting period after
which claims for preexisting conditions are honoured, for those who are covered. Payouts of claims
may be restricted or denied for a number of mental health related conditions although most policies
cover care for people with Alzheimer’s disease. Policies in the United States may only allow
coverage for care in long term care facilities if a client is hospitalized first (for some minimum
period) and is then transferred to a facility. 

Even if someone is insured there may be restrictions on their ability to claim benefits. For
example, people may have to pay for care for a certain number of days before they are eligible for
compensation by the insurance company (this is similar to the concept of deductibles). In addition,
there can be innumerable requirements in the “fine print” which have to be complied with before one
is eligible for compensation. Galten (1986) provides a detailed guide of how to deal with such issues
in regards to receiving benefits for pediatric home care. She notes that it is important to contact the
insurance company directly because insurance representatives may be unaware of recent changes to
policies; to ask to speak to someone who knows the policy, and to have people read out the policy
on the phone about the issue with which you are concerned; to argue for your interpretation of the
policy as interpretations may differ across cases; and to complete the claim well in order to maximize
the probability of being paid.

The third type of limitation is benefit restrictions. There are typically different levels of
benefits for different types of services. Benefits are generally paid on a daily indemnity basis, that
is, a set rate which may or may not cover the full cost of care, although some policies reimburse
actual care costs. Another benefit related restriction is the restriction of benefit coverage to a given
length of time or to a maximum dollar amount.

What are the implications of the various restrictions noted above? Wilson and Weissert
(1989) simulated the impact of 31 combinations of policy restrictions based on combinations of
restrictions related to: prior hospitalization, mental illness, skilled- or prior skilled-care requirements,
and various deductable waiting periods. The eligibility for coverage(referred to as compliance
estimates in the paper, meaning the percentage who complied with, or passed, the given condition(s))
ranged from 91.9% where the only restriction was the mental health exclusion to 8.5% where a
policy had all three exclusions and a 200-day deductable waiting period. The overall average
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compliance rate was 35.4% which meant that in their simulation, on average, only 35.4% of
applicants would be deemed to be eligible for insurance coverage. Thus, 64.6% of applicants would
be refused coverage. Wilson and Weissert (1989) sum up the problems with private insurance for
continuing care services when they state:

Many companies require in-person interviews with the potential beneficiary. As a result,
“high risk” persons, in terms of their risk of future confinements, can potentially be identified
before the sale of a policy. Companies commonly refuse to sell such persons a policy or
impose a surcharge on their annual premiums (p. 505). 

Thus, it seems unlikely that those who are “getting through” the maze of restrictions are the
ones who, in the long run, are the most in need of benefits (p. 499). 

The advantages of private insurance models include that financial barriers to care, for those
who purchase insurance, are reduced or eliminated. Financial assets may also be better protected for
people who live in areas with income and/or means tested care programs as insurance allows them
to better maintain their financial independence, to pass on assets to their children, and to avoid the
process of being means tested. Finally, some individuals may prefer private insurance for ideological
reasons, that is, they may prefer to pay for services themselves rather than to rely on the state for the
provision of services. 

The disadvantages of the private insurance model include the fact that people at the greatest
risk may not be able to purchase insurance because they are too high a “risk.” Skimming or selecting
people who are least likely to need care may reduce premiums for such people but increase premiums
for those who may need care, because premiums will not be evened out over the whole population.
Once insured, people may use more services and this could result in an increase in premiums. There
may be a lack of guarantees about premiums or whether or not individuals can renew their insurance.
Thus, even people who have insurance could be priced out of the market or could be denied service
because of their condition, just at the time they need care. Private insurance may only benefit people
who are both affluent and healthy. The poor may not be able to afford premiums and the sick may
be denied coverage. Finally, given the greater risks involved in covering small numbers of people,
and the impact this has on premiums, the cost of private insurance provided by multiple providers
may be higher than the comparable costs of a government program which allows the single payer
(government) to spread risk over a much larger population. In addition, government can spread its
administrative costs over a larger enrollee base, thereby reducing the proportion of overhead costs
per enrollee.    

4.4 Resource Allocation Models

4.4.1 Introduction

In the 1970s the United States government funded a number of planning exercises for home
care and for long term care facilities. Included in the mandates of many of the projects was the
review and analysis, and/or actual development, of planning and resource allocation models for home
care and residential care services. These documents are of interest because of the current focus on
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population-based capitation funding. This section provides a brief overview of a range of methods
of resource allocation in continuing care, many of which are, in fact, related to some version of
population-based funding. The following discussion is a synthesis of materials presented in the
reports Methods for Determining and Projecting Needs and Demands for Long-Term Care and
Home Health Services, Parts I and II (Arthur Young and Company, 1975), State of the Practice
Review of Health Systems Planning for the Elderly: Chapter 2, An Analysis of Long Term Care
Planning Methodology in Health Systems Plans (Gruenberg, 1979), Methodology for Estimating the
“Need” for Home Health Care (Traxler, 1977), and Planning and Evaluation Manual (Report G),
Volume II: Long Term Care (Orkand Corporation, 1975). There have been  relatively few articles
on this topic since the 1970s after funding for the development of home care and long term care
planning models came to an end. 

The models discussed in this section are primarily based on the demand or need for services.
Demand in economic terms refers to the amount of service consumers purchase at a given price. In
the health system, there are two components to demand. Utilization refers to the actual use of
services, i.e., met demand. Another type of demand is the unmet request for services, or unmet
demand, i.e., people who have requested service but have not yet received the service, such as those
placed on waiting lists.  The concept of need is not a key concept in economics but is a relevant
concept in the health care system. Need refers to a belief or value judgement, generally by a health
professional, that the use of a particular service is in the best interests of the client.

The material reviewed contained a number of models for resource allocation. These can be
clustered into “no planning” or set-ratio approaches which simply adopt given ratios, demand based
approaches and needs based approaches. 

4.4.2 Set-Ratio Approaches

There are essentially three versions of the set-ratio approach. The Historical Financial Base
Approach is one in which resources are allocated by some version of an across-the-board budget
increase. This is common in line-by-line and global budgeting systems. The Arbitrary Resource
Ratio Approach uses a given, fixed resources to population ratio e.g., 70 beds per 1,000 total
population 65 years of age or older. The ratio may not be related to actual utilization in the area
where it is implemented.  It is “arbitrary” in the sense that any number of methods can be used to set
the ratio.  A third approach is the Transfer Rate Method. In this approach, a fixed ratio is derived
from the number of hospital discharges in a given geographic area, over a given period of time, to
determine the total number of required long term care beds or community based resources, e.g., 5
home care nurses for each 1,000 hospital discharges per year in a given community. 

4.4.3 Demand Based Approaches

4.4.3.1 Basic Utilization Ratio Approaches

There are two main versions of this approach. The original Hill-Burton Formula is one
example of this approach and will be referred to here as the Historical Utilization Base Approach.
It predicts future resource requirements based on the existing utilization ratio of resources per 1,000
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people 65 years of age or older in a given geographic area. A variation of this approach is the Wait
List and Utilization Approach. This approach again makes projections based on actual utilization.
However, it also includes a measure of “unmet demand” by including some or all of the people on
facility waiting lists in its bed matrix projections.   

4.4.3.2 The Population-Based Utilization Approaches

There are a number of versions of this approach. The basic Age-Specific Per Capita Method
is an improved version of the Arbitrary Resource Ratio Approach discussed above. Instead of using
an arbitrary ratio of beds for those 65 years of age or older, specific targets, based on utilization
statistics, are set for either 5-year or 10-year age groupings, usually for those 65 years of age or older.

The Socio-Demographic Utilization Approach is one which uses a number of socio-
demographic variables to predict future service needs. Multivariate statistical analysis such as
multiple regression is often used to manipulate the data in this approach. 

The following variables have been frequently cited in the literature, noted above, as being
predictive of the need for continuing care services:

• Population Size: Generally, the larger the population, the greater the need for
services. 

• Age: Older people are more likely to use long term care services.

• Gender: Women are more likely to use services than men.

• Living Arrangements: Those who live alone are more likely to use services. 

• Degree of Impairment: The greater the degree of impairment in skills related to the
Activities of Daily Living (ADL) the greater the use of services.

• Marital Status: Unmarried persons are more likely to use services.

• Socio-Economic Status: Poor people are more in need of services but rich people
have more skills and resources to access services. 

While the above eight factors can be used to predict the need for future services, the
literature indicates that they do not provide a highly accurate basis for predicting actual service
utilization. 

The Resource Flow Method is one which combines utilization information with other data
such as admission rates, lengths of stay for various levels of care, waiting list data, and discharge
rates. This approach is intended to assure timely access to facility beds for clients in a given
community. This is done by supplementing projections of overall bed requirements with data on
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turnover rates, and other such matters, to be better able to predict future bed availability. This
methodology may also use advanced statistical approaches such as Queuing Theory. 

4.4.4 Needs Based Approaches

These approaches seek to determine the extent of need in the population and base future
resource projections on estimates of need. The Bed Survey Approach is one in which residents of
long term care facilities are assessed to determine the extent to which current bed utilization is
clinically appropriate on an individual client basis. Such a survey can be used to develop a system
of ideal utilization ratios (particularly if the survey includes potential clients living in the
community). In some variations of this approach, regression analysis is used to fit a linear curve to
historical utilization data. This curve is modified to correct for possible patient misplacement and
is then projected into the future. 

The General Survey Approach is another needs based approach which has two versions. The
Expert Opinion Survey approach polls experts regarding the need for continuing care services in the
community. This approach may be improved by using the Delphi Technique. The Population Survey
Approach is one in which a sample of the population is surveyed to determine their needs for care.
Such surveys may rely on interviews by professional care staff and may include actual tests of
functional health status, such as activities of daily living. 

The advantages and disadvantages of these approaches are presented in Table 6. 

One Canadian Study was found which presented an overview and findings of a planning and
resource allocation model for the full range of continuing care services (Hollander and Pallan, 1995).
This model used a combination of a number of the planning approaches noted above. A brief
overview of this model is presented below.  

4.4.5 Brief Case Study of a Canadian Resource Allocation Model for Continuing Care

A new planning and resource allocation model for the Continuing Care Division of the
British Columbia Ministry of Health was developed in the summer of 1989 (Hollander, 1989;
Hollander and Pallan, 1995).  This model was unique in that it provided a framework for resource
allocation across the whole continuum of care.  Thus, it was different from most other planning and
resource allocation models which focused only on residential care (future bed projections) or home
care.  The purpose of the model was to proactively reallocate resources from the residential sector
to the community sector, that is, to substitute home care services for residential care services.

An extensive literature review was conducted of planning models, determinants of service
utilization and service utilization ratios.  It was found that, in 1989, British Columbia already had
a relatively low bed to population ratio of 63 beds per 1,000 population 65 years of age or older.
Nevertheless, the utilization ratios for the United States and the United Kingdom were some 54 beds
per 1,000 population 65 years of age or older.  Thus, there appeared to be room to reduce bed
utilization in British Columbia.
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Table 6: A Comparative Analysis of Planning Approaches

Planning Methodology Pros Cons

1. The Set-Ratio Approaches

a) Historical Financial Base
Approach - across the board
cuts or increases

• Administrative simplicity • Perpetuates existing
inequities

b) Arbitrary Resource Ratio
Approach - uses a fixed ratio of
resources to population, e.g,
beds/1,000, 65+

• Administrative simplicity • Quality of the analysis to
develop the ratio may be
faulty 
• Does not account for
differences in population
distributions

c) Transfer Rate Method - uses
a ratio for resource allocation
based on the number of hospital
discharges, e.g., Home
Nurses/1,000 hospital
discharges

• Administrative simplicity • Question of the consistency
of the ratio across geographic
areas
• May not apply to services
such as homemakers or adult
day care

2. The Basic Utilization Ratio Approaches

a) Historical Utilization Base
Approach - (Hill-Burton
Formula), uses existing
utilization ratios to predict
future need

• Administrative simplicity • Maintains existing
inequities
• Does not adjust for changes
in population distributions

b) Waitlist Data and Utilization
Statistics Approach -
Projections based on actual
utilization but modified by an
“existing need” factor based on
waiting lists

• Administrative simplicity 
• Some measure of unmet
need

• Lack of consistency of types
of people on waiting lists
 • Maintains existing
inequities
• Does not adjust for changes
in population distributions

3. Population-Based Utilization Approaches

a) Age-Specific Per Capita
Method - specific utilization
ratios used for different age
groups

• Adjusts for differences in
population distributions

• Does not include other
variables such as sex
• Quality of derivation of
ratios used
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Planning Methodology Pros Cons

b) Socio-Demographic
Utilization Approach -
multivariate analysis used to
predict future utilization from a
variety of socio-demographic
variables

• Relatively sophisticated
approach which allows for
the inclusion of a variety of
variables which affect
utilization

• May be too complex to
explain to care providers
• Depending on the actual
approach used could be a
good system or could fall
short

4. Needs Based Approaches

a) Bed Survey Approach - study
people actually receiving
service to determine to what
extent existing services are
clinically appropriate and
extrapolate this using
regression analysis

• Provides a more precise
estimate of “real need”

• Does not address people
outside the system who need
care but are not getting it

b) General Survey Approach
i) Expert Opinion Survey
Approach - poll experts to
obtain their estimates for the
need for continuing care
services in their communities

• Provides a credible
estimate of need

• Experts can be wrong 
• Method can be improved by
using the Delphi Technique

ii) Population Survey Approach
- a sample of the general
population is taken and a
survey/assessment is performed
to determines the need for care
by using measures of functional
health status 

• Probably the best way to
measure the “need” for
services in the population
from the professional’s
perspective

• Typically over-estimates
future demand as not all
those who are in need
demand services
• Some professional bias may
occur as those administrating
the survey find problems
related to their own
disciplines

To validate whether or not it would be possible, and safe, to care for a higher proportion of
clients in the community, a survey of assessors/case managers was conducted to determine what
proportion of clients could be safely moved from facility care back into the community, and what
proportion of clients being streamed into facility care could be safely diverted and cared for in the
community if additional resources were provided.   Based on these surveys, and the relatively low
utilization rates in the United States and the United Kingdom, it was determined that there was room
for further efficiencies through a 10 percent to 15 percent reduction in the age and sex adjusted target
utilization for residential care.  A target of 55 beds per 1,000 population 65 years of age or older was
set for the facility portion of the planning model.
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The planning model which was developed had 12 age and sex cells based on two genders and
the following age groups:  0-19, 20-44, 45-64, 65-74, 75-84, and 85+.  It used the 1989/90 fiscal year
as the base year for calculating utilization ratios for each age and sex cell.  For facility beds, these
ratios were then reduced on a pro-rated basis to equal 55 beds per 1,000 65 years of age or older from
the existing 63 beds for the 1989/90 fiscal year.  These 12 new ratios were then applied to
subsequent years, up to 2011 to determine future resource requirements for facility care.  Modeling
of cost and utilization projections revealed that if future funding streams, based on demographic
changes, were applied to home care services, and facility beds were kept constant and only allowed
to grow after they had been reduced to the 55 beds per 1,000 65 years or older level, home care
services could be allowed to grow at 2-3 times the annual rate of age and sex adjusted growth (using
the age and sex cells in the model) for a period of up to five years.  It was projected that at the 4-5
year mark most health units would have reduced their bed utilization to the 55 beds per 1,000 65
years of age or older target and resources would again have to be provided to the residential sector
to allow them to maintain the 55 bed target level.  A policy decision was made not to reduce the
existing number of beds but, rather, to reduce the utilization ratio by freezing the number of beds in
health units which were above the 55 bed target.  Once the target was reached, resources would again
be made available for expansion in the facility sector.

It was not possible to develop a specific target ratio for home care services, as was done for
facility services, because there was relatively little literature on home care utilization, by type of
service. Thus, the average utilization ratio for the province for the 1989/90 fiscal year was used as
a base. This base was expanded by 2.5 times the age and sex adjusted increase in population for five
years for each type of home care service. The resulting service utilization ratios were then reapplied
to the 1989/90 population base to obtain the projected target ratios for each type of service.  These
target home care ratios were then applied to each health unit. 

For purposes of calculating the resources to be allocated, health units would receive increased
home care resources, as warranted, by a maximum of 2.5 times the age and sex adjusted population
growth for up to five years, until they reached the target ratio.

This planning and resource allocation model was partly implemented in the 1989/90 fiscal
year (an early version of the planning model was completed by September 1989) and remained in
place to the end of the 1993/94 fiscal year.  The planning and resource allocation model was
discontinued in the 1994/95 fiscal year.  This decision was part of a shift in the Ministry of Health
to develop one new resource allocation model which would be used to determine budgets for the new
health regions being developed in British Columbia.  During the period it was in effect, the planning
model was fully integrated into the annual budget process to ensure that funds from Treasury Board
for demographic changes were transferred from residential care to home care.  It was the intent of
decision-makers in the Continuing Care Division to pro-actively re-allocate resources from
residential care to home care using the planning model.  This goal was achieved and resulted in a
significant shift in the budget from residential services to home care services. Initiatives to reduce
bed growth and to develop targets for home care and residential care have taken place across Canada
but have only rarely been documented in the scientific literature. However, the above example is 
believed to be unique because it considered the whole system of home, community, and residential
continuing care services simultaneously, and because it was fully integrated into the budget cycle.
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4.5 Reimbursement

4.5.1 Introduction

This section provides an overview of different approaches to reimbursement for long term
care facilities, home care and two additional approaches which came up in the literature review, GP
Fundholding and competitive bidding/tendering. 

4.5.2 Funding Approaches for Long Term Care Facilities

4.5.2.1 Introduction

There were a large number of articles related to funding long term care facilities and a fair
number of articles about subacute care.  This section is based on the most informative articles. The
bibliography contains the complete list of materials reviewed for this section. 

There appeared to be variable definitions of what was meant by the term subacute care.  In
addition, it appears that a significant sub-set of subacute facilities are, in fact, various forms of long
term care or chronic care facilities.  The articles that discussed the funding of these types of facilities
covered essentially the same ground as other articles on long term care and chronic care facilities.
Griffin (1998) provides a typology of subacute care services.  Transitional Subacute care units are
units in hospitals which deal with medically complex and/or rehabilitation cases and often prepare
people for discharge from the hospital to home.  These would be similar to what are called Discharge
Planning Units in British Columbia.  The other three types are: General Subacute, Chronic Subacute
and Long-Term Transitional.  These are funded the same way as Skilled Nursing Facilities (chronic
care) or Intermediate Care Facilities (regular long term care facilities) are funded in the United
States.  Thus, a separate discussion of the reimbursement of subacute facilities will not be provided
in this section.

Most of the articles on funding long term care facilities were from the United States.  There
was, however, one Canadian paper (Hollander and Pallan, 1995) which demonstrates many of the
issues related to the incentives and disincentives inherent in funding long term care facilities.

4.5.2.2 Major Models of Funding

Introduction

In reviewing the literature, three basic models were found to be used to fund long term care
facilities: retrospective payment, prospective facility specific payment and prospective “class” or
flat-rate payment.  There are innumerable variations on these basic themes with the use of ceilings
or caps, floors or minimums, ranges and so on.  These adjustments may be made to ensure that
facilities do not receive windfall profits, that they do not adjust their budget base upward to have
higher reimbursement rates in future years and that they maintain a minimum standard of quality.
These reimbursement methods may or may not include case mix adjustment, incentives for quality
care or a guaranteed minimum profit or return on equity.
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Retrospective Reimbursement

Retrospective reimbursement is generally related to a line-by-line budget model of funding.
Facilities receive an interim budget based on the previous year’s expenditures, plus adjustments for
inflation and agreed upon new expenditures.  Adjustments may also be made throughout the year
and/or at the end of the year to ensure all expenditures were covered.  Typically, this also means that
any surpluses are reclaimed by the funding organization.  The advantages of this approach are that
it is relatively simple administratively, it covers actual costs, and it allows for an adequate degree
of needed care.  The disadvantages are that it is very susceptible to gaming.  Also, in theory, facilities
could spend more money each year to artificially increase the budget base on which the subsequent
year’s reimbursement is based.  In practice it is, nevertheless, possible to control costs and ensure
a good quality of care in a retrospective funding model with the right adjustments to the funding
formula.  There are no disincentives for providing adequate care; if anything, facilities may try to
over-serve clients.  With regard to the amount of funding, limits can be placed on the overall increase
in reimbursement, or on particular categories or line items of expenditures in order to restrain costs.

Prospective Facility Specific Reimbursement

This approach is fairly similar to the retrospective budget approach.  It is very similar to what
is often referred to as global budgeting.  An overall budget, or per diem rate is established, generally
based on the previous year’s budget with some adjustment for inflation or other factors.  A variant
of this approach is that once the global rate is set it may only be adjusted for inflation and other
agreed upon items in subsequent years, that is, the actual detailed budget for the previous year may
not be reviewed. In this case if funding and the reality of care provision start to drift apart there may
be a new process of financial analysis based on actual expenditures to establish a new global funding
amount or per diem rate.

The key difference between retrospective payment and prospective payment is that there is
a shift in risk from the funder to the fundee. Once the global budget, or per diem rate is set, the
agency is responsible for ensuring that it can provide the agreed upon service at, or below, the
amount allocated.  If it cannot it may go bankrupt, or in Canada the Board and CEO may be replaced
by an administrator appointed by the Ministry of Health.  Thus, retrospective funding is compatible
with a philosophy in which government and care providers share responsibility for the delivery of
care and the funder assumes most of the financial risk.  Prospective funding models such as global
funding start to separate out the roles of the funder and service provider and are the first step toward
more market based models of funding where prices can be set per unit of service allowing for the
possible, future development of internal markets.

There is also another variant of this approach to funding.  Rather than only setting one overall
budget allocation or per diem rate major budget groupings may be subjected to certain types of
constraints.  Thus, for example, there could be a flat rate reimbursement for capital and/or
administrative costs and some form of cap or allowable range of expenditure for care staff.  Thus,
different parts of the budget are subjected to different methods of setting a prospective rate.
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The advantages of this model are that it may be even more administratively simple than
retrospective models. Because rates are set based on actual facility expenditures there is still a fair
degree of linkage between actual expenditures and reimbursement so financial viability is still
relatively certain.  However, fiscal incentives to reduce costs are not as strong as they are in flat rate
systems.  Also, given that the facility is in effect given a guaranteed amount of money, there may be
some pressure to under-serve clients and provide less care in order to enhance profits.  Facilities may
also begin to recruit low care needs clients and to discourage high care needs clients.  Such action
may, however, be limited because it may reduce the facility’s allocation in the subsequent year.

Prospective Flat Rate Reimbursement

In this approach facilities receive a flat rate per diem for each client.  The rate is usually set
by analyzing the expenditures of a group of similar facilities in a given geographic area, for example,
all chronic care facilities in a given city.  Rates may also be set on some national standard but
adjustments are made regarding local wage rates and so on.  This is the case with DRG funding for
hospitals.  Typically, facilities are grouped by type of facility, for example, Skilled Nursing Facilities
or Intermediate Care Facilities in the United States.  In this model, the role of the funder has clearly
shifted from being a partner in care delivery to being a purchaser of service.  Responsibility for fiscal
survival has clearly been shifted to the facility.

The advantages of this approach are that there is less ability to game the system and increases
can be more easily kept lower than in a budget based model.  In retrospective models funders are
continually under pressure to accommodate requests for small new amounts of additional funding
for worthy, care related purposes such as a new bath tub, a new part-time staff person and so on.  In
one way this model is administratively simple but in another way it is more complex because fairly
sophisticated models of adjustments may be required in setting the rates for different geographic
areas.  In addition, any formula will be open to attack on methodological grounds or grounds that
it provides inadequate funding.  This model is often hard to implement because of the variability of
cost structures across facilities, that is, many agencies may get windfall profits and many may go
bankrupt because they cannot bring their costs into line with their new rate of reimbursement.  There
are also very strong incentives to admit low care needs clients and reject high care needs clients and
to under-serve clients.

Impacts of Reimbursement Approaches

A number of researchers have analyzed the impacts of different funding models for long term
care facilities.  Cohen and Dubay (1990) used econometric analysis to study the impacts of the three
models of funding noted above.  Interestingly, they found that the states with flat rate systems had
the highest costs.  They hypothesized that flat rate reimbursement models were adopted in these
states because of their potential to control costs.  In looking at costs over time under the three models
they found that, over time, prospective system constrained costs better than retrospective systems.
Cohen and Dubay (1990) also found that ownership was a significant factor in facility costs.  The
lowest per diems, holding case mix constant, were among for-profit chains, the next lowest rates
were for non-chain for-profit agencies, the next lowest rates were for not-for-profit agencies and
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highest rates (by some $10.00 per day) were for government owned facilities.  Hollander (1994)
found similar results for Canada, although he was not able to control for case mix.

Cohen and Dubay (1990) found that while flat rate systems could control costs they also
seemed to be associated with access and quality problems.  Prospective and flat rate system facilities
had lower level care needs clients than facilities funded under retrospective models.  They indicate
that this is evidence for “cream skimming” and that the effect was greatest for flat rate reimbursed
facilities which had the strongest incentives to cream skim: their analysis also indicates that the
reductions in costs for prospective systems of funding may be related to the preference for admitting
lower level care clients. Agencies reduce costs because fewer staff are needed to care for lower care
needs clients.

Holahan and Cohen (1987) studied states that had strong incentives to control costs (flat-rate
and prospective) moderate incentives (mostly prospective) and weak incentives (prospective and
retrospective). They found that there was strong evidence that cost-containment incentives have a
real impact on reducing cost increases.  They also found, however, that how reimbursement
mechanisms are structured, that is how rates are adjusted (e.g., ceilings, caps, efficiency incentives)
is also an important factor. Holahan and Cohen (1987) also analyzed the quality of care but their
definition of quality related to changes over time in client and non-client related costs, that is, the
more spent on staff the better the quality.  They divided their analysis into private pay clients and
Medicaid (state subsidized) clients.  For private pay clients they found that increases in patient-
related costs grew more than non-patient related costs for most facilities. It appears that facilities
were trying to attract and keep private pay clients (who may also pay higher per diem rates) by
providing quality care.  This was also the pattern for facilities with weak incentives to constrain costs
who cared for subsidized clients.  However, client-related costs for Medicaid clients grew at a slower
rate than non-care related costs for facilities funded on a prospective flat-rate basis.

For a more detailed analysis of facility reimbursement the reader is referred to the articles by
Buchanan (1987), Cohen and Dubay (1990), Grimaldi (1980), Holahan and Cohen (1987) and Swan,
Harrington, Grant, Luehrs and Preston (1993) which were used for the above analysis.

4.5.2.3 Case Mix Funding for Long Term Care Facilities

The concept behind case mix funding is fairly simple.  Case mix funding systems are based
on a methodology which identifies client’s needs for care, identifies what services are required to
meet client needs (usually through workload measurement studies), and then stratifies the clients
based on their level of need for service.  Data from the workload measurement studies can be used
to arrive at an average cost per client for each level of care.  It is important to note that a case mix
classification system is not necessarily a funding system.  Case mix classification is a useful clinical
and planning tool in and of itself.  A case mix classification system becomes a basis for
reimbursement once costs are actually assigned to each level of care.

Case mix funding makes a great deal of sense in that it matches funding to client needs. Thus,
appropriate dollar amounts are provided to meet the care needs of each client. For long term care
facilities, one generally develops a case mix index which represents the average case mix score for
the facility; appropriate reimbursement, matched to the case mix score, is then provided to the
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facility. Many Canadian jurisdictions have had case mix based funding systems for long term care
facilities for some time. The diagnosis related groups in the United States are an example of a fairly
complex case mix funding system for hospitals. In Canada, case mix groups or resource intensity
weights may be used to adjust hospital funding.

Prior to the development of case mix funding facilities may have been funded on a budget
based model or a flat rate model.  The budget based model may have implicitly recognized some
degree of case mix because it funded the staff in facilities needed to look after the clients.  In general,
there would be some relation between the care needs of clients and the number and mix of staff.
Many facilities, however, were funded on a flat rate system in which the facility received the same
amount of money for each client.  The obvious incentive for facilities in this type of system is to
admit the lowest care needs clients possible and take steps to exclude as many high care needs clients
as possible.

There was, in the 1980s, a serious concern about the quality of care in long term care
facilities in the United States.  This resulted in legislation in 1987 to develop an assessment tool to
be used in all long term care facilities.  The result was the development of the Minimum Data Set
(MDS) for long term care facilities. 

There had also been concern in New York State about facilities not admitting high needs
clients in the early 1980s.  It was generally found that implementing the Resource Utilization Group
(RUG) classification system changed provider incentives to admit high care needs clients because
facilities would get more money for such clients.  Thus, the RUG system was successful in achieving
the goal of ensuring better access to long term care facilities for people with high care needs.

The RUG classification system was imbedded into the MDS instrument.  MDS and RUG
(now MDS-2 and RUG-III) are now used internationally by researchers in well over a dozen
countries and considerable interest in these tools has begun to be expressed here in Canada. The
RUG-III is a fairly complex tool which has 44 categories, compared to 4-7 category of case mix
systems in most jurisdictions in Canada.  There are numerous articles written about the MDS and
RUG which, for the interested reader, are referenced in the bibliography.

Meyer (1998) in an article entitled “RUG burn” provides an overview of the RUG system
and how it is to be used to fund facilities in the United States.  It is now being used as a prospective
funding system, much like DRGs for hospitals.  RUG scores are calculated to provide a case mix
index.  For the first three years (1999-2001) reimbursement will still be based on facility costs.  After
the three year period prices will be based on national rates.  These rates will be adjusted for local or
regional variations in wage rates and by whether the facility is in an urban or rural area.  They will
also be adjusted for inflation on an annual basis.  Clients will be re-evaluated on a regular basis and
payment levels will be adjusted accordingly.

One of the major successes of the RUG system was to encourage facilities in New York
State, and later in other jurisdictions, to admit high care needs clients.  Abend-Wein (1991),
however, took a look at RUG from a provider perspective.  She studied three facilities in New York
State and focussed on the perceptions of the social workers in the facilities.  She found that facilities
were admitting higher care needs clients “because they bring in more money.”  This resulted in lower
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care needs clients not having as good access to facility care as was the case before RUG.  She also
notes that there was pressure to discharge some clients if they got better because their new, lower
classification would bring down the average case mix score for the facility and the facility would
loose money.  Social workers were also concerned that facilities were being turned into mini-
hospitals with the increasing concentration of high care needs clients.  Thus, it is important to
recognize that the advantages and disadvantages of a given approach may be in the eyes of the
beholder.  What policy makers saw to be a major success in New York was seen as problematic by
care staff in facilities.

Nyman and Connor (1994) describe a non-RUG case mix system used in Minnesota.  Their
discussion points out some of the issues in case mix funding.  They note that because case mix
systems are used as prospective payment mechanisms, there may be an incentive to increase profits
by providing less care.  There may also be an incentive to look for “high profit clients” that is people
who are at a given care level but may actually need less care than the average client at the same level.
Another issue is that of bracket creep in which clients are “upcoded” to be in a higher care level.
This can happen for a number of reasons.  Thus, it may be possible to upcode clients who are at the
upper range for a given classification level.  Nyman and Connor (1994) note that a 1993 audit found
that over 15 percent of audited cases in Minnesota were classified incorrectly and, of the 15 percent,
80 percent had been classified at a higher level.  This finding reinforces the need for the current
Canadian practice of having an independent group of Assessors, who are generally government
employees, conduct classification reviews.  

Another issue is that it is very important to “get it right” when one develops a classification
system.  Each level in a system still contains people who are different.  The goal is to minimize the
variance or variability across clients within each level of care.  If the reimbursement for each level
of care is not a fairly accurate reflection of the dollars required to care for people at that level of care,
then facilities will have incentives to admit the most profitable types of clients and exclude the least
profitable.

There seems to be relatively little literature on case mix funding for home care services.
However the practice is to match resources to needs.  This results in different amounts of care being
provided to clients with different needs.  For example, in a recent study in British Columbia
(Hollander, 1999) it was found that, on average, clients at the highest level of care received about
eight times as much homemaker services as clients of the lowest level of care over a one year period.
Very few jurisdictions in Canada actually have home care classification systems based on the
functional needs of clients.  Nevertheless, the care clients actually do receive seems to correspond
to their care needs.  There is, however, a growing interest in developing case mix based
reimbursement for home care services in the United States.
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4.5.2.4 Capital Funding for Long Term Care Facilities

Capital funding for long term care facilities can be quite complex.  In addition, there are
several key differences in the approach to capital funding between Canada and the United States.
Unfortunately, no Canadian articles were found in the literature search on capital funding of long
term care facilities.  Thus, most of the discussion in this section will refer to American studies.
While the results of these studies can still inform capital funding in Canada, there are some key
differences in approach between the two countries. 

Most jurisdictions in Canada pay the necessary costs related to the capital portion of
facilities, such as mortgage payments, for not-for-profit facilities.  Typically these facilities are built
on donated land and land costs are not included in the facility’s reimbursement.  It is expected that
a mortgage will be taken out over some period of time.  Facilities are not re-mortgaged so once the
building portion of the facility is paid off the only remaining costs are for maintenance, repairs and
renovations. The issue of return on capital is typically not an issue for not-for-profit providers.  In
addition to not-for-profit facilities, some facilities are directly owned and operated by government.

The above noted tradition may have affected thinking about how we in Canada reimburse for-
profit long term care facilities.  Typically we do not provide any guaranteed rate of return, or profit.
Some jurisdictions may not reimburse capital at all arguing that it can be covered from the surpluses
or profits on the operating budget.  Other jurisdictions may pay a nominal amount for capital.  In
addition, land is often not included in the cost equation as it is deemed to be an appreciating asset.
Thus, jurisdictions which do cover capital costs typically base this reimbursement on the value of
the building.  These factors tend to result in an ongoing dialogue between for-profit providers and
government funders about what is “fair” in regard to capital reimbursement for for-profit facilities.

A number of good studies were found in the literature search and form the basis for the
following discussion.  The reader is referred to these articles for a more in-depth analysis of capital
funding (Boerstler, Carlough & Schlenker, 1991a,b & 1992; Cohen & Holaham, 1986; Grimaldi &
Jazwiecki, 1987).

In general, there are two broad approaches to capital funding in the United States, the
traditional model and the fair rental model.  Traditional models are designed to reimburse facilities
for the full costs incurred, including the costs of land.  Reimbursement typically involves an
allowance for depreciation, actual interest expenses and, for for-profit facilities, a profit allowance
or return on equity.  The problem with these systems is that reimbursement may not increase over
time to cover the costs of inflation. This leads to fairly regular sales of facilities because
reimbursement for the new owner is calculated to reflect the new market price of the asset, and the
cycle begins again.  This has led to various attempts to apply cost controls by restricting sales, by
recapturing previous depreciation payments, and by limiting the amount of debt or the level of
interest which will be reimbursed.  This, in turn has reduced the return on invested capital and,
therefore, has reduced entry into the market and increased the physical deterioration of facilities.
Another approach has been to reimburse facilities on a flat rate basis using an “average” cost for
similar groups of facilities.  Thus, the traditional method has three variations: the cost recovery based
model, the cost recovery with controls model, and the flat rate model.
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The fair rental approaches determine a fair market value for the facility, such as the current
replacement price depreciated for the age of the building. A rental equivalent rate is then established,
based on the asset value of the facility and other factors such as a given rate of return on investment.
There are two types of fair rental systems, the fair rental gross approach and the fair rental net
approach.  The fair rental gross approach generally requires annual appraisals.  It is assumed, as a
set standard irrespective of actual circumstances, that 75% of the asset is debt financed.  The cost
of interest is set in accordance with some appropriate standard and the interest payments on the
equivalent of a mortgage on 75% of the building are established, and are fully reimbursed.
Depending on how the interest rates are set, there may be an incentive for providers to obtain lower
mortgage rates because they can keep the difference between the rate on their mortgage and the set
rate.  The 25% equity portion of the building is paid at the equivalent of a rental rate reflecting fair
market returns on rental investments and interest rates.

The fair rental net model typically only requires appraisals every four years or so and
estimates based on real estate market patterns are used to assign values in the interim years.  In this
model the asset value is determined in the same way as the fair rental gross approach.  However,
reimbursement on equity is paid on the net value of capital equity which is defined as the appraised
value minus existing debt.  Payments are then based on a fair market rental return on the value of
equity in the facility.  Payment on any debt which may exist (e.g., mortgage interest) is fully
reimbursed.

To summarize, the benefits or advantages of the traditional models of funding are that they
are easy to administer and administration costs are low.  They may also discourage investments in
long term care facilities.  This could be advantageous during periods of budget restraint where new
entrants into the market would be discouraged.

The disadvantages of the traditional models are that they discourage investment, increase the
incentives for continuous re-selling of the asset, and encourage short-term real estate speculation.
This in turn means that facilities may be highly leveraged on an ongoing basis which reduces
stability and may affect client care.  The models result in decreasing cash flows over time, and
negative cash flows if payments on the principal exceed the reimbursement for depreciation.  Finally,
reduced cash flow may also lead to the deterioration of the facility over time because of inadequate
funding for repairs.  This may have a negative impact on the care of clients.

With regard to the fair rental approaches the advantages are that they are more likely to
encourage long term investing in facilities, that continuous re-selling is not required to realize gains
from investment in capital, that there may be an increase in investment in the industry, and that
providers have annual increases in their cash flow.  For the funder, this approach has benefits in that
the rates of reimbursement can be adjusted to fluctuations in market rates (this is an advantage if
interest rates are decreasing), and long term ownership can improve the reliability and stability of
budget forecasts as, even if there are sales, new buyers assume the seller’s appraised value for the
building.
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The disadvantages of the fair rental approaches are that there are higher administrative costs
due to the costs of appraisals, that there may be increases in investments in bed supply (a
disadvantage in a period of restraint) and that costs may increase in line with increasing interest rates.

In terms of the overall impacts on the costs (discounted over a 30 year period) to government
and the rate of return for investors, costs for the fair rental approach may be slightly higher to the
state and the return on equity may be slightly lower for investors, compared to the traditional model
(without the sale of the asset).  In addition, the return on investment may be negative over the first
five or so years of reimbursement for the fair rental models.  This reflects the significant difference
in cash flows for the two approaches.  

4.5.2.5 A Brief Case Study of a Canadian Model of Reimbursement for Long Term Care Facilities

Hollander, Pallan and Hall (1985) report on the development, implementation and evaluation
of a major new reimbursement system for long term care facilities in British Columbia which was
implemented in 1984.  When the Long Term Care Program started in British Columbia in 1978 a
number of arrangements were made with existing for-profit and not-for-profit facilities to induce
them to participate in the new Long Term Care Program and to subscribe to its policies.  At that time
for-profit facilities had relatively better reimbursement than not-for-profit facilities.  However,
consistent with the findings noted above, it was easier to hold back funding for for-profit facilities
which were reimbursed on a five-tiered flat rate system (a case mix adjusted flat rate model) than
not-for-profit facilities that were funded on a line-by-line budget basis. Over time there had been
more unionization in not-for-profit facilities and some administrators had successfully argued for
small increases over and above budget levels. This resulted, by 1984, in a relative imbalance in
funding between the for-profit and not-for-profit sectors with not-for-profit providers being relatively
more advantaged.  A new funding model was called for which would fund both sectors in the same
way and re-balance the system.

In analyzing the data used to develop the reimbursement model, it was found that there was
significant variability in costs between similar types of facilities.  Thus, it was not possible to move
the not-for-profit facilities to the five-tiered flat rate model used for the for-profit facilities.
However, there was a desire by senior management to move to a more prospective type of model to
avoid the constant wrangling with agencies about minor incremental increases in their budgets.  Not-
for-profit agencies were funded on a case mix adjusted budget based system that incorporated a
staffing model for each level of care.

Many options were reviewed and simulated with existing data.  It was deemed that the
optimal result would come from a mix of approaches for different parts of the budget.  It was decided
that there would be one fixed flat rate amount for administration and supplies which was set at $7.00
per day.  However, to ease the transition, adjustments in the first year would not exceed $1.00 per
day.  That is, low cost facilities would not get more than an additional $1.00 per day and high cost
facilities would not lose more than $1.00 per day for the first year.  This provided an incentive for
high cost facilities to reduce costs and low cost facilities to enhance services.
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Capital was a very difficult issue to resolve.  It was decided to keep not-for-profit facilities
on a traditional cost reimbursement model and to pay for-profit providers a flat rate of $6.50 per bed.
There was considerable discussion about reimbursement for land, the use of a fair rental approach,
and so on but the $6.50 seemed to be just enough to get agreement.

Funding for staffing which accounts for about two-thirds of the cost of facility care was also
difficult.  Many facilities had exceeded the staffing guideline amounts calculated for their facility
and many others had relatively low staffing levels.  It was decided that facilities with more staff than
the guideline permitted would have their funding held to 100 percent of the guideline.  Facilities
operating at 90 to 100 percent would receive their actual staffing allocation, and facilities below 90
percent would get a per diem increase of up to $4.00 per day for new staff in each year until they
came up to the 90 percent level.  This would allow for enhanced staffing and, to some degree, better
care. Thus a floor of 90 percent of the guideline and a ceiling of 100 percent of the guideline was set.

This new model encouraged low cost, generally for-profit providers to add staff and resources
to enhance care and encouraged high cost providers (generally not-for-profit) to reduce their costs.
However, an incentive to reduce costs was also built into the model in that for the first time not-for-
profit providers could retain surpluses.  Over the first few years the new incentives seemed to work
as intended.  For example, with regard to administration and supplies 30 of 39 not-for-profit facilities
which had costs of over $7.00 per day for administration and supplies had reduced their costs one
year after implementation of the new funding model.  An example of how this was done was that
many high cost facilities purchased their meals from hospitals at very high rates.  These facilities
were able to reduce costs by setting up kitchens and providing meals themselves, or by going to a
lower cost supplier.

In terms of the private facilities 23 of 31 facilities which had administration and supply costs
under $6.00 per day increased their expenditures on these items, which included raw food.  

The above example highlights a number of issues related to funding long term care facilities
and issues related to the implementation of new models. Given the response of the not-for-profit
agencies it appears that people do respond to incentives as administrative costs are reduced. The
finding of the variability in costs across facilities is important because it indicates that budget based
models may be appropriate as they can easily deal with variability. It also points out that one may
need to develop bridging mechanisms using floors, ceilings, and ranges before one can move to flat
rate case-mix approaches such as DRG or RUG based prospective funding. To move directly to a
flat rate system would provide windfall profits, without any guarantee of enhanced quality, for some
facilities and may cause others to go bankrupt or to go through a radical restructuring which may
affect the quality of service provided to clients.

4.5.3 Funding Approaches For Home Care

4.5.3.1 Introduction

Relatively few articles were found on reimbursement for specific types of home care services.
Even when some articles were found, they generally did not provide useful information on actual
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methods of reimbursement.  Thus, this section will provide an overview of how home care services
in general are funded.  

Traditionally, home care services were provided on a fee-for-service basis.  However,
recently there has been an increased interest in alternative methods of funding home care services
in the United States.  Thus, the discussion in this section remains somewhat speculative as there is
relatively little experience with using these approaches to fund home care.

The approaches to be discussed below are traditional fee-for-service funding, prospective per
visit payment, prospective per episode payment, bundling and capitation.

4.5.3.2 Fee-For-Service Reimbursement

The traditional method of reimbursement for home care services has been to pay a certain
fee per visit.  This is a form of retrospective payment because interim rates are set based on an
agency’s previous year’s expenditures and any variances from actual costs are handled by
retrospective adjustments.

This could be quite an open ended system so Medicare in the United States placed limits on
the total reimbursement (through aggregate cost per visit limits) and on utilization (through coverage
restrictions and retroactive denials of payment).  This approach to funding tends to provide adequate
service, and possibly over-serving clients but does not produce constraints on costs.

4.5.3.3 Prospective Per Visit Reimbursement

This approach is similar to the fee-for-service model but it does not cover costs retroactively.
Rates are set based on the previous year’s expenditures by an agency (that is, rates are calculated on
an agency specific basis) plus factors for inflation and other approved costs.  However, once the rates
are set they do not change throughout the year and the home care agency is responsible for providing
the agreed upon services. This model starts to shift the financial risk to the agency.  The advantages
and disadvantages of this approach are similar to the fee-for-service model.

4.5.3.4 Prospective Per Episode Reimbursement

In order to try to bring home care more into line with other funding models such as DRGs
for hospitals, consideration is being given to prospective payment per episode of care.  This approach
only applies to short term home care with a maximum duration of 120 days.  It does not appear to
be considered for longer-term home care.  Studies are ongoing to test out this approach.  

One key aspect of this approach is the necessity to develop a case mix classification system
so that funding can be more closely matched to the needs of the client.  This is a significant challenge
as there is no agreed upon case mix formula for home care to parallel the RUG formula for facility
care.  It will be difficult to implement a per episode model of funding without a valid and reliable
case mix formula.  If a per episode method of payment were to be adopted, it may induce providers
to reduce the amount of care provided per episode and/or to shorten each episode in order to be



- 46 -

reimbursed for more episodes.  It may also result in cream skimming as agencies try to recruit clients
who may require less care than the average client in a given case mix category and to restrict entry
to clients who may have above average costs.  This model would have a stronger cost containment
incentive than either fee-for-service or prospective per visit reimbursement.

4.5.3.5 Reimbursement for Bundled Services

A new proposal under consideration in the United States is to “bundle” home care services
with other services such as hospital services.  This could take the form of an “add on” to existing
DRG rates for hospital services.  This approach is still in the experimental stage and it is not clear
how the incentives will manifest themselves in the real world.  It is also opposed by the home care
industry as it essentially passes over control of home care from the home care industry to hospitals.

It would be difficult to implement this type of approach because of the complexity of getting
the case mix formula right.  Clients with the same DRG may well need no home care services, or
different home care services.  It will be more difficult to come up with a combined hospital and
home care case mix system.

It is not clear if this approach would lead to greater coordination of care between hospitals
and home care or would simply result in a reduction of service to clients.  It is also not clear if this
approach would lead to cost reduction.  It could if efficiencies were to be obtained through better
coordination but it may not if the costs of coordination are high and additional services are provided.

Another approach to bundling services is to provide a range of home care services and to sell
them as a package as part of a prospective per episode reimbursement model.

4.5.3.6 Capitation Reimbursement

There are a few examples of capitation models of funding in home care such as the PACE
programs.  Capitation can also be used to fund Health Maintenance Organizations (HMOs) which
may provide home care.  It may also be possible to provide capitation funding to large home care
organizations or consortia.  Capitation funding can be provided on a population or geographic basis,
or on a per-enrollee basis.

In developing a capitation reimbursement system for home care services one will need to
consider who is eligible for the plan, estimate the per capita or per enrollee cost and devise a plan
and structure for how services would be delivered.  Each of these matters presents significant
challenges.  Would only healthy people be allowed to enrol?  Would enrolling those with existing
conditions make the plan too costly?  Would there be age restrictions?  It may be difficult to
accurately estimate costs.  These estimates would have to consider the range of services to be
provided, the degree of utilization of services and the cost per service.  Each of these factors may be
fairly variable and it may be difficult to arrive at an agreed upon capitation rate.  In structuring the
plan one would need to consider the public/private mix of funding, how to best structure intake and
eligibility and the degree to which financial risk would be shared between the lead agency and other
agencies providing sub-contracted services.
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As with other capitation models, capitation for home care services holds out the possibility
of greater efficiencies through care coordination and the breaking down of budget and financial
barriers across types of services.  It may also be more cost-effective because of increased
coordination of services and it provides a stable financial base for operations.  On the other hand it
may lead to under-serving and restrictions on access for those most in need of services.  It also adds
financial risk to capitated agencies, particularly if other service providers such as hospitals or
physicians “dump” clients into home care in order to reduce their own costs.

For an overview of home care reimbursement the interested reader is referred to Dee-Kelly,
Heller and Sibley (1994), Goldberg  (1997), MacAdam (1993), Mauser (1997), Rice (1993),
Schlenker and Shaughnessey (1992), Simione (1995), St. Pierre (1999), and Winn and McCaffree
(1979).

4.5.4 Other Funding Approaches

4.5.4.1 Introduction

In addition to the funding models noted above, two other approaches were also noted in the
literature, GP Fundholding and Competitive Bidding

4.5.4.2 General Practitioner (GP) Fundholding

There were a modest number of articles on GP Fundholding. However, given the different
approaches to care delivery between Canada and Great Britain, the application of this approach to
Canadian continuing care services was not always clear. The British have a very different model of
care delivery, a physician driven primary care model which uses the terminology of physician
fundholders and community services. Thus, it is not clear how well this approach could be adapted
for use in continuing care in Canada where nurse assessors/case managers are the key gatekeepers
in the system. 

GP Fundholding emerged as the vehicle to bring market type competition into health care in
Great Britain (often referred to as internal markets). This approach is a reflection of a free market
ideology which holds that competition in the marketplace will drive down costs and increase
efficiency and effectiveness. There have been some changes over time but the essential elements of
the GP Fundholding model are that groups of physicians are funded on a capitation basis to provide
hospital, physician and community services for their clients. These physicians are given an allocation
of money to purchase service on behalf of their clients. This results in what is referred to as the
purchaser-provider split. It was believed that by clearly separating the purchasers from the providers
of care “greater ‘transparency’ would be created in trading so that prices, volumes and quality of
services are explicit and providers can be made more accountable” (Livesey, 1998, p. 484). It is
interesting to note that Livesey (1998) points out that one of the problems in achieving this goal has
been the lack of good information systems, and that it was the very lack of these systems which
helped to keep costs down at the British National Health Service (NHS).   
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With regard to the impacts of GP Fundholding, it appears that the number of referrals to
hospital-based specialists (called consultants) has decreased. In addition, general practitioners appear
to have been exercising their purchasing power by challenging some of the decisions and protocols
of the hospital-based specialists. Thus, there has been a shift in the relative power base of GPs
compared to the hospital-based consultants. 

GP Fundholders have also been in a stronger position to influence care delivery at the
community level. This has led to conflicting reports of increased medical control and de-stabilization
of community services versus more positive reports of physicians working with primary care teams
and nurses gaining more autonomy and professionalism.   

The evidence of GP Fundholding regarding patient care is scanty and mixed. Those who say
the evidence is positive may be making this claim on “the assumption that services delivered in GP
surgeries, in the form of local clinic and outpatient services as advocated by government, equates
to improved patient care” (Livesey, 1998, p. 486). Livesey (1998) concludes by noting that “there
does not appear to be any literature which addresses the impact of fund-holding on the efficiency or
effectiveness of community nursing and the deployment of staff.” 

With regard to the advantages and disadvantages of this approach, it appears that there are
conflicting reports about the efficiency of GP Fundholding. While there may be some glowing
reports, it is still essentially an experiment in progress until there are more definitive scientific
studies on a range of key issues. Furthermore, to adopt this model for continuing care services in
Canada, would mean a major shift in how health services are delivered. Any such change would
require a significant investment in time and resources. However, it is recognized that there is an
interest in, and several large pilot studies on, primary care reform in Canada.

Finally, it should be noted that while the comparison has not been made in the past, and any
comparison can only be limited, there are some conceptual similarities between GP Fundholding and
the role of assessors/case managers in continuing care. Most continuing care services, and
particularly the Community Care Access Centres (CCACs) in Ontario, have fixed budgets to provide
services to clients living in a defined geographic area. The role of the assessors/case managers is to
assess client needs and to “order” or “authorize” the best package of services available in the
community to meet the needs of their clients. Assessors/case managers, at their best, also act as
advocates for their clients with the community services which provide the care that the assessors/case
managers have authorized. Thus, they are also in a position to increase the quality and effectiveness
of care in care provider agencies.

While there are some conceptual similarities there are also many clear differences between
the two models in that services are authorized by nurses rather than purchased by physicians and the
assessors/case managers have no role in authorizing hospital services. Nevertheless, it is interesting
to note some of the functional similarities between the GP Fundholding model and the role of
assessors/case managers in continuing care.   
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4.5.4.3 Competitive Bidding and Tendering

There has been a growing interest in, and use, of a new model of reimbursement in
continuing care services, that of competitive bidding.  In terms of the funding typology noted
previously, it could be added as a new method by which to base payment for services.  However,
because most bidding processes focus on price and quality it shall be considered to fall under the
“performance” column of the basis for payment axis of the typology.

McCombs and Christianson (1987) provide a discussion of the key elements of a competitive
bidding system and Christianson (1987) provides a discussion of the use of competitive bidding for
the purchase of home care services in the National Long-Term Care Channelling Demonstration in
the United States.  These articles form the basis of the following discussion.

McCombs and Christianson (1987) note that a bidding process encourages a more
competitive environment in which efficient, low cost providers, who can maintain a given standard
of quality, can be rewarded.  They note several matters which must be addressed in developing a
competitive bidding process.  First, one must determine which units of service will form the basis
of the bidding process.  There are typically three options:   per person per time period (capitation),
per episode of illness, or per individual unit of service (e.g., a visit, procedure, or test).

One can do competitive bidding on a capitation basis with organizations which provide a
wide range of services such as Health Maintenance Organizations (HMOs) or Integrated Health
Systems (IHSs).  This approach can be useful in that it eliminates the cost of establishing several
bidding processes for different types of services.  However, there are also a number of negatives.
If one wants to define quality or performance the contract can get quite cumbersome.  In addition,
there may be an incentive to restrict the utilization of services by agencies once they have a signed
contract.  Finally, there may only be one, or a few large agencies which can provide the desired range
of services, thus restricting the competitiveness of the bidding process.  Competitive bidding for a
more restricted sub-set of services may provide an incentive for the successful bidder to substitute
services not specified in the bid for services, for services specified in the bid.  For example, if
hospitals are paid on a capitation basis they may move clients to hospital-affiliated long term care
or home care agencies before, for example, the end of the length of stay specified in the contract.

Competitive bidding on a per episode basis has the problem that it is not always possible to
determine when an episode ends.  Thus, this system can be gamed by having more episodes, or
prematurely terminating what may be a longer than average episode and shifting the client to an
alternative form of payment.

In terms of bidding based on a unit of service, one advantage is that agencies do not have to
offer a range of services, and thus can be smaller.  This may result in more bidders and a more
competitive process.  Per unit of service payment models do not create incentives for winning
bidders to restrict service.  However, this approach may result in gaming related to increased service
utilization.  It is also important in constructing the bid proposal to request specific information about
the types and levels of care, and quality of care, to be provided in order to be able to make valid
comparisons on both price and quality across bidders.  Thus, another important issue in the
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competitive bidding process is what to do about price and quality.  Again, there are three options.
One could have a bid process which could be open to all providers in which the dominant factor in
selecting the winner is price.  One could have a more restricted process in which requests for bids
are only sent to agencies which have passed a quality of care screen, or one could include quality
criteria in the bid process.

If one has a process where selection is based primarily on price, or price and a fairly loose
quality screen, one can have a lot of bidders and ensure a competitive price, probably leading to
lower costs.  There are however, also some possible negative consequences.  New, inexperienced
companies may put in low bids.  This may increase management costs in overseeing these agencies
once they sign contracts as they may make more mistakes because of their inexperience.  In addition,
they may go bankrupt resulting in greater costs for a new bidding process and, possibly, a reduced
quality of care for clients.  McCombs and Christianson (1987) note the case of Arizona in which
“three winning bidders have gone bankrupt; two of them did not exist organizationally prior to the
bidding process, but became major providers of care only under the program” (p. 712).

Another problem related to bids where price is a major factor is that large companies can
come in to an area and put in bids at below their cost, thus driving out not-for-profit providers and,
over time, other for-profit competitors.  They can then dominate the market and possibly increase
prices over time.  If one considers quality in the bid process, this may level out the playing field
between for-profit and not-for-profit providers.  However, it is hard to operationalize quality in a
contract.  Thus, one may need to rely on the experience and reputation of existing service providers.
This can, however, limit the number of bidders, limit new entrants to the bidding process (because
they do not have an existing track record of quality) and, as a result, concentrate contracts in the
hands of a few established providers.

Another issue to be considered is how many winners should be chosen.  The advantages of
selecting a single agency is that bids may tend to be lower than in a process where multiple agencies
are selected.  There are, however, also some advantages to a system which selects multiple winning
bidders.  If there are multiple agencies they could take over the care of clients if one of the winning
bidders goes bankrupt.  This model would also be able to handle an increase in demand over and
above what a single agency could handle and would encourage more agencies to participate in the
bidding process.  A single provider would have considerable power in relation to the funder.  The
funder would be in a better power position with multiple providers.

The negative aspects of the multiple winner model is that if there are relatively few agencies
overall there may only be weak incentives for providers to submit low bid prices because their odds
of losing in the bidding process would be low.  Adverse selection may increase in a multiple winner
model as agencies may try to recruit the clients that are the least costly.  Multiple winners also
reduces the opportunities for achieving economies of scale and this may again result in higher bid
prices than would be the case for a single provider.

Another issue relates to the basis on which bidders should be reimbursed.  They can be
reimbursed based on their actual bid price or on some other basis such as the price for the highest
winning bid or the lowest losing bid.  It may be difficult to adopt models which pay everyone at the
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rate of the highest winning, or lowest losing agencies, bid price as this may give the appearance of
a windfall profit to some agencies.  However, this approach may be useful if bidders have been asked
to put in a schedule of fees.  In this case one bidder may be lower on one part of the fee schedule and
another bidder may have a lower price on another part of the fee schedule.  Thus, it may be difficult
to determine which bid is the best bid.  Setting a standard rate, or set of rates may reduce this
complexity.

The final issue related to the bidding process per se is what will happen to losing bidders.
If they are excluded from serving program beneficiaries they may go bankrupt and this will reduce
the future pool of bidders.  Also, changing providers can be very disruptive to clients.  Another
option is to allow losing bidders some degree of work but at a discount from the bid price.  This
helps to smooth out care provider changes for clients, reduces the opposition to a competitive
bidding process and allows agencies which did not bid their lowest price, or which can reduce their
price, to remain in business and compete in future bids.

Once the bidding process and the resultant changeover process has been completed, then
issues may arise in managing and enforcing the contract(s) with the successful bidder(s).  The
process for gathering data and monitoring progress, and any administrative and/or quality standards
which will be applied, should be in place prior to the selection of the winning bidder(s).  Sanctions,
and procedures for the enforcement of sanctions, should also be clear and in place prior to the
selection of the winning bidder as should contingency plans for how to deal with foreseeable
problems and the possible bankruptcy of the agency.  Even if these processes are in place it may,
nevertheless, still be difficult and costly to monitor performance over time.

Christianson (1987) reports on the bidding process used in the American National Long-Term
Care Channelling Demonstration.  The major finding was that contracting using a competitive
bidding process entails substantial administrative costs and that such costs have seldom been
identified and reported in the literature.  Christianson’s (1987) study also found that competitive
bidding did not necessarily result in below average costs.  One of the sites was mandated to accept
the lowest bid price and only to contract with one agency.  Other sites contracted with multiple
winning bidders.  The winner takes all approach did result in a lower bid price.  However, it also
tended to drive out not-for-profit providers, and resulted in the highest administrative demands in
managing the contract, partly due to the significant shift of clientele from their old agencies to the
new agency.  This shift also had some adverse impacts on client care.  Staff in sites where contracts
were entered into with multiple providers found that they had more flexibility in arranging the best
possible care for their clients because they could direct them away from agencies with records of
poor performance.

4.6 Discussion:  Do Financial Incentives Change Behaviour?

It is an implicit assumption of this project that there are actual incentives and disincentives
built into different models of reimbursement which can change the behaviour of agency
administrators. While the literature in continuing care is somewhat limited it does appear that agency
administrators do respond to the incentives inherent in different models of reimbursement. However,
more research on this topic is clearly needed.
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In terms of the existing literature there was relatively little empirical evidence regarding the
impacts of different funding systems in home care. There was, however, some evidence with regard
to long term care facilities. As noted above, Hollander, Pallan and Hall (1985) found that long term
care administrators clearly responded to the incentives inherent in the new funding system adopted
in British Columbia in 1984. The not-for-profit providers reduced staff to bring their staffing levels
down to 100% of the staffing guideline. They were also effective in reducing administrative costs
(which included the cost of food). Providers who were under the floor, or minimum, expenditure
targets for administrative costs were allowed to increase expenditures by one dollar per day per client
and many did so. The new reimbursement system set a flat rate of $7.00 per person per day for
administration, supplies, and other costs. Agencies were given one year to bring their costs into line.
Those whose costs were above $8.00 would only loose a maximum of $1.00 in the first year after
the system was implemented. Agencies whose costs were below $6.00 could increase their
expenditures by up to $1.00 per person per day (for example, to increase the quality of food) and the
additional costs, up to $1.00, would be fully reimbursed. Table 7 presents the results of how costs
changed during the first year after implementation.

With regard to the American literature, there was a general consensus that the implementation
of the RUG case-mix system of funding increased the willingness of facilities to admit high care
clients as they would get more money for such clients. Reid and Coburn (1996) conducted a study
of over 100 facilities on the impacts of moving to a prospective funding system in Maine. They
obtained baseline data and data about one year later thought two surveys. A prospective funding
system shifts risk to the facility so one would expect administrators to take a number of steps to
reduce their risk of losses and maximize revenues. Reid and Coburn (1996) found that while this was
generally the result, behaviour was also mediated by organizational dynamics. They found that “all
cost centres were being more effectively monitored through the application of cost control techniques
at the time of the second survey” (Reid and Coburn, 1996, p. 288). 

The new reimbursement system also contained some financial incentives. Reid and Coburn
(1996), found that most nursing home administrators attempted to benefit from these incentives.
Administrators did not, however, respond to the new funding system by reducing staff or restricting
pay increases. Thus, Reid and Coburn (1996) note that direct economic incentives may be mediated
by other factors. For example, they note that managers appeared to react to constrained financial
resources by retrenching in the managerial and other non-care sectors before making retrenchments
among service delivery staff. They conclude by stating that “health policy might be improved if the
assumptions on which the policy is grounded, and the incentives contained in it, recognized the
organizational as well as economic realities of health care management” (Reid and Coburn, 1996,
p. 293).

Holahan (1985) studied the rate of change in reimbursement over a two year period in
relation to different models of funding. Overall, he found that facilities that reimbursed on a flat rate
basis had the lowest level of increases over time, prospective systems had the next lowest levels of
increases, and retrospective funding models were associated with the highest level of cost increases.
However, Holahan (1985) also notes that while this is the general pattern, adjustment factors such
as inflation, percentile ceilings (a cap on maximum expenditures, for example, the 75th percentile
level of expenditures for a group of comparable facilities), and other such factors can also have a



- 53 -

Table 7: Changes in Per Diem Costs for the Administration, Supplies, and Other
Expenses Category of the 1984 Facility Reimbursement System in British
Columbia

Type of Facility Cost Category
as of March
1984

Number of Facilities
Which Decreased
Their Costs During
Fiscal 1984/85

Number of Facilities
Which Increased
Their Costs During
Fiscal 1984/85

Total

n % n %

Not-For-Profit Over $7 30 76.9 9 23.1 39

$6-$7 10 43.4 13 56.6 23

Under $6 3 10.3 26 89.7 29

For-Profit Over $7 16 50 16 50 32

$6-$7 5 15.6 27 84.4 32

Under $6 8 25.8 23 74.2 31

Total Over $7 46 64.8 25 35.2 71

$6-$7 15 27.3 40 72.7 55

Under $6 11 18.3 49 81.7 60

(Adapted from Hollander, Pallan, and Hall, 1985, p. 59)
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 significant impact on cost increases, even for retrospective systems. He states “Finally, retrospective
systems can be potentially disastrous for cost containment, but some states have shown that the
undesirable inherent incentives can be offset, perhaps by efficiency incentives or low percentile
ceilings” (Holahan, 1985, p.666). 

When looking at incentives one must also consider the impact a change in the reimbursement
system of one type of service can have on other services. For example, Kenney (1991) and others
have noted the impact that the introduction of the DRG system for hospital reimbursement had on
other parts of the system in the United States. The introduction of DRG funding caused hospital
administrators to discharge clients “quicker and sicker.” This increased the demand for home care
and residential care services in the United States. Kenney (1991) notes that “the introduction of
prospective payment for Medicare hospital services appears to have increased Medicare outlays for
home health by an estimated 25%” (Kenney, 1991, p.129). 

5. FINDINGS REGARDING THE FUNDING OF CONTINUING CARE SERVICES IN
CANADA

5.1 Introduction

Provincial and Territorial officials were interviewed in regard to how continuing care services
are funded in their jurisdictions.  It was found that, in terms of funding continuing care services, a
limited number of models predominated.  With the advent of regionalization many third-party
agencies, particularly home care and home support  agencies were amalgamated into regional health
authorities.  Thus, an increasingly common funding model, particularly for home care, has been that
of salaried employees at the regional level providing care directly to clients.  With regard to long
term care facilities, most are still funded on a budget basis in which the willingness to cover deficits
may vary but, in general, it appears that in Canada the retrospective budget model is quite common.
There are also some government or regional facilities in which care is also provided directly by
government or regional staff.

In terms of home care, there is generally some per hour, or per visit, fee.  The way the fee is
derived can vary from a budget or cost based negotiated model in which government or the region
and the agency negotiate a price and a projected volume of services.  For larger agencies, and those
with a significant proportion of private pay clients, agencies may simply set their own rates and
government or regions can decide to purchase a given amount of services at the set price.  There is
one relatively new development in home care and that is tendering for services.  This appears to be
a trend among regions which wish to reduce costs and simplify administration. There were also
examples of case mix models of funding.

There were relatively few comments on gaming funding models.  This may be because
funding has been moved to the regions so it is less of an issue for provincial officials.  It may also
be that officials are so used to the give and take of budget negotiations that they do not see requests
for additional resources during the annual budget review as a form of gaming.
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5.2 Funding Between Continuing Care and Other Sectors

Respondents were asked if they had any specific funding policies regarding the development
of alternatives to hospital care.  While the smaller jurisdictions tended to indicate that no specific
initiatives were in place some other jurisdictions did note initiatives to facilitate the transfer of
clients from hospitals to home care.  British Columbia noted the Carelinks program in the Simon
Fraser Health Region.  In addition, BC was a pioneer in the development of Quick Response Teams
and a number are now in place across the province.  At the end of 1999 additional funding was
provided to health authorities to enhance continuing care services.  Alberta has developed a health
innovation fund and regions can apply for funds to develop new innovative services.  Home Care
Nova Scotia has funding for short term post-acute clients to provide medications and supplies at no
charge to facilitate the transfer of clients from hospitals to home care.  Using a somewhat different
approach, the Extra Mural Program in New Brunswick has increased the per diem for long stay
hospital clients from $25 to $50 to encourage a discharge from hospital.  Finally, some jurisdictions
noted that they use informal means of paying for drugs and supplies for home care clients through
the hospital for particular cases based on hardship.

There were mixed responses regarding the movement of clients from the hospital to long
term care facilities.  Some jurisdictions such as the Yukon noted that they had increased long term
care beds as an alternative to hospital care and that clients much preferred to be in a residential
facility compared to a hospital.  In other jurisdictions such as Nova Scotia, it was noted that there
was a significant disincentive to go from a hospital to a facility due to the cost of care in a facility.
Even the poorest individuals have co-payments for facility care  and those with means may have to
pay the full cost of care.

Respondents were also asked if they had any funding mechanisms in place to facilitate the
transfer of clients from hospital care to continuing care.  At the time of writing the only initiatives
noted were the Carelinks initiative in BC and the Innovation Fund in Alberta.  Finally, the effects
of user fees were raised and a mixed response emerged.  Some jurisdictions such as the Northwest
Territories have no user fees for home care services, others have low fees for home care and facility
care.  Thus, the impact of user fees probably varies by the amount of the fee.  While there are
generally no, or low, fees for professional home care services, people are income tested in most
jurisdictions for the use of home support services.

5.3 Major Funding Approaches Used in Canada

5.3.1 The Direct Provision of Service Model

It is interesting to note that with regionalization, many previously independent health care
agencies have been absorbed into regions.  In addition, existing funding models for continuing care,
with one exception, are quite traditional.  This sets up an interesting dynamic in which Ministries
of Health have adopted more of a purchaser and evaluator of service model while some regions
appear to have adopted a more traditional partnership model. 
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In this more traditional model the region does financing, resource allocation and service
delivery.  It generally takes two or more parties before one can engage in gaming.  Thus, it is likely
that whatever gaming exists goes on within the organization itself between managers competing for
funding for their areas of responsibility.  They may claim special circumstances, point out their
comparative needs, discuss relative equity and/or simply work to build good relations with those who
decide who gets what funding.  In a larger framework, regions may try to obtain more funding from
Ministries of Health for their services by challenging the funding formula, asking to have deficits
covered, or claiming unique circumstances.

5.3.2 The Retrospective Budget Model

As noted above, this is a model in which a draft budget is prepared based on expenditures
in the previous year plus an inflation factor and any agreed upon adjustments.  Funds are expended
and deficits are covered at the end of the year.  Surpluses are either recovered or applied against the
budget for the following year.  One can maintain greater control over quality in a budget based model
but there is a danger of costs increasing at a greater rate than may be the case for other models of
reimbursement.  It has been noted, however, that by good bargaining and judicious use of pressure
it is possible to limit budget increases.

This approach has been used in the Canadian context for a long time and is a common model
across the country for long term care facilities. It has survived even in times of restraint where the
emphasis has been to shift responsibility for expenditures to service provider agencies. It is likely
that this model has survived because it gives government a good handle on expenditures and this is
useful for accountability reasons. It also allows government to shift money to meet new challenges
without having to change funding systems or make special payments to agencies. Finally,
government has good fiscal levers to ensure the quality of care.

In terms of gaming this typically happens during the period in which budgets are negotiated
although a strategy may be developed throughout the year.  Typical approaches used are to find
another agency that is better off in some way and argue for parity or relative equity with the other
organization.  Agencies may play the quality of care card if there has been some scandal or they feel
the funder is vulnerable.  This may take the form of arguing for a half time recreation therapist, a
new century tub or some other care related item.  If the focus is on efficiency, agencies may argue
for better computers,  newer software packages, or a part-time accountant.

It is regrettable, but it seems to be true that the agencies which “make a lot of noise,” involve
their local community leaders and politicians, threaten to go public with some scandal, threaten to
close their doors, and use other such tactics tend to get at least some additional resources that may
not be provided to other agencies.  However, those who live by the sword may die by the sword and
such agencies may receive nasty surprises when they are vulnerable or when someone in authority
wishes to set an example.

An important point to note is that there are significant barriers to entry in the long term care
facility sector.  It takes time to build a new facility and have it licenced and staffed.  Thus, it is in the
interests of both the funder and the agency to maintain an ongoing working relationship.  Funders
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are vulnerable if agencies decide to close facilities. These funders also have limited leverage over
agencies because closing an agency for non-performance can have several negative consequences
including the problems related to relocating clients into other institutions. The issue of barriers to
entry and exit seems to be an important one in that the higher the barrier the greater the negative
consequences of facility closures. This reality may constrain funders from adopting funding methods
that put so much financial pressure on facilities that they might have to close. This is clearly the
danger in adopting a DRG model or a strict case-mix model for long term care facilities. There may
be facilities that cannot continue to operate and those that may receive windfall profits. Any move
to shifting greater fiscal responsibility to agencies should be accompanied by some form of transition
stage, or the reimbursement cut-off level adopted (e.g., facilities will only be reimbursed at the
average cost for all facilities) should be high enough to allow most agencies to survive.

It is possible to shift some further fiscal responsibility to facilities by adopting global budgets,
or by using floors, ceilings and/or averages for parts of the budget over which management of the
facility has some control.

5.3.3 Per Hour or Visit Funding

This is the most common model of funding for home care services. The incentive for the
provider is to do more, but shorter, visits if funding is provided on a per visit basis. Per hour and per
visit funding do not have built in incentives to teach clients to care for themselves. Some agencies
may also go over their annual allocations and argue client need in order to be awarded more hours
or visits in subsequent years. 

Unless there are very tight caps on the amount of service that can be provided this model can
provide enough care and there are no major pressures to reduce the quality of care.  Thus, both for
this model and the budget model, there may be pressure for cost increases but agencies can maintain
the volume and quality of services agreed to with the funder.  Once service is purchased primarily
on price, issues of labour relations and the quality of service begin to emerge.

5.3.4 Tendering

The move to tendering for home care services in some regions is an interesting development.
This is clearly an approach that fits the efficient purchaser in a market model. However, it is
confusing. It is contradictory to the more partnership types of models used by regions with other
health care agencies.  Perhaps this model is used because there are fairly modest barriers to entry and
new agencies can come into the market to underbid and replace existing home care agencies. One
can tender on price, tender on price and quality, or set a given price and tender on quality. There is
a great deal of work involved in the tendering process and considerable disruption to the lives of
workers in unsuccessful agencies.

This approach is also confusing because having a number of home care agencies allows for
competition in internal markets yet there are examples of regions that use tendering to reduce the
number of agencies and set up geographic monopolies with one agency per geographic area.  This
does not particularly foster competition in internal markets.  However, it may be more
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administratively convenient for the funder to have fewer agencies, and specific agencies to serve
specific geographic areas.  It is argued that tendering will reduce the number of different home care
staff going into an individual’s home.  However, this problem may be more a consequence of using
casual labour to reduce costs than of multiple agencies.  

The experience in the literature indicates that tendering will tend to drive out not-for-profit
providers.  There are also different dynamics if tendering is done for all agencies on a regular (e.g.,
annual) basis or if one only re-tenders for new services.  Regular tendering may allow previously
unsuccessful agencies that have reduced costs and/or increased quality to come back into the market.
It also allows new low-cost agencies into the market, thus keeping prices low.  Tendering can also
be done once to achieve some goal such as a reduction in the number of agencies.  There are several
possible ways to set rates for subsequent years.  It is too early to tell which models will predominate
in terms of regular versus less frequent tendering and, for the latter, which methods of setting rates
in subsequent years will prevail.

5.3.5 Case Mix Funding

Case mix funding provides a closer fit between the care needs of the clients and the funding
provided.  Without case mix adjustment, facilities have an incentive to admit low care level clients
who may not need to be in facilities and this, in turn, may inhibit entry for clients with higher care
needs.  Typically, for jurisdictions that do adjust for case mix, adjustments are made annually or
every six months.

With regard to facilities there are generally three approaches to case mix funding.  Case mix
adjustments can be imbedded into a budget or global model of funding.  One can also fund facilities
using an average case mix score for the facility or by having specific per diem rates for each level
of care.  

In a budget model in which case mix is used, one may have staffing ratios for each level of
care.  Typically, care staff costs will vary by level of care as more, and more professional, services
will be provided to individuals with higher care needs.  One adjusts the base budget every six months
or annually by calculating the costs for care staff at the base period and six or 12 months later, based
on the case mix at the two points in time.  Other costs are held constant.  If costs are higher or lower
at the 6 or 12 month point the budget is re-calculated to reflect the change in case mix.  This
approach was used in British Columbia to case mix adjust budget models and global models of
funding long term care facilities in the 1980s and early 1990s.

Another approach to case mix funding is the one used by Alberta and by long term care
facilities in Ontario in the 1990s.  The cost of the “average” facility (using provincial data) is
determined and a score of 100 is assigned to the average facility.  Clients are assessed once per year
and are re-assigned their existing care level or a new care level.  The new case mix of the facility is
calculated and compared to the “average” facility for that year and the facility is assigned a case mix
score.  If, for example, the score is 120, the facility will receive 20% more funding than the average
facility for the coming year. 
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The third approach is to calculate a per diem rate for each level of care and to reimburse
facilities on a monthly basis based on the number of actual bed days used in the month for each level
of care.  One can set facility specific per diem rates for each level of care or use regional or national
rates with adjustments for variations in labour costs across geographic areas.  This is the general
approach used to fund facilities in the United States using the RUG-III classification system.

Case mix funding generally provides a better fit between funding and the care needs of
clients.  There are some possibilities for gaming by “charting for dollars” if data are collected from
client charts or if facility staff are used to assign care levels.  This is why in most jurisdictions
government staff or independent agencies are used to manage client care for the overall continuing
care system and to assign care levels.

6. FINDINGS REGARDING THE PERCEPTIONS OF CONTINUING CARE
INDUSTRY REPRESENTATIVES ABOUT CURRENT FUNDING
ARRANGEMENTS

As part of this project a separate substudy was conducted to obtain a complementary
perspective on the funding of continuing care from service providers. The following discussion
presents the views and perceptions of representatives of the continuing care service provider
industry.

Telephone interviews lasting 20-45 minutes were conducted with thirty-one administrators;
nine additional individuals participated in three of these calls to make a total of forty respondents.
There were eighteen representatives from long term care facilities and thirteen from home care and
homemaker services. Eleven calls were made to four Maritime provinces, eleven calls to the three
Western provinces, and nine calls to Ontario. The following questions were asked of respondents:

• What approach or approaches to funding long term residential care services or home
care services are used in your province (e.g., budget based model, capitation funding,
purchase of service on a per hour or per visit basis, tendering)?

• To what extent do you feel the funding approach used contains incentives or
disincentives to achieve desired goals such as good client care and cost-
effectiveness?

• To what extent do you feel the funding approach used helps or hinders coordination
with other services such as hospital care, mental health, public health and other
community services?

• If you felt that you were underfunded, or needed certain upgrades, how would you
go about trying to obtain additional resources from government (or health regions)
or from other sources?
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• Overall, would you prefer to maintain the existing approach to funding or do you feel
some other approach or approaches would be more advantageous?  If you would like
a different approach, which approach or approaches would you prefer and why?

In response to general questions asking about modes of funding, respondents discussed the
severe and growing consequences of budget cutbacks, the lack of budget increases since 1992, and
a forthcoming inability to manoeuvre or take action within the system. Respondents stated that they
cannot fulfil the new labour agreements passed through to their budgets (salaries constitute some 80
percent of their budgets). Consequently, if they fund all aspects of these agreements, they will have
to cut therapies, repairs, amenities, and refuse admissions.  

An Alberta respondent said that funding met 85-90 percent of long term care facility needs.
Individuals from two of the Western provinces expressed concern over the lack of plans to address
capital development; the fact that buildings were becoming dilapidated was poor business practice
in their view. Other long term care facility providers spoke of cutbacks on vitamins, a pharmacy
service, and oxygen therapy. There are efforts to install their own services in long term care facilities,
for example, blood withdrawal, management information systems, and psychiatric consultation to
allow for more control at the facility level.  Home care providers refer to the withdrawal of foot and
diabetic care to those over 80 years and to more responsibility being placed upon families. “Home
support will be the last to be considered (for funding); we are the bottom of the barrel . . . but we
have to keep trying.” 
  

Respondents identified many ways in which current approaches to funding influenced goals
such as good client care and cost-effectiveness. “There is no funding reward for higher quality care
so baseline is the only standard that is sought.”  Quality of care is not recognized in any funding
formulae. There is a funding disincentive to rehabilitate clients in long term care facilities.  For
example, when a person moves from a wheelchair to a walker funding is reduced; their life might
be improved but their revised assessed level of care reduces the dollars provided. Withdrawal of
therapies and lighter forms of home care lead to a rise in demand for acute and chronic care. Without
adequate home nursing and homemaker support, and the staff and supplies needed to provide
subacute care for long term care residents, clients deteriorate and require acute care or enter facility
wait lists. As a result, the incidence of client dependence increases. There is also an incentive in the
system to place individuals in extended or chronic care beds because these levels of care have higher
rates of compensation. These indirect effects explain current increases in long term care wait lists.
Currently, the system works better for the more seriously ill as there are more nursing resources
provided to care for them.

Some agencies are notified about their budgets four to five months after the beginning of
their fiscal year.  “How can we plan?” they inquire.   “Administrators are never asked in the budget
process what is wanted.”  Increases in Workers’ Compensation Board (WCB) charges (recently 40
percent higher in BC), the cost of changes in acuity levels (usually an increase), and fast urban in-
migration of rural people are not compensated by government in the short term and the facility’s
budget must be stretched to pick up these interim costs.  Many respondents said that government
budgets fail to recognize the real costs of care. There is uneven funding across long term care
facilities as they are often funded according to precedent (this was stated in seven provinces); higher
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funding will be allotted to a facility that has received higher funding in the past. This type of funding
practice can deny response to need, equity of access,  and optimal service. “Too much is determined
on history and politics.”  One region might give lower priority to health care than another, which can
result in lower salaries for the same work. This factor can drive workers to other regions where the
pay is better.   

Administrators with large jurisdictions complained of being ignored by government.
“Agencies must live within their means or the CEO is out.” “There is . . . reduced quality of
management . . . we are unable to entice good managers into the system.”  Most respondents framed
their comments in terms of "the system,” its glitches and its problems.  They said it is “stuck” at
present.  

There was infrequent mention of patients and families, the primary stakeholders in the
success or failure of care (but one must note that the requested discussion was about funding not
about patient satisfaction). An accountant in Saskatchewan said, “We work to get the health system
working well but we turn a blind eye to what real care might be.”  “Good quality is arrived at through
individual champions who act as role models in these long term care communities but no attention
is paid to them in the incentive system.” 

An administrator in the Hamilton area reported that the senior administrator of a hospital
there is reported to have “listened” to staff over coffee and implemented staff suggestions, the result
being high morale and an institution that is “flying” in spite of difficult times all around.  This was
stated in order to comment on the fact that the system seems to be focused on itself and that little
listening is actually happening to either patients or caregivers.  If this phenomenon is true, it is a
testament to how well motivated health workers can be when they are trusted and given a
management ear and some support.  

Most decisions are funding-based; they focus on occupancy rates and hours of service, not
on either the satisfaction of the client or the outcomes of care.  One respondent from Ontario said
that “there has been a decade of consumer anger.”  Another Ontario respondent said that Ministry
representatives speak as if they were providing all funding when in fact the United Way was
providing 40 percent of homemaking services in that area, and volunteers a further large component
(she mentioned that 2000 volunteers had provided 1,000,000 hours of care).    

“Hospitals think only [in terms] of institutions and clients coming to them . . .  never of
working with other agencies or with their community.”  There may be less frustration with hospitals
(“silos”) in provinces where an envelope of funds for a region includes the hospital sector. “This is
the biggest single benefit of regionalization, its ability to coordinate and move people across the
system to appropriate services.”

Though many (21/32) health regions in Saskatchewan are operating in deficit (deficits are
no longer tolerated in most provinces), respondents in this province conveyed optimism and a sense
of control compared to their counterparts in Ontario, British Columbia, or Nova Scotia.  Respondents
from Saskatchewan spoke as if they could take decisions and affect the process.  However, in the
same conversation, they talked of a major breakdown of the system because of increasing internal
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demands (increased cost of drugs and supplies, labour agreements, increased acuity, migration) in
relation to shrinking available resources.  

The average age of those receiving long term care has risen from 83 years to 86-87 years in
Ontario. This increase in age, accompanied by the rise in the need for complex care (Alzheimer
dementia, hip replacements, multiple diagnoses), has led to increased pressure in all sectors. Frailty
demands higher levels of nursing care, more technical equipment, more supplies, more support in
regard to housing, meals, transport, and so on. Lighter forms of care, which can have a preventive
benefit in the long run, are being pushed aside in all areas, which will further intensify the demand
for chronic care over time.
  

Inflation of the costs of supplies and drugs, at 4-5 percent, is more than twice what is
recognized in budgets (1-2 percent).  Food costs have also risen.  A recent survey suggests that two-
thirds of Alzheimer cases are cared for at home while only one-third of such cases are in institutions.
As those cared for at home continue to deteriorate, an even greater demand for long term care may
be around the corner. 

With regard to discussions of “gaming,” getting around the system and manipulating it for
a funding advantage, both long term care and home care respondents tended to report the opposite,
being “gamed” rather than gaming themselves.  There are consistent responses concerning the
observation that hospitals continue in the practice of early discharge, that is, the “dumping” of cases
into long term care/home care before those services have the resources to care for subacute cases.
It is said that 40 percent of home care clients now require subacute care. Discharge by the second
or third day is transforming long term care facilities into subacute wards, whereby their character is
changing from a care home to a hospital.  An Ontario respondent said that long term care has
changed from 25 percent acute and 75 percent maintenance, to 55 percent acute and 45 percent
maintenance.  

Due to the fact that individuals usually have to pay for supplies and drugs outside of acute
care, there is a disincentive to move those who are financially limited from acute care.  If we want
to provide for more people in long term care/home care, public funding of these costs would reduce
some of this resistance. But in Alberta, the great difficulty in finding access to a bed in a facility
means “clients take the first place offered when their name comes up . . . even if it is not their
preferred choice, and even though [if they get sick] they might remain there for years.”

It is often stated that long term care and community care staff are “giving” individuals. The
pride they take in their work and their dedication leads them to sacrifice themselves during the
present period of high demand which many call a crisis. One homemaker said that they are delivering
$1.50 of care for every $1.00 of payment, and turning paid workers into (unwilling) volunteers.
There are discussions of staff burnout and exhaustion, of people leaving the field, of difficulty with
the retention of nurses, and of home care staff moving to long term care and acute care (in Ontario)
because of a better wage in those settings ($3-$5/hour differentials).   

The single entry system receives support even where it has yet to be implemented (Nova
Scotia).  It facilitates equitable access to care, especially for those who need heavier care, so single
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entry in itself is an incentive to provide improved quality of care in a cost-effective manner. There
is some criticism of the bottlenecks and delays that single entry creates and there is frustration with
the Continuing Care Access Centres (CCACs)  in Ontario even though they now can provide 24 hour
per day home care services. “They are neophytes and have not got it right yet”; they can be heavy
handed and emphasize compliance with reports rather than patient need.  “CCACs are independent
animals and can reject the need for standards when they choose to do so.”   

Some say that the demanding RFP procedure that CCAC funded agencies must now engage
in to obtain a contract is costly and undermines some of the costs of care. One respondent said it cost
a large provider $30,000 to prepare the RFP submission. Some small historical providers, which
were not funded, have gone out of business and many clients have had to give up providers who had
been serving them for years.  In New Brunswick it was said that “seniors will get more hospital care
than is needed because of poor coordination of home support services. . . . There is an incentive to
push clients back to acute or long term care nursing care.”
  

Home nursing and home support are administered increasingly as piece work.  This has
demoralized the providers as it does not respect their ability to judge and assess their clients and
offer what is needed.  It gives them the feeling that they are not trusted which insults their
professionalism.  “A nurse can change a dressing but not make a breakfast for a recovering but frail
woman.” After travel, when there is only twenty minutes left for the bath of a 93 year old woman,
she is so rushed to prepare for this time that she falls and breaks a limb.  “When we do it as piece
work clients are no longer people.” The work gains the quality of an industrial assembly line rather
than an holistic human service for the frail and the needy. It is possible that CCAC assessment is
redundant as caregiving staff (in both home nursing and homemaking) were able to assess their
clients as part of treatment and care. This raises the question as to whether CCACs might relinquish
some assessment work and act as quality control corrective rather than a duplicative overseer. “The
CCACs act like they own the patient; they [expect it] but they do not pay for charting. . . . They are
micro-managing the system.” Caregiving staff are demoralized by some aspects of this structural
change to CCACs though the intention was simply to manage and control cost-effective care.    

 Some respondents were concerned that limited funding for home care was resulting in
inadequate service for clients.  “If one reduces the price one reduces the overall quality of the service.
It forces a change in some aspect of delivery; professional supervision drops.” “One hour per day
is too short for adequate home support.” However another respondent stated “There is a disincentive
to get off home care. . . . They have to be weaned . . . to achieve cost-effectiveness.”  

Administrators had a variety of comments on coordination of services among sectors. The
Saskatchewan tactic of shifting VPs across sectors (acute care, long term care, community care) has
lead to remarkable coordination.  There is more concern for a fellow’s “turf” when that turf might
soon become one’s own. For example, competition for both dollars and patients is reduced, and
everyone benefits from an almost seamless service.  A respondent stated, “Home care will have
already made long term care aware of the future client, and long term care may have provided respite
care for the spouse before the client actually moves into the long term care facility.” This
coordination was not evident in all places where regionalized funding has been implemented. One
respondent said, “Coordination is not based on the mode of funding; it is based on what actually
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happens at the local level.” The Saskatoon experience is an example of this by demonstrating that
excellent coordination can take place at a regional level; it has something to do with the will to
accomplish it; it is not just about the funding model.  

There was also optimism in Newfoundland where administrators of acute care, long term
care, and community care sit on the same committee and regularly review the problems that affect
each sector.  Patients designated as long term care in the acute care sector are then recompensed at
the long term care rate (1/5 of the acute care rate), which results in long term care wings being
developed within hospitals. This removes the revenue incentive to hold onto long term care patients
at higher acute care rates of funding, and a willingness by acute care to support long term care
expansion and community care functions.

Respondents approach government for extra funds but seldom receive any. A small amount
is obtained by fundraising but the frail elder is a hard sell. People are more willing to donate to the
drama of cancer or cardiac surgery or diseases that afflict the young. “The elderly are not highly
valued and so they are allowed to occupy refurbished quarters.” Volunteers assist with meals,
transport, visiting, recreation and many other things, and their contribution adds millions of hours
of care.  A home maker agency in Ontario, for which volunteers have created a recycling program
that generates $50,000 per year, is an exception, a mark of community appreciation for the work of
this service to seniors.  

The most frequent request for change, after the implied request for adequate dollars, is the
need for dollars to follow the patient rather than the bed, the institution, or the professional (e.g.,
doctors in fee-for-service).  If this change could happen in a flexible way, more creative solutions
might develop. “When dollars are assigned to structures they tend to be spent within those
structures.”  Line by line funding prevents movement of funds within agencies. When the line dollars
run out the service must stop on that line, even if there are more dollars on other lines.  There is some
loosening in this regard and exceptions are appearing; institutions are allowed to carry surpluses into
the next fiscal year in New Brunswick.  

Direct funding of the patient works well for young rehabilitation patients and disabled clients
in Alternate Family Living Arrangements (New Brunswick). It takes them out of institutions to
family-like settings.  However such a procedure may have limitations among the frail elderly and
make them vulnerable to family abuse if checks are not put in place to protect them.  For example,
“People might be kept at home so as not to lose the benefit of their pension cheque.” With
homemaker assistance more people could be cared for at home, where individuals can assume more
self-direction. Freedom and self-control over time translate into better health, and better health
reduces the demand for care.  A care day in a facility that costs $100 might be accomplished at home
for $50. A month in long term care for $4000 might be accomplished at home for $3000, especially
in a supportive housing setting. There is a need to think creatively beyond the payment of
professional staff.  

At present, in New Brunswick, “the assessment process involves reviewing clients’ bank
accounts for five years previous, so clients cannot unload their wealth in order to claim more
government support in a nursing home.” Some say that this procedure merely uses up their savings
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that much quicker and, in the end, lengthens their total dependence on government. If clients could
purchase services at home they would become empowered. Financial help for client care would
ignite and regenerate family care and support.

Several respondents mentioned the need for affordable care homes for seniors.  A client
might pay $50,000 in equity for 1200 sq. ft. and recover this equity when they left that home.  In
such complexes the cost of home care would be much less as less travel would be required; the home
care nurse could easily move from client to client.  Such places would address client needs in terms
of security and socialization and delay admission to facilities; however, the government would have
to assist with capital costs and administration. “Some elderly [clients] do better in institutions . . .
but it would be more cost-effective to offer care to many more people in their own homes. But this
requires leadership.” 

Some respondents noted that better coordination was necessary across sectors. “Information
must not be in ten centres [in order] to prevent review of the case over and over in every agency. .
. . There must be more integration.” “Information goes up to nursing and long term care/acute care
but not down to home support so there is (only) one way coordination.” 

There is frustration with the assessment system as it assesses acuity but not the costs of care.
The rigidity of the assessment system does not allow for rapid adaptation when a person deteriorates
or improves. It may ask the wrong questions (can you feed yourself?) and miss the point of what the
client requires in home care.  “A care plan on paper does not represent a person.” “We get locked
into a standards model where we could allow more flexibility. . . . A lot more people could remain
at home. . . . We would have to water down the beast of competition (for patients, for dollars, for
turf).” There is some optimism about the RUGS assessment system and the hope that it will lead to
a more flexible approach, going beyond assessment of care levels, and providing a definition of the
resources required for care. “Accurate assessment would yield more dollars for care, more hours of
care.”

There are new approaches. Special funds for programs that address specific needs are very
useful. In Vancouver, an “Added Care” fund helps with extreme agitation, falls, acute dehydration,
returns after hip fractures, and so forth. It allows for early discharge from acute care and for better
care of the client in long term care. An Ontario aboriginal community is attempting to provide care
and attention in response to health-seeking activity rather than in response to disease relieving
dependency.  Also in Ontario there is some exploration of telephone “visiting” by home care staff.
Prince Edward Island caregivers are exploring “tele-health” whereby television contact is used to
review status, help in blood pressure monitoring, and stay in touch.

In summary, the most difficult problems affecting Long Term Care, Home Care, and
Home Support Services, were: 

• Deterioration of morale of caregiving staff, the result of increasing work demands,
not being heard, and not being recognized or appreciated.  There is a preoccupation
with "system function”, and little talk about patient/provider needs. 
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• Cutbacks at both ends of the continuum of care:  hospitals discharge earlier to
facilities and home care but these agencies have not been given the resources to
handle subacute cases; a shift toward community care is discussed by politicians and
administrators but at the same time there are major cutbacks in the budgets of home
care and home support services.  The home care and home support provider faces
greatest difficulty; s/he works alone and is fully responsible for the client; without
adequate time to do the job, without being heard or respected, and with fewer dollars
for a more stressful and demanding service. Many home support staff are leaving this
type of work.  

The most promising features of these discussions were: 

• The superb cooperation that can happen where regional health funding envelopes
include hospitals, and where administrators must periodically trade sectors of
responsibility (acute/long term care/home care). 

• The major boost in the morale and productivity that can occur in a health
sector: when administrators take the time to listen and implement the suggestions of
working staff; when millions of hours of work and support are provided by
volunteers; and when services are supported with special funding initiatives (public
or private) (e.g., a recycling initiative that provides $50,000 for a homemaker
service).  Such contributions demonstrate that seniors, in their final life phase before
death, continue to be valued, despite the demands of their frailty and illness.  Such
communities demonstrate and realize the kind of vision and stewardship that all seem
to be seeking to express in this field of human compassion. 

• Single entry to community care is generally  recognized as successful in promoting
care for those with serious need, and in promoting equity of access to services across
a region (though it can result in bottlenecks and be unresponsive to client change).

  

7. DISCUSSION AND LESSONS LEARNED

When one is considering how to fund continuing care services it may be useful to keep in
mind the following general guidelines:

• Funding mechanisms should be congruent with fiscal and program goals.

An example of a funding model which may not be congruent with goals
related to cost, quality, and access is that of long term care facilities, without case-
mix adjustments. Evidence from the literature indicates that using a blended per diem
rate may provide an incentive for facilities to admit low care needs clients and not
admit high care needs clients. In addition, by admitting lower care needs clients beds
may not be available for higher care needs clients thereby depriving them of needed
care or pushing them into hospital beds. Decision makers may wish to review
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whether or not blended per diem rates have been set at a higher than necessary level
to ensure that facilities in Canada will admit higher care needs clients and have the
resources to care for them appropriately. It may also be useful to review the extent
to which lower care level needs clients actually “crowd out” those with higher care
needs in Canada.

• Funding mechanisms should be structured in a way that provides a balance
between price and quality.

As noted previously, jurisdictions may wish to adopt a partnership or a market
approach to dealing with continuing care service providers. Budget based models and
per hour or per visit models are generally associated with enough resources to
provide a reasonable level of care. However, quality assurance or accreditation
programs should still be implemented to ensure that the resources available are used
to provide the best possible care. The downsides of these funding models are that
costs may escalate at a rate greater than for other funding models. In order to ensure
that cost increases are kept to an appropriate level one may wish to build floors and
ceilings, and even averages, into different parts of an agency’s budget. For example,
one may provide a minimum level of funding (a floor) for care staff and food to
ensure quality. One may wish to put a cap on potential salary or staff increases to
reduce the rate of cost increases and one may wish to fund the “average” amount for
supplies and other administrative costs because administrators can have a
considerable degree of control over such costs.

If one is using tendering or case mix funding where there is a separate per
diem rate for each level of care one can more easily hold back the rate of cost
increases over time. However, these approaches focus primarily on fiscal control. In
order to provide some balance, one may wish to build in financial incentives for the
provision of good care or at least require, through contracts or regulations, that
agencies meet certain quality standards, and make the meeting of such standards a
condition of funding.

• Funding mechanisms should be consistent with the larger policy goals and
directions of Ministries of Health and Regional Health Authorities. 

It is believed that funding models which are consistent with government
policy goals and directions, and are congruent with service delivery models, will be
more successful than those which are not. For example, it is unlikely that a capitation
model of funding will work well in a context in which government philosophy is to
be more managerial rather than to embark on bold new projects, where the Ministry
of Health wants to be a partner with service delivery agencies and an active steward
of the health care system, and where health services are organized on more traditional
lines. There is a lack of congruence between the funding model and the context
because capitation funding is a means of shifting responsibility for health services
from government to service providers. This approach to funding will also entail
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considerable disruption because it is not easy to implement. Thus, in this example,
the capitation funding model would be inconsistent with the philosophy and policy
goals of government and the Ministry of Health.

Similarly if government is activist and Ministries of Health wish to move to
a more market based model in which they are a purchaser of service and have shifted
responsibility for the delivery of health services to regions or integrated health
systems, a budget based model may not be the optimal choice because it does not
provide the necessary degree of separation between the purchaser and provider
functions.

• Funding mechanisms between different sectors of the health system should
complement each other and provide incentives, rather than disincentives,  for
greater service integration.

Continuing care services operate within the larger health system. Care should
be taken to ensure that there are appropriate funding incentives across service
delivery components within continuing care and between continuing care services
and other components of the health system. Within continuing care, one issue is the
segmentation of policy across components of continuing care and how this provides
a disincentive to meeting the care needs of clients. For example, in some jurisdictions
home care clients may only obtain home support services such as cooking and
cleaning if they are eligible for some form of personal or professional care services.
However, some frail elderly people may clearly need assistance but do not have a
specific condition requiring hands on personal care. In this example, the fiscal
incentives may be in conflict with considerations regarding the quality of care.

Another example within continuing care is that there are generally no fiscal
incentives to promote good care in residential facilities. In a case mix system
facilities generally get less funding if they are successful in reducing the care needs
of clients. In non-case mix funding models funding may not be reduced but, as noted
above, there may be other issues to be dealt with. Decision makers may wish to
institute, at least on a pilot basis, financial incentives for moving clients to a lower
level of care. For example, facilities could be allowed to keep all or some of the
difference in funding as a client moves from one level of care to a lower level of care.
Another approach may be to provide specific targets for the proportion of clients per
year who reduce their care level. Financial rewards could be provided to agencies
which meet these target levels.

A related issue is that of providing incentives for being able to return clients
from the facility to their homes. If facilities become more successful at reducing care
needs, and levels of care, it may be possible that some clients could go back to their
homes or to a supported housing arrangement. Specific financial incentives could be
introduced to facilitate this type of transfer back into the community.
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With regard to the congruence of funding incentives between continuing care
services and other components of the health care system, one should be careful to
consider system impacts for any major change in funding or fiscal policy. For
example, as hospitals come under fiscal constraint, and as funding moves more
toward a DRG model in which case mix groups or resource intensity weights are
used in hospital funding models there is a clear incentive for hospitals to reduce their
lengths of stay. However, unless some of the potential savings from bed closures or
from reduced construction of future beds is moved to continuing care, and
particularly home care, this sector comes to feel the strain from hospital discharges.
Currently, there appears to be an incentive for hospitals to discharge people faster but
no incentive for home care agencies to take on such clients. The home care sector
faces increased demand and complexity due to more hospital discharges of
increasingly higher needs clients but, in one way or another, home care operates with
fixed budgets which provide no incentives for taking on new clients. Decision
makers may wish to consider putting in place incentives to take on such clients. This
could be done by funding targeted to clients with higher care needs and by enhancing
the total dollars available to deal with increased demand. Finally, current policy
regarding payment for drugs, supplies, and dressings is a classic example of a
financial disincentive between two components (hospitals and home care) in the
health care system.
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APPENDIX A

DEFINITIONS OF CONTINUING CARE SERVICE COMPONENTS

Core Home and Community Services
Assessment and Case Management constitutes a process of screening clients, conducting
assessments, determining care needs, determining eligibility, making referrals to appropriate
services, admitting clients into service(s) and providing for the ongoing monitoring of care
requirements, including the revision of care plans, and discharge planning. Assessors/Case
Managers may also conduct financial assessments, act as client advocates in facilitating care
provision and manage facility waiting lists.
Meal Programs are generally voluntary community services that deliver a nutritious hot, or
frozen, meal to the homebound client (Meals-on-Wheels) or bring the client to a congregate
setting to have a meal (Wheels-to-Meals). The goal of Meal Programs is to supplement a
client’s diet by delivering an attractive nourishing meal to help maintain or improve health.
Governments may pay for some of the costs of this program, e.g., cost of meals, transportation
subsidy.
Homemaker Services are provided to clients who require non-professional (lay) personal
assistance with care needs or with essential housekeeping tasks. Personal care needs may
include help with dressing, bathing, grooming, and transferring, whereas housekeeping tasks
might include activities such as cleaning, laundry, meal preparation, and other household
tasks.  Homemakers may have post secondary training to the same level as Aids and Care
Attendants and may provide similar types of personal care services. Specific nursing and
rehabilitation tasks may also be delegated to Homemakers. Homemaking can also be provided
as a respite service.
Home Care Nursing provides comprehensive nursing care to people in their homes, generally
by registered or psychiatric nurses. A home care nursing program coordinates a continuum of
nursing services designed to support clients of all ages to remain in their homes during an
acute, chronic, or terminal illness. This community based program provides nursing care in
the client’s own environment. Home care nursing encourages clients and their families to be
responsible for, and to actively participate in, their own care. Thus, teaching and self-care are
promoted. Goals for home care nursing can be curative, rehabilitative, palliative, or
supportive.
Community Physiotherapy and Occupational Therapy provide direct assessment,
treatment, consultative and preventative services to clients in their homes to monitor,
rehabilitate, or augment function, or to relieve pain. Therapists may also arrange for the
necessary equipment to manage the clients’ physical disabilities and may train family
members to assist clients. Community physiotherapy and occupational therapy programs also
may provide consultative, follow-up, maintenance, and educational services to clients,
families, physicians, other health providers, hospitals, and Long Term Care facilities.
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Adult Day Support provides personal assistance, supervision and an organized program of
health, social, educational and recreational activities in a supportive group setting. Nursing,
rehabilitation, and a range of other professional and ancillary services may be provided. The
program is designed to maintain persons with physical and/or mental disabilities, or restore
them to their optimum capacity for self-care. It can also be used to provide respite care,
training and informal support to family caregivers. Adult Day Support may be provided within
a residential care facility or may be provided through organizations in the community.
Group Homes are homes or home-like residences which enable persons with physical and/or
mental disabilities to increase their level of independence through a pooling of group
resources. They must be able to participate in a cooperative living situation with other
challenged individuals. This type of care is particularly suited for disabled young adults who
are working, enrolled in an educational program, or attending a sheltered workshop. It may
also be provided to seniors and others who require an alternative to facility care.

Core Residential Services
Long Term Care Facilities provide care for clients who can no longer live safely at home.
Residential care services provide a safe, protective, supportive environment and assistance
with activities of daily living for clients who cannot remain at home due to their need for
medication supervision, 24-hour surveillance, assisted meal service, professional nursing care
and/or supervision. Clients may have moderate to heavy care needs which can no longer be
safely or consistently delivered in the community. They may suffer from a chronic disease,
from a disability that reduces their independence and, generally, can not be adequately cared
for in their homes. In some cases, all facility services, including chronic care, are provided in
Long Term Care facilities.
Chronic Care Units/Hospitals provide care to persons who, because of chronic illness and
marked functional disability, require long term institutional care but do not require all of the
resources of an acute, rehabilitation or psychiatric hospital. Twenty-four hour coverage by
professional nursing staff and on-call physicians is provided, as well as care by professional
staff from a variety of other health and social specialities. Only people who have been
properly assessed and who are under a physician’s care are admitted to chronic care facilities.
Care may be provided in designated Chronic Care Units in acute care hospitals or in stand
alone Chronic Care Hospitals. Care requirements are typically 2.5 hours of professional
nursing care per day or more.
Assessment and Treatment Centres and Day Hospitals provide short-term diagnostic,
assessment and treatment services in a special unit within an acute care hospital or other
health facility. These centres provide intensive short term assessment services to ensure that
persons with complex physical mental and social needs are correctly assessed, diagnosed, and
treated. The objective of the centres is to assist the client to achieve, regain, and maintain an
optimal level of functioning and independence. Centres may have beds for short-term
inpatient assessment and treatment, a day hospital service, and/or an outreach capability which
permits staff to assist clients, who are in care facilities or in their homes, and their families.
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Additional Services Often Included in Continuing Care
Equipment and Supplies may be provided as required to maintain a person’s health, e.g.,
medical gases or assisted-breathing apparatus, and to improve the opportunities for self-care
and a better quality of life, e.g., wheelchairs, walkers, electronic aids, etc. Equipment may be
loaned, purchased or donated. 
Transportation Services may be provided to persons with disabilities and others with
mobility related limitations to allow them to go shopping, keep appointments and attend social
functions. Some vehicles are adapted for wheelchairs and other devices.
Support Groups may be initiated by many sources, e.g., community and institutional health
services, friends, families of clients, and individuals having similar needs. The groups provide
peer support and foster mutual aid. Some groups may receive government subsidies.
Crisis Support may be available in the community to give emergency assistance when
existing arrangements break down, e.g., illness of the spouse or caring for a disabled person,
which could include facilitation of emergency admission to institutional care, or the provision
of enhanced Home Care.
Life and Social Skills for Independent Living may provide training and support for
independent living, and for social and personal development and integration, in group settings
or on an individual basis.
Respite Services may be provided to primary caregivers to give them temporary relief or
support by providing a substitute for the caregiver in the home or by providing alternate
accommodation to the client in a residential setting.
Palliative Care is an interdisciplinary service that provides active, compassionate care to the
terminally ill in their home, a hospital, or other health care facility. Palliative care is provided
to individuals, and their families, where it has been determined that treatment to prolong life
is no longer the primary objective. 
Volunteers may provide programs of volunteer help that are utilized in addition to formal
care services. Volunteer services may include, but are not limited to, friendly visiting,
telephone reassurance and monitoring, doing errands and shopping, and other social and
recreational activities.
Congregate Living Residences are apartment complexes which offer amenities such as
emergency response, social support and shared meals.
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