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  Kaluga statistics are similar to Russia as a whole as Table 1 points out, where problems exist related to both (i) total funding for health care and (ii)

the efficiency or relative value of the way funds are spent for health care services.  Traditionally, the health sector was viewed as a "non-productive"
service sector, and funded only with residual funds available after other programs are funded.  Chronic underfunding was matched with poor and
often perverse incentives in the use of funds for services.  For greater detail on Russia generally, see, for example, Russia Country Action Plan, Abt
Associates, November 1994.
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Table 1

Data on Kaluga Oblast and the Russia Federation
(1991-1994)

1991 1992 1993 1994 Russia (1994)

Category

Demographic
Population (thousands) 1077.4 1078.5 1083.2 1085.0 148,200.0
  % 0-18                                N/A   N/A   25.7   25.4    N/A
  % 19-64   N/A   N/A   61.7   61.5    N/A
  % 65+   N/A   N/A   12.6   13.1    N/A

% Female   53.8   53.7   53.7   53.7    N/A
% Rural                              29.9   26.5   26.6   26.7    26.9

Infrastructure
Physicians
  (per 1,000 pop)     3.1      3.2       3.2     3.3      3.9 (1993)
Ratio GPs/physicians   16.0    16.0   16.0   15.0    15.0
Hospital beds   12.3    12.0   11.8   11.7    12.2 (1993)
  (per 1,000 pop)

Resource Use
Hospital Admissions   18.6    18.3   19.1   19.3    21.0
  (as % of pop)
Bed Days per Capita     3.5      3.5     3.6     3.6    N/A
Occupancy rates   77.9    78.8   83.5   85.2    N/A
  (as %)
Avg. length of
  stay (days)   19.0    19.3   19.0   18.8    17.0
Contacts (per person per year)     6.2      5.6     5.9     5.9      8.9
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Table 1

Kaluga Oblast and the Russia Federation
(continued)

1991 1992 1993 1994 Russia (1994)

Category

Patterns of Spending
Public Spending
 Per Capita 178 1981 23745 115657   N/A
 Real Per Capita (CPI) 178  155      188     212   N/A
 Per Capita ($US PPPs) 137   94   114    N/A   N/A

Hospital (%) 45.0  N/A 59.0  N/A   69.0
Ambulatory (%) N/A  N/A   N/A  N/A   N/A
Pharmaceuticals (%) N/A  N/A   N/A  N/A   N/A

Outcomes
Crude Birth Rate (per 000)                          10.6   9.2    8.0    8.2      9.5
Crude Death Rate (per 000)   12.3 13.1   15.7  17.4   15.5
Infant Mortality (per 000)   16.6 17.8 16.6  17.4   19.0
Low Weight Births (% <2500 grams)   5.2    5.3    6.0      5.9    N/A
Abortions (per live birth)  N/A   1.86      1.87    2.0    N/A
Death by Cause (per 000,000)
  Infectious & Parasitic    N/A  N/A     18.6     23.5    N/A
  Malignant Neoplasms   N/A  N/A  232.7   228.7  206.6
  Circulatory System      N/A  N/A  920.3 1003.8  837.3
  Respiratory System    N/A  N/A     89.5     94.8    N/A
  Injury and Poisoning   N/A  N/A  246.4   298.1  250.7
Life Expectancy (at birth)
  Males  N/A  63.4  62.4     60.1   58.2
  Females     N/A  74.8  74.3     72.5   71.6

Sources: Kaluga Health Administration, 1995; World Bank, 1995, 1996
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2  The term “at-risk” in this case study refers to liability or acceptance of responsibility for the uncertainty of the costs of care to a patient or
population group within some limited budget or defined flow of funds for needed services.  Liability can be assumed by individual or groups of
providers, facilities or insurance funds.  The term is used to connote that both deficits and surplus funds received for care remain with the individual
or organization assuming liability.  Most often, the term is used in connection with providers or insurers receiving a pre-determined or defined level
of payment or funding for some defined group of patients and for some defined list of services over a fixed period of time.  Implicit in the notion of
risk, too, is that providers have maximum flexibility and autonomy in the way monies are spent for inputs for care delivered, subject to some
expected level of outcomes and quality of services delivered.
3  It should be noted that physician choice exists within the polyclinic, and individuals can switch at any time.  An individual is forbidden to refer
him(her)self, though it often happens.  Some areas, such as Maloyaroslavets rayon in Kaluga oblast, have instituted cost sharing provisions for self-
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4  See, for example, the profiles of pilot sites  in Tver oblast by Langenbrunner (1997).
�
  The components of the World Bank loan program are:

1) Restructuring Health Services Delivery, discussed in more detail in the text;   2)  Restructuring Provider Incentives to provide support for
development and implementation of improved provider payment, quality assurance and management information systems; and  3)Maternal and
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Child Health and Family Planning will introduce changes in clinical practice standards, building on recommendations of the federal level work
groups.  It also will create the physical environment to support these changes including improved antenatal protocols and services, 12 women's
consultations centers, limited equipment/supplies and drugs for 10 maternity homes, equipment/supplies/training for family planning and
reproductive counseling, and a new health promotion center.  In addition, Kaluga oblast will have access to a National Training Program in Family
Medicine— designing models of family practice for Russia; curriculum and faculty development, including establishment of teaching clinics; and

establishing standards for quality improvement and certification.  Finally, a Monitoring, Evaluation, and Dissemination component will assess the
oblast's progress under the loan program, including an independent development of tracking indicators, evaluation activity, training of evaluation
methods staff, and workshops and publications related to duplication and replication of best practices.
�
  The ZdravReform Program in Russia was a three-year program funded by the U.S. Government to improve the health of the Russian population in

support of economic and democratic development.  The Program grew out of the 1993 Clinton-Yeltsin Vancouver Summit where the two leaders
pledged support and mutual cooperation across a number of sectors, including health.  Initiated in January 1994, the program is a unique public-
private partnership between USAID and a consortium of private U.S.-based firms headed by Abt Associates designed to support and accelerate
health care reforms in Russia.  The program nurtured and accelerated the opportunities for public and private sector institutions to test and implement
new organizational, management, and financing structures (pilot projects referred to as "Working Models") for health services delivery systems as
Russia moves toward a greater reliance on a market-oriented economy.  ZdravReform activity spanned across multiple sites throughout Russia.  The
Program concentrated resources to develop working models in a focused number of geographic (oblast) sites:  four in Western Siberia and two in
Central Russia.  In addition, there were 38 grantee sites in 19 other cities.
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E
  Referred to as "fundholding" because  physicians or facilities receive in advance and  “hold” funds for all necessary care.
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8  This full fundholding model contains the strongest incentives but also places physicians at greatest risk for financial liability.  Some have noted
(see Sheiman, 1996) that such models have discouraged needed referrals to more expensive specialist and hospital care and hurt the quality of patient
care.
9  Per capita payments for some population within a defined geographic area, in this case a rayon.
10  Clinical-statistical groups match services provided with expected resource use for a hospital admission.  Services are typically grouped by
diagnosis and use the Medical Economic Standards to price some defined mix of services.
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Table 2

World Bank/Zdrav Reform Collaboration
in Kaluga Oblast

CY 1995 CY 1996 1997 - 1998 11

ZdravReform Program
Technical Assistance and Training,
Grant Funding Related to Loan
Program Strategy and Pilot Design:

- Quality Assurance

- Management and Information
   Systems

- Payment and Financial

   Management

Follow-Up Technical Assistance and
Training:

- Working Models Finalized

- Pilot Projects Implemented

1) Technical Assistance and Training
related to Oblast-wide
Implementation of Pilot Projects

2) Roll-out and Dissemination

World Bank
Health Reform Project

1) Bank Loan Proposals Finalized

2) Bank Review and Approval
    Process

Bank Loan/Project Preparation Funds
Flow Begins:

Capital, Equipment, Supplies,
Personnel

Contingency Loan Fund Available
for Oblast-wide Implementation of
Pilot Projects

                    
11  ZdravReform activity will not occur due to funding cutbacks.
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Facility or Geographic Area

Six Pilot Sites:
Polyclinic Number 1 (Oktoberskaia District), Kaluga City
Polyclinic and Hospital Number 5, Kaluga City
Emergency Hospital, Kaluga City
City Children's Hospital, and Children's Referral Network in Kaluga City
Central Rayon Hospital and Polyclinic/Maloyaroslavets Rayon
Central Rayon Hospital and Polyclinic/Ferzikovo Rayon

Team Leaders

Tatyana Volkodov (Provider Payment),
Natalia Kremleva (Quality)
Valery Shiraev, Oblast Information Center, (Management and Information Systems)

Demonstration Site Overview of Approaches

�� Integration of Financial Flows

Integration of financial flows, currently controlled by Health Committees and the Territorial Fund. 
The latter will be the major purchaser of care.

�� Payment Methods

1) Capitation payment to all facilities contracted by branches of Territorial Fund or other
organizational entities for provision of all types of care to subscribers (including inpatient,
outpatient, emergency care, drugs, auxiliary services, etc.)

2) Groups of primary care providers (PCPs) in polyclinics act as partial fundholders.  Their budget
includes primary care, ambulatory specialist care, consultations, lab tests, emergency care, drugs,
and also 10-20 percent of inpatient care.  These PCPs contract with other providers such as
specialists in polyclinics and hospitals, hospitals, emergency care stations, pharmacies, and outside
providers.

3) Hospitals are prepaid with a global budget by the insurer for approximately 80 percent of volume
of work—using case-mix adjusted rates for setting the global budget.  The global budget is
supplemented by retrospective payment by PCPs as fundholders for their referrals (referrals will be
open and competitive across providers).
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�� Management and Information Systems (MIS)

Standard Data Elements—Clinical, Financial, Administrative
Hardware/Software Systems Design
Cost Accounting Systems
Management Issues, e.g.,

- Contracts for Facility Autonomy
- Contracts for Staffing
- Board of Directors
- Training of Staff

Financial Modeling/Actuarial Data Base Development
Financial Management

�� Quality Improvement

Continuous Quality Improvement (CQI) Methods and Approaches
CQI Process Developed in Pilot Sites
Complementary Measures and Systems Related to New Payment System, e.g.,

- Ambulatory Care Measures
- Hospital Admission Criteria
- Referral Criteria
- Discharge/Follow-Up Care

New Quality of Care Tools (e.g., Clinical Care Mapping Training)
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Suggested Implementation Timeline

October-December 1995

Design and Specify Payment Methods in Pilot Sites
Develop Model Contractual Responsibilities

Develop Data Base
Develop and Award Grant Application for Pilot Sites

Begin to Establish Analytic Tools

Suggested Month-by-Month Activities

1) October

Evaluation of current payment approaches at pilot sites
Begin to examine specific payment design features of alternative payment approaches, e.g.,

- capitation/fundholding formula and benefits covered
- global budgets and case-mix adjustments for hospital care
- how physicians paid
- possible use of withholds
- phase-in approach (e.g., fully at-risk in year 1?)

Begin to assemble data for years 1990-1995

2) November

Begin Hardware and Software design
Develop Uniform Data Set
Develop Indicators of Volume of Work within Pilot Sites
Quality Workshop
Develop/Submit Grant Application for Pilot Sites
Initiate Capacity Building at Pilot Sites

3) December

Finalize Design of Payment Methods
Develop Analytic Tools, e.g.,

- financial/demand modeling
- cost accounting methods

Develop Model Contracts for payer, facilities, and staff

January-March 1996

Integrate Financial Flows in Pilot Sites
Initiate Quality Improvement Process in Polyclinics and Hospitals

Develop Greater Detail for Payment Method Design
Continue Development of Analytic and Design Tools
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Suggested Month-by-Month Activities

1) January

Develop Analytic Tools, e.g.,,
- utilization management
- refining case-mix measures

Draft Quality Improvement Approaches and Indicators—Polyclinics
Integrate Financial Flows with Administrators of Pilot Rayons and Sites
Develop Payment Approach for Emergency Care and Paraclinics
Quarterly Reporting of Results—Tver and Kaluga

2) February

Draft Quality Improvement Approaches and Indicators—Hospitals
Develop Capitation Rate Methodology (four levels)
Develop Preliminary Capitation Rates

3) March

Develop Approach for Interpayments between Primary Care Practices and Specialists
Begin to Develop Simulation Data Base
Finalize Model Contracts

April-June 1996

Integrate MIS Tools with Payment Changes
Integrate Quality Tools with Payment Changes

Simulate Flow of Funds through Contracts
Fully Implement New Systems in Pilot Sites

Suggested Month-by-Month Activities

1) April

Integrate New Quality Measures and Processes
Integrate Management and Information Systems Components
Begin Simulation (Only) of Flow of Funds through New Contracts
Quarterly Reporting of Results—Tver and Kaluga

2) May

New Quality of Care Tools, e.g.,
- clinical care mapping
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3) June

New Quality of Care Tools, e.g.,
- clinical care mapping

Begin Piloting/Implementation of New Approaches
- payment methods
- management and information systems
- quality improvement

July—October 1995

Continue Working Pilots
Evaluate Pilot Payment Models

Refine Payment Models
Integrate Refinements

Suggested Month-by-Month Activities

1) July

Evaluate Simulation Results
Begin Evaluation of Pilot Sites

- financial
- information/management
- quality
- access

Quarterly Reporting of Results—Tver and Kaluga

2) August

No New Activity

3) September

Finalize Evaluation
Refine Payment Models

4) October

Integrate Refinements
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  “Case-Mix” refers to the number and type of patients that a hospital admits and treats.
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13  “Fixed” costs refers to such things as buildings, equipment, utilities that are more or less “fixed, ” i.e, they do not vary with volume of services or
size of population, and cannot be easily changed in short period of time.  “Variable costs” are costs that occur as the volume of services and
population change, for example, supplies and pharmaceuticals.
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package of manuals, materials, and technical assistance worked out by ZdravReform and the World Bank staff over two visits in April and July of
1996.
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  The "Polyclinic Manager" is a software program developed by Russian programmers, economists, physicians, and administrators.  It is based on
earlier software developed under the name "ARENA."  The first three versions of ARENA were developed and installed in over 500 polyclinics
throughout Russia between 1980 and 1984.  The new software is in the public domain (under U.S. law) and available to all who request it.  The
system is a patient-oriented relational data base which includes six integrated program modules:
1) patient registration and appointment module;
2) clinical statistical module;
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3) financial management module;
4) clinical outcomes management module;
5) electronic medical record module; and,
6) resource management module for scheduling and associated productivity management.
The program is written in Paradox for Windows.  It supports either network or freestanding PC applications.  Hardware requirements include at least
a 486 processor, 8 megabytes of RAM, and 540mb of hard disk.  The program includes the source code for development and maintenance of all
linked data files; all menu-driven data input screens; and a series of standard screens and hard copy reports.
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 Medical Economic Standards typically has norms for diagnosis, treatments, and some measures of resource use such as length of hospital stay.
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measures, such as lowered numbers of inappropriate admissions and lowered specialist referrals,
and ii) “ positive”  indicators tied to quality improvement, while dropping sanctions related to old
Soviet quality control approaches.
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  This portion or percentage is usually at the discretion of the facility itself.
��

  Under Russian law, bonuses are not subject to the same taxes as salaries effectively increasing the relative value of these payouts.
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Table 3

1994 Revenues by Source: Pilot Sites
(000 rubles)

Territorial
Fund

Oblast Local
(Rayon/City)

Other@3

Polyclinic No. 1 356.7 227.3 5

Polyclinic No. 5 598.8 398.2 110.8

Emergency
Hospital

2871.3 921.2 200.0

Children’s
Network

346.8 2569.9 66 63.5

Ferzikovo
Rayon

767.4 297.6

Maloyaroslavets
Rayon

1758.5 1205.5 50

5.1.1 Kaluga City Emergency Hospital

The Emergency Hospital is a referral facility for entire oblast.  It has 450 beds and 660 staff.  The
bed size has been decreasing:  In 1994 the hospital had 560 beds; by September 1995, this number
had been reduced by 50, to 510 beds.  The 1996 number reflects an additional reduction of 60 beds
(40 in gynecology, 20 in urology).  Space has been provided for an outpatient surgery center. 
Ninety-nine staff slots have been eliminated, 79 of them through attrition.

Approximately 10 beds in every department (average bed size of 40) have been converted to
“rehabilitation” beds.  This move eliminated 20 staff positions.  The “rehab” beds have saved the
                    
�J

  From out-of-pocket payments, employer contracts, Chernobyl Fund Program, and donations.
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hospital 8.7 percent in cost per average bed day.  The hospital’s chief doctor apportions the cost
structure of a bed day to the following percentages:  20 percent utilities, 27 percent salaries, 43
percent medications, and 10 percent food.

The hospital has 110 physicians, most are surgical specialists; 20 are intensivists.  Only eight are
therapists, the Soviet equivalent of primary care physician.  Most beds are in surgical units; only 90
beds are non-surgical (infectious diseases and medical therapy).  A large emergency center is open
7 days a week, 24 hours a day, and receives referrals from all over the city.

Stated goals of hospital are to i) open an outpatient surgical center with funds received from the
World Bank loan; ii) reduce ALOS from 14 to 10 days (the criteria for choosing this lowered
number are not clear); iii) increase the share of admissions for emergency surgeries from 56 percent
to 70-80 percent; iv) reduce unnecessary admissions; v) refer more planned (referred) surgeries to
the nearby Railroad Hospital, which has 70 surgical beds.  Currently the emergency/planned ratio is
80/20.  The facility wants the global budget to cover emergency cases, and use retrospective case-
based payment for planned cases.

The facility has developed an on-site health reform team, which includes the deputy chief doctor,
the chief economist, a programmer, and others.  To more precisely estimate its global budget, the
hospital has reviewed its caseload; physician expert groups categorized 30 percent of cases as
inappropriate admissions or as cases where patients can be discharged earlier for treatment in
another hospital or other setting.  One obstacle to reducing inappropriate admissions is that about
70 percent of admissions come through ambulance delivery.

Specifically, four types of cases were identified for potential savings:

�� treatment can take place at an outpatient center;
�� admission should be to a less intensive hospital;
�� patient is stabilized and can be referred within 48 hours to a less intensive inpatient treatment

setting; or
�� patient can be discharged earlier than currently is customary and can be referred for outpatient

polyclinic care, day care, or home care.
�

The hospital calculated costs per case from these projected reductions in admissions and lengths of
stay and applied the savings to the overall global budget.

The global budget will be implemented in January 1997, based on expected volume and case-
mix. Above a threshold of cases, the Fund will reimburse the Hospital on an individual case
basis.  No rules for fewer-than-expected cases exist; the hospital will keep the entire surplus. 
The Fund will hold a reserve fund for higher volume and/or severity than estimated.

The hospital will maintain a 10 percent withhold fund for staff bonuses, awarded on volume and
quality of work.  Quality standards are tied in to compliance with Medical Economic Standards,
plus other measures: re-hospitalization, inappropriate admissions, missed diagnoses, unplanned
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referrals to the ICU, re-operations, post-surgical mortality, and overall mortality.  Indicators vary
by individual clinical and paraclinical departments.  Many of these indicators came from the
ZdravReform CQI technical assistance work and are mixed-in with the old punitive fines and
penalties system.

Both physicians and non-physicians, such as union leaders, take part in a broad peer review system
that judges compliance with standards.  The peer review system has been in place for four years,
and the chief doctor reports it’s encouragement of quality care has helped to reduce queues and to
increase access to surgical care.

The hospital has at its own expense three positions—epidemiologist, clinical pharmacologist, and
quality coordinator—that originally were planned to be paid by the World Bank loan program.

5.1.2 Polyclinic No. 1

Polyclinic No. 1 has a medical staff of 44 physicians, of whom 12 are therapists, seven are
obstetricians/gynecologists, and seven are dentists.   In 1995, it had a catchment area of 30,000
adults.  In 1994, its reported 170,524 physician/patient encounters, about 80 percent of which were
visits to the polyclinic; another 20 percent were home visits from physicians.

The polyclinic has kept costs low in several ways:  For example, in 1995 the polyclinic had the
lowest rate of hospital referrals in Kaluga oblast (but still an astoundingly high 33 patients per 100).
 This is due to its “second opinion” program and referral criteria relating to general condition, with
a range of indicators and level of severity.  Referrals to any hospital are possible, though there are
strong administrative disincentives to refer to the oblast hospital, because it is more expensive per
admission. 

There has been “shopping” on the basis of quality of care, but until recently no comparisons on the
basis of price (other than the oblast hospital) since there was no incentive.  The polyclinic has a
women’s consultation center and in the past year has established a day-care center, which has the
potential to lower referrals to hospitals.  Utility costs are low, too, because of the compact, one-
floor polyclinic structure.  The polyclinic participated in Kaluga’s fundholding experiment in 1991-
92, and its administrators claim familiarity with Western cost accounting approaches, financial
modeling, and quality assurance for new incentives.

The Territorial Fund did an analysis of inpatient costs for 1993-95 for each urban referral hospital,
which included ALOS and bed-day costs by diagnostic category.  On basis of this cost analysis, the
polyclinic developed contracts with three referral hospitals.

Since May 1996, the polyclinic has operated under a fundholding contract with the Territorial
Fund.  The capitation rate that the Fund pays to the polyclinic is based on the three-year cost
analysis data base.  In addition, the Fund estimated savings it would realize from cases that once
were referred to hospitals but now would be treated on an outpatient basis, in day care or home
care.  It incorporated the cost of such cases, including associated costs of pharmaceuticals, in the
rate paid to the polyclinic.
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The polyclinic currently runs a general practice, which pays physicians a salary plus fee-for-service
for pre-surgical care, post-surgical care (e.g., removal of bandages), and extra patients (e.g., home
care).  It plans to establish a second general practice.  The polyclinic also will has two therapist
groups, one with five therapists and the other with seven; one is located outside the polyclinic.

The general practice has been given partial fundholding for primary care; in the future it will be
given additional funds for specialty referrals.  The entire pool of general practitioners  will be put
at risk as a group.  They are paid a base salary, with a bonus pool that is linked to utilization
management processes and improvements in efficiency (e.g., decreases in diagnostic tests,
specialist referrals, admissions, plus achieving immunization targets).  Specialists will be paid on a
fee schedule basis; it should be noted that self-referrals are currently a problem.

Early results of the fundholding experiment, as compared with 1995 include:

�� a lower average cost per patient of 13.8 percent; in some cases (specific diagnostic
categories) the decrease has been as much as 30 percent;

�

�� referrals in number of patients to the oblast facility has dropped from 131 to 111 per month,
from 88 to 62 for cardiology patients; and,

�

�� specialist referrals on an outpatient basis have dropped 29 percent.

The has created 12 day-care beds staffed by a physician and a nurse; patient flow is 25-30 per
month.  It has doubled the number of monthly outpatient surgeries, from 40 to 80 per month. 
Outpatient surgery rates could increase even further, but lack of supplies and equipment prevent
operation at full capacity.

The polyclinic has developed more precise cost estimates for referral and admissions, and these
are used in negotiating fees and payments.  The facility also has re-worked quality indicators for
district therapists, obstetrician/gynecologists, subspecialists and nurses, including compliance
with Medical Economic Standards and “positive indicators.”  The indicators are used for bonus
disbursement, which is as much as 30 percent of base salary.

The facility is engaging in employee education programs and seminars.  It notes a generally
higher morale among staff.

Old software systems are still in place.  There is no knowledge of the new software systems
developed by ZdravReform in Siberia.



{ PAGE  }

5.1.3 Polyclinic No. 5

Polyclinic No.5�� had 40 physicians and 355,217 reported visits in 1994.  Several other
facilities are affiliated with the polyclinic:  a day care center (15 day beds with a 60 visit per
day capacity), a smaller polyclinic station across the river from the polyclinic, four feldsher
stations (FAPs) in rural areas, and two FAP physicians.  The catchment area was 46,000 in
1995, not including 6,500 people who used employer-based clinics.

Polyclinic physicians have historically participated in a bonus pool program, with indicators
of quality and performance.  If the physicians meet a threshold or performance target, a pool
of funds is released to the physician group.  Decisions for allocation of pool are made by a
peer review processes.

There is an associated hospital which is small—it had 70 beds, 1,397 discharges, and 27,771
total bed-days in 1994—so referrals are often to other hospitals.  In fact, most admissions are
“easy” cases based on “social” rather than  medical criteria.  Referrals are based on price and
quality. There is no cost savings incentives for referring to least expensive site, but there are
strong retrospective administrative controls to refer do so.

Referrals from the polyclinic to the hospital have increased significantly in last few years due
to:  i) incentives for increased admissions (payment on a per case basis), ii) lack of
pharmaceutical coverage for outpatients, and iii) a lack of incentives to lower or stop the
increase in admissions. Polyclinic managers expressed interest in obtaining new funding to
increase capacity for emergency care in polyclinic;  this could reduce overall numbers of
inpatient referrals.

As mentioned above, the Territorial Fund analyzed inpatient patient flow and costs for each
urban referral hospital in Kaluga for 1993-95, including average lengths of stay and bed-day
costs by diagnostic category.  The analysis caused the polyclinic/hospital to identify
opportunities for cutting admissions or increasing efficiencies in the delivery of care in three
areas:

�� inappropriate admissions;
�� duplication of tests and pre-admission testing; and,
�� earlier discharge/referral of hospitalized patients to alternative treatment settings, such as day

care.

As a result, the polyclinic adopted new protocols for outpatient services:  referral criteria
for day care, referral criteria to the hospital, and diagnostic protocols for general
practitioners and sub-specialists.

                    
��

 Total expenditures in 1994 were broken out by polyclinic and its associated hospital: hospital expenditures were 286,629,500 rubles, of which
234,548,700 came from the Territorial Fund, 50,337,500 came from the Oblast Health Authority, and 1,743,500 came from out-of-pocket payments
for individual services.  The polyclinic expenditures were 1,107,826,000 rubles of which 598,784,700 came from the Territorial Fund, 398,276,200
from Health Authority, 7,500,000 came from the Chernobyl program fund, and 103,265,100 came from out-of-pocket payments.
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As described above, the Fund estimated its savings from having the polyclinic assume care
responsibilities now referred to inpatient facilities, and it incorporated the additional cases
into the outpatient capitation rate.  A fundholding contract between the Fund and the
polyclinic was signed in August 1996 and was implemented in September.  At the time this
case study was written, they had no results to report except for “higher morale” on the part
of the polyclinic staff.

The polyclinic will have 13 therapists in one primary care group, which will have a single
fundholding account.  There will be three pools of funds:  polyclinic, outpatient referrals
(specialists), and hospital care.  Costing and pricing of all polyclinic, day care and
paraclinical services were completed in summer 1996.  Payment rates were developed as
well as a negotiated fee schedule for specialists and per case negotiated rates for referrals. 
From the fundholding account, the polyclinic will develop a salary pool for bonuses.  The
facility will cut staff through attrition and use extra budget for increasing bonus pools. The
Oblast Health Authority will continue to pay for pharmaceuticals and ambulance care. 
Today, there are 3 trained GPs working in the polyclinic.

The physician bonus system has estimated that bonuses will be 25 percent of base salary,
but this tracking of performance and distribution of bonuses is on paper only; no payment
has been made due to lack of revenues from the Fund.  Distribution indicators are similar to
the ones outlined in Box 9.  The indicators are weighted according to policy priorities at
any point in time.  Currently, the priority is lowering admissions.

The polyclinic/hospital complex also may negotiate a contract with the Emergency Hospital
for two-way referrals. The Emergency Hospital would receive all emergency cases, and
Polyclinic/Hospital No.5 would take Emergency Hospital patients for pre-operative
admission testing and also post-operative sub-acute patients following surgery.  This could
mean a shift in beds to day care or skilled nursing beds at the polyclinic.

As with Polyclinic No.1, old software systems still are in place, although some have been
updated.  For example, there is the installation of new software (“ReStar”) for purposes of
financial management and quality tracking.  It contains 5,000 codes for individual services,
based on the standard MOH coding system of 52,000 codes updated just recently.  Again,
there is no knowledge of new ZdravReform software systems developed in Siberia.

5.1.4 Kaluga City Children’s Hospital and Network

The Kaluga City Children’s Hospital and Network is a vertical network hierarchy for children's
care; approximately 68,000 children are served.  Currently, a local network is being developed. 
There is a 300 bed hospital, with multiple departments: resuscitation, primary care, ENT,
neurology, neonatology, “0-3 years,” chronic care, and others.  (There is no maternity hospital.) 
For outpatient care, there is a main polyclinic for diagnostic tests and six outreach branches.  There
are home visits as well.  The outpatient care network is not legally organized but has developed
common goals, such as diagnostic screening and morbidity rate targets.  The network’s stated goals
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of reform are i) increased efficiency, ii) increased primary care, and, iii) restructured organization
and delivery of care.

The hospital currently uses the traditional 18 budget categories with Oblast Health Authority. It has
used some “interpayments” arrangement in polyclinic and about 2 percent of funds are held for a
physician bonus pool.

Importantly, the network will need political support of Oblast Health Authority and the City Health
Department since it is planning to move under the Territorial Fund.  It will move to payment by
capitation for the network of care, with either main polyclinic or hospital as fundholder. 
Interestingly, the network expects to receive more funds under capitation arrangement.

ZdravReform suggested fundholding for six polyclinics; the polyclinics agreed and hope to
implement fundholding in early in 1997.  Primary care doctors will receive funds for primary care,
specialty care, and 20-30 percent of hospital care.  Payment to physicians initially will be salary
plus bonus.  Ambulance care will continue to be paid from the oblast budget.

The hospital will be paid on a global budget basis, adjusted by DRG categories.  About 80
categories are being developed, based on following classification categories and adjusters: 
diagnosis (with an emphasis on high volume categories), age, sex, referrals, and utilization of
pharmaceuticals.  Some adjusters for “severity” are being considered.  Analysis has shown that a
fee schedule (vs. salary) approach for specialty referrals could generate savings.  Savings estimates
were also generated for reduced ALOS, reductions in tests, and reduced infections; altogether,
savings estimates were about 25 percent of total hospital budget for care.

The facility administrator and Territorial Fund also report activity related to:
�

�� analysis of utilization patterns, including ALOS;
�� inappropriate tests/diagnostics;
�� iatrogenic infections, referrals, and specialty consultations.

ZdravReform economist Dr. Tatyana Makarova provided technical assistance in internal costing
approaches to the Children’s Hospital and Network, and the Program provided funds for
collaboration with colleagues at the Children’s Hospital in Tver, where micro-costing analysis has
been underway for two years.  Costs are being calculated now by department.

There has been less emphasis by ZdravReform on this site because it will not continue as a pilot site
after the Program contract expires.  Work under the Bank loan program also will cease due to
concerns that assistance only reinforces the outdated vertical delivery system of care.  Public health
experts generally agree that health systems that focus on vertical integration of a single service—for
example, pediatric care—are not cost effective.  Integrating pediatric services with other health care
delivery services (horizontal integration) achieves better results.
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5.1.5 Maloyaroslavets Rayon

Maloyaroslavets rayon has been a leader in health reform in Kaluga and Tver oblasts.  Several
reform groups have been established: a leadership group, a specialty care, an economics group, and
a quality group.  In addition to  the central rayon hospital and polyclinic, participating rayon
facilities include i) the dental polyclinic at central facility site, ii) the emergency center at central
facility, iii) a milk kitchen for children 0-1 years, iv) a district hospital,  v) three ambulatory centers,
and vi) 31 FAPs.

The catchment area in 1995 was approximately 51,000 persons, 27,000 of whom lived in urban
areas.  This is a relatively large rayon.  It is a center of highway transportation links and has a good
revenue base from industry, which contributes 12 percent of overall oblast revenues.

The central rayon hospital has 240 beds, down from 300 beds two years ago.  It has nine
departments: surgery (50 beds), traumatology (30 beds), gynecology (30 beds), maternity (20 beds),
neurology (20 beds), infectious diseases (30 beds), internal diseases (60 beds), rehabilitation (3
beds).  About 160 of 240 beds are surgical beds.   The rayon employs 106 physicians, 16 of which
are hospital-based.  Sixteen are internists and 10 are pediatricians.  There are 480 nurses.  There are
a reported 600 visits per day.   A new central rayon hospital building was started but construction
was halted due to funding problems

The rayon is building a new rural district hospital.  The current one has 50 beds; the new one will
have 120 beds and is intended to be a post-acute/skilled nursing facility care.

Currently, outpatient care is reimbursed on a per visit basis subject to overall budget cap. 
Paraclinical services are paid on a line-item budget basis.  A new financing plan will fully
integrate/pool all revenue sources—local/rayon, Territorial Fund, and Oblast Authority—and the
rayon will develop a separate fund account organization for disbursement for all care.  The payment
design chosen by the rayon is similar to other sites: a capitation "rayon-at-risk" arrangement with
increased facility autonomy.  There is interest in global budget arrangements for inpatient care and
in fundholding with bonus pool arrangements for outpatient care.  New family and general practices
will receive capitation payment in 1997.  Fundholders will pay for specialists, paraclinicals,
ambulance, and pharmaceuticals.  The rayon wants to include 1-2 drugstores in urban areas and all
pharmacies in rural areas in the capitation arrangement.

There will be new GP-fundholding practices within polyclinic structure.  District therapists will
become general practitioners, and they will be allowed to join with pediatricians and
obstetrician/gynecologists to form family care groups.  There will be polyclinic-based fundholding,
with secondary fundholding accounts for individual doctors which can be used for base salary plus
bonuses.  Fundholder will pay for emergency care, pharmaceuticals, outpatient care and
discretionary inpatient care (20 percent of inpatient costs on average).  Funds will flow to
specialists and hospitals through general practitioners.  Over time, these general and family groups
will move outside the legal structure of polyclinic.
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Over the next few years, 17-20 practices (nine of them in urban areas) are planned, using existing
ambulatory centers and the polyclinic in the rural district hospital.  These practices eventually will
be group-based (e.g., therapists and pediatricians), but will start with solo family practitioners. 
Three rural solo practices will provide care at ambulatory centers in 1997 under the new model. 
The rayon hopes to establish up to 30 general practices under the World Bank financing program
over the next 6-7 years.

There will be a separate consultative, diagnostic and treatment center with specialists and
paraclinical services.

In early 1996, several analytic activities were initiated to prepare for  the new payment scheme:

�� technical consultants from Kemerovo developed cost analysis of inpatient and outpatient
costs, including differences in costs across age and gender groups (see Table A-1 in
Appendix A);

�

�� technical consultants also developed utilization profiles, such as use of specialist care, types of
visits, admissions per capita, patient flows in and out-of the rayon, flows across facilities, use of
services by each district (see Tables A-2 through A-7 also in Appendix A).

�

To develop more precise estimates of the hospital global budget, rayon physician expert groups
developed estimates of inappropriate utilization and admissions.  An analysis of costs per case were
applied to these estimates to add up savings from reduction in admissions.  Tables A-8 through A-
11 (Appendix A) illustrate this approach for the patients referred out of the rayon to the more
expensive oblast hospital.  Cost analysis for polyclinic care was used to factor in new, additional
costs for expected increases in outpatient care and other sub-acute care such as day care.  These
analyses have served as models for other pilot sites in the oblast which also are preparing for the
new payment approach.

Residual savings were split between inpatient and outpatient care, though exact percentages may
favor primary care sector.  A figure of 473 million rubles was given to the World Bank staff in
June.  Finally, there was an analysis of the cost of additional paraclinical services and
pharmaceuticals for outpatient care. These estimates were subtracted out of the hospital global
budget.

Final calculations of the hospital global budget were done in late 1996.  These include:
�

�� costing of the remaining services into the fundholder budget—emergency care, laboratory
testing, drug cost benefits, chemical dependency, mental diseases, tuberculosis, obstetrical
service points, and community hospitals;

�

�� development of new drug supply model—establishment of pharmacies, requirements of drug
prescription procedure, setting up drug reserve stock, and budgeting primary care for drugs;
and,
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�

�� budgeting general departments of primary care as secondary fundholders.
�

A cost/volume contract was developed for the global budget payment.  There will be a 15 percent
risk corridor developed between the Fund and the rayon.

A physician bonus pool was set up based on the following targets: admission reduction, reduction
in ALOS adjusted by diagnosis, reduction of duplication of tests, and patient outcomes.
�

The rayon has also set up a utilization management unit for i) pre-admission testing, ii) admission
certification, iii) concurrent review, v) discharge planning, and v) moving social cases to day care
centers and skilled nursing facilities.

While the calculations for the general practices and the hospital global budget are final, there is
internal discussion with the Territorial Fund as to whether there should be a rural/urban adjuster
for the capitation rates to encourage or attract providers to rural areas.

Contracts were expected to be signed in early 1997, with implementation April 1.  Estimates of
first year impacts include a 12 percent change in numbers of inpatient/outpatient flows (which
they estimate could save 10.8 percent of funds), and another 12 percent drop in patients referred
to oblast-level facilities (approximately 20 percent savings).  The savings estimates do not
include expected increases in costs for more intensive outpatient care or numbers of services.

No changes in staffing are expected, although general practitioners in rural areas will be asked at
the end of the first year about reducing the number of outreach feldsher stations included in the
capitation rate.  Some may be eliminated if their closure is not expected to hurt quality.  General
practices will have a centralized financial tracking and management service provided through the
centralized rayon facilities’ staff and through a central “Resource Management Committee.”

As mentioned above, three general practitioners already are in place with an office outside the
polyclinic structure.  Each will have a risk pool if the capitation rate is not sufficient; high cost
cases will be referred to oblast or federal facilities.  Physicians will be paid on the basis on
normative salary base plus up to 30 percent in incentive bonuses.  The remaining surplus will be
used for equipment and supplies—at least initially—and this policy can be reviewed by the
Resource Management Committee.

Patient education to discontinue bypassing referral system will be emphasized in 1997. 
Currently, 18 percent of patients bypass assigned physicians.  The goal is to lower it by 60
percent in the first year.

5.1.6 Ferzikovo Rayon

The Ferzikovo rayon site includes the central hospital and polyclinic and other participating
facilities/units in rayon: i) district hospital (30 beds), used for “social” admissions only, ii) 20
FAPs, and iii) three ambulatory centers.  The central rayon facility in 1994 was a 210 bed general
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acute hospital, with a broad range of surgical and medical units and beds.  The catchment area in
1994 was 17,500 (total population of rayon).  This is a rural rayon measuring 1,266 square
kilometers; it is largely agriculture-based, with only 760 employees employed in non-agricultural
jobs.

The rayon is heavily overbedded, with 8.72 beds per 1,000 population.  The number of out-of-rayon
referrals (about 35 percent in a recent analysis of patient referral patterns) has suggested the need
for target caps for inpatient care with accompanying selective contracting with other hospitals in the
oblast. Indeed, the rayon has spent much of its time focusing on approaches to convert beds and to
refer patients to nearby urban centers for care, especially for specialized care.  Closed beds can be
converted to other uses as appropriate.  Some options have been discussed including use of space
for physician living quarters, use of beds for skilled nursing care or hospice care, and selling of
assets to private-sector groups.

Reform also has been slowed by the local oblast and rayon elections of November 1996, and
generally the rayon has been decimated by the loss of key personnel—the deputy director, the
chief economist, and the chief accountant—over the last year.  It has lagged behind other pilot
sites for several months.

Nevertheless, payment models will be implemented by April 1997.  To prepare for this
implementation, they have developed a three-year data base for analysis of patient flows, levels
of utilization activities, specialist referrals, and estimates of increases in outpatient flows.  It will
have two general practices initially, with plans for five independent general practices and one
group practice within the polyclinic.

They are implementing management restructuring in parallel with payment reforms, including:

�� shutting down half of the central rayon hospital, from 210 to 115 beds;
�

�� developing a referral structure for sending patients to the city hospitals to which most
patients now self-refer;

�

�� shutting a maternity wing of the central rayon facility while expanding the outpatient Mother
Child Health center for prenatal care;

�

�� consolidating laboratory and pharmacy services; and,
�

�� providing staff with vacation time when patient demand is low (summer months).
�

They have also closed the local district hospital of 30 beds. (It has been taken over by the oblast
psychiatric hospital.)



{ PAGE  }

�23 ��������D5

=�������������������1�
�����	
������������
�6���5��
��.��"��!������������:�����������9�	�����

�������� ��� ��������� ���� �������� ����������� +������ 2����� ���� 3���������� ����������� ���

��������������������+������7�
�
����3���������������������,��
����������������+��������	�
�����

������������������������������������
��������
������:����������������������4�����
�=�������������

����� ���� �	�
���� ���� ������������ ��� ���"� ����� ������������ ����� F��

��%���F� �������� ����

�
�������� ��� ���� >�9�� � -��� �������
�� �
��� �������6��� ���� ���� �	
����;� ���!������ ��� 3����


���������� ���� 1�
���;�� #�������$� �����
�� ��
������ ��� ������ =������� �	
����� ��� ������ ��

����������������
���������������
���
���������������������
��������������������������

-��� 
�������� ��� ���� NKJ� ��

���� 5��
�� .��"� B���� �������� ���� �� ������� ����������� ������ ��

����
��� ������
� ���� ��
����
� ��

������ ��� �������� � �������� ���� 1�
���� ��
��� ����� �����
��

��������������������������������������������������������������������������
���������������

A�������5��
��.��"��������%��������
����������1�
�������E�����??)��������������'���	����??)

��
����� ����� ���� ���� ����� ����� ���� ��
��� ������ ������� �������	
�� ����������� ���� ��������� ��

���
������������
�����������,�������������.��"�������������������������������������������
���

��������

9������
�����
��������������
����������������
�����������
��������������������
������������
�����

����
��
�	�
�	�������
�
������������������
�����������������������������������������������

���������
���������

Nevertheless, obstacles remain relative to full reform.  One is the continued issue of
underfunding. The underfunding stems from the lack of  both compliance with and collection of
the payroll tax and municipal and rayon contributions for the non-working population.  For
example, in 1996 the city health department provided almost no funding for non-working
population due to lack of available revenues. The Kaluga Territorial Fund leadership stated in
December 1996 that revenues have been almost impossible to estimate over the last few years,
and that anticipated revenues have accumulated at a much lower level (60-85 percent, depending
upon the month and quarter) than what was budgeted at the beginning of the year.

Currently, the Fund can provide revenues only for Articles 1 and 2 (minimum salaries and taxes
on provider salaries) under the negotiated at-risk arrangements.  Patients themselves pay for all
medications and inpatient meals.

The underfunding is further complicated by a proposed October 1996 “Article 3 decree” for all
the Russian Federation.  This decree proposed that municipal and rayon administrations, rather
than the Territorial Funds, pay for utilities and maintenance of health facilities.  The decree was
enacted in some oblasts with the agreement of both the Ministry of Health and Federal Insurance
Fund as a way to increase funding for health care.  However, the decree effectively blunts
incentives for efficiency in management and organization of care; it is expected that managers
will be more reluctant to close beds, wings, or entire facilities as costs are essentially “passed
through” under this decree.
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The decree was not enacted in Kaluga oblast.  Instead, the general underfunding issue is rightly
perceived by Territorial Fund leadership as a reinforcement for continuing or even accelerating
reforms to improve efficiency of existing resources, rather than as a potential obstacle to the
World Bank program.

The Territorial Fund is pursuing several areas of financial analysis and modeling in order to 
consider alternative approaches to ensure that costs and covered services are consistent with
available revenues in the short term.   These areas of interest are:

�� developing a plan for rationing of services, particularly high-end discretionary services such
as elective surgeries;

�

�� restructuring the basic benefits package;
�

�� introducing cost-saving inpatient diagnostic-based clinical protocols.  The Fund is now
introducing new protocols for outpatient care, such as management of hypertension, but are it
is not introducing any new protocols for inpatient care where more substantial savings might
be possible;

�

�� making a more focused analysis for facility-based decisions, that is, picking a small number
of facilities and looking at options for reducing ALOS, decreasing admissions, using nursing
care services and day care, and so on.  This could help the local facility chief develop options
for restructuring the facility or mix of facilities in a geographic area; and

�

�� changing the current per admission rates or approaches for facilities outside the pilot site.
�

The oblast also is considering financial management training, both in Russia and in England. 
With the start of the pilot program, there is a perception of a clear attitudinal shift, but the oblast
needs to see that there is appropriate managerial capacity in the implementation stages across the
entire oblast.

The Fund is also reviewing the downturn of beds over the last few years.  Decreasing staff has
also been initiated, but Mr. Omelchenko, the Fund director, does not perceive Kaluga as
especially over-doctored at 2.7 per thousand population.  Salaries and salary scales are also still
perceived as under the Federal normatives, along with salary scales and funding issues such as
Article 3.22

Clearly, Kaluga oblast has taken significant steps over the last few years.  Much remains ahead, but
already Kaluga has become a recognized leader across the Russian Federation and across the NIS
countries generally.

                    
��  There has historically been less interest in reducing staff positions because of the normative which tied levels of staffing to number of beds.  Once
beds are reduced, allocated monies for staff is also reduced.  The Chief Doctor’s salary is also tied to the number of beds.
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