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Costing and allocation methods in the context of
capitation for health services
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Executive summary

The study aims at identifying health service costing method, assessing health budget
allocation formula and determining variables for costing and allocation formula of some foreign
countries and Thailand’s National Health Security Office (NHSO). A comparison in these issues
between foreign countries and NHSO is employed as a basis for suggesting improvements for
costing method to reflect an actual resource utilization and for resource allocation to be equitable.

The comparison of the capitation costing method points out 4 differences as follows.
1) Foreign countries classify health resources into direct costs, indirect costs and overhead cost
while NHSO categorizes health resources into material costs, labor costs and capital costs. 2) The
cost allocation in foreign countries is made from units of support services to patient treatment
services and eventually to specialties and programs. In the case of NHSO, costs from non-revenue
producing cost centers and revenue producing cost centers are allocated to combine with other
costs in patient service areas and non-patient service areas. 3) Activities of health Services are
determined in foreign countries to capture different uses of health resources, which can be grouped
by DRG and APC. Choices of health service activities are found unclear in the case of NHSO.
Although DRG is used for inpatient services for some time, a link between DRG and the resource
consumption is not based on records on individual patients. 4) Foreign countries rely on relative
weights as the measurement unit of health service activities whereas NHSO, the cases of outpatient
and inpatient.

The comparison of the resource allocation formula highlights 4 differences as follows.

1) The formula of foreign countries is based on 3-4 major types of health services while NHSO
included 8 types of health services in 2003 in the formula and increased up to13in 2007, 2)
Various age-sex groups are formed in order to differentiate Significantly the utilization of health
services. The need of people’s health services is incorporated in the formula. NHSO’s formula
does not contain the need of health services. 3) Foreign countries make additional resource
allocation to compensate for differences and changes in the cost of health services on basis of
production factors. Even though NHSO provides more budgets for the cost differences and
changes, the size of the budget, based on the population, is not squared up with the real resource
uses. 4) Many disaclvantaged groups are recognized in foreign countries and obtain addiitional
budgets with the aim of reducing obstacles and difficulties in access to health services.
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Rehabilitation of the handicapped is the only one health service for disadvantaged people that is
entitled to NHSO’s adaitional budget. No other disadvantaged groups are considered.

There are four ways to improve NHSO’s costing method and achieve the better use of
health resources. 1) The cost of health services should classifies into direct, indirect and overhead
costs. 2) A further division in cost centers and revenue centers should be made so that more
accurate use of resources is known. 3) Activities of health services should be identified in order to
realize the actual use of resources. Inpatient services can represented by DRG and outpatient
services by APC. 4) A relative weight approach should account for the genuine use of resources.

There are also four means of adjusting NHSO’s budget allocation formula and attaining an
equitable budget provision. 1) The budget allocation by means of a fixed capitation should be made
only for outpatient services, inpatient services and prevention and promotion services. 2) Different
age-sex groups coupled with their need of health services should be set up so that a fixed capitation
for each group can be determined accurately. 4) A development of the health need index,
approximated by the utilization model of health services, is necessary in the budget allocation
formula. 5) Additional bucgets compensated for differences and changes in the health service cost
should be determined by standard criteria. 5) More disadvantaged groups should be qualified for
special budget, the size of which can be flexible and compatible with changes in conditions
surrounding each disadvantaged group.

Two recommendations are proposed for NHSO to improve its costing method. 1) An
approach of activity-hased costing method, based on the data of the 0110-5 report, should be used
to categorize the health service cost into direct, indirect and overhead costs for hoth outpatient and
Inpatient services. 2) Factors affecting an alteration in the ratio of the total cost of outpatient
services to the total cost of inpatient services should be analyzed in order that the ratio can be
employed appropriately in the short-cut version of the costing method.

Similarly, two recommendations are given for NHSO to improve its budget allocation
formula. 1) Health need index should be constructed by means of modeling the health service
utilization, which can be estimated by data from the 0120-5 report, local governments and
provincial health offices. 2) An analysis of the budget allocation from NHSO to community and
provincial/regional hospitals (the revenues received appearing in the 0110-5 report) can establish
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the relationship between the hospital revenues obtained from NHSO and the components of the
criteria used in the budget allocation formula.

Further research for the costing method that NHSO can undertake involves two issues. 1)
Health service cost is computed by activity-based approach with the data support from the 0110-5
report. The research will reveal direct, indirect and overhead costs of outpatient and inpatient
services. 2) Aninvestigation of factors affecting the ratio of the total cost of outpatient services to
the total cost of inpatient services should be carried out. The research findings can identify factors
to incorporate in a formula reasonably governing the estimated ratio.

Further research for the budget allocation formula that NHSO can perform pertains to two
issues. 1) The health service utilization is modeled to estimate the health need index of the
population. 2) An association is examined hetween the hospital revenues obtained from NHSO
and the criteria components in NHSO’s budget allocation formula. A derivation of a formula in
linking the revenues and the criteria components is an important research result.

Key words: the capitation costing method, the budget allocation formula, National Health Security
Office
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I&sunsii copayments Tu 5 sremisie 1) Mechanical ventilation 2) Thalassaemia 3) Atrial
septal defect closure 4) Abdominal Aortic Aneurysm Stents uaz 5) Colonoscopy

2.5 IEmsMruanunUUI MIgUMNIULITHIND 1w ve Il sTmALmNa

ﬂizmmmummﬁmmwmmmﬁ%zﬁwmﬁmmﬁéfunummgm (Standard cost list)
T provinces e anwausit) 1994 echalsiiay Thites 2 T 10 provinces (Alberta waz
Manitoba) enunsadaiisenmsdunuuiasgulaludl 1998 swwmsdunuinasgunemsia
nquus s guawdinldmuioss (commonly used services) Faflunsdmuadunuls
aaanth (predetermined) iivel$iuntsdreds (benchmark) wsodaumuvesdunu
(representative cost) Aunudidnalddmvajegluzivesdumderiao (UNit cost) Tiviae
W lunsdsziiiusiomsdunuunasgu Provinees dauluajludszmanuimdwiusionms
é’]’unummgmmﬂé’funuﬁLﬁﬂsﬁuﬁﬁq (actual costs) anmslduSasguamluszuunims
qUANYDIAY

nsfmuadunuusmsau 19 uwoihedsunduiluluawszuy Case Mix Group
(CMG) sitoswunauldlu CMG misnguandlunmmsidesouasmsmdaifundn
mﬂﬁeué’q"lﬁ'uﬁqsiaﬂaq"lﬂﬁﬂﬁﬁzﬁummqumﬂ (complexity level) voan1s1¥n1ssnumennia
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Tupssasmena CMG s1emaiiu nf3eudiousy CMG S18MIBUN

RIW azieugunuvesmsliuims1dlndimennumdussanniiaa ilesdasns
frua I8 uundunumeasaasnsznedunu overhead lugusmsfinesdes RIW 714y
nsfnaduuusnsguamineg lunaeguuuiienevauesnisti 1 finanvae
RIW fldsueduseid 4 qulivude

L RIW de5u (RIW per day w3e PDW)

2. routine and ancillary cost per day (RA PDW)

3. Blended outlier cost per day (Blended outlier PDW)

4. RIW dwSunsaifisty (infu deaths, sign-outs, transfer to other hospitals, and long-
stay outliers)
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uisdeseomilu RIW de¥u routine and ancillary cost per day (RA PDW) Blended outlier
cost per day uaz RIW dhusunsdiiiey

2.6 F3msdaassninennsauuImsgunmveslszmadingy

NHS sis10&usaz3) (recurrent revenue) #l85uanansgunanaraniaass v
Fousmsqunmdson Primary Care Trust (PCT) sudszanaiiisaassIdiiae usiu cash
~ limited +iude PCT Wareiunhiisaass W18 ailszasdveamsnssnsautszinadio
msadunmaiifionvesTemalumaidaws mguamdmsudszrnsiinaundesdi
wianu (to sauce equal opportunity of access to healthcare for people at equal risk) umna
Ufiia madaassautsznaldunavonlszansd PCT ﬂumﬂuwé’ﬂué’adaqﬁmﬁﬂ (15)
droanailade aun anusuilu (Need) wazdunuvesmswaa (cﬁya) uSmsqumn (00st)
uansefsEn e mssaassasznaniaiiy 4 AUMUANHULYDILT MIFUAIN
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services w3e HCHS) 2) voasiauat (Prescribing) 3) u3msmamsunméduitugms (primary
medical services) wagd) mstlesiunaznissnudilae HIVIAIDS (HIVIAIDS)

Uszannsd PCT qua (relevant population) Lﬂuﬂizﬁmmﬁmﬁ’aagi“luﬁyuﬁﬁ%mu
msd1saanTulszanns (Census) wves Office for National Statistics ed1alsAams szanns
uitufnuszdunzDoufuummdns§is (GP) fegly PCT duld sufu Suufudesd
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sz e fuan S LszanT R
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