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. EXECUTIVE SUMMARY

A. Introduction

1.  This working paper is one of a series produced by PINZ, a consulting firm engaged by the Asian
Development Bank (ADB) under the ADP-Republic of Palau (ROP) Facility for Economic and
Infrastructure Management Project. Collectively, the papers in the series identify policies and
institutions needed to improve national development on a sustainable basis over the medium term (FY
2009-2013). Sustainable development is defined as:

a sustained and widespread improvement in general standards of living while preserving
the cultural and environmental values of the people of Palau.

2. This paper focuses on the health sector. It summarizes the current situation in health and health
care financing, identifies financial challenges confronting the sector, and examines options for
medium-term (five year) fiscal adjustments totaling $3.3m.

B. Vision and Goals

3. The overarching vision for national development set forth in the National Master Development
Plan (NMDP commonly known as #APalau 20200) r
Medium-Term Development Strategy:

to substantially enhance the quality of life of Palauans and future generations of
Palauans.

4, Health is an essential component of national development. The vision for financially sustainable
health services set forth in this paper builds on the vision already articulated by the Ministry of Health
with the addition of a phrase relating to financial sustainability:

Healthy Palau in a healthful environment at a cost affordable to government and
people.

C. Health Care Financing

5. In FY 2007, Palau spent $15.6m on health; equivalent to $722 per resident and 8.3 percent of
GDP. This figure represents only cash expenditures; it excludes in-kind donations T equipment,
services, personnel, and training i valued at over $1m. The Ministry of Health generated 90 percent of
these expenditures ($14m) while the private sector generated 10 percent ($1.6m). Government
funding (Palau Government and donor governments) provided $12.1m of the total while private out-of-
pocket expenditures totaled $3.5m.

6.  Several key issues in health care finance are identified in the paper.

Health expenditures in relation to GDP:
i. Expenditures in relation to GDP are in line with global averages (8.7 percent).

emai

n

i. Onet hird of Palaubés health expenditures derive

grants but excluding COFA transfers); this is high in comparison to global averages (0.3
percent).
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iii. Seventy-six percent of financing for those activities that constitute the stated health care
priorities of the nation i health promotion, prevention, and primary health care i are
funded by U.S. Federal programs.

Government has a constitutiomhs$i dnanaecdd ehe¢ @l tphh ovade
level of subsidy that satisfies this mandate has not been defined. At present Government shoulders
most of the financial burden for health care.

i. Private expenditures represent 22 percent ($3.5m) of sector-wide expenditures.

ii. Private expenditures represent 14 percent ($1.9m) of Ministry of Health expenditures.

iii. Because more than half of the MOH funding is from restricted accounts, the MOH is
underfunded in the minimally restricted OEK-appropriated accounts. The level of
underfunding is estimated herein at $1.2m (FY 2008).

iv. The MOH at present only minimally funds capital investments required to maintain its
facilities and medical equipment.

In order to move Palau toward its stated goal of self-sufficiency and to balance the government
budget, the MTDS projects that macro-economic fiscal adjustments valued at up to 25 percent of FY
07 government expenditures may become necessary over the life of the MTDS (2009-2013). Half of
these adjustments (12.5 percent) are expected to come from new government revenues and half to
come from reduced government expenditures. For the MOH this means adjustments valued at $1.6m.

7. Based on the preceding analysis, the total adjustment target for the (public) health sector is
$3.3m comprised of new funding to cover existing shortfalls ($1.2m), proposed allocations toward
capital equipment ($0.5m), and offsets for projected reduced revenue in-flows ($1.6m).

D. Financing Options

8. Prevention of disease and complications of disease is the ultimate sustainable financing

strategy. Prevention, however, will have only modest impact on the medium-term financial outlook
since the behavioral ri sk factors that give rise
Prevention will mainly impact on the long-term financial outlook as younger people (hopefully) adopt

more healthful behaviors.

9.  Seven broad strategies are proposed to address medium-term fiscal adjustment. The strategies
are:

i. To strengthen the enabling environment within the MOH in support of sustainability;
ii. To prevent disease and complications of disease;
iii. To increase patient care and non-patient care revenues;
iv. To diversify funding sources;
v. To enhance efficiency;
vi. To evaluate options for reducing expenditures for certain high cost tertiary services;
vii. To evaluation the feasibility of applying a public service utility model to health.

Medium-Term Sustainable Financing - Health 2
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10. The Ministry of Health has an excellent budgeting and financial accounting system. This is an
essential foundation for financial sustainability. To this foundation, the following measures are
proposed to be added:

1. Enabling Environment for Financial Sustainability

i. A ministry-wide sustainability task force that will engage managers from all units along with
health providers to consider sustainability issues and prepare a medium-term Health Care
Financing Plan using, in part, the information and recommendations contained in this
working paper;

ii. Information about the actual cost of services delivered;

iii. A prospective depreciation schedule for capital assets that supports projection of capital
investment needs over a rolling five year planning horizon;

iv. Improved tracking of patient account receivables with a focus on current accounts that are
most likely to be collectable;

v. Integration of financial considerations into all program, division, and bureau plans;

vi. Increased awareness of costs by both consumers and health care providers.

2. Prevention of Disease and Complications of Disease

11. Non-communicable diseases are the leading cause of hospital utilization and death. They are
also the leading cause of high cost tertiary care (including medical referral and hemodialysis). The
Bureau of Public Health has developed a strategic plan that identifies and addresses priority diseases
and underlying causes of diseases. Ensuring adequate resources to implement this plan is an
important element of sustainability. Proposed actions include:

i. Use of priorities to track costs and expenditures and to choose between competing
priorities;

i. Designated taxes on tobacco and alhgyoh ofl o omrso
earmarked for support of health prevention and promotion;

ii. ldentification of earmarked revenue streams to support other health priorities;

iv. Enhanced capacity within the Ministry to integrate health considerations into national
development policies, priorities, and development choices.

3. Revenue Enhancement i Target $1.25m

12. The current fee schedule has several features that promote health such as: differential charges
for visits to community health centers, hospital clinics, and the emergency room; protection of the
medically indigent from excessive charges; full or partial subsidies for services that promote the public
interest (e.g. immunization, communicable disease control, and health promotion). As changes are
made in charges and fees, these health promoting features of the existing fee schedule should be
retained.

13. Revenue enhancement must begin with an up-to-date cost-of-service analysis (see section
[.D.1). Charges will then need to be gradually revised in line with actual costs. This will mean that
some people will pay more for health care but their burden can be lightened by modifying the existing
sliding fee scale to:

i. Introduce 80 and 90 percent charge categories so that the highest earning households pay
closer to the full cost of care;

Medium-Term Sustainable Financing - Health 3
November 2008



C Education... Global Specialists

i. Revoke the 30 percent subsidy now enjoyed by foreign workers since there is no
constitutional prerogative for non-citizens to receive subsidized health care;

iii. Introduce nominal charges for behavioral health services;

iv. Introduce nominal charges for services delivered at home or in the community.

14. The burden will also be lightened if an insurance or insurance-like scheme can be introduced.
Currently about 2,000 residents have traditional private health insurance through three on-island
affiliates of U.S. based insurance companies. These are employees (or their dependents) of twenty of

Pal aubds | ar g e s-privatercarporatiors. Monthly premriums ($65-$75) are high relative to
wages in part because of Palauds s mal Is.lpgoveronieatt i on
as the largest employer were to facilitate access to insurance by its employees (even without sharing

a portion of the cost), the pool of insured persons would expand and costs would theoretically drop as

risk is distributed over a larger population pool.

15. There have been several proposals for national health insurance dating back to 1995 but no
proposal has garnered sufficient support to gain endorsement by the OEK. A proposal now before the
OEK will establish mandatory Medical Savings Accounts with employee-employer contributions for
every worker and government contributions for the medically indigent. Following an 18-month period
of capitalization, individuals can draw on their MSA to pay medical bills. Collections under this scheme
will be in the range of $8m-$9m per annum but the funding actually flowing to the Ministry of Health
cannot be easily calculated on the basis of available information. A subsidiary component of the MSA
proposal is a requirement that the MOH identify a secondary insurance carrier with premiums for
individuals paid from their medical savings accounts. The Asian Development Bank will field a
specialized team of health economists in July 2008 to further assess this proposal.

16. Other strategies identified for enhancing revenues include:

i. New environmental health fees associated with proposed new services incorporated in the
National Environmental Health Action Plan (2008-2010);
ii. Introduction of rental charges for commercial operations using government facilities;
iii. Designated tax revenues to underwrite specific public health costs.

4. Diversifying Funding Sources i Target $0.8m

17. This strategy addresses short-term adjustment issues albeit not the larger issue of sustainable
health financing since in many cases diversification substitutes one donor for another. Diversification
does, however, reduce vulnerability and for this reason, is worth pursuing.

18. The Ministry of Health has long relied on bilateral donors to finance capital investments
(including training) and more recently has enjoyed success in expanding this strategy to meet
recurrent costs (e.g. emergency room staffing supplied by the Republic of China-Taiwan). To meet
adjustment targets through diversification, external relations will need to be given higher priority within
the Ministry and an explicit Asales and marketingbo

5. Efficiency and Privatization i Target $1.25m
19. Assessing and enhancing efficiency is an ongoing management process. In recent years the

Ministry has implemented a number of measures designed to enhance efficiency, examples of which

Medium-Term Sustainable Financing - Health 4
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are found in the text of the paper. Over the medium-term, priority actions to further enhance efficiency
include:

i. Improving the skills of middle managers;
ii. Devolving procurement authority back to the MOH,;
iii. Improving maintenance of medical equipment and prospective planning for replacing
equipment at the end of its economic life;
iv. Reducing the management costs associated with U.S. Federal grants;
v. Addressing the problem of medical ward beds doubling as long-term care beds;
vi. Improving diagnostic capabilities to reduce off-island referrals; and
vii. Consolidating health offices now scattered around Koror.

20. Privatization is a sub-strategy closely linked to efficiency. To date, mortuary and janitorial
services have been privatized in whole (mortuary) or in part (janitorial). Several other services are
identified as candidates for future privatization - security, laundry, and biomedical services.
Privatization for several other services is also under consideration. Decisions about privatization,
however, need to await completion of cost analysis since it is difficult to make informed judgments
about potential savings from alternative service mechanisms in the absence of cost data. For
privatization to make an impact on costs over the medium-term there is also need for the Ministry of
Health to work with the Ministry of Finance to streamline procedures for reduction-in-force that may be
necessitated by privatization.

6. Assess Options for Financing High Cost Tertiary Services

21. Although Palau has done a good job in controlling the growth of the medical referral budget, an
aging population, increased prevalence of non-communicable diseases, and possible termination of
free services now provided by Tripler Army Hospital in Honolulu will create pressures over the medium
term for increased expenditure. Hemodialysis is offered locally but at substantial cost (estimated
$40,000 per patient per year). Two strategies are proposed to address the financial aspects of referral
and hemodialysis:

i. Prevention of disease and complications of disease (see 1.D.2);
i. Assessing feasibility of HAcatastrophic careo i

7. Health as a Future Public Service Corporation?

22.  Anincreasing number of health care providers are calling for a major overhaul of the health care
system with some services (inpatient care and possibly a portion of ambulatory care services)
reorganized along the lines of a public service corporation albeit with continued government subsidy in
accordance with the constitutional mandate for health. Such a move would allow health managers
greater control over personnel, procurement, and other inputs. This is a radical proposal and one that
is sure to be controversial with the public. Clearly it requires careful study. Over the medium-term, it is
recommended that the proposed Sustainability Task Force (see 1.D.1) be given responsibility for
thoroughly evaluating the concept. If considered viable, implementation steps can be integrated into
the health care financing plan later in the MTDS period with implementation targeted for the next
MTDS (2014-2019).

Medium-Term Sustainable Financing - Health 5
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23. The health sector, and in particular the public sector, faces a number of financial challenges over
the medium-term that will require fiscal adjustments of up to $3.3m. These are not new challenges,
however, and the Ministry of Health has already established a framework for action in the form of
planning, budgeting, and fee-collection systems. These existing systems provide a solid foundation for
new measures to address upcoming issues.

E. Conclusions

24. Table 1-A summarizes the strategies and action steps proposed in the working paper for
meeting the medium-term fiscal challenges faced by the MOH. Each action has been ranked by a
cross-section of health managers on the basis of:

i. Supporti extent to which the action is likely to be supported by stakeholders;
ii. Impacti extent to which the action will address the health financing challenges;
iii. Do ability T extent to which the action is feasible to implement.

Because action steps have evolved out of consultations, it is not surprising that all actions appearing
in the table have similar ASI D6 r ank-+dmpactsand IGwh r o u g h
feasibility actions were deleted prior to ranking. Actions are also prioritized by the author, partially on
the basis of their ASI DO score but also taking int
B presents the action steps organized according to an implementation time line.

Medium-Term Sustainable Financing - Health 6
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Table 1.A. Strategic Plan for Sustainable Financing i HEALTH

Vision. Healthy Palau in a healthful environment at a cost affordable to government and people.

Goal. By 2013, to implement a combination of strategies that will achieve fiscal adjustment equivalent to $3.3m.
Strategy Action Action SID Priority | Responsibility Cost Timing
Number Rating Rank
(1-10) (1-5)
1. Strengthen 1.1. Create a ministry-wide financial 8.1 1 Minister Staff time Yrlé&
enabling sustainability task force to: Yr 1=7200 | Ongoing
environment within - Finalize sustainable financing Yr 2-5
MOH in support of plan 4800
sustainability - Address long-term financing
issues (see Actions 3.2, 6.1, 7.1)
- Continuously monitor
implementation through the
MTDS period
1.2. Determine the actual cost of services and 8.2 1 Task Force Staff time Yrl
develop data base to periodically update (1.1.) with Office or local
as cost of inputs change. of Health contractor
Administration ($10,000)
1.3. Increase awareness of costs on part of 8.0 3 Task Force with Nil Yr 2
providers and consumers directors, chiefs,
- Revise patient bills to reflect coordinators
subsidy and charge
- Educate staff about costs
- Create incentives for staff to
identify waste & inefficiency
- Conduct periodic willingness to
pay surveys
1.4. Produce regular timely reports on patient 8.0 3 Office of Nil Yr 2
accounts receivable Administration
- Distinguish accounts by age and
collection status
- Write off Aol do
cannot be collected
Medium-Term Sustainable Financing - Health 7
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Strategy Action | Action SID Priority Responsibility Cost Timing
Number Rating Rank
(1-10) (1-5)
2. Prevent disease 2.1. Prioritize services based on their impact 8.7 1 Bureau of Public Nil Year 1
and complications on priority diseases and underlying causes Health
of disease of ill-health.* Information will be used in:
- Setting fees to ensure they reflect
public health priorities
- Developing a tracking system to
identify resources allocated to
public health priorities
- Developing a tracking system to
identify costs to the nation of
selected conditions of ill health
- Making selections among
competing priorities for funding
2.2. Ensure sustainable local funding for 7.8 2 Advocacy i Revenue Year 1
tobacco control and closely associated Bureau of Public | Generating
activities through a designated tobacco tax Health; Action T
as proposed in the draft Comprehensive OEK
Tobacco Control legislation now before
Congress
2.3. Ensure sustainable local funding for 7.4 3 Research, Revenue | Year 2-4
alcohol control and closely associated development, Generating
activities through a designated tax on advocacy 1
alcohol (work in progress through Division Bureau of Public
of Behavioral Health) Health; Action 1
OEK
2.4. Ensure sustainable local funding for 7.2 4 Research, Revenue | Year 4-5
control of obesity and management of development, Generating
obesity-related NCDs through a advocacy 1
designated tax on certain unhealthy foods Bureau of Public
(proposal now before House of Delegates) Health; Action-
OEK
! This action has been largely completed in the work ongoing to prepare the comprehensive strategic plan for the Bureau of Public Health.
Medium-Term Sustainable Financing - Health 8
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Strategy Action | Action SID Priority Responsibility Cost Timing
Number Rating Rank
(1-10) (1-5)
2.5 Identify opportunities for sustainable Not 3 Research, Revenue | Year 2-5
financing of other public health priorities Ranked development, Generating
now funded by Federal grants (e.g. advocacy 1
immunization, depression, emerging & re- Bureau of Public
emerging diseases) Health
2.6. Facilitate development of health promoting 8.0 1 Ministry-wide Additional | Year 1-5
environments, policies & development with focal action | costs to be
programs by Bureau of determined
- Strengthen MOH capacity to Public Health
assess health impacts of policies led by
and development projects Environmental
- Advocate for health to be more Health Division
strongly integrated into the EIS
process
- Facilitate community initiatives on
health promoting environments
3. Increase 3.1. Revise patient fees and charges in line 7.7 1 Task Force & Revenue | Year 2-3
revenues from with actual costs of services Office of generating
$1.9m (FYO07) to - Add 80 and 90 percent charge Administration
$3.15m (FY13) categories to sliding fee schedule with Minister
so that high income earners pay
closer to full cost of services
- Remove subsidy for guest workers
and dependents; facilitate
formation of employer groups for
purposes of private insurance
- Introduce charges at least
equivalent to transport for services
delivered at home & community
- Introduce nominal charges for
behavioral health services
- Revise fees paid for other services
based on public health priorities
(Action 2.1)
Medium-Term Sustainable Financing - Health 9
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Strategy Action | Action SID Priority Responsibility Cost Timing
Number Rating Rank
(1-10) (1-5)
3.2. Initiate an insurance or insurance-like 8.8 1 National Task If MSA Year 2
scheme to help residents pay for health Force on Health $50,000
care Insurance with 1-time
OEK? start-up
3.3. Increase non-patient care revenues 6.1 4 Office of Health Revenue Year 2
- Institute rent charges for private Administration Generating
venders using hospital facilities
- Additional fees proposed by the
Environmental Health Division for
new consumer protection services
(inspection of household kitchens
used for commercial food
preparation and worker barracks)
4. Diversify funding 4.1. Strengthen external relations and 7.7 3 Office of Health Revenue Year 2
sources to generate marketing within the Ministry Administration Generating
$0.8 new operating - Designate an office or individual to but some
revenues. manage and coordinate external additional
relations with prospective donors cost
- Obtain training in fundraising for Yr 2 $10k
officer(s) responsible Yr 3-5 $5k
4.2, Develop a planned strategy for seeking 7.5 3 Designated Revenue Yr2é&
out and cultivating non-traditional donors office generating | ongoing
5. Make the MOH 5.1. Enhance the managerial capacity of 8.6 2 Human Additional Yr3
the most efficient middle managers Resource cost to be
unit in government - Strengthen human resource Development determined
with efficiency functions along the lines of IPP Office
measures valued at recommendations
$1.25m - Provide formal training for middle
managers leading to recognized
credential
’Task force was formed in 2006. Out the groupds wor k, cameiewahd

report on Medical Savings Account scheme in late 2008. If determined to be financially viable and approved by Congress, the cost of establishing
the accounts is estimated at $50,000 (cost of software consultant to write computer system for accounting).
Medium-Term Sustainable Financing - Health
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Strategy

Action
Number

Action

SID
Rating
(1-10)

Priority
Rank
(1-5)

Responsibility

Cost

Timing

5.2.

Enhance efficiency in procurement of
medical supplies and drugs
- Return procurement authority to
the Ministry of Health
- Strictly follow 40 PNC 624(d)
governing procurement sources

8.8

1

Minister with
Office of
Administration &
Director of
Ancillary
Services

Cost
Savings

Year 1

5.3.

Improve reliability of medical equipment to
improve patient care and reduce referrals
- Develop a5 year rolling
depreciation schedule to project
future medical equipment
replacement needs and facilitate
early resourcing
- Contract biomedical maintenance
& repair to specialized contractors
- Earmark funding
budget for equipment procurement
(new and replacement)

8.1

Office of Health
Administration
with Division of
Ancillary
Services

Short-term
increased
costs but
reduced
costs over
longer-term

Year 1-5

54.

Enhance efficiency in management of
Federal grants (duplication in
administrative functions estimated to cost
$0.8m-$1.4m/yr)

- Centralize administrative functions
reducing staff in accordance with
work requirements

- Centralize transportation

- Standardize equipment and
supplies and pool procurement
across programs

- Delegate patient care functions to
dispensary staff to reduce
transportation and fuel costs (re-
assign personnel from the central
facility to dispensaries as needed)

7.6

Bureau of Public
Health

Cost
savings

Year 1-5

Medium-Term Sustainable Financing - Health
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Strategy Action Action SID Priority | Responsibility Cost Timing
Number Rating Rank
(1-10) (1-5)
5.5. Address issue of acute care beds 7.4 4 Division of Short-term Year 2
(medical ward) occupied by persons in Clinical Services | & ongoing
need of long-term care with Bureau of costs and
- Soci al mar keting Public Health savings
dignityodo at home (Division of to be
- Expand existing home health Primary and determined
services to include additional Preventive
elements of hospice care (home Services)
medical and nursing visits, rental
& loan of medical equipment, low
cost provision of home care
supplies and palliative drugs)
5.6. Selectively privatize functions that the 7.5 4 Office of Health Cost Yr 3-5
private sector can do well at less cost Administration savings
than the government to be
- Strategy dependent on Action determined
1.2.
- With central government address
personnel issues associated with
privatization
- Conduct cost-benefit analysis of
tier 1 candidates for privatization
(housekeeping, security, laundry,
biomedical, and curative-
restorative dental services)
5.7. Improve diagnostic capacities to reduce 8.2 3 Task Force on Costs and TBD
off-island referral Sustainability savings
- Specifics to be determined to Be
Determined
5.8. Consolidate public health offices now 7.4 3 Bureau of Public | Short-term TBD
scattered across Koror Health increased
- Negotiate with national costs;
government and Koror State medium-
Government to identify existing term cost
public facility that could savings
accommodate these offices
Medium-Term Sustainable Financing - Health 12
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Strategy Action Action SID Priority | Responsibility Cost Timing
Number Rating Rank
(1-10) (1-5)
6. Critically 6.1. Prevent diseases and complications of 9.1 1 Bureau of Public Huge Ongoing
assess options diseases that give rise to the conditions Health (primary savings
for reducing that require these services prevention) & possible
future - See Strategy 2 Bureau of from better
; - See Bureau of Public Health Clinical Services | prevention;
expenditures for :
. Strategic Plan (secondary some
medical ref(_erral_ - Strengthen outreach screening prevention) increase in
and hemodialysis for NCDs and risk factors public
- hlg_h cost - Intensify case management of health
Services patients diagnosed with NCDs or outreach
benefitting only a pre-disease conditions costs
few people (hypertension, diabetes, rental possible
disease)
6.2. Examine feasibility 7.3 3 Task Force on Costs and | Year 2-3
insurance (see also Action 3.2). Sustainability savings to
with Office of be
Health determined
Administration
7. Evaluate 7.1. Require Task Force on Sustainability to 7.1 3 Task Force on Nil Year 3-4
feasibility of undertake feasibility analysis of this Sustainability
applying public concept with Minister &
service utility model Directors
to health services
Medium-Term Sustainable Financing - Health 13
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Table 1.B. Strategic Plan for Sustainable Financing Health
Time Line for Implementation

Action | Priority | Year 1 | Year 2 | Year3 [Year4 |Year5
1. Strengthen enabling environment within MOH in support of sustainability
1.1. | Create a ministry-wide financial sustainability task force 1
1.2. | Determine the actual cost of services 1
1.3. | Increase awareness of costs on part of providers and 3
consumers
1.4. | Produce regular timely reports on patient accounts receivable 3

2. Prevent disease and complications of disease

2.1. | Prioritize services based on their impact on priority diseases 1
and underlying causes of ill-health

2.2. | Designated tobacco tax 2

2.3 | Designated alcohol tax 3

24. |Tax on Aunhealthyodo i mported 4

25 Identify opportunities for sustainable financing of other public 3
health priorities now funded by Federal grants

2.6 | Facilitate development of health promoting environments, 1
policies & development

3. Increase revenues from $1.9m (FY07) to $3.15m (FY13)

3.1. | Revise sliding fee scale (add 80 & 90 percent fee category & 1
eliminate subsidy for guest works) and adjust other fees in
line with actual costs of services

3.2 | Initiate an insurance or insurance-like scheme to help 1
residents pay for health care

3.3. | Increase non-patient care revenues 4

4. Diversify funding sources to generate $0.8 new operating revenues.

4.1. | Strengthen external relations and marketing within the MOH 3

4.2. | Develop a planned strategy for seeking out and cultivating 3
non-traditional donors

5. Make the MOH the most efficient unit in government with efficiency measures valued at $1.25m

5.1. | Enhance the managerial capacity of middle managers 2
5.2. | Enhance efficiency in procurement of supplies and drugs 1
Medium-Term Sustainable Financing - Health 14
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5.3. | Improve reliability of medical equipment

5.4. | Enhance efficiency in management of Federal grants

5.5. | Address issue of acute care beds (medical ward) occupied by
persons in need of long-term care

5.6. | Selectively privatize functions that the private sector can do
well at less cost than the government

5.7. | Improve diagnostic capacities to reduce off-island referral To be determined

w|w H LN

5.8. | Consolidate public health offices now scattered across Koror

6. Critically assess options for reducing expenditures for medical referral and hemodialysis - high cost services benefitting
only a few people

6.1. | Prevent diseases and complications of diseases that give rise 1
to the conditions that require these services

6.2 |[Examine feasibility of ficata 3
Action 3.2)

7. Evaluate feasibility of applying public service utility model to health services

7.1 | Require Task Force on Sustainability to undertake feasibility 3
analysis of this concept
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[I. INTRODUCTION

A. Purpose

25. This working paper is one of a series produced by a consulting team engaged under the Asian
Development Bank-funded Facility for Economic and Infrastructure Management Project in
collaboration with the Palau Ministry of Finance. This paper summarizes the current situation within
the health sector, identifies financial challenges that confront the sector, and examines options for
fiscal adjustment. Fiscal adjustments are necessary to finance sector development and may become
necessary to accommodate reduced revenue flows that result from changes in the macro-economic
environment. This working paper is not a sustainable financing plan but rather a step toward planning.
The plan will evolve through further discussion of options by stakeholders.

B. Overview

26. Palau invests heavily in health care and has developed an extensive health service system that
provides a wide range of quality services. Progressively improving standards of living combined with
good health care have resulted in transition away from a disease profile generally associated with
under-development toward a disease profile more common in industrialized countries. Over the past
four decades, life expectancy has increased, maternal and child health has improved, and
communicable diseases have been largely controlled. Rates of non-communicable diseases
(Adi sempeseraftyod), however, have skyrocketed.
expectations, emerging health threats, and increases in U.S. Federal grants,3 has resulted in
escalating health expenditures (in nominal dollars).

27. Although health expenditures in relation to GDP have remained stable (average 8.5 percent,
Figure 1-B), expenditures from local revenues have fallen sharply (Figure 1-C) with a corresponding
increase in expenditures from U.S. Federal grants (Figure 1).4 U.S. Federal grants, while invaluable in
raising the standard of health and health care, have allowed local resources to be concentrated on
curative services and have indirectly created a standard of health service that is difficult for Palau to
sustain with local revenues alone.

28. In FY 2007, Palau spent $15.6m on health care.5 $14.0m (90 percent) were expended in the
public sector (Ministry of Health) and $1.6m (10 percent) were expended in the private sector.6

® Federal grant assistance has been a major source of revenue for many years but grant funds escalated

sharply from FY 2002 following the 9/11 disaster as new grants were made available for emergency
preparedness and bioterrorism prevention. As emergency infrastructure is completed, these grants are projected
to Atapero off in coming years.

* Expenditures in relation to GDP must be interpreted cautiously in countries with high levels of aid such as
Palau

® These data include only cash expenditures routed through the government accounting system; excluded are in
kind contributions valued at over $1m per year (see Table 8).

6 Expenditure data are from the Budget Office (for Ministry of Health) and the Tax Office (private sector).

Medium-Term Sustainable Financing - Health 16
November 2008

Thi



» PINZ
.l Education... Global Specialists

Figure 1-A. Ministry of Health Expenditures
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Public expenditures totaled $12.0m (79 percent of the total) and private expenditures totaled $3.5m
(21 percent of the total). Expenditures were equivalent to $722 per resident and 8.3 percent of GDP.7

" Expenditures per capita based on projected 2007 population of 21,196 (Office of Planning and Statistics). GDP
based on estimated GDP for FY 2007 of $167,129,000 (Ministry of Finance).
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(These data exclude out-of-pocket expenditures for off-island services).8 Expenditures can be
compared with glo b a | and regional data (Table 2). Whil
with the global average, spending from public funds and external resources is well above global
averages.9

Table 2: Comparative Health Resource Data
() (2) (3) External 4) (5) (6)
Health Go v 6 t| Resources Hospital Physicians | Nurses Per
Expenditures | Expenditure as % of Beds Per Per 1,000 10,000
as % of GDP as % of Health 100,000 Population | Population
Spending Spending Population

Global average 8.70 % 55.90% 0.3% 26 1.23 2.56
Australia 9.60% 67.50% 0.0% 40 2.47 9.10
Cook Islands 3.50% 87.40% 20.3% 40 0.78 2.72
Fiji 4.60% 62.30% 9.6% 26 0.34 1.96
Kiribati 13.70% 93.00% 27.9% 15 0.30 2.36
Marshall Islands 15.20% 97.00% 16.9% 21 0.47 2.98
Micronesia
(FSM) 7.60% 85.70% 71.9% 28 0.60 3.83
Nauru 8.10% 73.00% 7.8% 60 NAv. NAv.
New Zealand 8.40% 77.40% 0.0% 60 2.37 8.16
Niue 15.10% 98.80% 43.2% 73 NAv. NAv.
Palau 8.34% 79.0% 33.0% 40 1.24 5.72
Samoa 5.30% 76.80% 12.4% 15 0.70 2.02
Solomons 5.90% 94.50% 60.8% 22 0.13 0.80
Tonga 6.30% 79.50 % 314 % 29 0.34 3.16
Tuvalu 16.60% 94.80% 46.5% 40 0.55 2.64
USA 15.40% 44.70% 0.0% 33 2.56 9.37
Vanuatu 4.10% 76.80% 22.9% 20 0.11 2.35
Sources: (Col.1-3) Palau financial data from Ministry of Finance, FY 07. (Col.4-6) Palau health data
from Ministry of Health FY 06. (Col.2) External resources include Federal grants and third-party grants
but exclude COFA transfers. (Col.1-6) Comparative data from WHO, World Health Statistics 2007,
available at: http:/www.who.int/whosislen/ . ( Col . 6) fANurseo includes [

29. The factors that fuel increasing demand for health expenditure will continue over the MTDS
period (FY 2009-2013). Non-communicable disease rates will continue to increase because the
lifestyle behaviors that give rise to these diseases are rooted in the past. The health and economic
benefits from interventions to change behavioral risk factors will be realized primarily over the long
term. What can be changed over the medium-term is effectiveness of disease management to reduce
complications that require expensive high-level tertiary and rehabilitation services. The triple threats of

® The HIES 2006 estimated total out-of-pocket health expenditures at $2,528,552 (for 2005). It is assumed
herein that most of these expenditures are reflected in the provider data and to add the out-of-pocket
expenditures to the total would result in significant over-reporting.

° Private expenditures (21 percent) are based on $1.6 million in gross revenue reported by private providers and
$1.7m in patient fees collected by the Ministry of Health.
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terrorism, emerging new communicable diseases, and resurgence of old communicable diseases in
more virulent form will also continue and require ongoing surveillance with the possibility that
significant emergency expenditures may be required
expectations about the | evel of ikb\etadortifuetogtrawe t hey be

30. All of these demands occur in an era of economic uncertainty. Federal grants comprise 40
percent of Ministry of Health expenditures and 33 percent of national health expenditures (FY 2007,
Ministry of Finance). The COFA review now underway could affect Federal grants for health by placing
restrictions on Palauds eligibility for new 1@r ant s
Local appropriations by the OEK comprise 51 percent of Ministry of Health expenditures and 49
percent of total national expenditures (FY 2007, Ministry of Finance) but could be reduced if fiscal
adjustment becomes necessary due to internal fiscal pressures or reduction in the overall aid envelop
for Palau under COFA or both. The MTDS recommends that government entities plan for fiscal
adjustment of up to 12.5 percent over the 5-year planning horizon. For the Ministry of Health, there are

four possible responses to the adjustment challenge:

i. Enhance efficiency including but not limited to selected privatization;

ii. Increase revenues from patient care and non-patient care services;
ii. Increase non-ROP and non-U.S. revenues through diversification of funding sources;
iv. Reduce services.

31. The health component of the MTDS focuses narrowly on the issue of financial sustainability. The
health sector has many special-purpose plans addressing health promotion activities and service
delivery. Financing, however, is addressed in only a few of these plans in a meaningful way. Most
plans are based on the implied assumption that the macro-economic environment in which the health
sector operates will change only incrementally. The MTDS challenges the validity of this assumption.
This paper is designed to stimulate dialogue on medium-term health financing options as the first step
in planning for long-term sustainability.

lll. SITUATION IN HEALTH

A. Statutory Framework

32. Article VI of the Palau Constitution mandates the national government to protect the health and

soci al wel far e of citizens thzredghedlprlovicsairen 0 o f/
constitutional amendment to be voted on in November 2008 proposes to add to Article VI that
ipreventive health becomes a fundament al 1YBegdes as |
the constitution, the health sector is further governed by various executive orders of the President of

the Republic and by Chapter 34 of the Palau National Code.

1% This paper assumes that U.S. Federal grants for health will continue at some level but may be affected by the
12.5 percent macro-economic adjustment. No assumptions are made about the method of administering U.S.
Federal grants in the future except to note that changes are possible in view of new procedures that were
instituted in 2004 for the RMI and FSM.

“The proposed amendment does not define fApreventive heal
regulation if the amendment is approved.
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33. PNC 34.331 authorizes the Ministry of Health to charge for services according to a sliding fee
schedule based on income but requires that no person be denied services because of inability to pay
and prohibits discrimination in services due to inability to pay. The current fee schedule was
promulgated in 1998 and revised in 2006.

34. Revenues from user fees are deposited into a Hospital Trust Fund (authorized by PNC 34.332)
earmarked for purchase of pharmaceuticals and medical supplies and maintenance and repair of
medical equipment.

35. PNC 34.333 authorizes the Ministry of Health to establish a five-physician medical referral
committee to determine which patients are to be referred for off-island medical care with government
subsidy. The section establishes criteria for determining eligibility for referral based on the likelihood
that the patient will be significantly helped by overseas treatment and requires the referral patient or
his/her family to guarantee re-payment of 50 percent of the referral cost.12

36. Other sections of PNC Chapter 34 deal with public health matters: childhood immunization
(subsection 6); communicable diseases (subsection 7); tobacco and betel nut use (subsection 8);
cancer registry (subsection 9); and sanitation (subsection 10); and breastfeeding and marketing of
infant formula.

B. Health Status

37. Pal aubs health profile more cl osgesiniorth Arerandnd
Europe than its developing neighbors in Asia and the Pacific. The convergence of improved standards
of living and good health services, especially public health services, has led to effective management
of many communicable diseases which in turn has raised life expectancy and reduced infant and child
mortality. Lifestyle changes, however, have spawned an epidemic of non-communicable diseases
that are eroding long-term gains in life expectancy and require life-long management at significant
cost. After many years of progressive improvement, life expectancy for men declined by just under a
year (1995-2005) while life expectancy for women declined by five years over the same period. Today,
eight of the ten leading causes of death are non-communicable diseases (Table 4).

Table 3: Life Expectancy at Birth

Men Women
Yr 2005 66.27 72.10
Yr 2000 66.64 74.54
Yr 1995 67.03 76.90
Yr 1990 63.44 74.98
Source: Office of Planning & Statistics, Census Monograph
2005, p. 56

2 By regulation, the Ministry now requires patients and/or their families to deposit $5,000 toward expected
charges before a referral is authorized and to pay for transportation of the patient and patient escort (if an escort
is needed).
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Table 4: Leading Causes of Death, 2006

Cause of Death # of Deaths
Cancer 31
Heart Disease 19
Injuries 17
Cerebrovascular Disease 15
Renal (kidney) Diseases 13
Unknown 10
Liver Disease/Cirrhosis/Alcohol Abuse 7
Pneumonia 6
Chronic Obstructive Lung Disease 5
Source: Ministry of Health

38. While genetic predisposition contributes to non-communicable diseases, the triggers that turn
genetic predisposition into illness are largely behavioral and environmental. The Bureau of Public
Health has identified four leading risk factors associated with non-communicable diseases in Palau:

1 Obesity (affecting 62 percent of adult females and 58 percent of adult males);

1 Sedentary lifestyles (55 percent of adults do not engage in significant physical activity);

9 Tobacco use (especially in association with betel nut);

9 Alcohol abuse (especially binge drinking closely associated with injuries).

39. Simultaneous with the non-communicable disease epidemic, Palau is experiencing new health
threats (e.g. avian flu, SARS, HIV/AIDS, and terrorism-related threats) and re-emergence in more
virulent or in drug-r esi st ant form of Aol do di-resst@ard &uberculoss, g .
gonorrhea, and syphilis, some gastro-enteric diseases, and leptospirosis). These new and re-
emerging threats result in part from globalization and the associated blurring of borders. Climate
change is predicted to further accelerate these threats in coming years.

Figure 2: Pal auos

Pre-Compact Early Compact Later Compact
1975-1992 1994-2008 2008-2020

Childhood Diseases Childhood Diseases Child & Adult

sinfections sinjury sLife style related non-
*Skin eRespiratory diseases communicable diseases
*Malnutrition =Congenital disorders sNew health threats
*Injury *Substance abuse *Re-emerging diseases

Adult Diseases Adult Diseases

eInfection sCancer

*Skin Diseases sCardiovascular Diseases
*Respiratory Diseases eInjury

Adapted from Dr. S. Kuartei (Director of Public Health), Compact Review Commission, 2006
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C. Overview of the Palau Health Service System

40. Historically, health services have been a government function. Until late in the Trust Territory

era, government was the sole provider of health care; private medical practice did not emerge until the
198006s. Today, there are two pr i va amnbulawlyicard and | oc e
associated ancillary services. There is one free-standing combined pharmacy-optical clinic and three

off-shore health insurance companies with Palau offices that sell group health insurance to Palau
businesses. Although the private sector plays an important role in providing services, leadership on

health policy continues to be centered in government.

41. On the public health side, a number of independent community-based organizations exist that
have close ties to the Ministry of Health including (in some cases) partial financial subsidy for their
operations. These groups include (listed in alphabetical order):

i. Bedochel Substance Abuse Center
ii. Coalition for a Tobacco-Free Palau;
iii.  Community Planning Group;
iv. COSAP (Presi dent oOtance@busenPcevehtiom);n Subs
v. Early Childhood Coalition;
vi. Mental Health Council;
vii. OMUB (cancer coalition);
viii. Physical Activity Working Group;
ix. Soak Kau e Kau (health volunteers);
X. State health committees in each of the states;
xi. State Incentive Grant Advisory Group (affiliated with COSAP);
xii. STUN (Stop Tobacco Use Now);
xiii. Tabesul Blengur (Balanced Diet);
xiv. Ulekerreuil a Klengar (Protection of Life).

42. In addition, there are government and quasi-government agencies independent of the Ministry

with responsibilities that significant | y af fect the publicds health incl
Board; Association of Governors; Council of Chiefs; Environmental Quality Protection Board; Ministry

of Justice; National Emergency Management Office; Office of Environmental Response and
Coordination; Palau Animal Welfare Society; Palau Community College; Palau Conservation Society;

and Palau National Olympic Committee.

1. Organization of the Ministry of Health

43. The Ministry of Health is comprised of two Bureaus and three offices.

i.  Office of the Minister
ii.  Office of Health Administration
- Administration and Human Resource Development
- Fiscal Management and Health Information Systems
- Billing and Collections
- Procurement and Supply
- Medical Referral Services
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- Medical Records
- Security
- Facility Operations, Maintenance, Housekeeping
- Laundry
- Kitchen
iii.  Office of Nursing Services
- Hospital Nursing
- Public Health Nursing
iv.  Bureau of Clinical and Hospital Services
- Division of Medical Services
- Division of Ancillary Services (includes rehabilitation)
- Victims of Crime Assistance
- Emergency Health (hospital-preparedness)
v.  Bureau of Public Health
- Division of Behavioral Health
- Division of Environmental Health
- Division of Oral Health
- Division of Primary and Preventive Health
- Health Information Systems
- Community Advocacy
- Emergency Health (community preparedness)
- Social and Spiritual Health (proposed new office)

1. Health Infrastructure

44. Health infrastructure consists of:

i. One 80-bed Belau National Hospital in Koror;
ii. Two primary care private clinics located in Koror;
iii. One private pharmacy and optical clinic in Koror;
iv. Four strategically located primary care super-dispensaries in Babeldaob (Melekeok,
Ngarchelong, and Ngaremlengui) and Peleliu;
v. Four community dispensaries on Kayangel, Angaur, Sonsorol, and Hatohobei.13

45. The number of hospital beds on a per capita basis is somewhat higher than the global average
and that of other Pacific Island countries (Table 2). Overall, bed utilization averages just under 50
percent (Ngemas, 2007). This figure is deceptive, however, because the 48-bed medical ward runs
close to full capacity with patients often held in the emergency room while awaiting a bed. One of the
reasons for the shortage of beds on the medical ward is that 15-20 percent of beds at any given time
double as long-term care beds for elderly or terminally ill patients who cannot be cared for at home
(see text box on the page following).

46. Over the medium-term, the Ministry hopes to further develop the super-dispensaries in Melekeok
and Peleliu into mini-hospitals staffed by a physician, nurses, and laboratory-radiology staff. This will
eliminate the need for patients with uncomplicated conditions to travel to Koror and may relieve some
of the pressure on the hospital medical ward.

3 For community dispensaries, the Ministry provides staff but the state government is responsible for the facility.
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The Dilemma Posed by Long-term or Extended Care

Palau does not have an extended care facility for people who do not require the services of
an acute care hospital but cannot be cared for at home. Because extended care patients are
occupying hospital beds needed for acutely ill patients, health care providers are calling for
development of extended care beds either attached to the hospital or in a free standing
facility. Given the current economic climate, however, this is not an optimal time to be
considering new services or facilities. Providers report a growing trend for families to bring
terminally ill patients to die in the hospital despite an active home health program that
provides in-home medical and nursing support. Why then do people come to hospital to die
which is certainly not a traditional practice?

Some patients need more specialized care than families can provide.

In some cases, living arrangements are not suitable for care of the terminally ill.

Due to out-migration, some patients do not have close relatives in Palau to care for them.

Family members may all be working and be unable or unwilling to take the time to provide

continuous nursing care.

i The extended family may want the patient in hospital and caregivers are afraid to go
against these wishes lest they be blamed for causing premature death.

T In a small but growing number of cases, the elderly or terminally ill are subject to neglect

or abuse by their relatives.

= =4 —a -

Two things that can be done short of adding beds or services is to develop a communications
strategy to promote death with dignity at home and to expand the existing home health
services to include elements of care typically associated with a hospice. Only if these
measures fail to curb the trend should consideration be given developing an extended care
unit or facility. The very existence of the service will generate demand with the likely result
that government will be responsible for the cost of services that are not on the priority list
(e.g. services and activities that control the risk factors associated with non-communicable
diseases).

47. Between 1992 (when the current hospital opened) and 2001, public health was physically
separated from the hospital. In 2001, government lost the land on which the public health complex
was located in a land dispute. Subsequently, public health has been based at the hospital. This has
created congestion and continuous demands for retrofitting to accommodate programs, staff, and
clients as well as expenditures for rental of private offices to house other programs and services. A
new public health complex has been identified by the Ministry as the top capital development priority.
Land has been identified, the preliminary design completed, and an allocation of $1.6m made toward
the facility by the OEK. This sum, however, is inadequate to build the facility now estimated to cost
$5m. A proposal was submitted in 2007 to Japan (JICA) but was not funded since the JICA priority at
present is roads and water supplies. So far, an alternative donor has not been identified.
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48. Over the medium-term, significant renovation or new construction may become necessary for
Belau National Hospital. Although the current hospital is only 15 years old, construction flaws have
plagued the facility from opening. In addition, there are concerns about the current location:

i. Constant exposure to salt spray undermines operations and maintenance;
ii. The causeway linking the hospital to main Koror can be inundated in a major storm
resulting in the population cut-off from health facilities and personnel;
ii. As the population shifts to Babeldaob, the hospital will not be central to most users;
iv. Over the long term, the hospital is located on land that will disappear as sea levels rise.

49. The hospital was constructed prior to independence and its construction was the sole
responsibility of the U.S. Government that funded and supervised construction. Because of
construction flaws, the U.S. Department of the Interior has recently funded a comprehensive review to
determine the most cost-effective course of action (review completed and report pending, May 2008).
The option favored by the Ministry is construction of a new hospital on high ground in the Airai-Aimeliik
area with a public health center located in Koror to provide primary and preventive services to the
population there. Whatever decision is reached about the hospital i repair or re-construction, it is
anticipated that associated costs will be borne by the U.S. Government, not the Republic (Health
Services Administration, personal communications, 2007).

50. In addition to facilities, the Ministry of Health faces additional challenges with medical
equipment. Much of the current inventory was purchased at the time the hospital was built and is now

well beyond the normal ten-year life for high-technology equipment. Until 2008 when the OEK

approved use of the Hospital Trust Fund for equipment operations and maintenance, there was no

funding for biomedical contracts or spare parts. Some equipment is now so old that parts are no

l onger manufactured; their only source is from fic
elsewhere. Patchwork measurest o | ocate money and parts result in
undermining quality of care and efficiency while sometimes forcing off-island referrals for purely

diagnostic purposes.

2. Human Resources for Health

51. Table 5 shows the number of MOH employees for the period 2003-2006. Total employees have
declined by 13 percent in keeping with the Presi
departing personnel to be replaced only in essential positions.

Table 5. Ministry of Health Employees
Employees Number
2003 2004 2005 2006
Office of the Minister 1 1 1 1
Office of Health Services Administration 69 68 68 71
Medical Referral 4 4 6 5
Bureau of Public Health 56 48 47 53
Bureau of Hospital and Clinical Services 39 48 44 38
Office of Nursing Services 109 99 99 100
Subtotal i Locally Funded Personnel 278 268 263 268
Federal Program Staff 99 90 85 61
Total 377 358 248 329
Source: Ministry of Health, 12" COFA Report, page 11.
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52. Table 6 shows the national supply (public and private) of selectedheal t h pr of essi onal

physician-to-population ratio is in line with the global average (1.23 per 1,000 population, Table 2).
Pal au 0 sto-populatisreratio is higher than the global average (2.56 per 1,000 population, Table
2).

53. Palau faces three main issues in workforce development:

i. Shortages in key professional disciplines 1 dentistry, nursing, and allied health;
ii. Under-training of many in the current workforce;
iii. Prospective new health professionals who are academically unprepared to succeed in
rigorous science-based health careers training programs.

Tabl e 6. Pal au o0 si Sdlectetl ProfesSVanal& f or c e
Health Government Private Sector Total Workers Workers per
Profession Workers Workers 1,000 Population
Physicians 20 6 26 1.24
Nurses 109 8 117/120 5.58/5.72
Dentists 4 0 4 0.19
Pharmacists 1 0 1) -
Sources: (1) Workforce data derived from Ministry of Health (2007). Health Facts and Figures (data for FY
2006). (2) Nurses include health-medical (117) plus 3 dental (120). (3) Population for 2006 is projected at
20,966, OPS.

54. Personnel Shortages. Although the supply of physician staffing is adequate for the medium-
term, the Ministry has determined that there is a current and future shortage of Palauan dental,
nursing, and allied health professionals. These shortages result from a low intake of new workers, out-
migration of trained workers, mandatory retirement, and attrition of trained personnel to often higher
paying administrative and non-clinical positions.

55. Nursingisan areaoflong-st andi ng shortage exacerbated by

law (30 years of service or 60 years of age) that results in many nurses forced to retire while still in

their early 506s. Responding t o t hiasuQomnoubity @iltege t h e

to create a career ladder in nursing that begins with intake and on-the-job training of nurse aides
having only a high school education; progression of aides to LPN (Licenses Practical Nurses)
certification; progression of LPNs to RN (Registered Nurse) certification through an associate degree
program offered at the College; and finally progression of select RNs to specialized training overseas.

t

h €

)

56. Under-training. Because responding to Palaubs skilsrrent

and strategies than in the past, many categories of health professionals need re-training. The Ministry
has taken a leadership role in the Micronesian region to seek out and/or design training programs. The
AHEC (Area Health Education Program) is a federally funded program based at Palau Community
College that operates in partnership with the Fiji School of Medicine to provide in-service clinical and
public health training for a range of health care workers across Micronesia. In cooperation with the
University of Alaska, a pharmacy technician program provided an opportunity for three local pharmacy
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workers to receive internationally recognized certification. Similarly the Environmental Health Division
partnered with the Fiji School of Medicine to upgrade all staff to either the technician level or the
baccalaureate level. In dentistry, Palau is taking a leadership role in developing a training program for

dent al nurses that wildl train personnel tonowapl ace
or beyond retirement age. This program is expected to become operational by 2010. In addition to
these |l ocally based training initiatives, the Mini:

in the Philippines and Taiwan to facilitate the exchange of personnel for training purposes.

57. Student Preparation. Many students are academically under-prepared in the math and
sciences to succeed in rigorous science-based health professions training. This results in a high
failure rate for tertiary students, especially in the more advanced disciplines of medicine, dentistry and
pharmacy. A partnership arrangement has been proposed between the Ministries of Health and
Education under which health professionals can help to bolster student preparation, especially in math
and science. PCC is also launching in the 2008-2009 academic year a STEM Program (Science,
Technology, Engineering, and Math) specifically designed to provide students with rigorous post-
secondary training to prepare them to succeed in four-year technical training programs overseas.

D. Planning for Health

58. The first comprehensive health plan for Palau was developed in 1977 and subsequent editions
followed in 1983, 1987, and 1993. The early plans charted a transition away from a hospital-based
curative focus toward a prevention-oriented community focus. For the first time in the post-war era,
communities were consulted about their health care wants and needs and systems established to
foster public participation in health policy and planning. Public health, especially community health
promotion, was given higher status and budget priority. Later plans (1987 and 1992), continued to
emphasis health prevention and promotion, but also emphasized organization effectiveness. Although
comprehensive heal th planning | aps e durpose, actinity, preject, prograni, 9 9 0 6 s
and divisional plans continue to be produced. Some of these plans are purely local initiatives while
others fulfill Federal grant requirements. In general, while providing clear direction for desired future
actions, most plans are weak in their financial elements.

59. Beginning in 2005, the Ministry of Health produced mission and vision statements (Figure 4) that

provide the framework for a new generation of strategic plans developed at the level of the health care

uniti bur eau, di visi on, and program. These plans are
and core strategy:

Vision: Healthy people in a healthful environment
Strategy: Making healthy choices the only choices.
Strategy: Promoting community ownership of health.
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Figure 3. Elements of Health
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60. The vision of Figure 3 reflects an ecological approach that conceptualizes health as a product of

the environment with f e rovencoropass physical, gdnetio aodidl, wpiritha,f i n e d
cultural, legal, and political dimensions. It then follows that an important function of the Ministry of

Health is to influence the environment, in all its dimensions, as an essential support for health (Table

7).

Table 7. Bureau of Public Health Strategic Priorities 2008-2013
Health Priorities: Strategic Priorities:
1 Healthy workplaces 1 Being data-driven
1 Obesity 91 Broadening the definition of health
1 Alcohol abuse T Supporting employe
i Tobacco use 1 Coordinating outreach and messages
1 Injury and violence 1 Becoming more self-reliant
1 Depression 1 Increasing efficiency
1 Emerging and re-emerging infections
M Immunizations
Source: Bureau of Public Health, Draft Strategic Plan 2008-2013.
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Figure 4. Ministry of Health Strategic Planning Framework, 2005

Global Framework for Health T Millennium Development Goals

Regional Framework for Health i Healthy Islands

(Yanuca Declaration as adapted by the Palau Ministry of Health)
Healthy Islands are places where: children are nurtured in body, mind, and soul; the
environments invite learning and leisure; people work and age with dignity; ecological balance
is a source of pride; individuals, families and communities are free from substance use and
abuse, including tobacco; women have access and opportunities equal to men in all aspects of
society; persons with disabilities have respect and dignity; economic development is healthy
and sustainable; the ocean continues to sustain our lives and is respected, protected, and
sustained in return; relationships among kin and friends are treasured and nurtured.

MOH Vision for health in Palau
1 Healthy Palau in a healthful environment

MOH Strategy
1 Making healthy choices the only choices
1 Giving health back to the community

MOH Mission
9 Attain healthful environment
1 Promote health and social welfare
91 Protect family health and safety
1 Provide health care services

MOH Goals

1 Organize effectively
Provide for primary, preventive, and clinical medical services
Administer and manage efficiently the support services
Coordinate activities with other Ministries and agencies of government
Implement the directives of executive order 203 pertaining to health
1 Evaluate performance

=A =4 =4 4

MOH Objectives
1 Create environment conducive to making positive, healthy choices
1 Assistindividuals to participate in their own health promotion & maintenance
1 Develop and maintain partnerships for health
1 Make quality care accessible to persons needing restoration to health
- Develop health facilities, equipment, supplies
- Develop referral and consultation systems
- Build skills and capacities of health care providers
- Use resources efficiently
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61. The Ministry recognizes that it faces significant limitations in its ability to influence many of the
environment al di mensions of healt h, hence the
health. This means that health workers will strive to empower people and communities to take actions
of their own choice that promote health.

62. Work is in progress on a Human Resource Plan for health and a new Public Health Strategic
Plan. This Public Health plan is a radical departure from previous plans. It does not focus on
populations (children, women, etc) or on service units but rather on priority health issues and strategic
directions. As each unit within the Bureau develops its budget and unit-specific plan, the unit will be
expected to report on their achievements and activities relevant to these cross cutting priorities.

IV. PAYING FOR HEALTH CARE

A. Current Expenditures

63. Private clinics are financed through fees-for- i kA

service, including out-of-pocket and insurance

payments. Government services are financed by a R,
combination of OEK appropriations, U.S. Federal \
grants, fees for service, and in-kind donations

(facilities, equipment, services, and training). Figure
5 shows FY2007 cash expenditures by source.
Table 8 shows the estimated value of in-kind
contributions for the period FY 2001-2007. Table 10
shows cash expenditures by service unit.

Table 8. In-kind Contributions to Ministry of Health, FY 01-07

Donors Description Estimated Value
U.S. Military 1 Vehicles & trucks $150,000
1 Seabee team (construction & health services) No estimate
§ Tripler Army Medical Center referral services $1,000,000
per year
Taiwan Government | Boilers (water heaters) $400,000
1 Incinerators $450,000
Mobil Oil { Pediatric lounge (construction) $5,000
1 Attendants lounge (construction) $5,000
Y Baby bassinets (10 each) $3,500
Matson Navigation | 40-foot containers (2 each) $20,000
United Nations, 1 WHO Career Day $130,000
Australia and Others | World Health Day $4,234
§ Improving Preventive Oral Health $14,212
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Japan, Taiwan, 1 Volunteers (physicians, financial advisors, No estimate
Czech Republic and laboratory, and radiology technicians) for whom
other countries Palau provides a housing allowance
U.S., Japan, Taiwan, | Specialty clinics (cardiology, ENT, plastic No estimate
private concerns surgery, urology, eye, etc); Palau pays only

travel costs
World Health 1 Training and technical assistance $16,000
Organization per year
Source: Ministry of Health financial data base; estimate of Tripler Army Medical Center services by D.
Negmas (2007) and N. Ngiwal (2008); WHO support estimates by MOH HRD Office.

64. Key issues in health care finance include: lack of information about actual cost of providing
specific services; underfunding; dependency on U.S. Federal grants for critical health operations; the
relatively low contribution of user fees to overall health care finance; external constraints to enhancing
efficiency; and a growing backlog of capital expenditures needed to maintain facilities and equipment.

65. Cost Information. Over the last five years, the MOH has developed an excellent system to
manage budgeting and accounting. The Ministry, however, still does not know the actual cost of the
individual services it provides. While some of the ancillary service units (physical therapy, laboratory,
and radiology), have made headway in calculating costs, their work is incomplete because they lack
accurate estimates for administrative overhead and depreciation i costs that can only be calculated
through a ministry-wide initiative.

66. Information about cost is essential for setting cost-recovery targets and developing a realistic
system of charges. It is also essential for evaluating efficiency and comparing cost-benefits of
alternative delivery mechanisms. It will be impossible to progress very far toward financial
sustainability without cost information. In 2008, the Ministry began work with a medical economist
based at the Fiji School of Medicine to develop the framework for a cost analysis.14

67. Underfunding. If only overall expenditures are considered, the Ministry of Health has adequate
operating funds but 52 percent of operating expenditures are from restricted accounts (all Federal
accounts and the hospital trust fund). On the local account, there is underfunding although the exact
amount is difficult to calculate. There is significant underfunding for operations and maintenance of
facilities and equipment (conservatively estimated herein at $0.5m) as well as for meeting capital
costs. There may be underfunding for medical supplies and drugs although the amount needed if
procurement were more efficient is less certain. Health service administrators estimate that $5m is
needed for supplies and drugs against FY07 expenditures of just under $2m. While this suggests a
$3m deficit, this deficit could be significantly redressed by more efficient procurement practices (see
discussion of external constraints, below). Medical referral costs are now kept artificially low because
Tripler Army Hospital (Honolulu) donates services with an average value of $1m per year. This
program will phase out during the MTDS period so that patients previously managed at Tripler will put
additional pressure on the official referral budget. To accommodate patients now referred to Tripler,

1 This framework is specific for the Bureau of Public Health but can be easily adapted for the health services as
a whole.
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the medical referral budget would need to increase (estimate $0.25m to $0.5m additional funds will be
needed).

68. There are two sources for estimates of underfunding on the local account. One is the gap
between the FY08 budget request and the actual OEK allocation. The other is section and division
plans developed in 2007 through the IPP process. There is a high level of congruity between plans
and budget so for the purpose of this paper, underfunding on the OEK account is estimated based on
the FY 08 request-appropriation gap less the Trust Fund gap15 ($1.2m, Table 9).

Table 9. Funding Request-Approval Gap, FY 08
Administration | Supplies | Referral Clinical Public Trust Total
Health Fund
Requested $2.08m $0.50m $0.93m $3.32m $1.30m | $2.00m | $10.13m
Approved $1.70m| $0.40m | $0.81m| $2.84m| $1.20m | $1.70m | $8.65m
Gap $0.38m $0.10m $0.12m | $0.48m | $0.10m | $0.30m | $1.48m
Source: Ministry of Health Financial database.

69. Dependency and Vulnerability. Forty percent of total Ministry expenditures are derived from
Federal grants but the level of dependency is much higher in the Bureau of Public Health (76 percent).
A number of vital services are virtually 100 percent Federally funded including: community-based
services and outreach; family health; communicable and non-communicable disease control;
emergency health and disaster preparedness; mental health and substance abuse services; dental
outreach and prevention services; and virtually all health education. While the issue of dependency is
not new 1 the problem having been identified for nearly thirty years i the level of dependency has
grown since 2002 when Federal funding increased sharply following the 9/11 disaster when
substantial new grants were awarded for emergency preparedness and terrorism prevention.

70. Because there is adequate-to-generous funding for some activities from U.S. Federal sources,
local funds have been earmarked primarily for clinical care for which there is little grant support. As
long as U.S. Federal funds remain available, the resulting dependency does not pose a significant
problem. If, however, through the COFA review in progress, Palau were to lose eligibility for all or even
a portion of U.S. Federal grants, government would face a huge challenge in adequately funding both
clinical and public health services. Even if the COF review does not significantly affect U.S. Federal
grants for health, if Palau is serious about eventual self-sufficiency, there is still need for a larger sum
of local monies to flow to the services and activities that the Ministry of Health identifies as the highest
priorities T primary health and preventive services delivered through the Bureau of Public Health.

71. In the unlikely event that Palau were to lose significant funding from U.S. Federal grants, it is
difficult to estimate how much new local funding would be required to maintain core Public Health
services at appropriate levels. No one suggests proposes that local funding in the amount of $5.6m
would be needed (equivalent to the current level of Federal support). There is general recognition that
the Federal grant system has spawned inefficiency, much externally imposed in the form of artificial
barriers between programs and services but some originating internally as well, especially in
duplication of administrative support services. Estimates of inefficiency in Federal program

' The requested allocation on the Trust Fund is based on MOH projected collections; appropriation was lower
than the request but will be adjusted if collections equal or exceed projections.
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Table 10. Ministry of Health Expenditures, FY 07
Sources: Ministry of Finance (OEK & Federal); Ministry of Health (Trust Fund)

OEK Federal Trust Fund Total
Health Services Administration TOTAL $3,217,411 $426,000 $1,628,831 $5,272,242
O/Minister $38,520 $426,000 0 $464,520
Health Services Administration $1,931,481 0 0 $1,931,481
Medical Supplies $436,666 0 $1,538,550 $1,975,216
Medical Referral $604,724 0 0 $604,724
Medical Referral Office i Honolulu $119,392 0 $44,479 $163,871
Medical Referral Office i Manila $86,628 0 0 $86,628
Facilities & Equipment 0 0 $45,802 $45,802
Bureau of Hospital & Clinical TOTAL $2,463,265 $443,462 $69,748 $2,976,475
Div. Clinical Administration $120,162 0 0 $120,162
Div. Medical Services $551,398 0 $69,748 $621,146
Div. Ancillary Services $484,818 $443,462 0 $928,280
Clinical Nursing $1,276,833 0 0 $1,276,833
VOCA $30,054 0 $30,054
Bureau of Public Health Services TOTAL $1,480,400 $4,683,801 0 $6,164,201
Div. Public Health Admin $178,819 0 0 $178,819
Div. Environmental Health $281,480 $136,071 0 $417,551
Div. Behavioral Health $117,093 $805,506 0 $922,599
Div. Oral Health $284,716 $176,539 0 $461,255
Div. Primary & Preventive Services $225,597 $3,061,980 0 $3,287,577
Emergency Health 0 $503,705 0 $503,705
Public Health Nursing $392,695 0 0 $392,695
GRAND TOTAL $6,768,381 $5,553,263 $1,698,579 $14,020,223
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administration range from 15-25 percent ($0.80m-$1.4m). A Task Force on Self-Reliance in Public

Health has recently beenf or med as part of the strategic planni
tasks is to examine each service to identify the actual cost of core business processes, to prioritize

activities based on impact on public health priorities, and to calculate the cost of inefficiency. Since

this work will take several months, for the purpose of this paper, a medium-level estimate of the cost of
administrative inefficiency in U.S. Federal grants will be used ($1.0m).

72. User Fees. Allfees collected by the Ministry of Health are deposited in a Hospital Trust Fund. In
FY 2007, fees constituted 12 percent of health expenditures. Fees are assessed according to a
schedule of charges borrowed from the CNMI in 1998 and revised in 2006. Individuals pay fees
according to a sliding fee schedule based on household income, number of dependents, and social
situation. Payments range from 5 percent of charges (senior citizens, behavioral health patients,
prisoners, and severely disabled) to 100 percent of charges (tourists). Households that do not fall into
one of the special categories pay according to income and number of dependents at rates of 20, 30,
40, 50, 60, and 70 percent of charges. Individuals/households with private health insurance are
charged according to the sliding fee schedule unless the insurer has an agreement with the Ministry
for an alternate charge. The three local insurance carriers have all entered into agreements with the
Ministry of Health to pay 50 percent of charges. Since the average user pays at the 30 percent level,
this agreement is favorable to the Ministry. Prior to 2006, households were allocated to a charge
category based on self-reported income. Beginning in 2006, the Ministry began to verify income
through the social security system. This has resulted in increased charges for some users (Table 11).

73. Issues related to fees include:

i. Current charges do not include the cost of professional services and depreciation;

ii. Collections are difficult for the Ministry given its Constitutional mandate to provide free or
subsidized services. For many years, charges were not taken seriously by either the
Ministry or patients. About 1997, the Ministry began to get serious about collections so that
gradually the mindset of the population is changing with growing recognition that health
services require payment although there is little awareness about the actual costs of
services.

iii. Since 1997, accrued accounts receivable total $10m but many of these accounts are old
and unlikely to be collected. Information is not available about accounts receivable by age
to determine trends in payment rates or to short-list those accounts to be targeted for
recovery.

iv. The highest charge category is 70 percent so that even wealthy households get a 30
percent subsidy under the system. Foreign workers are also charged at the 70 percent
rate even though there is no constitutional mandate that their services be subsidized.

v. Based on interviews with local insurers, approximately 10 percent of the population has
access to health insurance. These are employees (or their dependents) of twenty of
Pal aubds | ar ge s tpubticrcorporatiores. IraPaldu, isserance is only sold to
groups, not to individuals, and premiums range from $65-$75 per month (equivalent to 12
percent of the earnings of the average worker making $7,000 per annum). The National
Government, the nationds | argest employer, doe
insurance for its employees.
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Table 11. Ministry of Health Collections, FY 05-07
FY 05 FY 06 FY 07

Dental $71,110 $107,194 $122,193
Emergency $36,310 $42,295 $45,438
Outpatient $656,056 $833,247 $811,487
Inpatient $427,988 $496,854 $398,924
Medical Referral $199,397 $249,416 $226,325
Public Health $26,800 $31,876 $35,832
Environmental Health $13,097 $32,410 $34,280
Dispensaries $9,635 $19,318 $17,410
Vender payments 0 $3,421 $17,251
Total $1,440,493 $1,816,032 $1,926,544
Source: Ministry of Health financial database (Office of Health Services Administration).

74. Efficiency. Given projections about future need for fiscal adjustment, it is essential that the
Ministry of Health strive to become the most efficient unit in government. This requires identifying and
eliminating waste, streamlining operations, and in some cases, privatizing services that can be offered
at similar quality but lower cost in the private sector. Efficiency in the context of Federal programs has
been previously mentioned with elements of inefficiency including:

i. Program-by-program procurement of small volumes of goods when it would be less costly to
consolidate into a small number of large orders with costs allocated according to program.16

ii. Significant sums spent to attend off-island meetings required by the granting agency;

ii. Proliferation of program-specific support staff when one centralized Federal Grants
administrative unit could meet the support needs of multiple programs;

iv. Space rental to accommodate programs scattered throughout Koror when significant savings
could be realized if all programs could be housed together, if not in the as yet unfunded
Central Health Center, then in one of the government buildings vacated by movement to the
new capital in Melekeok.

75. Procurement is another area in which there is potential for significant savings through enhanced
efficiency. Until 2005, procurement authority for medical supplies and drugs was delegated to the

Ministry of Health in accordance with 40 PNC 609. This system worked well but there were problems

in timely payment of Dbills due t watidnhBecag®of@ashilawe nt 6 s
issues, bills went unpaid until significant balances built up prompting suppliers to require pre-payment

prior to shipping. In 2005, the Ministry of Finance revoked the procurement authority of the Ministry of

Health and recentralized procurement. Since that time, costs have steadily increased in part because

of expanded use of local venders. The law states,

Afeif a responsible bid in an amount | ess tha
owned by a person or persons of Palauan citizenship is no more than 25 percent higher
than the lowest responsible bid submitted by an entity not of wholly Palauan ownership,

“Health managers report t hat Feder al grantors permit a
regulations will not allow it. These more restrictive local regulations need modification in the interest of efficiency.
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then the bid by the wholly Palauan entity sh
added).

76. Whileitisgoodtobui |l d Pal aubés private sector by favorin
cost of using local venders frequently exceeds the 25 mark-up referenced in the law.

77. Privatization has been frequently suggested as one strategy for enhancing efficiency. To-date
mortuary services have been privatized and janitorial services have been partially privatized. There
are two constraints in pursuing privatization:

i. The Ministry does not have cost-of-service data thus difficult to assess the cost-benefit of
privatization proposals over the status quo;

ii. The Ministry is limited in its ability to reduce staff made redundant by privatization.
Although the Public Service law provides for reduction in force due to lack of work or
government reorganization (33 PNC 423), administrators report that the actual process for
Areduction in forced is cumber some. Rat her t h
advance privatization when personnel are close to retirement. This is why janitorial
services are only partially privatized; as each hospital janitor retires, the service contract
for the janitorial firm is expanded to include new areas of the facility. If privatization is to be
seriously pursued as a mechanism for efficiency, a streamlined procedure for achieving
reduction in force will be needed.

78. Operations and Maintenance. Issues involving medical facilities were discussed in Section 3.
There are also critical needs in the area of medical equipment. Many major units of medical equipment
were purchased at the time the hospital was constructed in 1992 and have now exceeded the normal
10 year depreciation life. Government relies on external donors for all major equipment and does not
yet have an effective system for tracking and managing depreciation. The Ministry projects that over
$2m will be needed to replace or augment aging equipment now or in the near future including:

i. CT scan, 16 slice, cost $300,000 (replacement)
ii. MRI, 3 teals, $900,000 (new equipiment)
ii. Table X-ray, $200,000 (replacement)
iv. Mammogram, $200,000 (replacement)
v. Hemodialysis, preventive maintenance contract, $50,000 per year;
vi. Computer upgrading and replacement, $200,000
vii. Pediatric ward, $100,000 (expansion)
viii. Ventilators, IV pumps, heart monitors, other small value equipment, $200,000
(replacement).

79. Equipment failure undermines quality of care and creates new costs. At this writing, the table x-
ray unit has been out of service for 7 months. X-ray are being performed but using portable
equipment. The wear and tear on the portable unit will ultimately shorten its useful life and generate
still additional replacement costs. In some cases, patients have to be referred overseas for services
that should be available locally; this adds to the referral budget.

80. High Cost Services. No discussion of health care financing is complete without reference to
two services that pose special economic and ethical issues - hemodialysis and medical referral.
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81. At present, 30 patients are on hemodialysis at a cost of $1.2m per year (18 percent of the OEK
appropriation for health and $0.4m per patient per year). Due to their condition, most of these patients
are medically indigent able to contribute little toward the cost of their care. Most are older with pre-
existing non-communicable diseases that make renal transplant impossible. Based on patients already
identified as at-risk of renal failure, the number of hemodialysis patients could double over the MTDS
period. Clearly in an era of adjustment, government will be hard pressed to afford $2.4m a year to
treat 60 hemodialysis patients in 2013 but when these patients go into renal failure, if not treated, they
will die within weeks. The long-term, low-cost solution is prevention of the underlying disease
conditions that cause end-stage renal (kidney) disease but prevention is of little benefit to patients
already in the queue for services.

82. From an economic perspective, it makes little sense for government to offer this service and
costs are so high that alternative funding options are limited. From an ethical and political perspective,
however, it is very difficult to consider termination of services.

83. Medical referral poses similar economic and ethical issues i a small number of people receive
life-prolonging treatment at significant cost. In comparison to other former TTPI jurisdictions, Palau
has, however, made significant progress in managing the medical referral program. The number of
patients referred has increased only slowly and the cost to the government has been contained by
requiring a $5,000 pre-referral deposit against medical expenses, payment by the patient of his/her
airfare and that of any escort, and commitment to reimburse the government for up to 50 percent of
total medical costs. With average per capita earnings of $7,000 per year, it is impossible for the
average person to amass this amount of money quickly on their own. In the Palauan culture, the
individual does not shoulder this burden but rather the entire family comes together to donate the
necessary funds. Still there are patients who cannot collect the money or cannot collect the money
before their medical condition deteriorates precipitously thus raising complex medical and ethical
issues.

84. The issues posed by hemodialysis and medical referral are not new. They have been debated
for thirty years or more. Unfortunately, there are no easy answers to the dilemma.

B. Looking to the Future

1. Capital Requirements

85. Several capital projects have been identified by the Ministry for the MTDS period. Except for
small value projects funded by the OEK, the Ministry depends primarily on external donors, especially
bilateral donors, for capital finance. Some of the projects on the list are not particularly attractive to
donors and even those that are attractive, are slow in being taken up because of competing
infrastructure projects.

Table 12. Capital Investment Projects
Unit Project Description Estimated Funding Projected
Cost Source Start Date
Administration | Central Community Health Center $5,000,000 To be Funding
(priority 1) determined dependent
Clinical 1 Pediatric Ward (priority 1) $100,000 To be Funding
$100,000 | determined dependent
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1 Extended Care Beds
1 Hemodialysis maintenance
($50,000/yr)
Nursing 9 Training of LPNs and RNs through $66,610 | Bilateral and In-progress
PCC; specialty training for RNs Multilateral
Ancillary 1 Emergency preparedness training, $200,000 | Federal and In-progress
Services equipment, and facilities upgrades $65.000 Other I
; , n-progress
J Infec.:t|on contrc?l program $1,800,000 Unknown FFl)JnéJing
T Radiology equipment To be Unknown dependent
1 Equipment, assistive devices, determined
prosthetics, feasibility study for new
services (physical therapy)
Primary care [{ Training $16,500 Bilateral Ongoing
1 Melekeok dispensary upgrade $250,000
1 Peleliu dispensary upgrade $250,000
Oral Health 1 Dental Nurse training center To be | Bilateral and 2010
determined Multilateral
Source: IPP strategic plans produced by the health service units in cooperation with KKA (Kathy Kesolei &
Associates) and personal communications.

2. Recurrent Costs

86. Although the Ministry is not under-funded overall, due to the high proportion of the budget that is
locked into donor-restricted accounts, there is underfunding on the OEK account. Although there is
uncertainty about the precise amount, an estimate of $1.2m is used herein.

3. Future Adjustments

87. Table 13 sets out four future funding scenarios that range from the status quo (estimated
$12.9m in funding plus revenues from fees) to cessation of U.S. Federal grant programs combined
with a 12.5 percent reduction in OEK appropriations. None of the scenarios envisions additional
funding becoming available from traditional sources (OEK and Federal) although all anticipate the
possibility of increased revenues. Section 6 of this paper identifies strategies for addressing current
and future shortfalls.

Table 13. Future Funding Scenarios for Planning Purposes
OEK Federal Subtotal Revenues Total
Allocations Awards Appropriations

Scenario 1 | Status Quo $7.2m $5.7m $12.9m $1.9m $14.8m
(FYO7 Levels)

Scenario 2 | Adjustment $6.3m $5.1m $11.4m $1.9m- | $13.3m-
Federal (10%); $3.1.m $14.5m
OEK (12.5%)

Scenario 3 | Adjustment $6.3m $5.0m $11.3m $1.9m | $13.2m-
Across the $3.1.m $14.4m
Board (12.5%)

Scenario 4 | Adjustment $6.3 $0.0m $6.3 $1.9m- $8.2m-
OEK (12.5%); $3.1m $9.4m
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Federal

C Education
(terminate)

Note: This table is based on allocations (OEK) and awards (Federal). Table 9 reflects actual
expenditures. On the OEK accounts, under-expenditure often reflects holds on expenditure due to
government wide cash flow issues and/or hiring freezes. On Federal accounts, under-expenditure
often represents efforts by program managers
allowed and may also reflect government-wide cash flow issues.

Source: FY 07 baseline figures derived from MOH financial data base. OEK funding based on
approved budget levels. Federal funding based on awards for FY 2007 period. Revenues based on
actual collections and projected collection range (see Section 6). These figures vary slightly from
Ministry of Finance (unaudited) figures for FY 2007 showing expenditures of $14.0m (OEK i $6.8m;
Federal i $5.6m; Revenue $1.7m).

V. STRATEGIES FOR SUSTAINABLE FINANCE

A. Goals

88. The medium-term (five-year) goal for sustainable health financing is to implement a combination

of strategies to:

i. Meet the current resource gap (estimate $1.2m);
ii. Increase local financing of capital equipment costs (estimate $0.5m per annum);

iii. Withstand revenue reductions that may result from macro-economic adjustments (estimate

$1.6m);

for a total adjustment of $3.3m. This is equivalent to 23 percent of funds available to the Ministry of

Health for baseline FY2007 (including OEK appropriations, Federal awards, and revenues but

excluding in-kind assistance). To the extent possible, strategies selected for the medium-term
simultaneously address the longer-term (ten year) goal of moving the health system to more s
financial footing. Elements of a financially sustainable health system are outlined in Figure 6.

-
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89. Healthy People. A financially sustainable health system targets underlying social, policy,
environmental and behavioral causes of illness and as a result, is able to minimize spending for
treatment of disease. Treatment is always more expensive and less socially desirable than prevention.

90. Efficient. An efficient health care system chooses the services that will be provided in a manner
that balances individual needs with the public good. Wastage is minimized (staff, money, supplies,
buildings). An efficient system sets aside monies to maintain and replace equipment and infrastructure
as needed.

91. Predictable Public Funding. The Constitution identifies health as a national priority. Budget
allocations reflect this priority by providing sufficient funds to support essential services. National
appropriations are supplemented by donors but external funds are earmarked for developmental
activities (training, infrastructure, research, demonstration), not for recurrent operations.

92. Revenues. There is a rationale system for allocating a reasonable portion of costs to users.
This system reflects actual cost-of-service as well as public health priorities, is efficiently managed,
and transparent. People with the greatest need receive the greatest subsidy. There is an efficient
collection mechanism but also a collective sense of shared ownership in the system that minimizes
default rates.

93. These elements of sustainability are admittedly somewhat utopian i no population is fully free of
preventable diseases, no system is fully efficient, no service provider ever has all the resources s/he
wants, there are always disagreements about priorities, and no user is ever truly happy to pay fees.
Nevertheless, to the extent that these four elements can be maximized, sustainability will be
enhanced.

B. Short and Medium-Term Options

94. The medium-term adjustment target for the Ministry of Health is estimated at $3.3m. The
Ministry of Health can, and probably will, argue that its services underwrite national development and
that health should be protected from macro-economic adjustment. Undoubtedly other sectors will
argue likewise. While it is possible the OEK will agree that health allocations need to be protected, this
is by no means certain. In any event, the prospects for increasing public funds to address current
underfunding and future development are poor thus a need for adjustment to internally fund sector
development even in the event that macro-economic adjustment proves to be unnecessary.

95. Over the long-term, prevention of disease is the strategy of choice and a public health strategic
plan is under development that will streamline efforts to address the underlying causes of ill-health.
Unfortunately, over the medium-term, prevention of disease will not significantly reduce the cost of
health care although more aggressive case management of chronic diseases through primary health
care can and will.

96. This paper proposes a combination of three strategies to achieve the $3.3m adjustment target.
Based on consultations, a fAndo ableo allocation of

i. Efficiency (37.5 percent or $1.25m);
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ii. Revenues from fees (37.5 percent or $1.25m); and
iii. Diversification (25 percent or $0.8 million).

1. Pre-Requisites for Sustainability

97. The Ministry of Health has a good accounting and budgeting system. This is a prerequisite for
enhancing financial sustainability. Building on this foundation, other prerequisites include:

i. Create a focal point for financial planning and fully engage staff in the process;
ii. Determine the actual cost of services;
ii. Increase awareness of cost on the part of providers and consumers;

iv. Conduct fAwillingness to payo surveys to deterr

fees;
v. Improve monitoring of accounts receivable.

2. Efficiency and Privatization

98. In a companion paper in this MTDS series that addresses issues of vulnerable populations, it is
recommended that in planning for adjustment across the public services, the rule of thumb should be

fefficiency first; fees second. 6 Only when public

should the public be asked to pay more. In keeping with this philosophy, efficiency strategies are
discussed herein ahead of revenue strategies.

99. Efficiency is often equated with cost-cutting, a strategy that may (but does not always) enhance
efficiency. Efficiency is about minimizing costs while maximizing benefits by selecting the right
services, the right strategies, the right people, and the right tools. In assessing efficiency, the question
is not just Awhere can we cut costsoOo but fdAwhat

100. Assessing efficiency is an ongoing management process and the Ministry of Health has in recent
years taken many measures designed to increase efficiency. The Ministry for example, was the first
major government department to take energy efficiency seriously. Beginning in 2004, measures taken
to reduce energy consumption have resulted in significant savings. The recent government-wide move
toward performance-based budgeting and the recent MOH initiative to develop the IPP (Integrated
Planning Process) is about efficiency. The IPP assists managers to identify the costs involved in
conducting their fAcored business pr ocaEsstpites unti
core processes are running smoothly with adequate funding.

101. The Mi ni st r hedltb prdmotingiesiviranments is about efficiency i choosing the right
strategies to redress the underlying causes o
about efficiency. It recognizes there are limits to what the Ministry of Health can and should do i that
ultimately people have to take responsibility for their own environments and their own behaviors. The
new Public Health strategic plan will also be about efficiency i choosing the right strategies to address
key health determinants. Creating CAP (Community Advocacy Program) as a specialized unit within
Public Health to provide professional management of health information, education, and
communications in a holistic and coordinated manner is also about efficiency. The proposed Social
and Spiritual Health unit will also promote efficiency by bringing together counselors and social
workers now spread across several different units.
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102. It is proposed that 38 percent ($1.25m) of the adjustment target be met through still more
efficiency measures. Unit managers will need to be charged with the task of critically reviewing
operations to identify specifics. Examples of some measures that have been discussed or
recommended in various forums are outlined in Table 14. Those measures with potential to
significantly reduce costs or increase revenues are highlighted.

Table 14. Proposed Efficiency and Privatization Measures

Unit Proposed Efficiency or Privatization Source of Expected
Measure Recommendation | Impact on Costs

Office of the 1 Designate a unit or individual responsible Author Increased
Minister for external relations; provide training; funding from non-

manage external relations in a manner traditional donors

similar to most well-run non-government
organizations.

Office of Health |1 Designate a planning focal point to IPP Cost reduction &
Administration coordinate future planning and monitor revenue
plan performance. enhancement
1 Develop management training for middle IPP Cost reduction
managers leading to a recognized
credential.
1 Complete project in progress to bar code Health Cost reduction
medical supplies so that items may be | Administration through waste
management

traced from the point of receipt (supply
section) through to the actual patient; this
will identify points of wastage and ensure
accurate billing.

1 Shift medical licensure functions to the IPP Neutral
Human Resource section

1 Strengthen coordination between budget, IPP Neutral
payroll, collections, supply and
procurement

1 Unify health information systems | Various reports Cost reduction

(hospital and public health each have
their own HIS)

1 Shift Kitchen operations from IPP Neutral
Administration to Ancillary Services

1 Re-authorize MOH to manage | IPP and various Cost reduction;
procurement; strictly follow 40 PNC reports improved quality
624(d) regarding local procurement. of care

1 Strengthen maintenance of the physical | IPP and Various Short-term cost
plant and medical equipment increase; long-

term savings

- Contracts with bio-medical .

companies from preventive
P - o maintenance and

- Prospective depreciation schedule timely upgrade of
that projects future capital equipment
investment on a five-year rolling
basis.
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Clinical Service |1 Reduce use of medical ward beds for Various Reduce costs
long-term care. consultations

103. Of the measures listed in the table, the three with the greatest potential for reducing costs in line
with adjustment targets are:

i. Efficiency in procurement of drugs and medical supplies;
ii. Efficiency in administration of Federally funded programs;
iii. Efficiency in managing medical equipment.

104. Procurement. Medical procurement is a specialized field. Specialists in the ministry are in a
better position than generalists in the Ministry of Finance to locate and negotiate with suppliers. Since
procurement authorization was centralized in the Ministry of Finance, cost of procurement has
escalated. Significant savings will be realized by returning procurement authority to the MOH and
strictly following the law (40 PNC 624d) regarding use of local venders.

105. Administration of Federal Programs. The Bureau of Public Health has created a task force on
self-sufficiency that is looking closely at efficiency measures across the Bureau albeit with special
attention to Federal programs. In consultations for this paper, several measures have already been
identified to enhance efficiency in program administration.

i. Centralize administration into one unit, either within Public Health or within the Office of
Health Administration. This will allow a smaller number of people to administer a larger
number of programs although at the cost of reducing autonomy of individual program
managers and coordinators;

ii. Standardize procurement across programs and implement multi-program bulk ordering;

iii. Expand and accelerate decentralization of services to the dispensaries in order to reduce
travel costs. This may entail reassignment of some personnel from central services to
dispensaries;

iv. Now that the Compact Road is complete, review procurement guidelines for vehicles to
favor smaller, more energy efficient models over the large all-terrain vehicles that have
been required in the past due to poor road conditions.

106. Medical Equipment. With amendments to the Hospital Trust Fund Act in 2008 that enable trust
fund monies to be used for equipment maintenance and repair, it is now possible for the Ministry to
enter into maintenance contracts with specialized bio-medical companies. This represents a major
move toward more efficient operations. Building on this, it is recommended that a rolling depreciation
schedule be developed so that the Ministry can project for up to five years when major equipment will
reach the end of its economic life. This will facilitate financial planning and fund sourcing. It is also
recommended that the OEK authorize investment of a portion of the Trust Fund each year into a
medical equipment trust account so that the Republic will be able to increase local financing of capital
costs instead of the current practice of depending on donors to meet all significant costs.

107. Another strategy for enhancing efficiency is privatization since some services may be provided
cheaper by the private sector than by government. This is largely because the private sector has a
profit incentive to keep costs low and options for managing its wage bill not available to government.
There are several gradients of privatization ranging from simple outsourcing of services through
contracts extending to divesting government of assets and management control. In health, mortuary
services have been privatized and janitorial services partially privatized through contractual
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