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MODULE 3.1:  THE DEVELOPMENT OF A STRATEGY TO IMPROVE 

COST RECOVERY IN THE PUBLIC HOSPITAL SYSTEM 
    
 

1.  INTRODUCTION 

 

The need to improve cost recovery in the public hospital system was clearly recognised as a 

key objective at the outset of the Hospital Strategy Project for a number of reasons; it was 

clear that the public hospital system will face a severe and growing budgetary shortfall, in the 

face of growing demand, as resources are directed to primary health care services, and as 

overall health budgets stay constant or grow very slowly. Analysis by the Hospital Strategy 

Project reveals that, on the realistic assumption that hospital budgets grow by 0.6% per year 

in real terms, the public hospital system will face a total annual deficit of R2.94 billion (in 

1996 prices) in the year 2000. It was also recognised that the current user fee system creates 

important equity problems, and that it fails to encourage efficiency at the hospital and system 

level.  

 

In this context, the module set out to achieve the following specific objectives: 

 

 To analyse the current situation as regards revenue generation by public hospitals 

 

 To ascertain details of government policy, at provincial and national level, which require 

modification to allow for fee collection and revenue retention by department of health, 

and at local hospital level. 

  

 To identify the most efficient sources of hospital revenue, including the user fee system 

itself, contracts with medical schemes, and private sector partnerships. 

  

 To develop incentives and effective mechanisms for cost recovery at hospital level, 

including revenue retention, logistical aspects of revenue collection, assessment of ability 

to pay, financial management and security issues. 

  

 To estimate potential revenue generation by province and by hospital type in a 

restructured system. 

  

 To make detailed recommendations on an overall cost recovery strategy for the public 

hospital system. 

 

 

As an initial step, a detailed situation analysis was conducted, the results of which are 

summarised below. The situation analysis identified a number of problems, each requiring 

particular strategies to address them, and the remaining work of the module was focussed on 

the development of these strategies, including a detailed revision of the current user fee 

schedule, estimation of the impact on revenues of the new system, recommendations on 

improved relations with payors, and general strategies to improve cost recovery. These 

various strategies and their associated recommendations are summarised here. Detailed 

reports and documents covering the various aspects of the work of this module are included in 

separate sections of this volume. 



 

 

2.  SITUATION ANALYSIS 

 

The situation analysis was conducted in a broad range of hospitals to ensure a complete 

understanding of the clinical, administrative, historical and geographic factors affecting cost 

recovery. The research comprised two components: a quantitative review of the revenue 

generation performance of hospitals, and a qualitative assessment of the explanations and 

reasons for good or poor performance. In the first component, the ReHMIS database and 

other cost studies were used to evaluate actual and potential cost recovery in hospitals, and to 

assess patterns of cost recovery by hospital type, and within and across provinces; 

international experience was also drawn upon to compare cost recovery in South African 

hospitals with that of countries of similar economic profile. In the second component of the 

analysis, a large number of interviews were conducted with hospital administrators and other 

management personnel, as well as with provincial officials and private sector stakeholders.  

 

The situation analysis confirmed that there are substantial problems in the capacity of the user 

fee system to generate adequate revenues. South African public hospitals recovered 

approximately R658 million in user fees  in 1992 (R862 million in 1996 prices), equivalent to 

8.7% of total recurrent expenditures, which is lower than the cost recovery achieved by 

several other countries of similar or poorer economic profiles. The data also confirm that 

there is massive and unexplained variation in cost recovery between hospitals in each 

province, and between provinces, even when adjusted for hospital type and for location. This 

variation strongly suggests inefficiency in collection of revenues at many hospitals. This 

observation is confirmed by a disturbing decline in revenue generation in the public hospital 

system over the past few years. Provincial revenue projections for the 1996/97 years indicate 

a nominal decrease of 21%, and a real decrease of 40%,  in fee revenues between 1992/93 and 

1996/97.  

 

As described in more detail below, this analysis found that the poor revenue generation 

performance is attributable to a combination of factors, including factors in the environment 

in which hospitals operate, inappropriate pricing and design of the user fee system, and 

extremely poor administration of the system at provincial and hospital level. Conservative 

estimates show that, in 1992/93, potential fee revenue amounting to approximately R388 

million (in 1996 prices) was not recovered due to these various factors. This loss represented 

44.7% of actual fees recovered in that year, indicating that total cost recovery could have been 

substantially increased had some or all of these issues been addressed. Perhaps more 

disturbingly, the analysis indicates that the current decline in fee revenue will accelerate over 

the next few years unless the problems identified here are addressed as a matter of urgency. In 

the following sections, the main causes of the decline in fee revenue are briefly summarised. 

 

 



2.1 Causes of declining revenue generation in public hospitals 

 

 Factors in the environment in which hospitals operate 

 

- A significant shift of paying patients away from public hospitals to the private sector, due to 

a combination of perceived and real declines in quality of care in public hospitals, and to 

expansion in the supply of private hospital beds. 

- Poor incentives for hospital management and staff to recover fees, due to inability of 

hospitals to retain and use fee revenue, and due to inability of hospital managers to reward 

administrative staff for efficient cost recovery. 

- Inability of many hospital users to pay fees. 

- Unwillingness of users to pay fees, even when they can afford to do so, due to perceived low 

quality, and/or to perceptions that payment for public services is unjustified or unnecessary. 

- Resistance by some hospital staff to strict enforcement of cost recovery, on ideological 

grounds.  

 

 

 Design and pricing of the current user fee schedule 

 

- No relationship between underlying costs of hospital services and user fee prices, leading to 

inappropriate pricing and subsidies. 

- Failure to adjust prices for inflation for 3 years, leading to a real decline of approximately 

30% in the value of current prices. 

- Extremely complex patient classification mechanisms. 

- Complex tariff structures, requiring sophisticated administration systems for effective 

implementation. 

- Multiple user fee schedules within those provinces which have incorporated former 

„homelands‟. 

 

 

 Implementation of the user fee system at hospital level 

 

- Inadequate information systems to handle large volumes of patients and complex billing 

procedures. 

- Lack of adequate numbers of appropriately trained and motivated administrative staff. 

- Extensive misclassification of patients, due to lack of administrative know-how, fraud, and 

patient dishonesty. 

- Failure to identify all treatments and services provided to patients, due to poor information 

systems and poor communication between clinical and administrative staff. 

- Complex billing procedures due to administrative and regulatory requirements. 

- Poor communication and relationships with organised payors, including medical schemes, 

MVA Fund, Workmen‟s Compensation Commission and other government departments. 

- Severe mismanagement of bad debts, due to administrative incompetence and regulatory 

restrictions. 

 

 



2.2 Equity and hospital efficiency problems arising from the current user fee system 

 

In addition to the poor cost recovery discussed above, the current user fee schedule 

undermines the capacity of the public hospital system to ensure equity, and to deliver efficient 

hospital services. Equity is undermined for several reasons; the current crude means testing 

system allows numerous users who could afford to pay to avoid payment by claiming to be 

indigent. This results in effective subsidies to these individuals, and prevents the system from 

targeting subsidies to the poor. This pattern is aggravated by the general failure to recover 

fees from all those who could afford to pay, as discussed in the previous section. The failure 

to recover all costs from insured patients covered by medical schemes is a case in point here. 

Aside from the fact that insured patients already enjoy a subsidy through tax deductions on 

their scheme contributions, the poor cost recovery by public hospitals from these schemes 

results in a further effective public subsidy to the privately insured segment of the population. 

 

The current user fee system, and the regulatory environment discussed above, also undermine 

hospital efficiency in an important way. If hospital managers were allowed to retain a portion 

of their fee revenues, and to use these freely for hospital development and/or for rewards to 

staff, they would face strong incentives to improve hospital services in order to attract paying 

patients. This would generate a „virtuous circle‟, since attracting paying patients would 

generate more revenues, which could be used to improve facilities and so on. Under the 

current system, on the other hand, hospitals face a „vicious circle‟ of declining budgets, 

declining services, and a shift of paying patients away from public hospitals, which further 

undermines revenue generation.  

 

 

2.3 Conclusions of the situation analysis 

 

This analysis identified a number of complex, interconnected problems contributing to the 

poor revenue generation, and equity and hospital efficiency problems emerging from the 

current user fee system. As noted above, solutions to address these problems will have to 

focus on the environment in which the user fee system is applied, the design of the schedule 

itself, and the application of the system at hospital level.  

 

 

3. A STRATEGY TO IMPROVE REVENUE GENERATION IN PUBLIC 

HOSPITALS 

 

 

3.1.  Addressing the Environmental Issues 

 

 

3.1.1. Attracting paying patients back to public sector hospitals 

 

The situation analysis showed a clear decline in public hospital revenues over the last five 

years. This is partly attributable to the steady shift of paying patients from public to private 

hospitals, a trend which is accelerating, and continues to contribute significantly to loss of 

potential revenue. In 1994, losses due to this shift alone are estimated at approximately R43 

million. Data from medical schemes indicate a 10% decline in medical scheme payouts in 

1994 relative to 1993, and evidence suggests that this decline will be even greater for the 



1995/96 and 1996/97 financial years. If the decline in use of public hospitals by insured and 

paying patients continues, it is likely that within five years, there will be an almost complete 

division between the public and private sectors. In this scenario, public hospitals will be used 

mainly by the poor, with insured and other middle income patients using private hospitals for 

almost all of their care, perhaps with the exception of highly specialised services, or in areas 

where there are no private hospitals available. This trend will severely reduce fee revenue, 

since almost 80% of current public hospital revenue comes from patients with some form of 

health insurance, despite the fact that these patients account for only 10% of total admissions 

to public hospitals.  

 

In addition to loss of revenue, the decline in paying patients will undermine the capacity of 

the public hospital system to create the „virtuous circle‟ described above. If hospitals are 

simply unable to attract paying patients, they will have no incentives to improve quality of 

services, further encouraging a shift of paying patients to private hospitals, and so on. The 

overall result of these trends will be an increasing polarisation between a poorly resourced, 

low quality public hospital sector on the one hand, and an expanding, well-resourced, high 

quality private hospital sector on the other. 

 

 

Recommendations:  

 

The fundamental strategy to address this set of problems is to develop and implement a set of 

policies that will attract paying patients in large numbers back to public sector hospitals. This 

will not only substantially increase revenue generation, but, if implemented in conjunction 

with revenue retention policies, will lead to improvements in quality of public hospital 

services.  

 

This strategy will require measures to address the two key drivers of the shift of patients to 

the private sector: the expansion of the private hospital sector, and the problems of quality of 

care in public hospitals. 

 

 

 Limiting the expansion of the private hospital sector 

 

The appropriate strategy here is to limit the expansion of the private hospital sector, rather 

than stop it altogether, and to ensure that the expansion which does occur, does so at minimal 

cost to the public hospital system. This can be achieved through the following specific 

measures: 

 

- The precise location of the authority for the licensing of private hospitals must be clarified, 

and this authority must have sufficient technical capacity and power to strictly enforce 

licensing requirements. A formal Private Hospital Authority should be created, either at 

national level, or within each provincial health administration. While health is formally a 

provincial function, we would recommend that the licensing authority be retained at national 

level for at least the next 3 years, in order to overcome lack of capacity in some provinces, to 

ensure consistency across the country, and to eliminate the pressure and lobbying to which 

provincial politicians are often subjected by those attempting to secure private hospital 

licenses.  

 



- An explicit,  consistent set of criteria and an evaluation process for the granting of new 

licenses must be developed and implemented. This will prevent the current situation in which 

licences are granted in apparently random fashion, and in which the process is often held 

hostage to the interests of influential stakeholders. 

 

- The criteria and process for granting of licenses should take into account the impact of new 

private hospitals on the public sector. For example, new private hospitals in small towns often 

have a devastating effect on the public hospital, through drawing away key staff and paying 

patients. In these situations, licenses for private hospitals should if possible not be granted, 

and instead, efforts be made to allow the public hospital to satisfy demand from the private 

sector. 

 

- A clear definition of what constitutes a private hospitals must be agreed and incorporated 

into legislation. This will address the problem of numerous private hospitals which operate 

without licenses, since they fall outside the current narrow definition of a private hospital.  

 

- Legislation affecting private hospitals must be vigorously enforced, and offenders 

prosecuted. Many illegal operators currently hold the view that they can operate in 

contravention of the law with impunity. Unless this situation is reversed, none of the above 

measures will have any impact. 

 

- Until the above measures are implemented, an absolute moratorium on new hospitals should 

remain in force.  

 

 

 Improving real and perceived quality of care in public hospitals 

 

As real and perceived quality of care declines in the public hospital system, both the shift of 

patients to private hospitals, and the demand for new private hospitals will increase. Efforts to 

improve quality of care and amenities in public hospitals are thus vital and urgent. The 

following specific recommendations are made in this regard: 

 

- The various recommendations emerging from the Hospital Strategy Project, particularly 

concerning rationalisation of hospitals, cost recovery and decentralised management, should 

be implemented as soon as feasible, as all of these will ultimately impact on quality of care.  

 

- Private wards should be opened in selected public hospitals. These wards would provide 

improved „hotel‟ facilities, such as more privacy, better accommodation etc, but would not 

involve any difference in quality of clinical nursing or medical care provided to patients. 

While the negative equity effects and political complications of this strategy are clearly 

recognised, it is the view of the Hospital Strategy Project that this measure is absolutely 

central to improved cost recovery, and to ensuring the survival of a well resourced, high 

quality public hospital system. Without private wards of the kind suggested here, paying 

patients will face few or no incentives to attend public hospitals, and it will be impossible to 

attract medical staff in the private sector to work sessions, or even full-time in public 

hospitals. Therefore,  if private wards are not opened, for equity reasons, it is almost certain 

that within the next few years, there will be private hospitals in most small towns and cities, 

as well as an expansion of private facilities in bigger cities. This will aggravate the downward 

spiral of public hospitals, by leading to the departure of private practitioners, nurses and 



paying patients, with all of the negative consequences described above. This strategy will 

become particularly relevant in the event that a mandatory health insurance plan for hospital 

services is implemented, since those in formal employment will have no incentives to 

contribute to the scheme if there is no differentiation at all in the services they receive. 

 

- Provincial departments of health must make strategic choices on which hospitals should be 

used for revenue generation. The current, implicit strategy appears to be that the public 

system will compete broadly with the private sector, attempting to generate meaningful 

revenues in many hospitals and across most services provided in public hospitals. An 

alternative approach would be that public hospitals compete with private hospitals only where 

they have a unique comparative advantage, such as in the provision of specialised services. 

Examples here would be in most quaternary services, and specialised rehabilitation services, 

as well as in smaller towns where the public system retains a monopoly. This would require 

that these services, and perhaps particular hospitals be identified as revenue generators, and 

that a set of measures be implemented to ensure that they are able to generate substantial 

revenues. Note that a selective strategy of this kind would fit fairly well with current revenue 

generation patterns. Analysis of the most recent RhEMIS data indicates that 40% of total fee 

revenue in the country is currently generated by only 14 hospitals, while 50% of total revenue 

is generated by only 22 hospitals. A selective strategy of this kind would need to include 

measures such as investments in improving these services, negotiations with medical schemes 

to ensure a flow of private patients, and measures to control the supply of these services by 

the private sector. 

 

It is of course possible to adopt a combination of these strategies, with significant efforts 

being put into revenue generation by hospitals with specific comparative advantage, as well 

as broader efforts in the public hospital system as a whole. However, the tough decisions 

relating to equity cannot be avoided. If it is decided that private wards in public hospitals are 

not acceptable, then it is our view that the most public hospitals will not be able to compete 

with the private sector, and that the current revenue generation strategy will fail. In this 

scenario, the Department will have to accept that the public hospital system should generate 

revenue on a selective basis, and this strategy will need to be pursued explicitly and 

aggressively. We would argue, though, that a combined strategy is strongly preferable, since 

the alternative, selective strategy would almost certainly see a continuation of the spiral of 

decline in all of those hospitals which are not recognised as revenue generators.  

 

 

3.1.2. Allowing revenue retention by hospitals to create incentives for improved collection 

 

International experience, and the situation analysis noted above, have demonstrated that 

revenue retention at hospital level is an essential prerequisite for effective revenue generation.  

Retained revenue can be used to improve the quality of care at hospitals by investing in new 

facilities or equipment, and to improve the working conditions of staff through provision of 

amenities and bonuses. All of these measures will have positive effects on quality of care, 

which will in turn attract further paying patients.  

 

Recommendations: 

 

 



 Existing Treasury regulations, which require all revenue to revert to the provincial 

revenue fund, will have to be changed through negotiation. Some provincial treasuries are 

sympathetic to the arguments for revenue retention, while others see this as a threat to 

provincial revenues. This argument can be countered by agreeing a proportion of revenues 

to be retained by health, perhaps using a sliding scale in which an increasing proportion 

can be retained as total revenues increase. This would provide further incentives to health 

departments and hospitals to ensure cost recovery. It will also be important to persuade 

provincial treasuries that without this measure, they will face an ever declining revenue 

stream from public hospitals, thus eroding their arguments against revenue retention.  

 

 Several changes to current practice would be required in order to allow revenue retention. 

Provincial health departments would need to set up Trading Accounts, which would allow 

them to retain some proportion of the revenues generated by hospitals. The retained funds 

could then be distributed both to hospitals which generated them, and to all other 

hospitals, using a redistributive mechanism. The precise financial mechanism for doing 

this would be to use the net budgeting approach. Current Treasury Regulations do in fact 

allow provinces to operate Trading Accounts, although such permission is in practice only 

granted to institutions which generate at least 50% of their expenditure in revenue. This 

would exclude all health departments. However, this is not called for in any legislation or 

regulations, and exceptions to this practice should be obtained on behalf of health 

departments. 

 

 A detailed mechanism and formula for distributing fee revenues between hospitals should 

be developed. 

 

 Detailed guidelines for the use of retained revenue by hospitals must be developed to 

ensure accountability and responsible use. 

 

 

3.1.3. Other measures to improve attitudes and motivation of hospital personnel towards 

revenue generation 

 

The lack of any connection between income and expenditure, the absence of a realistic 

budgeting process, and the inability of managers to pay performance bonuses to staff  further 

undermine the interest of managers and administrative staff in collecting fees efficiently. 

Many hospital staff also object to enforcing fee collection, believing that their jobs are to 

provide health services, rather than to collect fees.  

 

Recommendations: 

 

 The development of a formal, disciplined budgetary approach, within the context of a 

decentralised financial and general management, will strengthen the linkage between 

income and expenditure, encouraging managers to maximise revenue generation.  

 

 Increased authority of hospital managers over expenditure of fee revenue and over 

personnel, also in the context of decentralised hospital management, will give managers 

the means to encourage staff to improve revenue generation. For example, managers may 

use retained revenues to improve staff facilities, and/or to pay performance bonuses.  



 

 Negative staff attitudes to revenue collection should be overcome through an education 

process, in which administration staff are exposed to the impact of their behaviour on 

hospital income. Staff resistance will also be reduced through the adoption of an explicit 

policy on exemption and patient subsidies. In this context, the charging of patients will 

appear more “fair”, and less mercenary to hospital staff. 

 

 

3.1.5. Measures to encourage hospital users to pay fees 

 

While many hospital patients are unable to afford fees, the situation analysis demonstrated an 

increasing tendency among those who can afford to pay to avoid such payment. 

 

Recommendations: 

 

 Users are reluctant to pay for low quality services, or for services which they feel are non-

responsive to their needs. The measures to improve quality of care will thus be essential 

to improve the willingness of users to pay.  

 

 Provincial health departments should consider conducting regular, well structured surveys 

of hospital users, in order to identify areas of satisfaction and dissatisfaction. This would 

allow provinces and hospitals to tailor their solutions to local users, and to be responsive 

to the actual needs of users. 

 

 User fees should be used to effect visible improvements to hospital facilities, and 

communities should be alerted to these developments. 

 

 Meaningful community participation in the governance of hospitals, as proposed in the 

recommendations on decentralised hospital management,  will increase awareness of the 

need for payment. 

 

 Communities should be consulted prior to the implementation of the new National User 

Fee Schedule, and community education campaigns, focussed on the importance of 

paying user fees, should be developed and implemented. 

 

 

3.2.  Improving the structure of the user fee schedule 

 

The situation analysis highlighted multiple problems with the current design, prices and 

structure of the 6 user fee schedules currently in use throughout the country. Subsequent to 

the presentation of these results, the Provincial Health Restructuring Committee and the 

Health Ministers Forum took a decision to develop and adopt a uniform national user fee 

schedule, which would address many of the problems outlined above. The Hospital Strategy 

Project was requested to undertake the appropriate research and analysis and to make 

proposals for a new user fee schedule, as well as to consult widely on these proposals and to 

modify them to the point where national agreement was possible.  

 



The Hospital Strategy Project undertook the initial research and analysis, as well as the design 

process between October and December 1995. This process involved a review of the available 

literature and research into the feasibility of alternative fee structures and price levels. In the 

first four months of 1996, meetings were held in all provinces with both senior hospital 

managers and provincial officials to discuss these initial proposals. These meetings were 

useful in identifying the most contentious aspects of the proposals, and in raising points not 

previously considered. Between February and June 1996, four drafts of the Proposals for a 

National Fee Schedule were circulated for comment, and three presentations were made to 

meetings of the PHRC and/or the Health Ministers Forum, at which the proposals were 

further debated. The last of these presentations was to the Health Ministers Forum on 10th 

May 1996. At this meeting, the bulk of the proposal was approved, but some key outstanding 

problems were identified for further work. The Hospital Strategy Project subsequently 

modified the proposal to deal with these problems. The current version of the proposal, 

presented in this volume, is thus the final one to emerge from this process. It is due for 

presentation to the PHRC/Health Ministers Forum in July 1996, and it is hoped that it will be 

adopted at that stage. In the following sections, the basic principles and broad parameters of 

the proposals are summarised. Thereafter, some of the unresolved issues in the proposals are 

examined, and finally, implementation issues and recommendations are presented. 

 

 

3.2.1 Basic principles of the new  National User Fee Schedule 

 

While addressing the problems exposed by the situation analysis, the proposed new schedule 

also takes into account the need to protect equity and to foster hospital and system efficiency. 

The following principles were therefore used as the basis for the new user fee schedule: 

 

 Enhance revenue generation and protect equity by targeting cost recovery and collection 

efforts on those patients who can afford to pay 

 Ensure some principle of payment for all except the very poor, through use of nominal 

charging in lower income categories 

 Ensure that revenue collected exceeds the costs of administering the system 

 Simplify the user fee schedule, and improve the efficiency of the overall system. 

 Use differential pricing levels across different hospital types, as well as by-pass fees, to 

encourage use of the appropriate level of care and to enhance the efficiency of the referral 

chain. 

 Maintain some of the key principles underlying the current fee system, including the 

principle of payment of payment for services, and the per day charge for in-patient (IP) 

care 

 Ensure continuity with possible government policy decisions on the expansion of health 

insurance coverage for those who can afford to insure themselves for health care 

 

 



3.2.2.  Key structural aspects of the new  National User Fee Schedule 

 

 

3.2.2.1 Adjustment of prices to reflect real costs and inflation 

 

The objective of equity requires that public subsidies are targeted to the poor, and that those 

able to pay should bear the full costs of their care. A key aim of the revised schedule is thus to 

link prices for those able to pay (termed full price patients, see below) to underlying costs. 

This is difficult to achieve, given the dearth of accurate data about the true costs of treatment 

in public hospitals. While it was suggested by some that prices should be based on private 

sector hospital tariffs, as reflected in the RAMS fee schedule,  this was considered inadequate 

since cost structures and utilisation patterns in private hospitals differ substantially from those 

in public hospitals. All available data on actual costs in public hospitals were thus collected, 

and the proposed prices reflect these costs as accurately as possible. An additional principle 

applied here was to pitch prices between known costs and the RAMS price, in order to 

achieve some level of profit, while ensuring that prices are fully competitive with the private 

sector. Pricing will become much more accurate as more cost data becomes available, and the 

proposals include specific suggestions that prices should be reviewed on an annual basis, and 

varied in line with costs, as more information becomes available. The new schedule therefore 

also assumes an annual inflationary adjustment in all prices.  

 

 

3.2.2.2 Classification by income category and use of means testing 

 

In an attempt to radically simplify the user fee schedule, and to overcome some of the current 

problems of income classification and means testing, alternatives to these procedures were 

examined. One possible scenario in which means tests could be eliminated would occur under 

some form of mandatory hospital insurance plan, in which all those in formal employment 

would contribute, and would receive a card indicating their contributor status. In this 

scenario, those covered would produce their cards on admission, while those not covered 

would have to pay, or to prove their exempt status. However, in the absence of this scenario, 

and given the highly unequal distribution of income in the SA population, the principle of 

equity leaves no alternative but to find some way to classify patients according to their 

incomes, and to use some form of means test or other targeting mechanism, such as 

characteristic or direct targeting to do so.  

 

Review of the international literature and extensive analysis and consultation led the project 

team to the conclusion that there was no ideal alternative to income classification and means 

testing in the current environment. An appropriate approach for the new National User Fee 

Schedule is thus to continue to use means testing, while acknowledging the limitations and 

weaknesses of this approach, and attempting to address these wherever possible. This entails 

recognising the following issues: 

 

 All targeting mechanisms are flawed and will necessarily incur leakage i.e. some non-

poor patients will receive subsidies. Every attempt should be made, however, to ensure 

that no poor patients are charged fees. 

 There are currently no alternatives to a means test based on patients‟ own declaration of 

their income. In the future, smart card and other information technologies may provide 



more accurate methods of determining income, but these will not be available in the 

foreseeable future. 

 In administering the means test based on self-declared income, a trade-off occurs between 

the accuracy of information and the costs of obtaining that information. In the current 

system, however, extremely poor information is obtained, often at high cost due to poor 

administrative systems. It is vital to improve this, through both positive and negative 

incentives. 

 Positive incentives to declare income correctly should be provided over time. This can be 

achieved through patient education and community liaison. It can also be achieved, 

arguably more powerfully, through the provision of better „hotel‟ amenities to paying 

patients, as discussed above. 

 Negative incentives should also be provided as soon as possible. Patients must believe 

that those who misstate their income will be pursued and prosecuted. 

 

 

3.2.2.3. Simplification of income categories 

 

Having established the necessity of income based patient classification, attempts were made 

to simplify these as much as possible, while still maintaining the principle of equity. Three 

income categories were considered the minimum required to cope with disparities in patient 

income, and to ensure that the poor received appropriate subsidisation. The proposed income 

categories are as follows:  

 

Full Price: Patients with health insurance coverage, or individual earning R35,000 

and above p.a. 

 

Reduced Price  Individuals earning between R18,000 and  R35,000 p.a. 

 

All Other Patients: Individuals earning up to R18,000 per annum 

 

Note that the proposed schedule also provides household income levels associated with each 

category. 

 

 

3.2.2.4. Simplification of pricing structure  

 

In order to address the complexity of pricing used in the current system, a simplified approach 

was used. As noted in more detail below, the pricing structure is based on the principle of 

recovering full costs plus a profit element from Full Price patients, while Reduced Price 

patients are charged a fixed amount, below cost, and the All Other Patient category are 

charged a nominal amount. Note that hospitals are classified into two categories for purposes 

of pricing: academic/central and secondary/community hospitals. Provinces will however 

have flexibility in respect of this classification. 



 

 

 Full Price patients 

 

In order to ensure full cost recovery, while simplifying the current itemised billing system, 

various pricing methods were considered,  including a fixed charge per admission, a fixed fee 

per patient day, and itemised billing. After detailed research, it was decided to rely, for the 

time being, on the basic structure of a fee-per-day, into which a large proportion of other costs 

would be incorporated. In addition, a limited number of surcharges, for particularly high cost 

items, will be separately charged. This proposal has the advantage of simplifying the current 

itemised billing system, while still ensuring that very high cost items are charged to those 

who use them, rather than shared across the entire patient pool, pushing up average costs 

unfairly. A total of four surcharge categories is thus proposed. The schedule further simplifies 

administration of charges for operating theatres, through the introduction of simple procedure 

based billing methods, in which operations will be invoiced on a cost per procedure basis, 

calculated according to average procedure times, and average theatre costs per minute. 

 

 

 Reduced Price and All Other Patients 

 

The primary purpose of tariffs in these categories are not to recover costs,  but to ensure 

equity and efficiency. Prices in these categories have thus been set using data on ability to 

pay, and take into account the costs of transport incurred by patients in reaching hospitals, as 

well as the impact of fees on household expenditure.  

 

For Reduced Price patients, prices have been set to encourage patients to take out health 

insurance in the event that government policy on this issue is implemented. The price is set at 

2.5% or less of the lowest annual income band in this bracket. Since statistics show that 

approximately 5% of annual household income can be expected to be spent on health care, 

this is well within the acceptable limits.  

 

For All Other Patients a nominal price is proposed, and data show that this should be 

affordable by most patients. Mechanisms to exempt those who genuinely cannot pay form 

part of the implementation strategy. 

 

In line with the principle adopted by all provinces,  a bypass fee is included in the fee 

schedule to ensure appropriate use of hospital facilities. At this stage, some issues concerning 

bypass fees remain unresolved. These include: 

 Practical measures for enforcing implementation. 

 Problems of ensuring community acceptance of this approach. 

 Problems of implementation where inadequate PHC infrastructure is available. 

 The applicability of by-pass fees for Full Price patients given the revenue generation 

objectives of the provinces. It is likely that Full Price patients will not attend outpatients 

departments if they have to pay a bypass fee, which may have negative implications for 

cost recovery. In response to this, it is recommended that a referral letter from a private 

GP would substitute for one from a PHC clinic, provided the patient is prepared to pay 

Full-Price tariffs. 

 



 

3.2.3 Unresolved issues in design of the National User Fee Schedule 

 

Although the majority of the proposals have gained wide acceptance from all stakeholders, at 

both administrative and policy level, a few important and difficult issues remain unresolved, 

and will need to be finalised prior to implementation.  

  

 There remains some unease concerning the principle and implementation of means testing 

based on self-declared income. As noted above, this will be easily resolved in the context 

of a mandatory hospital insurance plan, but prior to that, there are no workable 

alternatives available at present. 

  

 There remains some debate on whether or not a nominal fee should be charged to those in 

the lowest income category. The current proposals exclude charges for this category, but 

provinces remain divided on this issue. 

  

 In order to ensure that the fee system is taken seriously, and in order to address the serious 

problem of vast amounts of bad debt, the current proposals suggest that at some point in 

the next 2-3 years, hospitals should begin to refuse to raise invoices for those who are 

supposed to  pay a fee for their treatment. This would obviously not apply in the case of 

emergencies, nor in the case of patients who could prove that they should be exempted 

from fees. However, the administrative and political complexities of this approach are 

significant, and this has generated much debate during the consultation process. While the 

easy solution will be to continue as at present, i.e. raising invoices whenever patients 

claim to have no cash on hand, this will simply perpetuate the current situation of serious 

under-recovery and high volumes of expensive bad debt.  

 

 

3.2.4  Projected revenue from the proposed National User Fee Schedule 

 

In order to estimate the impact of the new schedule on revenue generation, a detailed model 

was built using invoice data from several of the largest hospitals in the country. Details of the 

methods and results of this model are provided in a separate document in this volume. 

Assuming current utilisation and bad debt ratios, the model forecasts that revenue will 

increase by approximately 30% under the new proposals. In addition to estimating overall 

revenue generation, a model of this kind also allows provincial and hospital managers to 

develop accurate budgets, and to estimate the effects of focussed management initiatives, or 

province wide strategies, on revenue generation. As noted above, such strategies might 

include identification of selected hospitals as revenue generators, and the model could be 

used to estimate the effects of a strategy of this kind. 

 

Recommendation: 

 

Provinces should modify the revenue generation  model developed by the Hospital Strategy 

Project for application to local conditions. This model should then be used to predict revenue, 

and as an input to the budgeting process. 

 

 

3.2.5 Implementation of the National User Fee schedule 



 

The introduction of the national user fee schedule will require a comprehensive, thoroughly 

prepared and adequately resourced process of implementation. This will initially require 

finalisation of the outstanding policy issues outlined here, followed by a detailed 

implementation strategy. 

 

 

Recommendations: 

 

 Outstanding policy issues, as outlined above,  need to be resolved as a matter of urgency. 

  

 Outstanding issues on the tariffs and structure of the schedule must be resolved. These 

include the question of whether or not fees should be charged to the All Other Patient 

category, the use of an “academic levy” in academic hospitals, and tariff policy in respect of 

long-term patients, especially those in psychiatric care. 

 

 The new National User Fee Schedule should be formally adopted by all provinces. 

  

 Provincial consensus should be achieved on an appropriate implementation date. 

  

 Provinces will need to modify/enact the appropriate regulations or ordinances to allow for 

implementation of the schedule from the agreed date. 

  

 Provinces will need to develop a detailed, customised implementation plan, which should 

cover resources required (including human resources and information technology) as well 

as timetables. 

  

 A national User Fee Implementation Committee should be formed, in order to coordinate 

implementation between provinces, and thereafter to meet annually to revise prices and 

make any required other changes to the fee structure. The tasks of this committee should 

include: 

 organising public awareness campaigns and developing a strategy to include 

communities in the change process. 

 coordinating the development of template invoices and simple billing procedures, 

and minimum standards/guidelines for information systems. 

 recommending and effecting national level negotiations between insurers of high 

income patients, including medical schemes, the MVA Fund, the Workmen‟s 

Compensation Commissioner, and other government departments, such as the 

SANDF and SAPS. 

 sharing „best practice‟ information and experience between provinces. 

  

 Each province should appoint dedicated personnel to oversee the implementation of the 

new schedule, and to monitor its effects 

  

 Implementation of the new schedule should explicitly recognise the principle of 

provincial flexibility. Thus, while the overall principles, structure and prices will be 

consistent throughout the country, some provinces may wish to delay implementation of 

the bypass fee until PHC infrastructure is developed; similarly, some provinces may wish 



to classify different types of hospitals differently for purposes of pricing, or may decide 

not to levy any tariffs in some hospitals, given the inability of local populations to pay, 

and the costs associated with collection in these areas. However, there is consensus that 

provinces should only be able to alter the structure of the schedule within defined limits. 

Clear national guidelines on provincial flexibility need to be established in order to ensure 

that subsequent differences between provinces are fair. This is especially relevant to 

hospitals in districts close to provincial boundaries, where standardised tariffs and 

structures are important to ensure controllable cross-boundary flows.  

 

 As the new schedule will not come into effect in this financial year, it is essential that the 

current schedule at least be adjusted to account for inflation. The HSP has developed a 

schedule of price increases, based on the current Uniform Fee Schedule, which 

amalgamates the best suggestions of provinces who have already begun the process of 

increasing fees. In order for this to occur provinces must agree on the schedule to be used, 

and the increases need to be gazetted and approved by Treasury, a process which must 

begin as soon as possible. 

 

 

3.3  Improving the implementation of the user fee system at provincial and hospital level 

 

In addition to environmental factors, and the design of the user fee schedule, the situation 

analysis identified a number of implementation related problems at both provincial and 

hospital level, including inadequate information technology, inadequate numbers and quality 

of staff, and problematic relationships with insurers and other payors. This section presents 

some strategies designed to address these problems. 

 

 

Recommendations: 

 

 Improve the accuracy of patient classification on admission 

  

 - Detailed analyses of the required numbers of administrative staff handling billing at 

hospitals should be undertaken. In some cases, hospitals will have too many staff, while in 

others, there are severe shortages, and appropriate redistribution will be required. 

  

 - Analysis should also be undertaken of the training requirements of these personnel, and 

appropriate training programmes should be developed and implemented. 

  

 - Incentives to reward good performance by staff involved in fee collection should be 

developed and implemented. This will be possible within the framework of decentralised 

hospital management, and is an essential prerequisite for improved fee collection 

performance. 

  

 - Measures to create positive incentives for patients to declare income honestly must be 

decided upon and implemented.  These include education campaigns, community liaison, 

and the policy of opening private wards within public hospitals. 

  

 - Simultaneously, provinces must decide upon, announce and enforce penalties for those 

who do not declare their income honestly. 



  

 - Measures must be found to improve the accuracy of information available to admission 

clerks. These might include requiring proof of such status as identity, unemployment, 

number of dependants, place of residence etc.  

 

 

 Improve the accuracy of recording of all treatment/procedures administered to patients in 

the full-price category, and increase the speed with which invoices are raised and sent out. 

  

 - Address problems of staff numbers, training measures and incentives as above. 

  

 - The job descriptions of admissions clerks should be broadened to include some element 

of ward clerk duties; this will ensure integration of the user fees and ward functions, 

resulting in more accurate and comprehensive recording of patient treatment and 

procedures. 

  

 - The Department of Health and the provinces should jointly develop guidelines on a 

basic, standard information system equipped to handle the requirements of the new 

National User Fee Schedule. While the National Health Information System of South 

Africa (NHIS/SA) will ultimately fulfil this function, it is not clear at what stage this will 

be implemented. In the interim, it is an urgent requirement that those hospitals which do 

not yet have computerised billing systems be equipped appropriately. 

  

 - Provinces should equip hospitals with the appropriate hardware and software for the 

basic billing system outlined above. 

  

 - The Department of Health and/or the provinces should develop templates of patient 

record forms designed to capture billing information, as well as invoice templates, which 

should be distributed to all hospitals, and which can be used even in non-computerised 

environments. 

  

  

 Improve the collection of moneys owing on account, and the management of bad debts 

 

 - Address problems of staff numbers, training measures and incentives as above. 

  

 - Address the information technology strategies outlined above. 

  

 - Change existing regulations to allow staff to target high-value accounts, and those of 

insured patients, and waste minimal effort on the large volumes of very low value 

invoices. 

 

 - Change existing regulations to allow staff  to write off bad debt rapidly, allowing an 

appropriate focus on current debt, as well as to make rapid, flexible decisions on pursuit 

of debtors in court. 

 

 - Investigate more effective payment options, including use of credit card facilities, and 

discounts for cash or prompt settlement of accounts. 

 



 - Special attention must be paid to recovery of money from patients from other countries, 

since it is virtually impossible to recover this money once the patient is discharged. As 

with private hospitals, an approach here might be to insist on payment of at least a 

deposit, except in cases of emergencies. 

 

 - Special attention must also be paid to monitoring and preventing fraudulent billing by 

sessional or private doctors working in public hospitals. This is a sensitive problem, and 

will have to be handled as such to prevent departure of these doctors from hospitals, 

especially hospitals in small towns which depend on the services of part-timers. 

 

 - Consideration should be given to the question of contracting out of the entire billing 

process to private billing agencies. This practice is extensively used by private 

practitioners and hospitals, and has also been used with great success by some hospitals in 

the Northern Province in recent years. The Northern Province recently awarded a tender to 

an outside billing agency to cover all of its hospitals. Such agencies invariably increase 

the total recoveries, and usually charge a fixed percentage of total recoveries, giving them 

a strong incentive to improve collection performance.  

 

 

 Improve billing relationships with insurers and other payors 

 

 - Improve billing relationships with medical schemes 

 

 With the aim of improving relationships between public hospitals and medical 

schemes a Memorandum of Understanding between the Department of Health and 

RAMS, was drafted and submitted to RAMS. The Memorandum addresses key 

problems in the billing of medical schemes, including the three month prescription 

rule, indirect billing requirements, and the high-handedness of many medical schemes 

in their dealings with public hospitals. This memo was forwarded by the Department 

of Health to RAMS in November 1995, but todate little progress has been made on 

this issue. It is essential that the Department now press RAMS to agree to the 

proposals in the Memorandum, since this will facilitate substantial increases in 

recoveries from medical schemes. 

 

 Further issues between public hospitals and medical schemes which require 

discussion include: 

 informing RAMS about the new pricing schedule and satisfying them that 

the all-inclusive tariffs are fair 

 the development of payment agreements, such as capitation or discount 

agreements, between public hospitals and medical schemes 

 negotiations on a policy of a stipulated reserve for the treatment of medical 

scheme beneficiaries in public hospitals, to address the current practice of 

“dumping” of insured patients on public hospitals when their coverage is 

exhausted. 

 

- Improve billing relationship with the Multi-lateral Motor Vehicle Accident Fund 

 

 Analysis has revealed that the current method of billing the MMVF has serious 

negative revenue implications for the Department of Health. This has occurred 



since the termination, in November 1995, of an agreement providing for global 

compensation for treatment of motor accident victims. The resulting situation, as 

governed by the Act, places an onerous administrative burden on hospitals to 

claim compensation for hospital costs incurred. Consequently, revenue from the 

MMVF is expected to drop in this financial year.  

 

 During the course of research into methods of improving this situation, the HSP 

identified that the Department of Health had an opportunity to remedy this 

problem by ensuring that the new Road Accident Fund Bill includes a clause 

permitting hospitals to receive payment from the Fund directly. The Department 

of Health subsequently made a submission to the Standing Committee on 

Transport tasked with reviewing the Bill, and as a result of this intervention, the 

DOH will be included on the new MMVF Board. Public hospital revenue from 

the Fund is expected to improve with a DOH representative on the Board. 

 

 However, in the interim, the Department of Health has made it clear to the 

Standing Committee that it intends to negotiate the reinstatement of the global 

compensation agreement with the MMVF. This will be based on a new and more 

equitable contract. The agreement needs to be entered into as soon as possible. 

 

 

- Improve billing relationship with the Workmen‟s Compensation Commission (WCC) 

 

 The current procedures for the successful recovery of claims in the treatment of 

WCC cases requires the completion of extensive documentation. Predictably, lack 

of hospital capacity inhibits the prompt recovery of such claims. 

 

 In order to address this issue, provinces have the option of contracting out the 

process of preparing claim submissions. The advantages of contracting-out would 

be a decreased administrative burden on hospitals and improved net revenue, even 

after the cost of contracting for the services. The contract incentivises the third 

party contractor to maximise revenue from payors since their payment is based on 

a percentage of the revenue received. 

 

 Another possible area of collaboration between the WCC and the DOH involves 

the WCC designating public hospitals as preferred providers of service for certain 

procedures, or even for the full range of care provided to covered patients. Such a 

stipulation would have very positive revenue implications for hospitals, but still 

needs to be quantified and discussed further with the WCC. 

 



 

- Improve billing relationship with the South African National Defence Force 

 

 Research has revealed that current billing arrangements between the Department of 

Health and the South African National Defence Force are out-dated and 

unsatisfactory. These need urgent review in order to ensure cost recovery by the 

provincial Departments of Health. 

 

 An amended contract providing for an increase in the all-inclusive daily tariff and 

reciprocity between the departments of health and the SANDF. Each of the provinces 

should finalise the agreement with the SANDF as soon as possible. 

 

 

- Improve billing relationship with the South African Police Services 

 

 At present, there is no clear policy on who should bear the costs of patients treated at 

public hospitals while in police custody, resulting in significant revenue losses 

through bad debt. A proposal has been made to the SAPS, requiring that it accept 

explicit responsibility for these costs. The Department of Health should follow up on 

this issue and secure agreement as soon as possible. 

 

The Department of Health should follow up on all of these issues concerning other 

government departments, through the auspices of a committee recently convened by the 

Department of State Expenditure. There is further potential for collaboration with other 

government departments in the form of capitation agreements for the treatment of public 

servants covered by medical schemes. Such agreements would have benefits to both parties 

since medical schemes will be better able to contain costs if patients are treated at public 

hospitals, and the Department of Health will be able to increase revenue. 



APPENDIX 

 

List of Consultations with DOH and Provinces 

 

1995 

14 -15 August  E.Cape (Department officials and four hospitals) 

22-24 August  Kwazulu-Natal (Department officials and five hospitals 

28-29 August  North-West Province (Department officials and four hospitals) 

30-31 August  Gauteng, Johannesburg Hospital 

25 September  E.Cape, PE Provincial 

28 September  Gauteng, Baragwanath Hospital 

10 October  NPC Meeting 

9 November  DOH Pretoria 

November  National Workshop 

5 December  DOH Pretoria 

 

1996 

17 February   National Provincial Workshop 

12 March  Northern Province 

13 March  HCC Meeting 

14 March  Free State 

20 March  NW Province 

26 March  Eastern Cape 

28 March  Northern Cape 

29 March   Kwazulu-Natal 

16 April  Western Cape 

19 April  Mpumalanga 

23 April  Free State Workshop 

7 May   Gauteng 

8 May   HCC Meeting 

15 May  DOH Pretoria 

22 May  DOH Pretoria 

10 June  DOH Pretoria 

 

 

Data Sources 

 

The following sources of information were used in the development of proposals for a 

national fee schedule. 

 

Patient Classification 

 RAMS medical scheme members: income distribution data 

 Race Relations Survey 94/95 

 CASE: National Household Survey of Health Inequalities in SA 

 Department of Housing subsidy criteria 

 BMR: Household Expenditure in SA by Area, Population Group and Product, 1993 

 Central Statistical Services: various reports 1992-1995 

 Development Bank of SA: Nine Provinces of SA: A Human Profile 



 Development Bank of SA Population Projections 1995-2000 

 

Tariffs 

 ReHMIS data base 1993/94 and 1994/95 

 Groote Schuur hospital:  MAP data 

 Johannesburg Hospital:  Average out-patient and in-patient drug costs 

 Cost studies from a range of public hospitals, including Hewu, Bisho, Tintswalo, 

Matikwana, Shiluvana, Pietersburg, Nelspruit and Letaba hospitals 

 RAMS Scale of Benefits 

 Intersolve Depot Drug utilisation statistics: - detailed information on theatre use, 

radiology department use, drug use from public hospital and medical scheme sources 


