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CHAPTER 4 : FACTORS INHIBITII{G THE REFORIVI OF HOSPITAL
' FINANCIAL MANAGEN{ENT

"Tlte cure has become indistinguishable -fi'o^ the disease. The problem is not lazy or

incompetent people; it is red tape andregulatiort so ruffocating that they stifle every

ounce of creativity"
President's Commission into Public
Administration, USA, I 994.

Introduction

The move from the current situation of financial management of hospitals to the ideal

of the future will require considerable changes in affitudes, systems and skills. The

preceding chapter gives a detailed description of the ideal, perfectly managed hospital

according to the latest thinking on the financial management of hospitals. However,

this cannot be achieved either rapidly or even in the medium term in the bulk of public

sector hospitals in South Africa. This section details the inhibiting factors which have

been identified through investigation. It should be noted that whilst these are generally

applicable there are, throughout the country, notable exceptions where some of these

barriers have been lifted.

The BudeetingProcess

The present budgeting process for hospitals is based upon historical allocations in

almost all cases. Whilst there is a move towards budgeting for activities and the service
requirements of the institution (the zero-based budget approach), this has not in reality

been driven through or applied throughout the health system. The use of the zero-

based budget approach is inhibited by:

o the lack of systems and structures capable of supporting the approach;

. staffnot understanding what zero-based budgeting entails;
o the lack of a change management process to develop a new budgeting process;

and
o the lack of skil led people able to drive the process.

An efflective budgeting process requires that there is common agreement between the
funder and the receiver of funds regarding what can and should be achieved with the
monies allocated. It is important that a process exists whereby this agreement can be
clearly demonstrated so that the principles of transparency, accountability and equity
can be upheld. A suggested mechanism for this is the performance agreement, which
is currently planned for in government financial management guidelines, but is not
being applied. A performance agr'eement integrates the budgeting process with the
mission, objectives and activities of the funder and the hospital. It also specifically
relates budgeting to the outputs which will result from the identified financial inputs.
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The implementation of performance agreements is specifically inhibited by:

o the lack of people with the skills or willingness to apply this process;
o the lack of information to support the process;
o the culture in the public service of autocratic, top-down decision-making,

thereby restricting opportunities for common agreement and negotiation; and
. the culture where performing to budget is not seen as important.

However, even given these inhibiting factors, the use of performance agreements can

begin immediately, and, as people become more skilled, information becomes more

accurate and the culture of participative and decentralised management more prevaleng

the process can become more sophisticated through time.

A key requirement for good budgeting is that costs are identified accurately. This is

specifically inhibited in South Africa's public hospitals by:

the lack of information systems capable of providing costing information
(current systems are designed as expenditure control systems);

the lack of skilled individuals capable of costing activities accurately; and

the fact that many of the costs of hospitals are not reflected in their budgets
(such as depreciation costs through the appropriate use of asre!19gis!9ry),

Costing systems should be developed through time, using an iterative process to a point

where individual patient costs can be identified, and budgeting can be achieved
according to projected completed patient episodes per year.

At present the activities of hospitals, their organisational structure and the way that the
budgets are organised do not correlate. This lack of co-ordination results in a

structural inhibition to effective financial management. It is suggested that the
activities, organisational structure and the budgets are all integrated according to
responsibility/accountability centres (which can also be termed cost centres). However

this is inhibited by the fact that:

o the Department of State Expenditure requires that budgets and financial reports
be organised according to line-items, not cost centres (although these could be
reconciled through more detailed br"rdgeting);

o capital budgeting does not include depreciation costing, therefore real costs
are unknown;

o the current financial management systems used are not capable of being
organised to report all expenditure according to cost-centres (they rnight
inherently be capable, but the skills and capabilities are such that the systems'
potential is not being utilised); and

. the Provincial Service Commission control of the appointment of staffdoes not
enable local flexibility of organisational arrangements.
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fntroduction

The move from the cunent situation of financial management of hospitals to the ideal

of the future will require considerable changes in attitudes, systems and skills. The

preceding chapter gives a detailed description of the ideal, perfectly managed hospital

according to the latest thinking on the financial management of hospitals. However,

this cannot be achieved either rapidly or even in the medium term in the bulk of public

sector hospitals in South Africa. This section details the inhibiting factors which have

been identified through investigation. It should be noted that whilst these are generally

applicable there are, throughout the country, notable exceptions where some of these

barriers have been lifted.

The Budgeting Process

The present budgeting process for hospitals is based upon historical allocations in

almost all cases. Whilst there is a move towards budgeting for activities and the service

requirements of the institution (the zero-based budget approach), this has not in reality

been driven through or applied throughout the health system. The use of the zero-

based budget approach is inhibited by:

o the lack of systems and structures capable of supporting the approach;

I staffnot understanding what zero-based budgeting entails;
o the lack of a change management process to develop a new budgeting process;

and
o the lack of skilled people able to drive the process.

fui effective budgeting process requires that there is common agreement between the
funder and the receiver of funds regarding what can and should be achieved with the
monies allocated. It is important that a process exists whereby this agreement can be
clearly demonstrated so that the principles of transparency, accountability and equlty
can be upheld. A suggested mechanism for this is the performance agreement, which
is currently planned for in government financial management guidelines, but is not
being applied. A performance agr'eement integrates the budgeting process with the
mission, objectives and activities of the funder and the hospital. It also specifically
relates budgeting to the outputs which will result from the identified financial inputs.

4.2
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The implementation of performance agreements is specifically inhibited by:

o the lack of people with the skills or willingness to apply this process;
o the lack of information to support the process;
o the culture in the public service of autocratic, top-down decision-making,

thereby restricting opportunities for common agreement and negotiation; and
o the culture where performing to budget is not seen as important.

However, even given these inhibiting factors, the use of performance agreements can

begin immediately, and, as people become more skilled, information becomes more

accurate and the culture of participative and decentralised management more prevalent

the process can become more sophisticated through time.

A key requirement for good budgeting is that costs are identified accurately. This is

specifically inhibited in South Africa's public hospitals by:

the lack of information systems capable of providing costing information
(current systems are designed as expenditure control systems);
the lack of skilled individuals capable of costing activities accurately; and
the fact that many of the costs of hospitals are not reflected in their budgets
(such as depreciation costs through the appropriate use of asset registers).

Costing systems should be developed through time, using an iterative process to a point

where individual patient costs can be identified, and budgeting can be achieved

acsording to projected completed patient episodes per year.

At present the activities of hospitals, their organisational structure and the way that the

budgets are organised do not correlate. This lack of co-ordination results in a

structural inhibition to effective financial management. It is suggested that the

activities, organisational structure and the budgets are all integrated according to

responsibility/accountability centres (which can also be termed cost centres). However

this is inhibited by the fact that:

o the Department of State Expenditure requires that budgets and financial reports

be organised according to line-items, not cost centres (although these could be
reconciled through more detailed budgeting);

. capital budgeting does not include depreciation costing, therefore real costs

are unknown;
o the current financial management systems used are not capable of being

organised to report all expenditure according to cost-centres (they might
inherently be capable, but the skills and capabilities are such that the systems'
potential is not being utilised); and

. the Provincial Service Commission control of the appointment of staffdoes not

enable local flexibility of organisational arrangements.
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4.3 Accountabil i tv for f i  nan cial nerfo rm a nce

The achievement of effective accountability for the management of hospital finances is

contingent upon the development of effective accountability throughout the public

service.

The key inhibitor of effective financial accountability is the lack of something for which

individual managers of hospitals can clearly be held accountable. If the planning and

budgeting process is not performed effectively (inputs linked to outputs linked to

outcomei;, *ittt hospital managers not being aware of what is expected of thenr, and

provinces not clear about what it is they expect their hospital managers to achieve, then

ihr horpital managers cannot, in all fairness, be held responsible for non-achievement.

The lack of application of an effective planning and budgeting Process which

incorporates a performance agreement (including budgetary and output targets as

described above) is the principle inhibitor to the development of accountability.

The traditional organisational separation of the control of finances from the line

management responsibilities of managers specifically creates a false distance between

the operational manager and their responsibilities for financial management. This needs

to be overcome.

The current centralisation of decision-making within the health departments is another

key inhibitor. Senior provincial managers, in cases the Director-Generals, have

retained all accountability and have not delegated this down the chain of command, as

they have the legislative power to do. Changing this is inhibited by:

However, there is an obverse to this equation in that hospitals are unwilling to accept

accountability for their actions until certain problems are dealt with. Without these '

obstacles out of the w3y, they will not be able to be held responsible for performing to

target. Inhibitors of hospitals being willing to be held accountable are:

o a historical culture in which decision-makers at provincial level are unwilling to

delegate, and a current lack of understanding of how accountability can be

delegated;
o the lack of information systems at hospital and provincial level which are able to

provide appropriate reports to monitor accountable officers;

o the lack of basic management skills at provincial and hospital level; and

. a fear ofthe consequences.

the lack of appropriate skills and knowledge of those who would be held
accountable to make decisions required to enable them to perform as agreed;
the lack of technically skilled individuals able to support the application of
accountability within the hospital;
the lack of systems and structures to supply the information and support the
management requirements of accountability; and
the current lack of respect for the budgeting system which is not seen to be
based on equi
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Perhaps the most pervasive and difficult inhibiting factor to overcome if there is to be a
working accountability structure in health and hospital services in South Africa is the
Iaissez faire attitude of individuals throughout the system. "Pretoria will pay'' is still
the perceptiorq where overspending is seen as acceptable and there is a general lack of
the application of the legal consequences on individuals who overspend. This will
require direct action if accountability is to work.

4.4 Financial Managers

There are no reasons why skilled financial managers cannot be employed to develop
South Africa's health services. Evidently, they are not being employed.

The following have been identified as the main factors which inhibit the recruitment and
development of the professional role of financial managers by hospitals and health
departments:

the climate where the public service as a whole is not convinced of the
importance, role and impact of financial managers;
the lack of initiatives by national government to support their employment;
the common perception that financial managers are an expenditure itenr, rather
than a cost-saving item which means that they are not recruited by hospital and
departmental level managers;
the limited understanding that better health care can result from better financial
management among key decision-makers, this itself being inhibited by the lack
of information which shows the relationship between spending and outputs;
an institutional culture in the health services in which doctors, (who almost
necessarily do not have cost as their first priority) are given virtually complete
priority for d ecision-making;
the current situation whereby operational managers, who the financial managers
should support, do not have the authority to use them effectively since they
have not been given delegated powers to allow them to manage finances; and
the fact that the current salary scale will not be able to purchase the services of
suitably skilled financial managers.

4.5 Discretionarv Authoritv for OneratioEal Decisions

The delegation of authority for operational decisions to a hospital level will be a
difficult process to go through, not least because of the number of government bodies
which will have to take part.

The delegation of discretionary powers to hospitals is inhibited by two sets of barriers;
general, systemic issues, and specific legislative constraints.
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4.5.1 Systemic fssues

The first systemic inhibitors are cultural. To enable local managers to make
decisions without referral to a higher authority will require significant cultural
change at both hospital and provincial level. The main inhibitor is the specific
fear of the consequences of delegation that provincial managers have if

' hospitals receive delegated authority for decision-making.

Some of this fear is unfounded, however it is by no means without justificatiorl
since there is no "safety net" which protects the delegator of powers from
losing control over the costs of providing health care. This safety net must be
present before the powers can be delegated. It includes:

. strong information systems;
o an accurate and appropriate reporting mechanisrn;
o effective accountability structures including the use of performance

agreements;
o the technical knowledge and skill of operational managers to take

corrective action as soon as this becomes necessary; and
o a resource capable of supporting the decision-makers at hospital level

with financial management expertise.

The principal requirement for the creation of this safety net is that there is a
concerted effort at national and provincial level for the implementation of
effective financial management in the public sector as a whole.

Control of financiut ,.r]urces has as yet not been integrated into the processes
of line management. It has always been seen as a separate function of the
organisation. This organisational and cultural inhibitor needs to be addressed.

The discretionary decision-making powers given to managers in an organisation
depends upon their skill at making decisions. Powers given also depends upon
the ability of the delegator to manage the process of supervision. The skills of
management (compared with command and control administration) have not yet
been ingrained into the South African Public Service. The lack of suitably
skilled individuals capable of being accountable officers is thus a serious
inhibitor to the delegation of discretionary powers for financial issues. The
variation between individuals within the service means that it may make sense
to devolve powers incrementally to managers who demonstrate capability, and
not by a process which means that progress is retarded to the speed of the
slowest.

Delegating discretion for decision-making means that the provinces will be
grving away their direct control for decisions over activities and spending in the
hospitals, though not the ultimate control and accountability of these decisions.
To do this is impossible under the present system since, if hospitals received the
authority, there would be no system of identifytng what targets (except for
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morimum expenditure per line item) they are meant to achieve with it. It is
important to stress that the delegation of powers to hospitals cannot occur
unless there is a system of goal setting and performance measurement which
sets targets for the decision-makers, as would take place under a process of
performance agreements.

Within hospitals there are also particular inhibiting factors which restrict the
ability to take the suggested discretionary powers. These include:

o performance audits are not conducted by PDH stafr but by the Auditor
General who comments generally on performance but does not make
detail recommendations to approve economy, efficiency and
effectiveness due to a need to maintain independence;
capital budgeting does not include depreciation costing, therefore real
costs of operating hospitals are unknown;

: i;:Jffi'iffin?i:l;::T#il:jJffi::'1:lr#ilil1'i,n,
authority for managing finances pertaitring to hospitals, one of the most
important being physical resources controlled by the Department of
Public Works;

o that poor billing and debtor tracing systems mean that the generation of
income by hospitals is not managed effectively or mo<imised;
that the procurement procedure is not conducive to cost-eflective,
efficient financial management; and

. that the discretionary powers given for the management of staffare not
conducive to cost-effective, efficient financial management.
(The latter two issues are dealt with by other modules in this study.)

4.5.2 Legislative Constraints

The model of an ideal hospital suggested in the previous chapter, identifies very
specific delegated authorities which could be given to hospitals in the future for
the management of finance-related decisions. The nature or application of
legislation and departmental guidelines specifically inhibit some of these. These
inhibitors are:

that the Provincial Treasuries approve all Trading Accounts (one of the
methods by which income can be retained by departments);
Treasury approval is required if accountable officers wish to vire
between line items or programmes;
the borrowing of funds by government departments is specifically
legislated against, and given the current public sector bonowing
requirement is likely to continue to be restricted in the foreseeable
future;
the disposal of immovable assets by departments (other than by the
Department of Public Works) is specifically legislated against; and
Treasury approval is needed for the sale of movable assets.
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4.6

Details of legislation are dealt with in chapter 6.

The above controls result from the fact that the current focus of the system is to

control inputs alone. If this is replaced with control of outputs, and hospital

managers are held accountable for these, then the need for such central control

ot, foi instance, the virement befween budget lines, falls away. The accounting

officer would have full authority over the use of inputs for the achievement of

the agreed goals.

Modifying legislation or even departmental guidelines will require a process to

be enter.O into which will have an impact beyond that of the Provincial or

National Departments of Health-

The svstems used to manage financinl activitv

proper financial management cannot take place without the necessary information on

financial and operational activities and therefore good financial information systems. It

is vital that these are develoPed.

However, there appears to be a lack of a coherent national and provincial information

strategy which focuses on the requirements for management at the different levels of

the health system (hospital, provincial and national level). Without such a stratery, it

will be impossible to integrate information management into the operational and

strategic 1nunug.rnent of the hospitals specifically and health services generally. Since

the public Service Commission and the Provincial Service Commissions have authority

over the policy relating to information systems used in the Public Sector, it may be

difficult to develop appropriate systems for hospital services rapidly.

As described in Chapter 2, the current financial system and its design are not

appropriate for the development of effective financial management. Specific problem

uiiur which must be addressed before effective financial management can be developed

in hospitals are:

Local managers require appropriate systems which provide the information they require

for effective financial information. Centralised planning has restricted hospitals

purchasing or developing their own, locally appropriate, systems. There are other

ir.ronr *tty this has not taken place, however, which must be dealt with in order to

that the current application of the system does not allow for the budget to be

organised according to cost centres which integrate all expenditure around

certain activity/responsibil ity areas;

that the current design of the system is not in line with general accounting

principles in that it does not cater for accrual accounting and balance sheet

management (which entails capital expenditure and depreciation); and

that the budgeting and recording of expenditure (inputs) cannot be integrated

with the measurement of outputs (notably medical information).
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4.7

allow the development of information systems which can support decentralised
decision-making. Two inhibiting factors are that:

. there is a lack of skilled people able to interpret financial data; and
o many users of the current systems are not trained or skilled enough to gain the

maximum benefit from these systems.

Perhaps the principal factor inhibiting the development of information systems for
management is the general and pervasive lack of value given by individuals in the

system to financial issues. This has been dealt with in other sections of this chapter, but

there are particular factors relating to this that at present inhibit the development of

effective management systems. These are:

. that managers do not really understand the value of financial information; and
o that there is no ownership of infonnation by managers who receive it.

Provinces will only be willing to spend funds developing financial management systems
if they can be convinced of the long-term benefits of doing so.

Summary:

Overriding all other issues is the fact that the implementation of local accountability
and decentralisation for financial management in the Public Service of South Africa is
not being driven forward with energy. The current centralisation of the Public Service
means that the Department of Health will be unable to develop a financial management
process independent of the departments tasked with being responsible for the public
purse and Public Service (the Department of State Expenditure, the Treasury
Departments and the Financial Departments at national and provincial level and the
Public/Provincial Service commissions). Policies committing the Public Service to the
development of effective financial management do exist, but they are not being applied.
Such a process will be required from the appropriate departments to enable the national
and provincial Departments of Health to drive the policy for decentralisation forward.
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