
CHAPTER 6 : THE WAY FORWARD: CREATNG EFFECTI\IE
DECENTRALISED FINANCIAL N{ANAGEMENT

6,L

Health policy is I0 percent legislalion qnd 90 percent implementation.
Wilber Cohen, Assistant Secretary
of Legrslation in the Department
of Health, Mucafion and'Welfare,
usA, 1964.

Introduction

Although the recorrrmendations refer specifically to hospitals they are applicable to the
provincial health departments as well as districts. The basic principles also apply to
other functions (eg. welfrre).

The gap between the ideal level and present level of financial management is significant.
The recommendations are aimed at closing this gap as soon as possible. Unfortunately
in Public Sector reform the pace is often set by the "slowest move/'. Provision is
therefore made for a two-pronged approached:

The basic solution to the present problem is to delegate and/or devolve authority,
responsibility and accountability to the provincial health department and from there to
hospitals. In Chapter 3 five preconditions for the achievement of hospital financial
management reform are listed. These preconditions must be addressed in all hospitals
at least within the next five years.

For sustainable change to be achieved, reforms have to be seen as legitimate and
accepted by managers and employees alike. The message from the literature is clear:
there are no simple solutions to the complex problems of improving the
performance and accountabil i ty of the public sector.

Financial management in the health care sector is complicated by the difficulty in
measuring standards of health care. This may lead to passing cuts in service quality off
as "efficiency savings"

Effective decentralised financial management will only be possible if clinicians are
included in the reform process from the onset. A major failing of the managerial
reforms in the NHS has been the inabiliry to get clinicians involved. This is particularly
important given that clinicians largely dictate the use of health resources. If this is not
done, govemment will find it increasingly more difficult to refute the claim that its main
concern is cost cutting. Furthermore, the importance of cost must be included in the
undergraduate curriculum. All doctors must become cost-conscious.

o

a

Tackling the preconditions for effective decentralised management. All
hospitals must go through this phase. It is an incremental approach.
A fast-track approach for a small group of "pilot" hospitals to reach
management maturity within a short (three years) period of time.
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6.2 wav fi Tackline th ndi t ions for ecentrali
management

What is proposed in this section are six steps that need to be taken urgently over the
next five years in alt hospitals and much sooner in the identified "pilot" hospitals.
Implementing these steps will dramatically improve financial management in the
province as well as in the hospitals. It also represents the foundation on which a more
sophisticated system - the ideal hospital - can be built.

The six steps are:

The first five steps must be implemented in the sequence as described. Delegation of
responsibility and accountability are dependent on performance agreements. The

Financial Manager is needed to assist the hospital management to develop these

agreements, because the agreement must link finances and outputs. Ttytng to skip one

of the steps may jeopardise the whole process. The last step - cultural change - is an

ongoing process that runs parallel to the other steps.

6.2.1 Create and f i l l  the post of  Financial  l \ {anager

Financial manager posts should be created at different levels:

o provincial health department;
o large hospitals (eg. those with a budget exceeding Rl00 million in a

financial year); and
o the smaller hospitals which could be grouped and share a Financial

Manaser.

These posts cannot be created only at a hospital level. Hospital management
must be supported by the provincial head offfrce. Each provincial head office
(health department) must have a Financial Manager with support staff.

The Financial Manager will support the rest of the process. The requirement to
create the post of Financial Manager, the functions of the Financial Manager
and the level of decision-making are discussed in Chapter 5.4.4.2.

The process for creating and filling the post is as follows:

o Create and fill the post of Financial Manager.
. Delegate responsibility and resulting accountability.
o Improve financial management systems.
. Improve the budgeting process.
o Delegate authority for operational decisions.
. Change the culture in the hospitals.
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. Provincial health department to determine the number of posts required.

o Obtain approval for creating the posts from the Provincial Service

Commissions.
. Advertise.
o Appoint.

Although the emphasis is on the Financial Manager, the Financial Manager will

only be able to fulfil his/her duties if other human resources are also addressed.

The two most imPortant are:

The Chief F-xecutive Officer

The Chief Executive Officer must recognise the importance of the

function of financial management and support the financial manager.

Heishe must therefore have a broad management background. A

medical degree should be a recornmendatiorq but not a requirement.

The present situation where a Medical Superintendent gets no credit for

additional management qualifications ("g. u lugA) should be addressed

urgently by the Public Service Commission.

Support Stolf

The Financial Manager will need the necessary support staff (eg. clerks

and bookkeepers). They must be adequately trained to use the systems

needed for financial management. In its Framework for Enhancement

of Financial Management the Department of State Expenditure

envisages the creation of an Institute independent of Government to

initiate processes to address:

o A revised tertiary education curriculum.
. A practical internship programme.
o Accounting standards.
. Standards for financial managernent.
o A training course in the short term to intervene on:

. internal control
o financial management
o financial accounting.

o Continued professional education mechanisms and programmes.

. Regulation of accountants and Financial Managers in

Government. 
_

It will be impossible to create new posts for all the support staff. What

is needed is retraining of existing staff. The envisaged Institute should

go a long way in this regard.
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The financial implications of this proposal are:

. Provincial Head Office

Financial Manager
Support Staff (2 x Director)

Total

Notes:
1. The Financial Manager should be a Chartered Accountant (or

equivalent) with 5 to 10 years relevant experience post-
qualification. Cabinet has approved this post additional to the
staff establishment. If it is impossible to recruit such a person on
Public Sector salary scales a contract appointment is preferable.

2. The two Directors will need at least a B Comm (or equivalent)
qualification.

3. Posts for other staff(administrative officers and clerks) need not
be created additionally. By rearranging present posts sufficient
posts should be available. Retraining may be necessary.

4. Amounts refer to total package not basic salary.

Academic Hospital

R3 50 000
R360 000
R710 000

R3 50 000
Rl80 000
R530 000

Financial Manager
Support Staff (Director)

Total

Notes:
l. Only one Director's post should be created.
2. Qualifications for the Financial Manager and Director are as for

the Provincial Head Office.
3. Posts for the other support staffcreated as above.

Non-academic hospital with a budget of at least R100 mill ion oJ a
group of smaller hospitals with a combined budget of approximately
Rl00 mil l ion

Financial Manager - R250 000
Support Staff(Deputy Director) - Rl37 500

Total - R3 87 500

Notes:
1. The Financial Manager should be a Chartered Accountant (or

equivalent) with 3 to 5 years relevant experience post-
qualification. This can be either a contract appointment or
appointment as a Chief Director.
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2. The Deputy Director should preferably have a B Comm or
equivalent qualifi cation.

3. Posts for other support staffcreated by rearrangement of present
posts.

The creation of these posts will certainly have a financial implication on the
short term. There are certain possibilities to fund these additional posts:

By rearranging the priorities within the department and making funds
available from the existing budget. This is unlikely to happen as all
health departments have problems staying within their budgets.
By asking the Department of State Expenditure for bridging funds for
three years to implement.
By creating all posts as contract posts and funding them with donor
money for three years.

If the correct people are appointed as Financial Managers there should be
sufficient savings within three years to fund the additional posts. Savings from
more extensive and rigorous use of supplier credit, inventory control and
additional revenue generation and the interest benefits attributable to these
measures should easily cover above-mentioned costs. This should be achievable
over a short period of time. Furthermore, the Financial Managers will have to
evaluate present organisational structures. Although there are shortages in
certain areas it is accepted that other areas are oversupplied with staff at
present. These anomalies will only be rectified by appointing suitably skilled
Financial Managers as soon as possible. In the long-term the aim of a "lean and
mean" Public Sector should be realised in an effective and scientific manner.
This proposal means adding more people to the present staff establishments this
should only be on the short term.

The appointment of Financial Managers will be a positive signal that financial
management is considered an important function in the province and in
hospitals. But, the appointment of Financial Managers on its own will have a
limited impact unless the other steps are also implemented.

6.2.2 Delegate responsibil i ty and resulting accountabil i ty

This step follows the first step - the creation and filling of the post of Financial
Manager. The presence of Financial Managers should allay the fears of the
Accounting Officer to delegate responsibility and accountability.

The availability of Financial Ivlanagers to support management will enable the
process of cascading responsibility to the lowest possible level. Delegation of
the required authority to take the necessary decisions for staying within the
budget should happen simultaneously. This process should start approximately
six months after the financial management staff have been appointed.
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The first question that arises is: Responsible/accountable for what? Hospital
managers cannot be held responsible for non-achievement unless they, and the
provincial health authorities, agree on what is to be achieved. The only way to
do this is by developing performance agreements. (Chapter 5.2.1).

The perforrnance agreement should link financial management with the mission
and objectives of the department and hospital. It will change the present
emphasis on inputs to an emphasis on outputs and outcomes. Initially a basic
system should apply. A few basic outputs (eg. number of hospital bed days,
number of outpatient visits, number of theatre and maternity cases) could be
measured initially. As more information becomes available a more sophisticated
system can be developed.

Such a system for the measurement of outputs is notional biling. Every service
rendered is billed - output has a measurement. This will immediately allow
comparisons between hospitals and even within hospitals. Billing is a sub-
system of the National Health Information System of South Africa. This
module should be available in the near future. The advantages of notional
billing are:

. It leads to an extension of the billing system;

. It leads to a cultural change - all staff start thinking in output terms;
o It is an immediate measure of efficiency; and
. It is a prerequisite if ever the health sector intends to split provider and

supplier.

To ensure that quality is maintained regular questionnaires may be given to
patients as they leave the hospital. The questionnaire should contain a few
simple questions to determine whether the patient was satisfied. This does not
have to be a continuous process but can be done intermittently (eg. one week a
month or two months a year).

Performance agreements, in accordance with the above-mentioned frameworlg
and against a pre-set timetable should be concluded within a marcimum period
of one year between:

. the MEC and Head of Department,

. the Head of Department and Chief Executive Officer of each hospital,
and

. the Chief Executive Officer of the lrospital and the Head of each cost
centre.

These agreements:

o

o

must be formalised;
are necessary to enforce the delegation of authority;
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should not be based only on financial terms, but the financial terms must

be related to output and activity measures. (This can only be done once
budgets are drawn up indicating output and activity measures as
required by the Department of State Expenditure); and

should be reviewed and adjusted, if necessary, annu

In this way variances from budget will be identifiable as justified variances in the
case of activities or outputs that cannot be controlled (eg. an epidemic) but
need to be delivered. In such cases the manager will still be required to

reprioritise within the budget and endeavour to stay within the budget.

Similarly, bad management wilt be exposed in the case of inefficiencies or

unexplainabl e differences.

This cannot be done immediately. At present there are huge variations between
hospitals when their expenditure to output ratios are considered. Initidly,
allocations will have to be made according to current capacity and current

output or activity measures. Over time this will be improved and included in

the agreement process.

One of the major problems to overcome is to link the activities of line managers
(.g. clinical, laboratory and radiological activities) to that of financial

management.

Lastly, responsibility and accountability cannot be decentralised unless a

mechanism to deal effectively with inadequate performance is established.

Once management accepts accountability to stay within the budget (through the

performance agreement) they should be empowered to meet these obligations
with information and guidance supplied by the Financial Manager. Once

managers are empowered the Exchequer Act can be fully invoked. Its penalty

mechanisms for inadequate performance should be rigorously applied. The

opposite is also true - incentives for good performance.

Possible Timescale for Implementat ion
Period Activitv

0 - 6 months Settling dotvn period.
Appointment of Financial Manager.

6 - 12 months Agreement on required delegations.

6 - l8 months Final i sation of performance agreements.
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o the restrictive approach of Tender Boards; and

l" 
'""H,]fi#jff 

:;:::'s'n(s) 
n :

. data collection, and
' format for rePorting etc.

o the role of workstudy in the creation of posts.

6,2.3 fmprovement of Financial I\{anagement Systems

Inadequate information systems are a major problem. The problem is further

compounded by:

Successful implementation will require absolute co-operation from these bodies.
If this is not forthcoming only marginal improvements can be expected. If
management autonomy is the policy, line function departments should have the
authority to acquire capital items, design their own forms/format for reporting
etc.

A crit ical aspect is the standardisation of systems within the health care

sector. If each Financial l\{anager has his own system the advantages of

the propoiats may be lost - the cost to develop and maintain many
individual systems will be prohibitive. There is undoubtedly a need for

national norrns. because:

On the other hand national norrns have certain definite disadvantages eg:

. Centralised planning may create a rigidity that is unresponsive to local
conditions.

. The uniformity imposed by national norms may conceal the variation in
local circumstances that need to be considered for appropriate planning.

National norms should serve as guidelines for provincial planners. They should
never be implemented rigidly. They should never be a mechanism of
bureaucratic control to impose national uniformity. This only negates the
impact of regional differences that do exist. A solution is national templates
which will allow for local fine-tuning and tailoring.

. They permit the measurement of inequity between provinceV

hospitals/districts.
o They provide a rational basis for the rationing of resources.
o They become the basic determinant of national resource allocation

decisions.
. The skills to develop norms are often not available in each

rovincelho sp itaVd i st ri ct.
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The existing systems do not fulfil the needs that will exist once Financial

Managers have been appointed. The white paper on the Tiansformation of the

Fublic Sector requires that proper costing information should be available at as

low a level as possible in order to support decentralisation'

Financial Managers will need to be supported by responsibility/cost centre

accounting systems which are able to:

Changes required to the existing systems in the short-term will need to include:

These systems will
must be able to:

only function satisfactory if skilled staff are appointed' They

The system must be able to provide regular reports for scrutiny of operations

and performance. Scrutiny of information structured on the agreed

performance indicators is essential to the control process' (See Annexure D:

The Bradshaw and Johnston Conceptual Model of Information for Financial

Management).

a

o

a

o

a

a

account for all costs on an accrual basis;

allocate responsibility to the lowest level necessary;

ensure that the management of the allocated budget can be monitored;

assist in the preparation of the budget from zero;

monitor performance indicators and activities; and

link inputs to outPuts.

o

a

trr. .rr.t." 
"r 

cost centres within the health departrnent and within

hospitals;
the restructuring of the PERSAL system to be able to report staff costs

per responsibilitY centre;

ihe structuring of the FMs to report cost centre information;

the implementation and integration of stock and debtorVrevenue control

systems;
the accommodation of accrual accounting principles; and

the improvement of reporting capabilities to meet the various needs o

management, including:
- zero-based budgeting, and

performance indicators (outputs and activities).

a

o

O

o

o

understand the existing sYstems,
identify the gaps in the present systems, and

integrate the necessary stock and debtors controlsystems within these

71h:Vncbhd21 gVePortshoseff .doc



h :Vnchhd21 9Veports\hoseff .doc

6.2.4 The budgeting process

The budgeting process must be transparent. The funds allocated should be the
end-result of a negotiating process befween provincial and indMdual hospital
management. Transparency between provincial head office and hospital is not
sufficient. There should also be transparency between hospital and the
community served. Eventually community and hospital management will have
to decide on the services to be rendered. There should also be agreement on
the activities and performance standards that must be achieved by the hospital.
These (funds allocated and outputs) become the basis of the performance
agreement.

Once the financial manager has been appointed the approach to the budgeting
process should change. The aim is a budget based on activities and the
requirements of the service in a zero-based budget approach. Although the
process of zero-based budgeting has been started there is a long way to go
before final implementation.

Apart from the process that lacks transparency major problems are:

cost cannot be accurately identified. This problem will only be solved
once:
- a financial manager has been appointed,
- the accounting information system is capable of providing

costing information per cost centre and activity, and
- all hospital costs are reflected in the hospital budget.
The eventual aim is to identify individual patient costs. This is still a
long way off;, and
there is insufficient measurement of outputs. This is not true in all
hospitals. Many hospitals do measure outputs although it is often done
manually. Costs and outputs are seldom linked. It is possible to
measure outputs and link these to costs albeit only rough estimates.
This should be done urgently to ensure a paradig. shift in the thinking
of financial manasement.

6.2,5 Authority for operational decisions

Delegating responsibility and accountability without the concomitant delegation
of authority for operational decisions is unacceptable. This authority can never
be unlimited. There will always be national norns and standards supplied by
Treasury (national and provincial), the Department of State Expenditure and the
national and provincial health departments.

The biggest fear of the managers in the provincial health departments is that
they will lose control over the costs of providing services because there is no
"safety net" to protect them. The "safety net" required will include:
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o

a

a

mutually accepted and acceptable performance agfeements,

an accurate reporting sYstem,

technical skills and expertise (supplied by a dedicated financial manager

with the necessary training and skills as well as support staff), and

appropriate disincentives for bad management/non-compliance to the

p erfo rmance agj99ln9l!s.

Apart from the authoritY to make the

aspects need specific mention:

. Retention of revenue

Wrement

The Chief Executive
befween programmes.

necessary operational decisions two

Many of the patients seen in public sector hospitals do not have the

abiliiy to pay a suffrcient amount to cover costs. Full recovery of costs

is noi poisiUte. Increasing the present income is possible if incentives

for income generation are developed. A strong incentive js the ability to

retain part of the income. Revenue retention is possible if:

Officer of the hospital must be allowed to vire

This should specifically exclude virement:

This does not preclude the chief executive officer and the accounting

officer (head of the department) to approach the Provincial Treasury for '

permission to vire those aspects specifically excluded.

These exclusions are seen by many as too restrictive. The rationale for

these restrictions is the Minister of Finance's aims:

a mechanism (eg. an equalisation fund) is developed to ensure

that revenue reiention will not lead to increased inequalities

between hospitals,

the Provincial Treasury considers favourably the approval

Trading Accounts, and
the billing system is imPro-ved.

from capital to recurrent expenditures, and

from any item to personnel expenditures.
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. to limit the spending on recurrent expenditures;
o to stimulate growth by capital investment; and
. to limit personnel expenditure in the trublic Sector - a "lean and

mean" Public Sector.

Another possibility is to allow virement from any item to personnel
expenditures but capping total personnel expenditure (eg. not to exceed
6S% of total budget). Furthermore, a timit that may not be exceeded
(eg. the amount that may be reallocated may not exceed an amount
equal to a certain percentage of the total amount appropriated by the
current Appropriation Act) can be agreed upon. Because of the
inadequacy of present financial information systems and resulting
difficulty to prepare a realistic budget a more lenient approach may be
advisable. By limiting the time (eg. three years) of leniency it may serve
as an incentive to improve the systems and the budgeting process.

The need for virement should decrease once the budgeting process
is functioning optimally. As experience is gained with the
budgeting process estimates wil l  become more accurate and the
need for virement less acute.

6.2.6 A cultural change

Unlike the other steps that must be taken in a specific sequence this step is a
continuous process running parallel to all the other steps.

What is proposed is a total paradigm shift requiring a considerable change in
skills, systems and attitudes. The major change is that hospital managers and
heads of cost centres will have financial accountability and responsibility as well
as authority to make the operational decisions needed for effective financial
management. Hospital/cost centre managers will have to accept that:

a

a

O

o

they are responsible and accountable,
they have the authority to make decisions,
their performance will be measured, and
there will be penalties for non-performance.

This will have an impact on the culture of hospital management. More attention
wilt be focused on costs and performance. The present "it-is-not-our-problem"
attitude will have to change to one that accepts full responsibility for costs and
performance. This will take time and a change in attitude. To succeed an
excellent change management programme will be needed. Furthermore,
communication to all personnel should be optimal. All personnel should at all
times be informed of all the proposed changes. If this is not done there will be
no buy-in to the process and failure may be a real possibility.
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6.3 The forward: Fast-track options f, i lot si t o achieve t

management req u irer,n ents

A group of six to fifteen hospitals could be identified to serve as a pilot group. These

hoipitJs could be fast-tracked to reach management maturity in a much shorter period

of time (probably three years). The fast-track approach is needed because the pace of
pubtic Sector reform is usually determined by the "slowest move/'. A series of options
has been developed to achieve this. The options become incrementally more difficult.

It must be remembered that the same preconditions for the achievement of hospital

financial management reform applies. If we do not allay the fears of the Treasury and

Accounting Officers ("I will lose control over my budget") he/she cannot be expected

to implement any of these oPtions.

The possible options are:

6.3.1 Option I : Create a Trading Account and the delegation of powers and

responsibil i t ies currentty vested in the accounting ofl icer to

the chief executive olTicer of the identif ied hospitals.

There is often an understandable hesitancy to delegate powers and

responsibilities within the Public Sector. In applying this option the process

of detegat ion should be approached with an open mind.

6.3.1. L Provincial Exchequer Acts

Each Province has its own Exchequer Act. In this section the Provincial

Exchequer Act, 1994 (Act No I of 1994) of the Pretoria-

Witwatersrand-Vereeniging (Gauteng) Province is used as an example.

This Act was published in the Provincial Gazette Extraordinary Yol237

No 5040 on l4 October 1994. Each Provincial Exchequer Act will have

to be scrutinised to determine restrictive sections. "Restrictive sections"

are those sections in the Acts which are perceived by managers in the

health sector as well as managers in charge of hospitals to prevent them

from managing with the necessary autonomy.

The Provincial Exchequer Act provides for:

creating a Trading Account and the delegation of powers and responsibilities
currently vested in the accounting officer to the chief executive officer of the
identified hospitals;
exempting the pilot hospitals from certain provisions of the provincial Exchequer

Acts as well as Financial Regulations and Treasury Instructions and replacing this
with the accountability framework applicable to transfer payments; or

new leeislation.

. the regulation of the collection, receipt, control, custody and
ent of Provincial moneys;
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o the receipt, custody and control of other Provincial property;
. the duties and powers of the Provincial Treasury;
o the furnishing of guarantees; and
o matters connected therewith.

Before discussing the restrictive sections in the Act two definitions are
important because they are repeatedly referred to:

o Provincial Revenue
It means all moneys received by or accruing to the Province,
whether directly or as transfer payments from the State Revenue
Fund, and which may be appropriated by the provincial
legislature, including:

o financial allocations received by virnre of sections 155
and 158 of the Constitution,

o taxes, levies and fees raised by virtue of section 156 of
the Constitution,

o loans raised by virtue of section 157 of the Constitutioq
and

. all casual and other receipts, from whatever source.

hovincial llfoneys
It means:

a

a

all Provincial revenues, and
all other moneys whatever received or held by an
accounting officer for, or on account o{, the Province.

6.3.1.2 Restrictive Sections ond their Intplications in Provincial Exchequer
Acts

The Provincial Exchequer Act, 1994 (Act No I of 1994) of the PWV
(Gauteng) Province is taken as an example.

' Section 2(l): Account of Provincial Revenue Fund

The Prot,incial Revenue Fund "shall be credited with aII
Provincial revenlte acuuing to it in terms of this Act or (my

other lqw andfrom v,hich shall be defrayed all expenditure and
be paid all amounts with which it is charged in terms of this Act
or any other lcnv".

Implication:
All income generated by a hospital must be deposited in the
Provincial Revenue Fund.
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Section 3(1): Provirtcial Exchequer Account
"The Provincial Treayry shall maintain at a bank an account

for the Province, entitled the Provincial Exchequer Account,

into vhich shall ntbject to sabsection (2) be deposited all

Provincial revenues".

Implication:
A hospital may not open a bank account.

Section 5 (3): Duration of appropriation Act, and expenditure

in financial year.
Eipenditure on a service in respect of which no or instffcient

privision has been made in an appropriation Act, shall not be

brought to accortnt as a final debit against a vote, unless:

a) in the case of inxff cient provision, the Provincial Treasury

has approved thqt a sqving under clny main division of the

vote concerned may be utilised towards that expenditure; or

b) the responsible Member has granted a written authority

therefore beforehand in terms of section 7.

Implication:
The chief executive officer of the hospital may not reallocate

moneys within his/her budget.

Section 7 (l): Authority of responsible Member for utilisation

of moneys in extraordinary cirarmstances.

Notwith,standing the provisions of sections 4 ond 6, the

responsible Member (IulEC for Finance) may grant authority

foi noneys in the Provincial Revenue Fund to be utilised during

a financial year -

a) to dr-froy expendilure of an exceptional nature which has not

been provided for in an appropriation Act and which cannot

u,ithout serious prejudice to the public interest be postponed

until appropriation lhereof can be made by the provincial

legislafire; or
b) to dtfrny -

(i) expenditure..in connection with an expected excess o/

a vote which cannot without serious preiudice to the

ptfilic interest be postponed until qppropriation

therefore can be made by the provincial legislature;

and
(ii)expencliture in connection with an expected excess of

amouttts tvhich appear in "Column 2" of a schedule

to an aPProPriation Act:

Provided that the total amount in respect of which authority
may be granted in ternrs of this subsection shall not at any time

exceed an amount equal to two per cent of th9 J9lal qmount
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qppropriated by the then current Appropriation Act or of the

amount deemed to have been appropriated in terms of the
proviso to section aQ).

Implication:
The chief executive officer of the hospital does not have the

authority to utilise, without prior approval from the MEC for

Finance, moneys in excess of their allocated budgets in

extraordinary circumstances.

Section 9 (7): Provincial Paymaster - General's Account.

An accounting officer shall as soon as is practicable after his or

her accounts for any financial yew have been closed vrrender

to the Provirtcial Treasary .for redepositing in the Provincial
Exchequer Accourt4 any unexpended moneys in respect of

which he or she received credits in terms of wbsections (2) and

(8), and the Provincial Treawry shall credit therewith the

Provinci al Revenu e Account.

Implication:
Unexpended moneys are not available for the hospital and must

be surrendered to the Provincial Revenue Account.

Section IS (I) (c): Pov'ers of Provincial Treawry

Approve fees or other charges or the rates, scales or tariffs of

fees or other charges not fixed or capable of being fixed by or

in terms of any lcrw and relating to Provincial reveftue accruing

to or expenditure from the Provincial Revenue Fun4 and to

direct that no nch fee or charge or rate, scale or tarif thereof

shatt be put irtto operation before the approval of the Provincial

Treawry has been obtained.

Implication:
Hospital management (or the proposed Hospital Board) may not

determine the hospital's fees.

Section 18 (l) (d): Grant qpproval for the rendering of a free
service.

Implication:
The chief executive oflfrcer may not grant approval for the
rendering of a free service.

Financial Reglations and Treasary Instructions. Excessive

rules and regulations d.esigned to regulate processes and
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practices exist. They are perceived to severely hamper the chief
executive officer's ability to manage effectively.

6.3.1.3 Overcoming the Restrictive Sections in the Provincial F.xchequq Act

Two possibilities to overcome to differing degrees the restrictive
sections which exist are:

. Establishing a Trading Account, and

. Delegating responsibility for certain sections of the Act to the chief
executive officer of the hospital

6.3.1.3.1 Establishing a Trading Account

The establishment of trading accounts is specifically addressed
in Section 12 of the Act.

I.

2.

The Provincial Treasury may quthorise qn accounting

fficer to establish trading and related accounts in respect
of services and goods npplied by one department to
another or to any other institution, including the National
Government.
Expenditure in respect of the npply of sertices and goods
referred to itt subsection (I), as determined by the
provincial Treasury, shall be financed.fro^ moneys in the
accounts concented -

") 
which have been appropriated by the provincial
Iegislature;

b) which, notwithstanding anything to the contrary
in this Act or any other In'+, contained, have been
received in payment of sertices and goods
referred to in svbsection (I);

c) u,hich hsve been obtainedfrom the sale of
redundant and unserviceable wpplies connected
with the supply of the sertices or goods in
question; or

d) which have been obtainedwith the concarrence
of the Provincial Treqfltry from any other
source.

The Provincial Revenue Account shall be credited with
any proft on these accounts at the end of the financial
year, and any loss shall be made good from appropriated
moneys.

3.

Further aspects of Trading Accounts are addressed in Section
t7 :
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I . The Provincial Treasary ffiQ, notwithstanding, the
provisions of section 16, charge a Person who is not ot
qccounting fficer wilh the responsibility of accounting for

provincial moneys received and paid out by that person;
and
provincial property acquired, received, kept or disposed
of by that person.
In connection with a trading and related account,
established under section I2(I), or a partiaiu portion

of a vote whereof accounts are kept separately.
Whenever a person is charged under subsection (I) with
the responsibility of accounting for Provincial moneys
and Provincial property in respect of a trading and
relaled accourtt or a particular portion of a vote, the
Provirtcial T\easury mqy assign to such Person cmy or
all of the pov,ers and duties refened to in section I6(2)
which an accounting offcer may exercise or is required
to perform in respect of wch trading and related
account or portion of a vote.

3. A power or duty assigned to a person under sttbsection (2),

shall be exercised or performed by such person in respect
of the said trading and related account or portion of a vote
to the exclusion of the accounting officer responsible for
the vote of u,hich that trading and related account or
portion forms part.

4. Whenever a person referued to in sbsection (I) is absent,
his or her pou,ers may be exercised, and his or her duties
shall be performed, by the person acting in his or her
place.

a)

b)

2.

Establishing a Trading Account will need no new legislation.
The only problem is that any surplus at the end of a financial
year shall be credited to the Provincial Revenue Account. This
could be overcome through an agreement with the Provincial
Treasury after acceptance by the Provincial Legislature of this
principle. The surplus can be reappropriated in the Adjustments
Estimate.

At present the approach to Trading Accounts is very
conservative. The Department of State Expenditure has given as
a guideline that a Trading Account should only be considered if
the institution can cover at least 50 percent of its expenditure by
its income. This will exclude all hospitals. A more open-minded
approach is needed. The Provincial Treasury and Accounting
Officer should not fear that they will lose control of the budget,
because:
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o the number of hospitals are limited (a maximum of three
per province); and

o the preconditions for effective decentralised financial
management would be in Place.

6.3.1.3.2 Delegating Responsibility for certain sections of the Act to
the Chief Executive Officer of the Hospital

Section 2 (I): Account of Provincial Revemte Fund

All income generated by hospitals must be deposited in

the Provincial Revenue Account. All the moneys in the

Provincial Revenue Fund are appropriated by the

provincial legislature. Income generated by hospitals are

therefore not earmarked for that specific hospital - or

even for health services.

This can be overcome by:
. creating a Trading Account, or
. by having an agreement with the Provincial Treasury

that the income generated will be appropriated to the

Health Vote in the following year. The Provincial

Health Department must undertake to allocate all or

part of the money to the hospital that generated the

income initially.
Retention of revenue is an incentive to generate more

income. This is only a valid argurnent if the retained

revenue does not negatively impact on the following

year's allocation. The retention of revenue must also not

impact on the government's policy of equity. By

establishing an Equalisation Fund into which part of the

income generated can be deposited and thereafter

distributed to hospitals with low income generating

capacity this problem can be addressed-

Seclion 3 (l): Provincial Exchequer Account

fui own bank account is not a prerequisite for effective

decentralised financial management. With a direct link to

the FMS the same can be accomplished. If it is felt it is

essential to open a bank account it can be done in terms

of Section 11 of the Act.

Section 5 (3): Duration of aPProPriation Act, and

expendilure infinancial Year, and
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Section 7 (I): Authority by responsible Member of
tttilisation of moneys in extraordinary circumstances.

This section allows for the reallocation of funds in cases
of insufficient provision (Section 5 (3) (a)) with prior
approval of the Provincial Treasury. Vrement is
discussed in Chapter 6.2.5.

Section 7 ( I ) (a) addresses the defrayment of
expenditures of an exceptional nature which have not
been provided for in an appropriation Act and which
cannot be postponed without serious prejudice to the
public interest. Section 7 (1) (b) addresses the
defrayment of expenditure with an expected excess of the
vote which cannot be postponed until appropriation
therefore can be made. At present the MEC for Finance
has this authority. This is an authority that cannot be
delegated to the Chief Executive Officer of a hospital,
because it is specifically prohibited by Section 23 (2) ot
the Act.

Section 9 (7): Provincial Paymaster - General's
Account
This section provides for all unexpended moneys to be
redeposited in the Provincial Exchequer Account. The
hospital should be allowed to retain these funds if the
Chief Executive Officer can motivate why the moneys
have not been spent.

Section I8: Pa+,ers of the Treasury
Section l9 of the Act states that these powers described
in Section 18 (l) (c) and (d) may be delegated to an
accounting officer on such conditions as the Provincial
Treasury may determine. There is therefore no problem
in requesting these powers for the accounting ofiEcer and
the chief executive officer of the hospital. Section L9 (2)
provides for delegation from accounting officer to the
holder of any post designated by the Provincial Treasury.

Further sections of the Act that need specific mention
are:
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. sectiort 16 (2) (b): An accounting officer mcy with the
concurrence of the Provincial Treasury delegate oty of

his or her powers, and assign any of his or her duties, to

any person employed by the Province.

. Section 23 (2): Except in a case to which subsection (I)

applies, the responsible Member mqy delegate or assign

to an off cer in the department in which the provisions of

this Act or any other laul are administered by him or her,

any power or function conferred on or assigned to him or

her by this Act or flch other layy, in relation to the

receipls, expenditure or property of the Province or a

statutory body, with the exception of a power to make
' regltlations and a power or function contemplated in

sectiotrs 4(5),7, 2I(6) and 24(3), but he or she shall not

thereby be divested of a power or function so delegated
or assigned, and may amend or withdraw a decision of

mch an fficer taken in terms of any such delegation.

It is therefore possible to delegate many of the powers

and duties to the chief executive of;ficer of a hospital with

the exception of the utilisation of moneys in exceptional

;[fiI'ffiil,l",ii1" li; fl-j;::h" T,3;,'j$" iil;
department) will delegate all the Powers to the chief
executive officer of a hospital unless a safety net is put in
place. The major problem that will have to be addressed
is accountability.

Enabling legislation may be of value. The Delegation of
Functions Bill of Gauteng Province is an example
(A1rrs!re-I)

Although this option addresses some of the perceived
restrictive aspects of the Provincial Exchequer Act, all
the requirements of the Financial Regulations and
Treasury Instructions still aPPlY.

6,3.2 Option 2: Exempting the pilot hospitals from certain restrictive
provisions of the Provincial Exchequer Acts as well as Financial
Regulations and TreasurT fnstructions and replacing it with the
accountability frhmen'ork applicable to transfer payments

This is a more progressive option that Option 1. The Provincial Exchequer
Ac{, Treasury Instructions and Financial Regulations of each Province will have

to be scrutinised and all restrictive provisions identified. Enabling legislation
will be required to exempt the identified pilot hospitals from these provisions.
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No Provincial Treasury nor any Accounting Officer will contemplate such a
recommendation unless a strong safety net is put in place. They will have to be
satisfied that this will not lead to a lack of financial control and eventual
overspending of the budget.

The safety net is that

o these recommendations are limited to a ma:rimum of three hospitals in a
province, and

.anacceptab lea l te rna t iveaccountab i l i t y f ramewor@ace:

Resulting from criticism by the Auditor-General on the lack of accountability
measures and adequate evaluation of performance, relating to transfer
payments, the Department of State Expenditure issued Treasury Instruction K5
(Instruction issued in terms of the Exchequer Act). Although the Instruction

refers to transfer payments it is equally appropriate and may be made applicable
in this situation. It addresses the accountability and audit frameworks required.

6.3.2,1 A c c o u ntah il ity Fro mew ork

Specific accounting and reporting arrangements are required:

o Accounting and related records
The chief executive officer of the identified hospitals shall cause
such accounting and related records, in the prescribed form to be
kept as are necessary to represent fairly the state of affairs and
business of that hospital and to 'explain its transactions and
financial oosition.

. Annual financial stalements (nstruction K 5.I)
The chief executive officer (eventually it should be the envisaged
Hospital Board) of every identified hospital shall in respect of
every financial year cause to be made out annual financial
statements and shall submit copies of such statements after such
statements have been audited, to the responsible MEC and the
Auditor-General within six months after the end of the financial
year concerned.

The annual financial statements shall, apart from the normal
balance sheet, incorne statement, cash-flow statement and notes
to the financial statements, also include group annual financial
statements for hospitals and associated clinics or for all the
hospitals and clinics within a district, where applicable, prepared
in accordance with the relevant provisions of the Companies
Act, 1973 and a report of the auditors.
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The annual financial statements shall, in conformity with

generally accepted accounting practice, fairly present the state of

uffuirr of the hospital and its business and its financial position at

the end of the financial year concerned and shall for that purpose

be in accordance with and include at least the matters prescribed

by Schedule 4 of the Companies Act, 1973 in so far as they are

applicable.

The responsible MEC shall Table the annual financial statements

of the identified hospital(s) in the Provincial Legislature within

the prescribed period after receipt thereof.

Chief Exeailive Off cer's RePort
Every identified hospital shall, as part of its annual financial

statements (and performance report), submit to the responsible

MEC a report by its chief executive officer (eventually its

Hospital Board) with respect to the state of affairs, the business

and the financial position of the hospital and the degree in which

its objects have been attained.

The chief executive officer's report shall deal with the matters

prescribed in Schedule 4 of the Companies Act, 1973 in so far as

these are applicable, and shall also:

(u) set out the functions and objectives of the hospital as

determined by law or otherwise;
(b) state the extent to which the hospital has achieved its set

objectives for the financial year concerned;

(c) contain relevant performance information regarding

the economic, eflicient and effective application of

resources; and
(d) indicate the amount of money, if any, received from the

State and anv other commitment furnished by the State.
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6.3.2.2 The Audit Framavork

Three main tvpes of audit are requiredee maln o au are requr
Internal audit

Purpose:
o To assess compliance

with any Act governing
the activities of the
hospital and the
requiremants to keep
accounting and related
records and to maintain
systems and practices
to give reasonable
assurance that:

assets are
saleguarded and
controlled;
transactions are
in accordance
with specified
authorities;
resources are
managed
economically and
effrciently, and
operations are
carried out
effectively.

u.

l l l .

tv.

External audit

Purpose:
o To provide independent

opinions on:
i. fairness of the

presentation of
financial
staternents in
accordance with
generally
accepted
accounting
practice;

ii. accuracy of
relevant
performance
information
regarding the
economic,
efficient and
eflective
application of
resources
presented in the
chief executive
officer's repor!
and

iii. compliance with
specified
authorities.

o To draw the Provincial
Legi slature's attention
to any other matter
deemed aoorooriate.

Value'for-money eudit

Purpose:
o To detcrminc wtrethcr,

in the period under
exanrination, the
systerns and practices
maintained providcd
reasonable sssurancc
that adequate measures
and procedures exist
for the proper
application of sound
cconomic, cfEcient and
effective menngerneof
v/hich menqs thst

i. assets were
safeguarded and
conholle{,

ii. resources \ilere
managed

iii. operations werc carried
out effectively.

Frequenry:
. Ongoing

Frequency:
o Annual

FreEtenq:
o Regular intervals Es

regarded necessary by
the auditors, The
Auditor-Gcneral can
make proposals in the
interest of effectivc
reDortinc

Reporting to:
Management

Reporting to:
o The Head of the

Department and the
MEC responsible for
the hospital, who
Tables the annual
report of the hospital
in the Provincial
Legislature.

o A copy ofthe annual
financial statements
containing the auditors'
report is also submitted
to the Auditor4eneral.

Reporting to:
o The Head of the

Departnent and the
MEC responsible for
the hospital utro tables
the report in thc
hovincial l*gislafiuc.
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. supervise internal audits,
o review and advise the chief executive officer and envisaged

Hospital Board on financial statements to be included in the

annual report of the hospital, and
. review and advise the chief executive officer and envisaged

Hospital Board on annual and

In addition to mandating the three types of
Instruction requires the establishment of audit
committees must:

audits the Treasury
committees. These

The Treasury Instruction addresses further safeguards:

. Only the Treasury "'nay grant approval for aforementioned

documentation not to be subrnitted or an internal audit not to be

conducted; and
. Prior to rendering financial assistance during any year, accounting

officers (Heads of Departments) should satisfy themselves by means

of evaluating aforementioned documentation and information that:
- the conditions in respect of the previous year's assistance

have been complied with by the beneficiary institutions

(hospitals);
- the necessity for continuous assistanse still exists;
- the financial aid is still meritorious; and
- the set objectives were obtained

and furnish a certificate to this effect, to be submitted to the Treasury.

6.3.2.3 Further actions steps needed

This option requires legislation. This legislation will be enabling.

Two aspects need to be addressed:

a

o

exemptions required, and
new accountability framework. (This can be done by
reference to Treasury Instruction K5).

A draft bill is attached as an Annexure (Anngxulg-D. What this

option will achieve is the replacement of the present tigd

input/process-driven regulatory framework with an

output/performance-based reporting framework with a strong

safety net in the form of a comprehensive accountability and

audit framework.
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6,3,2.4 Selection Criteiafor the Fast-Track Option

One of the major problems will be the selection of these pilot
hospitals. In selecting pilot sites it will be important to select
sites where success is virtually guaranteed. Failure in the early
stages may have a serious negative impact on the future
development of decentralised financial management.

Possible selection criteria that may be used include:

o The hospital and its management must voluntarily decide
to participate. Forcing an unwilling hospital and
management is a recipe for failure;

. The Provincial Treasury and Health Department must
support the initiative;

. The Chief Executive Officer of the hospital must be
strong, visionary and management oriented - he/she
must be the champion driving the change;

' ln""T:::f,T#i,ilTff;H:tlff.,ti,.ry,
has good industrial relations (eg. no serious
labour disputes in the last 18 months,
has good historical financial management (no or
low overspend on the budget), and
has a well-qualified senior team with above
average management skills.o ln'o'?T:lilTiilIJi*:'J;:1ii;:1'hca,-are
filf ed (eg. S0% or more),
the relationship between health personnel and
management is good, and
there are no other issues that may compromise
implementation (.9. u major upgrading of the
hospital, amalgamation with other hospitals).

The basic approach is that hospitals with a high possibility of
success should be selected.

6.3.3 New Legislation

A new Act, similar to the National Health Service and Community Care Act
1990 of the UK will eventually be needed. The present Health Act, 1977 (Act
No 63 of 1977) is outdated and needs urgent revision.

fu regards financial management, new legislation must specifically address:

o the delegated accountability and responsibility of hospital management,
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6.4

o the authority of hospital management to make operational decisions

necessaryforeffectivefinancialmanagement,
o the governance structures of public sector hospitals including the role of

Hospital Boards in financial management;

' 
i'ffi':ffiT:iifffffiffiT:T::;:i::::u,ive officer of ,he

hospital, and
o the chief executive officer of the hospital and heads of responsibility

centres.

New legislation is not the solution to the fast-track alternative. Developing new

legislation will take at least three years'

Summarv

Certain recommendations to bridge the performance gap between the ideal level and

existing level of financial management in hospitals are made.

Firstly, the preconditions for effective decentralised management should be tackled'

The recommendations should not be seen in isolation but as a package. The steps

include:

Three fast-track options for a selection (six to fifteen) of pilot hospitals are presented'

A prerequisite for the fast-track option is that the preconditions for effective

decentralised financial management shoulcl be in place. The options are:

The options incrementally increase'the powers and concomitant accountability and

,rrponribility of the chief executive officer of the selected hospitals'

Irrespective of the option chosen a strategic implementation plan is needed. This plan

must make provision for a graduated and managed approach. The plan should include

standards and training. Implementation is a responsibility of management. Certain

a

O

o

o

o

o

creating and filling the post of Financial Manager,

delegating responsibility and the resulting accountability,

improving financial management systems,

improving the budgeting Process,
deiegating authority for operational decisions, and

changing the culture towards financial m

t" ,r*t. . Tr"ding Account and delegate powers and responsibilities currently

vested in the accounting officer to the chief executive officer of the identified

to develop new legislation

hospitals;
to exempt the selected hospitals from certain provisions of the Provincial

Exchequer Acts, Treasury Instructions and Financial Regulations and replacing

this with the accountabiliiy framework applicable to transfer payments; and
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processes may be outsourced, but management must control the total implementation
process. If management does not accept ownership for the process the chances of
successful implementation are minimal.
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