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Financial Management
Welcome to the module

This overview outlines the context, content and learning objectives of the whole module.
The duration of the module will be approximately 4 hours depending on your prior
knowledge and on the extent to which you use additional documents.
The overview itself should take 5 minutes.
Introduction
Introduces the context and content of the module‘s topics
Target Group
Defines the intended audience
Index
Provides a short description of the module units
Learning Objectives
Gives an overview of the objectives of the module
Learning Journal
Helps you consolidate what you have learnt
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Overview
Introduction

Financial management (FM) aims at helping managers to optimise the use of resources.
With regards to scarce financial resources and rising costs, FM plays an important role in
any healthcare setting. Finance affects all areas of hospital management and, hence, the
hospital’s major purpose – to provide efficient and effective healthcare to people.
We do not intend to cover all aspects and activities of FM in this e-learning module, but
the different units will introduce you to some of the major FM approaches, particularly
those in which you as a current or future hospital manager are, or will be, involved.
We also provide you with useful links, selected tools and documents, which you can
download while you are proceeding on your way through the units.
Moreover, you will find the template for a reflective learning journal, which you can
use to note down the questions and thoughts that arise during the course.
We wish you a successful learning experience!
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Target Group

When we designed the course, we thought about YOU:
Who you are
What role you play in your organisation
What would interest you most concerning financial management
How we should present the course to make the learning most effective for you

For the course design, we assumed that you work in a healthcare organisation, most
likely a hospital; that you are a hospital manager or aspire to become a hospital
manager; and that you have a non-managerial, possibly clinical, background.
The concepts and tools presented in this module are not specific or exclusive to a
particular health setting and do not require a specific professional background.
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Index

This module consists of 4 units:
Unit 1 – The Basics of Financial Management (FM) in Healthcare
Gives an overview of the main functions, issues and concepts of financial management
Unit 2 – The Fundamentals of Bookkeeping and Accounting
Introduces you to the basic principles and concepts of bookkeeping, accounting and cash
flow
Unit 3 – Financial Planning, Budgeting and Costing
Introduces you to cost and cost behavior and how to prepare a cost estimate
Unit 4 – Controlling Costs and Managing Performance
Provides initial guidance on how to analyse financial data and records

At the end of the module, you will find a self-assessment.
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Learning Objectives

By the end of this module you will be able to:
Distinguish amongst basic terms in financial management
Associate the tools and techniques of financial management with the relevant
functions
Apply basic rules and principles of bookkeeping
Estimate costs and formulate (simple) budgets
Analyse and interpret expenditure records
Demonstrate the effective use of financial information to inform health services
management, planning and decision making
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Learning Journal

In this module, you will have several opportunities to reflect on a specific topic and write
down your ideas.
For this input to be most beneficial, we recommend the following:
Use your personal experience; there is no strictly 'right' or 'wrong' answer
Discuss with friends or other people at your workplace; ask about their experiences
Use additional resources such as the pdf documents offered in this module
Use other external information, such as articles you find on the Internet or in
journals or newspapers

You can write your reflections and key information on a piece of paper or use our
template.

Download Template Here
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Unit 1: The Basics of Financial Management in Healthcare
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Unit 1: The Basics of Financial Management in Healthcare
Preview

This unit introduces you to the essentials of financial management in healthcare. It
will take approximately 40 minutes to complete this unit depending on your prior
knowledge.
It presents:
The financial cycle and concepts of financial management
Terminology
Issues and challenges
Main processes in financial management

By the end of this unit you will be able to:
Distinguish amongst basic financial management terms
Associate tools and techniques of financial management with the relevant functions
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Financial Management in Hospitals

Why do we need to bother about finance? Financial management
concepts are not difficult to understand and decisions about finance
are too important to be left to accountants only. In general, financial
management entails planning, obtaining, disbursing, monitoring and
controlling financial resources. It helps hospital managers to interpret
financial data and make decisions about the allocation of funds and
resources.
As a hospital manager, you will need to explain to your colleagues the
importance of:
Balancing the inflow of financial resources and expenditures on
resources, such as salaries, medical drugs and other inputs
required for healthcare delivery
Optimising the use of resources to achieve the hospital’s
objectives and purpose

Most decisions within a hospital relate to finance:
What care, treatment and medication a patient receives at the
hospital
What and how many staff are employed and what salaries are
paid
What devices and equipment will be bought or hired

Planning

Controlling

Obtaining
Monitoring
Disbursing
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Financial Cycle in Hospitals

The model shows a simplified depiction of the relationship between hospital processes and
the financing of the healthcare service. Please roll over each item.

Reimbursement
and Funding
Expenditures

Financial
Transactions

Revenues

Payments
Contributions
and Taxes

Inputs

Clinical and
Non-clinical
Process

Outputs

Patients/
Population

Third
Party
Payers
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Financial Cycle - Inputs

‘Inputs’ are resources that are used to provide
healthcare services to patients. Scarce
resources need to be managed carefully.
(Almost) all resources have a value or price
and, thus, can be measured in monetary units
(expressed in the relevant currency).
They include:
Material resources
Information
Tools
Equipment
Other machinery
Buildings and venues
Healthcare inputs also include patients and hospital staff with their particular knowledge
and skills. Inputs are used or transformed within hospital processes and can also relate to
services that the hospital has outsourced, such as washing or catering.
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Financial Cycle - Clinical and Non-Clinical Processes

Processes transform inputs into outputs.
The core clinical processes in hospitals
directly relate to the provision of healthcare to
patients or service users.
Core clinical processes include:
Diagnosis
Treatment
Nursing care
Possibly prevention
Rehabilitation
Palliative care
Apart from these, there are non-clinical processes and support functions. These nonclinical processes are necessary, but relate only indirectly to the provision of healthcare.
Non-clinical processes include:
Human resources management
Financial management
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Financial Cycle - Outputs

‘Outputs’ in hospitals typically refer to healthcare
services that are provided to patients.
For example:
A patient was vaccinated
A surgical operation was conducted and (as
a result) a tumour removed

Outputs may also relate to information and
documents that are produced alongside the
diagnosis, care and treatment, such as
documented test results, patient records and
hospital reports.
Outcomes usually result from outputs and factors such as the patient’s own condition.
However, an outcome might not always be as intended, e.g., in the case of an adverse
event. Payment for healthcare services is rarely based on (a positive) outcome, as
outcomes are often difficult to measure and do not depend only on (successful)
intervention by the hospital.
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Unit 1: The Basics of Financial Management in Healthcare
Financial Cycle - Patients and Population

Patients and healthcare service users are part of
the wider population who live in the catchment
area of the hospital.
Depending on the mode of healthcare financing in
your country:
Patients may have to pay partly or fully for
services provided by the hospital
The population will pay taxes so that the
government, possibly through the local
administration, will spend money on
healthcare, including medical education,
health education, capital investment in
healthcare and recurrent costs
The workforce (in countries with a social
health insurance system) will pay
contributions to health insurance
companies
The population, if they have sufficient
funds, may choose to become privately
insured
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Unit 1: The Basics of Financial Management in Healthcare
Financial Cycle - Third Party Payers

Most countries have established ‘third party
payers’ within their health systems, who pay
healthcare providers instead of, or in addition to,
the patient – or they may reimburse the patient
for his or her expenses. These are either
governmental or non-governmental profit or nonprofit organisations.
In tax-based systems, such as the NHS in the
UK and in some countries in Africa, Eastern
Europe and South Asia, the government or
governmental institutions pay for (primary)
healthcare and often organise the provision of
healthcare.
In social health insurance systems, which can be found for example in Germany,
South America and South-East Asia, non-profit health insurance companies collect
contributions from employers and employees and pay healthcare providers.
Private health insurance companies operate on a different basis. Insurance is
voluntary and premiums are typically determined based on the health status of the
insured individual.
You will often find combinations of different healthcare financing methods within one
country. Moreover, in some low-income countries, international governmental or nongovernmental organisations may provide funds to healthcare providers or operate
special programmes.
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Financial Cycle - Contributions and Taxes

are made to a third party (also called a third party
payer). These payments from patients or the
population in general are not related to a particular
healthcare service.
In a tax-based system, the government will
collect taxes from tax payers.
In social health insurance systems,
employees and their employers make
contributions to a mandatory health insurance
scheme. Usually, but not always, the family
members of employees also have free access to
healthcare.
If people are privately insured, premiums are
typically determined based on the individual
health status of the insured. Higher premiums
will be paid for a higher individual risk of illness.
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Financial Cycle - Reimbursement and Funding

Modes of payment (also called reimbursement) to
healthcare providers vary substantially from country
to country. Payments can be calculated based on:
A fee for (each) service
Capitation – a fixed amount per patient
registered at a provider such as a general
practitioner
Fixed budgets – e.g. transferred monthly or
quarterly, sometimes formalised on a
contractual basis (see ‘block contracts’ below)
Per case category, such as per DRG (diagnosis
related group)
Types of contracts between providers and third party payers include:
Lump sum contracts, also called ‘block contracts’: A fixed sum for a defined service.
Example: 200,000 EUR per year for providing PHC services to the population in the
catchment area.
Cost and volume contracts: A fixed price for a defined amount of services.
Example: 200,000 EUR for 100 appendicitis operations.
Cost per case contracts: Pricing according to an agreed price list (e.g. DRGs), with
no limitation on the amount of services.

Usually, you will find combinations of different types of contracts used. You will learn more
about each contract type in the course of this e-learning module.
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Unit 1: The Basics of Financial Management in Healthcare
Financial Cycle - Payments

Payments that are made by the patient or their
relatives directly to a healthcare provider, such as
a hospital or individual healthcare provider, are
often called ‘out-of-pocket payments’.
In many countries, such payments constitute ‘copayments’ within a tax- or insurance-based
healthcare system. In many hospitals, out-ofpocket payments form a significant share of the
hospital’s revenues, but they carry a grave risk of
impoverishment for the patients and their
relatives.
In countries where (primary) healthcare is officially free at the point of delivery,
individual healthcare providers often expect patients to make unofficial, so-called
‘under-the-table’, payments to secure access to healthcare or secure a certain level of
healthcare quality.
Patients who are privately insured might have to make the payment directly to the
healthcare provider and send the receipt for reimbursement to the health insurance
company.
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Unit 1: The Basics of Financial Management in Healthcare
Financial Cycle - Revenues

‘Revenue’ is the income that healthcare
providers, such as hospitals or general
practitioners, generate from their normal
business operations.
In a hospital, revenues relate to the provision of
healthcare to patients.
In trade and manufacturing industries, revenues
are often called ‘sales’ or ‘turnover’.
The operating revenue of a hospital is amongst
others made up of:
Reimbursement and funding of third
party
payers (such as governmental or private
insurers)
Self-paid revenues from patients
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Financial Cycle - Financial Transactions

‘Business or financial transactions’ refer to
activities such as transferring payments to buy
goods, receiving payments for the provision of
healthcare services, depositing money into a
bank account, or borrowing money from a bank
or third party.
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Financial Cycle - Expenditures

‘Expenditures’ are the outflow of money from the
hospital to another organisation or person, which is
paid for an item, service or charge. The outflow of
money is typically in cash (this includes money
transferred from bank accounts). The hospital’s
obligation to pay the amount is usually evidenced
by an invoice, receipt, voucher or similar
document.
Expenditures refer to:
Resources that have been:
purchased (e.g. medical drugs or
equipment)
rented or leased (e.g. premises or
vehicles)
employed or contracted (e.g. human
resources: salaries, wages, fees)
Services that the hospital has contracted
(e.g. washing, cleaning or catering)
Other payments (e.g. for
telecommunications or insurance)

Page 23
Module: Financial Management
Unit 1: The Basics of Financial Management in Healthcare
Expert Talk: Peter Cosgrove about Payment Systems

Peter Cosgrove is a UK-based health economist who has worked in several other countries,
such as Pakistan, India, Syria and Saudi Arabia. He has been teaching economics and
health economics at the Open University and Liverpool School of Tropical Medicine. In the
following audios, he speaks about different types of contracts and reimbursement schemes.
previous

play stop next

Update Required To play the media you will need to either update your browser to a
recent version or update your Flash plugin.

Transcript and
Background
Information
On which basis is your hospital being paid? And how does that affect the
hospital’s cash flow?
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Terminology and Questions on FM

Familiarise yourself with the terminology and concepts of FM, and you will see how
exciting and important FM is. Please click on each item:

Price

Revenues
Expenses

Net Income

Financial Performance

Cost
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Unit 1: The Basics of Financial Management in Healthcare
Term - Price

The price is the amount of money for which a good or
service is sold (or offered to be sold). In business, the price
of a good that a company sells usually contains a
contribution to profit called the ‘profit margin’. Typically,
prices are fixed by contract, but they can be renegotiated at
a later stage.
The price or ‘fee for service’ depends on a number of
factors. The hospital’s control over such factors might be
limited; therefore, it is important to contemplate:
What price or fee the hospital should charge for each
service?
Who actually sets these prices?

Prices can be set prospectively (in anticipation) or
retrospectively (after healthcare services are provided
and costs are known). Prices that are paid to purchase
resources in the production of goods and provision of

services are costs.
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Unit 1: The Basics of Financial Management in Healthcare
Term - Revenues and Cash Inflow

As explained earlier, revenues relate to the income that the
hospital generates from its normal business operations.
Revenues are often related to cash inflow; however, these
are not the same. What is the difference?
An inflow of cash may come from a loan that the
hospital received. This does not increase the
hospital’s revenues (the loan will be paid back in the
future).
Revenues relate to the services that the hospital has
provided during the accounting period in accrual
accounting (you will learn more about this in Unit 2 of
this module). If the money is received in the
subsequent accounting period, cash flow is not
increased in the current period, but in the next.

The hospital will need to keep track of the revenues that
are still due to be paid (also called accounts receivable).
As a hospital manager, it is important to take all aspects
into consideration: How much, from whom, for which
service, and when did the hospital receive money?
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Expenditures and Expenses

Expenses and expenditure are not necessarily the same. As
you learned before, expenditures include any form of capital
outflow. Expenses refer to money that the hospital has
spent to generate revenues and which are deducted from
revenues to calculate the profit or loss during the reporting
period. All expenses are costs, but not all costs are
expenses.
Example 1: A vehicle that is bought for 20,000 EUR is an
expenditure (and a cost) in that year, but as the vehicle will
last for more than one year, only a portion of the
purchasing price will be calculated as an expense in each
year of its useful life. This amount is called (annual)
depreciation.
Example 2: If, in year one, a hospital bought medical supplies and paid 1 million EUR,
but used up only 80 % of them during the year, the cost amounts to 1 million EUR, but
the expense (that will be deducted from the revenues in year one) is only 0.8 million
EUR, as the remaining medical supplies (which increase the hospital’s assets) will be
available in year two (when they will be used up and considered an expense).
As a hospital manager, you need to be aware of the hospital’s spending and carefully
analyse:
How much, what for, when and to whom did the hospital pay or spend money?
What other non-monetary expenses were incurred?
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Cost

The ‘cost’ is the value of inputs (typically resources and
services) in the production and delivery of a good or service.
This value is typically expressed as the amount of money
that was expended on the respective resources and services.
There are different concepts and ways of measuring costs.
Moreover, costs can be distinguished by their nature and
behaviour as:

Capital costs and recurrent (also called running or
operating) costs
Fixed costs and variable costs
Direct costs and indirect costs (more information is
provided in Unit 3 of this Module.)

Rising costs are a major concern for hospital managers;
therefore, you will be interested to estimate: How much did
the provision of healthcare services cost the hospital?
Please note: All expenses are costs, but not all costs are
expenses (for more information see previous slide).
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Term - Net Income

In accounting, ‘net income’ is calculated as the total
revenues during the accounting period minus all expenses
in the same period. It is also referred to as ‘operating
profit’, ‘net earnings’ or ‘net profit’. The subtraction of
expenses from revenues may also result in a loss. This is
the case when expenses are greater than revenues in the
accounting period. Even when your hospital is not a forprofit-organisation, it is essential to assess: How far
revenues have covered costs and generated a profit?
Please note: In some literature the term ‘income’ is used
instead of ‘net income’. In this e-learning course, however,
we distinguish between income (= revenues) and net
income (= revenues minus expenses).
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Term - Financial Performance

Good financial management entails a number of factors and
principles:
The allocation and use of financial resources should
be effective and efficient. Economists and politicians
would also add ‘equitable’.
The flow of financial resources should be predictable
and shortages that impede hospital operations should
be avoided.
The financial and accounting system itself should be
efficient. Costs for financial transactions such as
transferring or borrowing money should be minimal.
The use of financial resources should be transparent.
Funds should not be misused.

As a hospital manager, the central question is: Was the
money spent economically, efficiently and effectively?
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Terminology of FM - Exercise

Please select the correct term:
A hospital generates

(Select One)



, also called revenues, from its normal operations as a

 that patients make directly to the
healthcare provider. Revenues relate to (Select One)
 , such as governmental institutions or health insurance
hospital or those that (Select One)
companies, make to the hospital.
 in the accounting period, if the hospital receives the
Revenues increase the (Select One)
financial resources for the healthcare services provided during the same period.
Expenditures are made to purchase

 , such as medical drugs or equipment.
 .
(Select One)

(Select One)

Payments made to suppliers are financial

Money that the hospital spends to generate revenues and which is subtracted from revenues is called
(Select One)  This subtraction can have a negative result, called a (Select One)  , a balanced
result, or a positive result, called ‘net income’ or (Select One)  .
Typically, in a commercial setting, the price for a good or service will include a
Submit

(Select One)



.
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Issues and Challenges in FM

This image shows the issues and challenges a hospital faces concerning financial management.
Please click on each term to learn more about particular issues and challenges.

Hospital Owners

Financial
Management

Revenues and Cash Inflow
Costs and Expenses

Staff

Patients/
Population
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Main Processes in FM

Financial management entails many
different functions, which require
different people with different skills,
such as bookkeepers, controllers,
treasurers and auditors.
As a hospital manager, you do not need
to be a specialist in those areas. Yet,
being able to interpret essential financial
data will help you to make informed
decisions.

Expenses and
Costs

It is also good to know about some of
the fundamental processes and tools
employed in financial management.

Main FM Processes

Managerial
Accounting

Revenues and
Cash Inflow
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Main Processes - Revenues

Billing (invoicing) Billing or invoicing refers to the process of issuing an
invoice to a patient or third party payer in accordance with contractual
arrangements. Essential documents in this process are contracts and
agreements, invoices, receipts and bank statements, and sometimes also
payment reminders.
Managing and raising cash (including loans and payment collection)
Managing cash flow is extremely important for the liquidity of the hospital.
This process includes recording and monitoring financial transactions with
regard to their effects on cash flow and issuing reminders to patients and
third party payers to settle their bills with the hospital. When necessary, it
includes negotiating loans and other liabilities to increase liquidity or
generating new business, funding or donations. Essential documents in this
process include cash-flow forecasts and statements, business plans and loan
agreements.
Negotiating contractsDepending on the arrangements within the hospital,
the negotiation and management of contracts with suppliers or third party
payers may fall into the remit of the finance department. In any case,
specialists from the finance department should be involved in the process.
Essential documents in this process are cost estimates and analyses, draft
and final contracts, and legal and regulatory documents.
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Main Processes - Managerial Accounting

Budgeting, financial planning and forecastingBudgeting forms part of a
cycle that also includes strategic and operational planning, controlling and
reporting. A budget quantifies and summarises the resource requirements in
financial terms. Budgets are instrumental in planning and controlling.
Bookkeeping, reporting and accountingBookkeeping includes the basic
recording of business transactions; accounting goes beyond this by
presenting the recorded information in a retrospective way (e.g., accounts,
profit statement and balance sheet) or in a prospective way (e.g., cash-flow
forecasts). Accounting includes verifying, analysing and interpreting
information and forms the basis for informed decisions.
Controlling and auditing Controlling helps hospital managers to become
aware of deviations from budgets and operational plans and to take
corrective action. External and internal audits aim to systematically examine
and verify the organisation’s financial records, accounts and statements.
Managing financial risk
Managing risk concerns decisions on insuring against risks, but also includes
identifying, assessing and evaluating (financially relevant) risks. Essential
documents include (financial) risk registers and insurance policies.
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Main Processes - Expenses and Costs

Costing and pricing Costing and the setting of prices for services entails
the analysis of existing data or the estimation of costs that are related to
the provision of a particular service. Costing includes apportioning and
attributing costs. Detailed cost records and market research are
instrumental in this process.
Purchasing, settling invoices and other payments Essential documents
in this process are inventories, requisition orders, advertisements, bids, bid
evaluation reports and contracts with specifications. Invoices are typically
settled through bank transactions. Essential documents in this process are
the invoice, the bank order and the bank statement that documents the
transaction. Salaries and wages are not paid against invoices, but paid out
in cash or transferred by the bank in accordance with employment contracts
and attendance sheets.
Investing in buildings and equipment Investing in fixed assets, such as
buildings, medical and technical equipment or vehicles, typically requires
careful planning and preparation, documented in an investment plan. This
will include the estimation of capital costs and associated recurrent costs. If
the hospital works on a for-profit basis, the owners will wish to see a
calculation of the expected return on investment.
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Main Processes in FM - Exercise

Please drag the correct
FM activity below to
the most appropriate
box on the right.
Expenses
and
Costs

Managerial
Accounting

Cost records

Invoices and
payment reminders

Revenues
and
Cash Inflow

Billing
Accounting
Purchasing
Costing and Pricing
Investing in
Fixed Assets

Invoices and
inventory lists

Budget

Risk Management
Operational
Financial Planning

Investment plans

Insurance policies

Invoices and
payment reminders
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Summary

This unit gave you an introduction to financial management in healthcare.
You have learnt about:
The financial cycle and concepts of financial management
Terminology
Issues and challenges
Main processes in financial management

And to:
Distinguish amongst basic financial management terms
Associate tools and techniques of financial management with the relevant functions

We kindly invite you to move to the next unit. You may continue now or at any time that
is convenient for you.
If you wish to deepen your knowledge about management, we recommend the courses on
the Global Campus 21 E-Academy:
Management and Leadership
The Global Campus 21 is the platform for virtual learning and cooperation of GIZ Deutsche
Gesellschaft für Internationale Zusammenarbeit GmbH.
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Unit 2: The Fundamentals of Bookkeeping and Accounting
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Preview

This unit introduces you to the essentials of bookkeeping and accounting. It will take
approximately 60 minutes to complete this unit depending on your prior knowledge.
It presents:
Basic concepts of management accounting and financial accounting
The purpose of bookkeeping and accounting
Single and double-entry bookkeeping
Cash-flow and cash-basis accounting
Good practices (do’s and don’ts)

By the end of this unit you will be able to:
Apply basic rules and principles of bookkeeping
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Accounting and Bookkeeping

Bookkeeping
The operation of bookkeeping is concerned with the systematic recording of the financial
aspects of business transactions.
Accounting
The activities of accounting go beyond bookkeeping. This includes identifying, measuring,
classifying, verifying, summarising and communicating financial information to allow
managers and other stakeholders to make informed judgements and decisions.

Audio transcript and
background information
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Accounting Reports

The publication of financial accounting reports can
be a legal requirement.

Please click on the links below to find out how
useful accounting information should be:

Moreover, accounting reports can help managers
and other stakeholders to check:
Whether or not money has been spent on
purpose, effectively and efficiently and that
it has not been embezzled or stolen
How much money is left and can be spent on
other activities or investments

To make the best use of information, you need to
familiarise yourself with the terminology and
principles of accounting. Please be aware that the
accounting rules in your country may differ from
the conventions presented in this unit.

Reliable

Relevant

A Faithful
Representation

Understandable

Complete

Comparable

Timely
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Cash, Transactions and Assets

Cash and revenues are important for a hospital to purchase the resources and services
necessary to provide effective and efficient quality healthcare to patients. The image
below shows the different cash transactions and assets of the hospital. Detailed
information is provided in the following screens.

Influx of
Capital
Repayment
Owners

Loans

Dividends
Payments
Payments

Suppliers

Staff
Resources

Delivery of Products

Borrowing
Cash
Payments
Provision of
Healthcare

Patients

Reimbursement Third Party
Payers
and Funding
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Unit 2: Fundamentals of Bookkeeping and Accounting
Cash Transactions - Cash

In accounting terms, cash comprises coins and paper money kept
as petty cash in the office or hospital safe, but also customer
cheques, money orders and money in the hospital’s bank account.
In accounting, cash falls into the category of current assets.
Cash flow refers to the movement of cash in and out of the
organisation:
Cash flow increases when the hospital receives money
from its clients (it would be more precise to say ‘net cash
inflow’).
Cash flow decreases when the hospital pays money to its
suppliers (it would be more precise to say ‘net cash inflow’
decreases or ‘net cash outflow’ increases).

Cash flow refers to the liquidity of a hospital and not to its
profitability. Fixed assets are assumed to be difficult (and time
consuming) to convert into cash.
Cashbooks or cash journals record the inflow and outflow of petty
cash. They provide information regarding the current status of
cash in hand. A cash-flow statement summarises the incoming and
outgoing cash of an organisation during the accounting period
(typically one year). It provides information about where the

money came from and where it went to.
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Cash Transactions - Staff

In accounting, expenses for staff (such as salaries and social
insurance contributions) and contracted services (such as catering
or cleaning, as well as rent or electricity) are not considered
hospital assets. However, such costs and expenses do affect the
hospital’s profitability and liquidity. When these respective
payments are made, they decrease the hospital’s (net) cash flow.
Typically, no inflows of cash are expected from staff – except in
rare cases, when the hospital (temporarily) renders the services of
its staff to another organisation.
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Cash Transactions - Resources

Resources that the hospital has the right to control and that
have a value are called ‘assets’ in accounting. Assets result
from business transactions or events (such as the purchase
of medical drugs or construction of a side building).
The resources that the hospital receives from its suppliers
increase its tangible assets, but decrease its financial assets
(and, thus, cash flow) by the amount the hospital pays to
the suppliers.
Accounting distinguishes between:
Fixed assets, which are (semi-)permanently available
and used to generate wealth – such as buildings,
land, vehicles and equipment
Current assets, which summarise the monetary value
of the materials and cash consumed in the provision
of services (or production of goods) – such as medical
drugs and supplies and food

One of the differences between fixed and current assets is
that the latter are usually easier to convert into cash.
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Cash Transactions - Suppliers

The hospital will receive goods (such as medical drugs) and
services (such as washing and cleaning) from various
suppliers. While in some countries, state-owned hospitals
are centrally supplied by governmental intermediaries,
autonomous (state-owned or non-state-owned) hospitals
enter into contracts with external suppliers. These
(procurement) contracts specify the quantity and quality of
resources (or services) and their delivery to the hospital.
In some cases, hospitals have to pay a certain amount in
advance, which reduces cash flow (i.e., the amount of cash
that the hospital has available). More often, however,
hospitals transfer the payment against an invoice after the
resources have been delivered (and found to meet the
requirements specified in the contract).

Delaying the payment to the supplier will increase cash flow, i.e., the cash available at
the hospital. In accounting, the money owed to suppliers is referred to as ‘accounts
payable’ or ‘trade creditors’ and considered a short-term liability of the hospital. This
practice allows for more flexibility to use cash for other (justified) purposes. However,
delays in payments that significantly exceed the agreed payment target (also called the
‘term of payment’) may upset the supplier. When the hospital’s creditworthiness is
doubted, suppliers may demand advance payment for future deals.
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Cash Transactions - Patients

If foreseen by the rules, the advantage of direct payments from
patients to the hospital is the immediate inflow of cash, which can
help to purchase necessary supplies.
It is not unusual to hear patients and relatives complaining about
having to make (advance) payments in order to receive treatment.
This is often the case in low-resource settings, where even simple
materials and equipment are scarce in hospitals. This practice is
irritating when healthcare is officially free at the point of delivery
and such ‘under-the-table’ payments are illegal. However, the
reality is that there is often no alternative for patients – and not
many for healthcare providers either.
Another option to increase cash flow and profit can be the provision
of extra services by the hospital to visitors or more affluent
patients, such as the rental of televisions, a restaurant or a small
shop.



Page 49
Module: Financial Management
Unit 2: Fundamentals of Bookkeeping and Accounting
Cash Transactions - Third Party Payers

In healthcare, it is rather common for hospitals to
receive delayed periodic fund transfers from
governmental organisations or reimbursements from
other third party payers a substantial time after the
healthcare services were provided to the patient.
In accounting, amounts of money owed by clients
(patients, as well as third party payers) to the hospital
for services that the hospital has already provided are
summarised in ‘accounts receivable’, also called
‘debitors’.
Any delay in the transfer of such payments (i.e., an
increase in accounts receivable) will negatively affect
the hospital’s (net) cash flow. The hospital’s restricted
liquidity may force it to delay the settlement of its own
liabilities, including payments to suppliers, who are
then likely to demand advance payment for future
contracts.
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Cash Transactions - Owners

Many hospitals are owned by the state, the community or a
governmental organisation, which provides the (initial) capital, i.e.,
the money or assets (such as the hospital buildings, vehicles and
medical equipment). Apart from these, there might be nongovernmental, private for-profit or non-profit hospitals in your
country.
Owners of private for-profit hospitals would like to see a return on
their share of equity or investment by receiving – in the case of
shareholders – an annual dividend. Any amount paid from the
hospital’s cash to the owners will decrease the hospital’s cash and
assets. Money that the owners pay or that donors donate to the
hospital will increase the hospital’s cash and assets.
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Cash Transactions - Loans

Loans are oral or written agreements about a temporary
transfer of money from a lender (often a bank) to an
organisation and typically specify the duration, conditions
of repayment and interest rate. Loans increase a hospital’s
liabilities. In accounting, ‘liabilities’ refer to the hospital’s
obligations to non-owners and are, therefore, also called
‘claims from outsiders’.
Liabilities are categorised as either:
Current liabilities, which are to be repaid within 12
months
Long-term liabilities, which are to be repaid in over
12 months
The hospital’s cash flow increases when the hospital borrows money. The hospital’s cash
flow decreases when it returns the borrowed money and the interest to the lender.

While lending is not its core business, theoretically, the hospital may also lend money, for
example, to its employees (this can be in form of an advance on the employees salary,
which is deducted from future salary payments). Similarly, the money that the hospital
lends will decrease its (net) cash flow. The financial risk associated with lending is called
‘bad debt’, i.e., money that is not, and will not, be paid back by the borrower.
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Accounting Types

You might have come across different types and methods of accounting, such as financial
accounting and management accounting.
Each have their place and fulfil specific purposes:
Financial accounting prepares typically retrospective information such as balance
sheets and profit and loss statements for external decision makers such as
stakeholders, suppliers, banks and the government
Management accounting provides useful and timely information to hospital
managers for them to make informed decisions concerning planning and controlling
hospital activities

Click on the following link to download an overview of the main differences between
financial and management accounting:

Download Overview

avilon/Shutterstock
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Accounting Methods

The next pair of terms, cash-basis versus accrual accounting, refers to the way (and
date) that transactions are recorded.
The cash-basis method acknowledges and records transactions when cash is
physically received and disbursed, regardless of when services are provided or
resources received or consumed. This is a simple form of accounting that is often
applied in small businesses (single-entry bookkeeping).
The accrual-basis method acknowledges and records transactions when revenues
are generated and resources are used, regardless of the actual flow of cash. This is
a more sophisticated form of accounting used in larger organisations such as
hospitals (double-entry bookkeeping).

Click on the following link to download an overview of the main differences between cashbasis and accrual accounting:

Download Overview

Valeri Potapova/
Shutterstock
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Double-Entry Bookkeeping

Double-entry bookkeeping is essential for analysing the hospital’s status with regard to
funds and assets. The following video will explain you the basic concepts of double-entry
bookkeeping.
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Double-Entry Bookkeeping

For one transaction, the amount of money is recorded in two accounts. In one account
the entry is made as debit and in the other account as credit. The totals between the
accounts are always balanced.
Please click on the following link to see a commented step by step example for the
payment of a nurse´s salary:
Download Commented Example

Accounts chronologically record transactions and changes in the value of the hospital’s
assets and liabilities. Each account has a title, such as ‘salary’ or ‘current assets’. The
latter, for example, is a summary of a number of more detailed (sub-)accounts such as
‘medical drugs’ or ‘cash at bank’.
The structured list of all accounts is called a ‘chart of accounts’. The profit and loss
account, also referred to as ‘income statement’, summarises all revenue and expenses
during a reporting period.

Account
Debit

Credit
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Double-Entry Bookkeeping - Example

The business transactions of a small private clinic listed below need to be recorded in the
double-entry bookkeeping system of the clinic. You will find a corresponding template on
the right.
Download Template
Please enter the data for each transaction first in the relevant cash account on the first
worksheet and then for the corresponding account on the relevant worksheet. Please note
there are several worksheets for the different accounts. Distinguish correctly between the
debit and credit sides:
Patient A paid a fee of 2,000 dinos at the cash desk of the clinic
Patient B paid fee of 1,500 dinos at the cash desk of the clinic
Patient C paid a fee of 2,000 dinos at the cash desk of the clinic
Patient D transferred a fee of 5,200 dinos to the bank account of the clinic
Patient E paid a fee of 3,500 dinos at the cash desk of the clinic
3,000 dinos were taken from the cash desk of the clinic and paid into the clinic’s bank account
Monthly salary of 6,000 dinos for nurse Jamila was transferred from the bank account
Monthly salary of 5,000 dinos for cleaner Yokalo was paid from the cash desk of the clinic
Medical supplies were bought and 2,300 dinos were paid from the cash desk of the clinic
Medical drugs were bought and 1,500 dinos were paid from the cash desk of the clinic
150 dinos for the monthly telephone bill were transferred from the bank account of the clinic
300 dinos for the monthly water bill were transferred from the bank account of the clinic
500 dinos for the monthly electricity bill were transferred from bank account of the clinic

When you are finished, turn to the next page to answer specific questions.
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Double-Entry Bookkeeping - Exercise 1

Did the 13 transactions result in a net cash inflow or a net cash outflow?
a.
A net cash inflow
b.

A net cash outflow

Submit
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Double-Entry Bookkeeping - Exercise 2

What is the amount of change in cash?
a.
1,950 Dinos
b.

700 Dinos

c.

1,250 Dinos

Submit

Page 59
Module: Financial Management
Unit 2: Fundamentals of Bookkeeping and Accounting
Double-Entry Bookkeeping - Exercise 3

What is the subtotal credit of the revenues account?
a.
0 Dinos
b.

9,000 Dinos

c.

14,200 Dinos

Submit
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Double-Entry Bookkeeping - Exercise 4

What is the total increase in inventories resulting from the recorded transactions?
a.
3,800 Dinos
b.

2,300 Dinos

c.

1,500 Dinos

Submit
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Generally Accepted Accounting Principles (GAAP)

Although financial accounting rules differ from country to country, there are a number of
assumptions, conventions and concepts that ‘generally accepted accounting
principles’ (GAAP) usually have in common.
The following list contains the ten main accounting principles, which are described in
detail on the next screens.

GAAP
Money Measurement
Cost Concept
Going Concern

Do you know in which aspects the accounting principles in your country differ?
If not, ask the accountant in your hospital!

Business Entity
Prudence
Objectivity
Materiality
Consistency
Accruals
Dual Aspect
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GAAP - Money Measurement

The hospital records only those transactions and changes in assets that can be expressed
in monetary terms.
The excellent medical staff who currently work for the hospital are of great value to the
hospital and cannot be measured in monetary terms. Human resources are not assets in
terms of accounting, as they do not belong to the hospital. They may leave the hospital
or go on strike.
The rationale for the money measurement concept is the fact that money is not only
accepted as a medium of exchange, but also used as a store of value. Monetary
measurement allows the validation and comparison of naturally different assets (such as
vehicles and equipment), organisations (such as hospital A and B) and services (such as
the cost or price of a hip replacement or vaccination).
A further assumption in accounting is that the currency in which the financial statements
are presented does not change its value. However, in reality, the value of a currency can
change with inflation and (on rare occasions) deflation.

GAAP
Money Measurement
Cost Concept
Going Concern
Business Entity
Prudence
Objectivity
Materiality
Consistency
Accruals
Dual Aspect
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GAAP - Cost Concept

The hospital’s assets are recorded at their original acquisition cost, even if some assets
depreciate over time. The following step-by-step example will help you understand this
dimension:
For Example: A vehicle
The hospital’s assets are recorded at their original
acquisition cost.
Certain fixed assets, such as vehicles or equipment,
which have a limited ‘useful life’ in the hospital, will be
depreciated.

Cost: 20,000 dinos
Run for: 10 years

The amount of annual depreciation equals the cost that Annual depreciation: 20,000
will be attributed as an expense in that year. This
dinos/10 years = 2,000 dinos
expense will be subtracted from revenues.
per year
Annual depreciation is an expense that is deducted as
part of total expenses from total revenues, but it as
not an expenditure as such. The expenditure is the
original acquisition cost.

Expenditure: 20,000 dinos
(when the vehicle was
purchased = cost dimension)

It would be misleading if the original value of a vehicle remained undepreciated in the
balance sheet. Yet, the amount shown in the balance sheet does not necessarily reflect the
actual market value of the vehicle or other fixed assets. This particularly holds true for
buildings and land, which may have a significantly higher value than stated in the balance
sheet. Regardless of its limitations, the cost concept is relevant, relatively objective and the
most feasible option for general accounting purposes.

GAAP
Money Measurement
Cost Concept
Going Concern
Business Entity
Prudence
Objectivity
Materiality
Consistency
Accruals
Dual Aspect
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GAAP - Going Concern

The hospital assumes that it will continue its business for a long time in the future, unless
there is evidence to the contrary. The rationale for this assumption is that assets will
probably have a much lower monetary value if the hospital had to sell them on the
market. Moreover, the hospital accountants would be very busy (and waste their time!) if
they had to continuously revalue all current and fixed assets according to current market
conditions. This would be particularly difficult in an unstable environment with changing
market prices.

GAAP
Money Measurement
Cost Concept
Going Concern
Business Entity
Prudence
Objectivity
Materiality
Consistency
Accruals
Dual Aspect
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GAAP - Business Entity

This concept distinguishes the business (the hospital) from its owners and presents them
in two different columns in the balance sheet. The left column of the balance sheet shows
the total assets of the hospital, while the right column specifies, besides equity capital,
the external liabilities. This separation between owner and business seems particularly
appropriate for large organisations (such as a private chain of hospitals). Small
businesses, however, such as a general practitioner’s surgery, are typically owned by the
person who runs the business. This person is liable for all financial obligations with his or
her entire property.

GAAP
Money Measurement
Cost Concept
Going Concern
Business Entity
Prudence
Objectivity
Materiality
Consistency
Accruals
Dual Aspect
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GAAP - Prudence

In accordance with the prudence convention (also called ‘caution’, ‘pessimistic view’ or
‘conservatism’), the hospital accounts for its actual and anticipated losses in full, but its
profits only when they are realised. This is particularly useful in situations of uncertainty
and where there is doubt. It prevents (for-profit) organisations from distributing
dividends prematurely to shareholders.
Prudence is, for example, applied when the hospital makes provision for bad or doubtful
debts, which become ‘bad debts’ if clients (patients or third party payers) are unable or
unwilling to pay their (full) bill.

GAAP
Money Measurement
Cost Concept
Going Concern
Business Entity
Prudence
Objectivity
Materiality
Consistency
Accruals
Dual Aspect
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GAAP - Objectivity

The hospital must base its financial statements on objective, verifiable evidence. This
means that every transaction has to be recorded in the accounts and accompanied by a
verifiable supporting document. This will also be the precondition for any external
auditors to verify the hospital’s financial statements.
While this is a general principle, subjectivity cannot always be avoided. Reasonable,
individual judgement is, for example, required concerning provision for bad and doubtful
debts.

GAAP
Money Measurement
Cost Concept
Going Concern
Business Entity
Prudence
Objectivity
Materiality
Consistency
Accruals
Dual Aspect
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GAAP - Materiality

In its financial statements, a hospital can leave out information that is not material to the
reader. While the omission of material (i.e. relevant and significant) information would
influence the decisions of the users of financial statements, the absence of immaterial
information would not mislead anybody. Hospitals usually define a minimum amount of
expenses as a threshold, under which small expenses (such as for pens or coat hangers)
are immediately written off, even if their life exceeds 12 months.

GAAP
Money Measurement
Cost Concept
Going Concern
Business Entity
Prudence
Objectivity
Materiality
Consistency
Accruals
Dual Aspect
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GAAP - Consistency

The hospital should use the same accounting methodology to prepare its financial
statements year after year. If accounting procedures and practices are not consistent, the
hospital’s financial statements will not be comparable across the different years.
If, for a good reason, there is a change in the accounting methodology, this needs to be
explained in the financial statements.

GAAP
Money Measurement
Cost Concept
Going Concern
Business Entity
Prudence
Objectivity
Materiality
Consistency
Accruals
Dual Aspect
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GAAP - Accruals

As explained earlier, accrual-basis accounting aims to match revenues and expenditures
with the accounting period to which they are (logically) related. The hospital records the
revenues when the patient receives the healthcare service and an invoice is issued. This
may not coincide with the actual inflow of cash, which the hospital may receive earlier,
but most likely later, than when the healthcare service is provided. The hospital will need
to make provision for reduced payments and bad debts.

GAAP
Money Measurement
Cost Concept
Going Concern
Business Entity
Prudence
Objectivity
Materiality
Consistency
Accruals
Dual Aspect
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GAAP - Dual Aspect

The hospital records any transaction that concerns money through double-entry
bookkeeping. The rationale is the ‘dual aspect’ of business transactions; the resources
the hospital receives in the form of medical drugs increase the inventory of the hospital
and, thus, its current assets (inventory in accounting forms part of current assets).
On the other hand, the hospital has to pay money in exchange for medical drugs, which
reduces the hospital’s cash and, thus, its current assets (cash in accounting forms part of
current assets). This transaction will, however, not change the position of total current
assets.

GAAP
Money Measurement
Cost Concept
Going Concern
Business Entity
Prudence
Objectivity
Materiality
Consistency
Accruals
Dual Aspect
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Petty Cash

While most business transactions in your hospital will be handled through the hospital
bank account, there is still a need to have cash on hand, also called ‘petty cash’, for
minor expenditures (and revenues). As a manager, you will most likely be involved in
petty cash – either by authorising payments or checking and signing off on the monthly
records.
Here are some practical recommendations about:
Invoices and payment vouchers
Receipt vouchers
Authorisation and security

Download Practical Recommendations

nanD_Phanuwat/Shutterstock
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Petty Cash and Bank Account - Exercise

Please download the following document and review the cashbook for petty cash and the
record of the hospital’s bank account (both are for the same day). Please note there are
several worksheets in the document.
Download Cashbooks

Each document contains a number of inaccuracies of different types. On the following
slides, you will be asked to spot them. We will start with the bank account.
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Exercise 2 - Bank Account

Please click on the mistakes you spot in the chart on the
left, corresponding to the first spreadsheet for cash at
bank in the cashbook:
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Exercise 2 - Petty Cash

Please click on the mistakes you spot in the chart on the
left, corresponding to the second spreadsheet for petty
cash in the cashbook:
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Summary

This unit gave you an introduction to bookkeeping and accounting.
You have learnt about:
Basic concepts of management and financial accounting
The purpose of bookkeeping and accounting
Single and double-entry bookkeeping
Cash-flow and cash-basis accounting
Good practices (do’s and don’ts)

And to:
Apply basic rules and principles of bookkeeping

We kindly invite you to move to the next unit. You may continue now or at any time that
is convenient for you.
If you wish to deepen your knowledge about management, we recommend the courses on
the Global Campus 21 E-Academy:
Management and Leadership
The Global Campus 21 is the platform for virtual learning and cooperation of GIZ Deutsche
Gesellschaft für Internationale Zusammenarbeit GmbH.
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Unit 3: Financial Planning, Budgeting and Costing
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Preview

This unit introduces you to the essentials of financial planning, budgeting and
costing. It will take approximately 60 minutes to complete this unit depending on your
prior knowledge.
It presents:
Different types and categories of costs
Estimating costs for a particular event or service
Break-even point calculation

By the end of this unit you will be able to:
Estimate costs
Formulate (simple) budgets

Page 79


Module: Financial Management
Unit 3: Financial Planning, Budgeting and Costing

Categories of Costs

How much does it cost the hospital to provide a particular healthcare service
such as a vaccination or a hip replacement? The question seems simple, but
it is mostly impossible to accurately determine the precise cost.
Categorising and analysing the hospital’s costs and expenses is the first step
in estimating the approximate cost.
The following categories are used to distinguish the different cost
dimensions:
Direct and indirect costs: Direct costs can be attributed to a particular
service or department and are covered by payments of third party payers or
patients. Some are indirect costs or overhead costs, relating to shared
resources or central services such as heating, the laboratory or
administration. Those costs are apportioned based on plausible criteria.

Direct Costs

Indirect Costs

are directly
attributable
to

are
apportioned
to

Cost Object

Capital and recurrent costs: When the hospital purchases an expensive
X-ray machine (fixed asset), it cannot expect this capital cost to be covered
by the earnings made from using the machine in the same year. Instead,
the purchase price will be divided over the expected lifetime (depreciation)
and subtracted together with the associated recurrent costs from revenues.
Fixed and variable costs: Some costs increase or decrease proportionate
to the amount of services provided (variable costs), such as the cost of
medical drugs or food for inpatients. Other costs remain stable (fixed costs)
and seem independent of the amount of services provided. This typically
applies to staff, whose salaries will be paid regardless of how many patients

are treated in a particular month.
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Cost Calculation

Total Cost:
The sum of all economic costs for healthcare services is called
total cost. The total cost is made up of all variable costs and all
fixed costs of the service.

Cost
Total Cost

Total cost = total variable costs + fixed costs
(Total variable costs = variable cost per case * quantity)

Variable Cost

Total Revenue:
The total income from one healthcare service depends on how
often it was sold and for what amount of money.

Fixed Cost

Total revenue = price per case * quantity

Quantity

Profit or Loss:
Depending on the revenue on the one side and on the cost on the
other side, a healthcare service can achieve a surplus or a
decrease in financial means.
Profit or loss = total revenue – total cost
The point at which total cost and total revenue are equal is called
the break-even point (BEP) . At this point, there is neither a
loss nor a profit. At this point, total cost equals total revenue. You
will learn more about the break-even point in the course of

this unit.
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Cost - Example Hip Replacement

A hospital has agreed to perform 500 hip replacements
during the following 12 months. A price of 60,000 dinos per
case was calculated based on the following anticipated costs
for 500 hip replacements:

Cost Structure
Variable Costs

Fixed Costs

Fixed costs
Variable costs
Total cost

22,500,000 dinos
7,500,000 dinos
30,000,000 dinos

However, only 487 patients were actually treated during the
past 12 months.
Total Cost versus Revenues
Please do the following exercises to see what financial
consequences this will have for the hospital.
Total Cost
Revenues
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Costs - Exercise 1

Use the overview of the anticipated costs to answer the following questions. You can
find the solution mathematically. If you are not sure, please download the overview
of all necessary equations on the right side of the screen.

Resources
Download Diagrammes
Download Equations

Fixed costs

22,500,000 dinos

Variable costs

7,500,000 dinos

Total cost

30,000,000 dinos

What were the variable costs per case?
dinos
Submit
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Cost - Exercise 2

Use the overview of the anticipated costs to answer the following questions. You can
find the solution mathematically. If you are not sure, please download the overview of
all necessary equations on the right side of the screen.

Resources
Download Diagrammes
Download Equations

Fixed costs

22,500,000 dinos

Variable costs

7,500,000 dinos

Total cost

30,000,000 dinos

What were the total variable costs for the 487 cases?
dinos
Submit
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Cost - Exercise 3

Use the overview of the anticipated costs to answer the following questions. You can
find the solution mathematically. If you are not sure, please download the overview of
all necessary equations on the right side of the screen.

Resources
Download Diagrammes
Download Equations

Fixed costs

22,500,000 dinos

Variable costs

7,500,000 dinos

Total cost

30,000,000 dinos

What was the total cost of the 487 cases?
dinos
Submit
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Cost - Exercise 4

Use the overview of the anticipated costs to answer the following questions. You can
find the solution mathematically. If you are not sure, please download the overview
of all necessary equations on the right side of the screen.

Resources
Download Diagrammes
Download Equations

Fixed costs

22,500,000 dinos

Variable costs

7,500,000 dinos

Total cost

30,000,000 dinos

What were the total revenues for the 487 cases?
dinos
Submit
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Cost - Exercise 5

Use the overview of the anticipated costs to answer the following questions. You can
find the solution mathematically. If you are not sure, please download the overview of
all necessary equations on the right side of the screen.

Resources
Download Diagrammes
Download Equations

Fixed costs

22,500,000 dinos

Variable costs

7,500,000 dinos

Total cost

30,000,000 dinos

How large was the loss?
dinos
Submit
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Break-even Point

Remember: At the break-even point, but only there, total costs equal
total revenues.
As you have seen in the last example (hip replacements), losses can
easily occur when opportunities do not materialise as expected and,
therefore, total costs exceed total revenues.
In the example of the hip replacement, the break-even point would
have been reached with 500 cases. Had the hospital department had
the opportunity to conduct more than 500 hip replacements, it would
have generated a profit.
A number of questions arise from the example:
How can we make our planning more realistic?
What can we do if we operate below the BEP?
On what basis should we set the price?
What alternative contractual and payment arrangements would be
more suitable for the hospital?

Cost

Total Revenue

Break-even
Point

Profit
Total Cost

Loss
Quantity
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Break-even Point - Example

The Tiflian health administration has an annual
lumpsum budget of 120,000 dillar available to
conduct a vaccination programme in Tiflia. The
variable costs are 3 dillar per vaccinated person.
The total fixed costs are 30,000 dillar. Each adult
who wishes to be vaccinated has to pay 1 dillar as
a copayment. No copayment is required for a child
to be vaccinated.

Cost Structures for Vaccinations
Dillars

Variable Costs

Please do the following exercises to see
what economic implications this will have.

Fixed Costs
Vaccinations

Break-even Point
Dillars

Break-even Point
Lumpsum Budget

Total Costs
Vaccinations
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Break-even Point - Exercise 1

Lumpsum budget

120,000

Variable cost

3 dillars per person

Total fixed costs

30,000

Price per adult

1 dillar

Price per child

0 dillar

Scenario A: Only Children Are Vaccinated
What is the maximum number of children that can be vaccinated with the available budget?
children
Submit

Resources
Download Diagrammes
Download Equations
(Children)

Use the overview of the costs
and budget to answer the
following questions. You can
find the solution
mathematically. If you are not
sure, please download the
overview of all necessary
equations on the right side of
the screen.
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Break-even Point - Exercise 2

Lumpsum budget

120,000

Variable cost

3 dillars per person

Total fixed costs

30,000

Price per adult

1 dillar

Price per child

0 dillar

Scenario A: Only Children Are Vaccinated
What is the average cost per vaccinated child if the budget is used up for the vaccination
of children?
dillar
Submit

Resources
Download Diagrammes
Download Equations
(Children)

Use the overview of the costs
and budget to answer the
following questions. You can
find the solution
mathematically. If you are not
sure, please download the
overview of all necessary
equations on the right side of
the screen.
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Break-even Point - Exercise 3

Lumpsum budget

120,000

Variable cost

3 dillars per person

Total fixed costs

30,000

Price per adult

1 dillar

Price per child

0 dillar

Scenario A: Only Children Are Vaccinated
What percentage are fixed costs of total cost at the break-even point?
%
Submit

Resources
Download Diagrammes
Download Equations
(Children)

Use the overview of the costs
and budget to answer the
following questions. You can
find the solution
mathematically. If you are not
sure, please download the
overview of all necessary
equations on the right side of
the screen.
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Break-even Point - Exercise 4

Lumpsum budget

120,000

Variable cost

3 dillars per person

Total fixed costs

30,000

Price per adult

1 dillar

Price per child

0 dillar

Scenario B: Only Adults Are Vaccinated
What is the maximum number of adults that can be vaccinated with the available budget?
adults
Submit

Resources
Download Diagrammes
Download Equations
(Adults)

Use the overview of the costs
and budget to answer the
following questions. You can
find the solution
mathematically. If you are not
sure, please download the
overview of all necessary
equations on the right side of
the screen.
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Break-even Point - Exercise 5

Lumpsum budget

120,000

Variable cost

3 dillars per person

Total fixed costs

30,000

Price per adult

1 dillar

Price per child

0 dillar

Scenario B: Only Adults Are Vaccinated
What is the average cost per vaccinated adult, if the budget is used up for the vaccination
of adults?
dillar
Submit

Resources
Download Diagrammes
Download Equations
(Adults)

Use the overview of the costs
and budget to answer the
following questions. You can
find the solution
mathematically. If you are not
sure, please download the
overview of all necessary
equations on the right side of
the screen.

Page 94
Module: Financial Management
Unit 3: Financial Planning, Budgeting and Costing
Break-even Point - Exercise 6

Lumpsum budget

120,000

Variable cost

3 dillars per person

Total fixed costs

30,000

Price per adult

1 dillar

Price per child

0 dillar

Scenario B: Only Adults Are Vaccinated
What percentage are fixed costs of total cost at the break-even point?
%

Submit

Resources
Download Diagrammes
Download Equations
(Adults)

Use the overview of the costs
and budget to answer the
following questions. You can
find the solution
mathematically. If you are not
sure, please download the
overview of all necessary
equations on the right side of
the screen.
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Budgets

Budgets define the funds dedicated to an organisation (such as a health
centre, hospital or section) for a particular period of time (a month or a
year). As in the last example (vaccination programme), budgets are often
prepared for particular sets of activities.

Strategic
Planning

Budgets contain information about:
Operational
Planning

How much money can be spent
For what

Budgets are not limited to financial details, they may also quantify personnel
resources (by hours, days or months), activity levels and revenues. Budgets
are usually drawn up and approved as part of the annual planning and
budgeting cycle or especially for once-off events and projects, such as a
vaccination campaign. Budgets can be static or flexible in proportion to the
actual level of activities and associated revenues, i.e., the number of hip
replacements or vaccinations.
However thoroughly a budget has been prepared, it is only an estimate.
Towards the end of a budget year, it is not uncommon to find employees
sitting idle in a department that has run out of funds, while another
department desperately tries to spend its unexhausted budget lines. The
rationale for this behaviour is the common practice of incremental budgeting,
which bases the next year’s budget on the previous year’s spending.

Reporting
and
Evaluating

Budgeting

Implementing,
Spending and
Controlling
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Estimating the Cost - Example

Tark Mujabni works as a hospital manager at Jatana hospital, a district hospital with
scarce funding. He contacted an international organisation that might be willing to fund a
5-day training course on hospital management for Tark and his colleagues at the
hospital. Before the organisation makes a final decision, Tark has to submit a detailed
cost estimate. He is informed that the maximum amount of funding is 4,000 dillar.
The basic budget information is as follow:
A total of 20 staff with management functions from Jatana hospital (including
Tark) will participate.
Two trainers (one local, one external) are expected to jointly conduct the five-day
training. The trainer fee will be 200 dillar per day for each individual.
Accommodation and daily allowances will be required only for the external trainer
at a rate of 40 dillar per day.
Tark suggests a reduced per diem rate of 15 dillar per training day for each of the
20 participants.
An assistant will support the training on each of the 5 days at a daily rate of 40
Dillar.
A set of training materials and stationery is calculated at a rate of 3 dillar per
participant.
Beverages and snacks will be provided during the breaks for the 20 participants,
the two trainers and the training assistant at 5 dillar for each person per day.

Please download the Excel template on the right. Enter the information and calculate the
estimated total cost for the training.

Download Template
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Estimating the Cost - Exercise 1

Please answer the following question:
By how much does the current cost estimate exceed the maximum amount of funding?
a.
535 dillar
b.

585 dillar

c.

515 dillar

Submit
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Estimating the Cost - Exercise 2

Please answer the following question:
What is the largest cost item in the cost estimate?
a.
Fee for external trainer
b.

Per diem for external trainer

c.

Per diem for participants (local)

Submit
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Estimating the Cost - Exercise 3

Please answer the following question:
Which of the following cost items do you suggest reducing, in order to make the cost
estimate suitable for funding, i.e., not exceeding 4,000 dillar?
a.
Per diem for participants (local)
b.

Assistant

c.

Paper, training material, pens, notepads

Submit
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Summary

This unit introduced you to financial planning, budgeting and costing.
You have learnt about:
Different types and categories of costs
Estimating costs for a particular event or service
Break-even point calculation

And to
Estimate costs
Formulate (simple) budgets

We kindly invite you to move to the next unit. You may continue now or at any time that
is convenient for you.
If you wish to deepen your knowledge about management, we recommend the courses on
the Global Campus 21 E-Academy:
Management and Leadership
The Global Campus 21 is the platform for virtual learning and cooperation of GIZ Deutsche
Gesellschaft für Internationale Zusammenarbeit GmbH.
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Unit 4: Controlling Costs and Managing Performance
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Preview

This unit introduces you to the essentials of controlling costs and managing performance.
It will take approximately 60 minutes to complete this unit depending on your prior
knowledge.
It presents:
Interpreting financial data and records
Financial data analysis and decision making
Revenue and cost management
Financial control, controlling and auditing
Efficiency and effectiveness

By the end of this unit you will be able to:
Analyse and interpret expenditure records
Demonstrate the effective use of financial information to inform health services
management, planning and decision making
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Unit 4: Controlling Costs and Managing Performance
Financial Data and Information

Receiving sufficient, relevant, reliable and timely data allows managers to make informed
decisions. Cost is a major concern for any hospital manager. While the hospital’s direct influence
over its revenues is often limited – due to restricted funds or funding mechanisms – hospitals can
and need to manage costs. This is not to say that all costs can be easily controlled; some can not.
Financial data needs to be used together with other hospital data and information, in order to:
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Examples of Key Performance Indicators

Key performance indicators are used in financial reports to quantify the effectiveness and
efficiency of the hospital.
Operations Indicators

Readmission rate
Nosocomial infection rate
Prevalence of sentinel events
Perinatal mortality rate
Hospital admissions
Bed occupancy rate
Operating theatre utilisation rate
Average length of stay
Staff ratios, such as:
Patients per physician or nurse
Working hours per case

Performance
Dimensions
Effectiveness and
quality

Efficiency and service
utilisation

Financial Indicators

Cost of readmission
Litigation costs and claims

Average cost per bed or case
Operating revenues
Profit or loss
Efficiency, cost and price variance
Administration expenses as a
percentage of total expenses
Days in accounts receivable
Average payment period
Bad debt expenses
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Comparing Data - Example

In your hospital, there are four clinical departments with different bed capacities:
Department A

Department B

Department C

Department D

49 beds

105 beds

40 beds

65 beds

As a hospital manager, you are reviewing the direct, recurrent costs for each department.
How to compare the costs of the different departments?
One way is to calculate the percentages for the different cost categories as a share
of the total recurrent costs
Another way is to calculate the costs per bed ratio for each cost category

Please click on the following link to download a template to calculate the above mentioned
positions. Review the data and then move to the next screen to answer specific questions:
Download Template
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Comparing Data - Exercise 1

Which department differs in its cost profile from the other three?
a.
Department A
b.

Department B

c.

Department C

d.

Department D

Submit
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Comparing Data - Exercise 2

What could be plausible reasons for the different profile of this department?
a.
Reporting errors: Some figures are not accurate.
b.

Higher bed occupancy rate: More patients have been treated in this
department and, therefore, less medical drugs and supplies (= variable costs)
have been used up, while the staffing level (= fixed costs) remained stable.

c.

Better access to drugs: The head of the department is a close friend of the
hospital director, who allows this department to use up more expensive drugs
than the other three departments.

d.

Patient mix: The pattern of diseases treated in this department differs from
the other three departments. The patients treated in this department require
less or cheaper medical drugs and supplies, but more other inputs.

e.

Inefficiencies or misuse: The other three departments do not efficiently use
medical drugs and supplies (or may even embezzle them).

Submit
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Comparing Data - Exercise 2 - Feedback

Please click on each answer for more infomation.
What could be plausible reasons for the different profile of this department?
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Controlling and Auditing

Financial control may either refer to controlling an essential management function or
financial auditing. The table below summarises the main differences between the two.
Controlling
An essential management process that
aims to measure performance and
improve efficiency

Aspects

Purpose

Auditing
To provide a true picture of the organisation’s
economic situation
To ensure adherence to legislation
To detect mismanagement, fraud and
corruption

Ongoing, current and future
perspective, ex-ante (planning)

Time perspective

Retrospective, ex-post
Audits take place from time to time

Measures performance against plans,
standards and indicators
Recommends corrective action and
implements adjustments

Mechanisms and
methods

Checks whether or not accounting principles
have been properly applied
Checks adherence to rules of governance, laws,
financial regulations

Internal, involved in process
Management and management
accounting

Actors
Related to

External and internal, independent, not
involved in process
Financial accounting, regulation and good
governance
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Budget and Budget Variance Analysis

Budget
Overspent

As a manager, you will have to regularly monitor budget spending and review
the performance of the area of the hospital that you are in charge of.
Analysing discrepancies between allocated funds and actual expenditures
(also called variance analysis) will help you to realise in which areas the
budget was under or overspent.
What is better – underspending or overspending a budget? That depends on
a number of factors. As you can see from the image on the right, both under
and overspending might be acceptable.
It is essential to find out what caused the variance in the budget:
Changes in inputs productivity - (efficiency variance)
Changes in input prices - due to inflation, exchange rates and rises in
salaries (price variance)
Changes in production costs – resulting from price or efficiency
variances (cost variance)
Changes in services levels – resulting from increased or decreased
demand (usage or volume variance)

Serious
Problem

Acceptable

Low
Activity
Level

High
Activity
Level
Acceptable Manager´s
Aim

Budget
Underspent
Possible Outcomes of a Budget
Analysis

Some of these variances are favourable (such as decreases in costs and
prices). Some are adverse (such as declines in efficiency) and call for
management action.

Source: Adapted from Gruen &
Howarth, 2000, p. 91
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Budget - Variance Analysis Equations

Click here to hear more explanations about budgeting and variance
analysis from Prof Sibbel, expert on International Health
Management / Frankfurt School of Finance & Management:

Total budget variance = total volume variance + total cost variance
Total cost variance = total price variance + total efficiency variance
Volume variance = (actual quantity of outputs – planned quantity of
outputs) * planned cost per unit (input)
Price variance = (actual price – budgeted price) * actual input quantity
Cost variance = (actual cost per output – planned cost per output) * actual
quantity of outputs
Input efficiency variance = (actual input quantity – (planned productivity*
actual quantity of outputs)) * planned input price

Transcript and
Background
Information
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Budget - Predictability

Budgets and cost estimates are typically based on assumptions. They cannot precisely
predict all factors, such as input prices or the demand for services.
This in particular applies to:
Price increases (inflation)
Changes in variable and direct costs due to rising demand for services

Prices can be the result of negotiations and competition, but the currency exchange rate
can also vary over time and may change local prices for imported goods. Rises in salaries
and wages are often negotiated at a national or regional level.
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Unit 4: Controlling Costs and Managing Performance
Budget - Deviation

Variances between the budget (or other benchmark) and the actual performance data
can be expressed:
In absolute terms, such as (– 2,300) dillar or 2,300 dillar (sometimes negative
deviations are highlighted in red colour to draw the reader’s attention: - 2,300
dillar)
As a percentage of increase or decrease with regard to the original budget or
benchmark, such as 12%

The equation to calculate the budget variance can be expressed in two ways:
Actual cost minus budgeted cost = budget variance
Budgeted cost – actual cost = budget variance

While the figure remains the same, the mathematical sign (i.e., minus or plus) will vary.
Example:
Budgeted costs of 34,500 dillar – actual costs of 35,480 dillar = - 980 dillar
Actual costs of 35,480 dillar - budgeted costs of 34,500 dillar = 980 dillar

In both equations, the budget variance expresses the same: An increase in costs
amounting to 980 dillar. Therefore, please pay attention to what the substance of
the variance is and do not automatically consider a minus sign as a negative or
adverse result.
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Budget - Benchmarking

There are several possibilities for analysing cost and operational data. What can you do if
there is no budget or if you do not know what the budget figures are?
You could use a benchmarking system and try to detect variances between:
Actual data and planned targets for the service or department in the hospital (that
you are responsible for)
Actual data for the current year and previous year for the same service or
department (that you are responsible for)
Actual data from the service or department (that you are responsible for) and other
(similar) services outside your hospital (even in other industries, as long as they
provide a similar service as the one that you wish to compare), such as catering or
cleaning
Actual data from the service or department (that you are responsible for) and the
standards set by the Ministry of Health
Actual data from the service or department (that you are responsible for) and the
national (or international) average
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Budget - Recommendations

If you detect an adverse variance in the budget (that you are responsible for), we
recommend the following steps:
Analyse the particular causes (volume or price or efficiency variance) and their root
causes
Inform and discuss with your supervisor how and where savings can be made
Re-allocate particular budget lines using savings from other budget lines
Explore other sources of funding
Try to retain the targeted level of outputs as much as possible
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Budget Variance Analysis - Example

The table below shows the budget allocated for a laboratory service and the actual performance data for
the same period. The total variance amounts to 980 Dillar. That means the laboratory spent 980 dillar
more than the allocated 34,500 dillar in the budget. At first glance, you may consider the 2.8% variance
from the budget negligible. However, as you are already sensitised by recent complaints about severe
delays in processing the tests, you decide to have a closer look.

Budget
(dillar)

Planned
Quantity of
Tests

Planned
Cost per
Test (dillar)

Actual
Total
Costs
(dillar)

Actual
Actual
Cost
Quantity of
(dillar) per
Tests
Test

Variance
(dillar)

Staff-related costs

23,500

5,500

4.27

25,500

5,050

5.05

2,000

Non-staff costs

11,000

5,500

2.00

9,980

5,050

1.98

-1,020

Total

34,500

6.27

35,480

7.03

980

Have you noticed:
The 8.2% decrease in the amount of tests? Calculated: (5,050-5,500) / 5,500 = - 8.2%
The 8.5% increase in staff-related costs in total? Calculated: (25,500-23,500) / 23,500 = 8.5%
The 18.2% increase in staff-related costs per test? Calculated: (5.05-4.27) /4.27 = 18.2%

Let us move to the next screen to have a closer look at the figures and conduct a variance analysis.
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Budget Variance Analysis - Exercise

Please download the following documents to access data on the lab´s performance and cost structure.
Download Worksheet
Definitions of the Different Types of Variance
Please decide whether each particular variance is, in general, desirable or not:
favourable?

(Select One)



Cost variance – Do you consider the increase in cost per test (resulting from an increase in staff costs), which led

to an increase in total costs of 3,923 Dillar, adverse or favourable?

(Select One)



Cost variance - Do you consider the decrease in cost per

test (resulting from a decrease in non-staff related costs), which led to a decrease in total costs of120 Dillar, adverse or favourable?

(Select One)
favourable?



Price variance - Do you consider the increase in pay per hour, which led to an increase in total costs of 2,000 Dillar, adverse or

(Select One)



Price variance - Do you consider the decrease in the unit price for non-staff related inputs, which led to a decrease

in total costs of 297 Dillar, adverse or favourable?

(Select One)



which led to an increase in total costs of 1,923, adverse or favourable?

Submit

Efficiency variance - Do you consider the decrease in the staff productivity,

(Select One)
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Budget Variance Analysis - Exercise - Feedback

Click on each answer for detailed feedback:

Page 119
Module: Financial Management
Unit 4: Controlling Costs and Managing Performance
Summary

This unit introduced you to controlling costs and managing performance.
You have learnt about:
Interpreting financial data and records
Financial data analysis and decision making
Revenue and cost management
Financial control, controlling and auditing Efficiency and effectiveness

And to
Analyse and interpret expenditure records
Demonstrate the effective use of financial information to inform health services
management, planning and decision making

We kindly invite you to move now to the final summary of the module.
If you wish to deepen your knowledge about management, we recommend the courses on
the Global Campus 21 E-Academy:
Management and Leadership
The Global Campus 21 is the platform for virtual learning and cooperation of GIZ Deutsche
Gesellschaft für Internationale Zusammenarbeit GmbH.

Page 120
Module: Financial Management
Summary
Summary of the Module "Financial Management"

In this module, you have learnt how to:
Distinguish amongst basic terms of financial management
Associate the tools and techniques of financial management with the relevant
functions
Apply basic rules and principles of bookkeeping
Estimate costs and formulate (simple) budgets
Analyse and interpret expenditure records
Demonstrate the effective use of financial information to inform health services
management, planning and decision making

We kindly invite you to move now to the final self-assessment on the next page.

Further References and Literature
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Self-Assessment
Do you want to check what you have learnt in this module? Then take the following test!
This self-assessment should take about 15 minutes.

Stella Levi/Shutterstock
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Self-Assessment - Question 1

Please read the statements below concerning budgets and tick the correct statement(s).
a.

Budgets contain information about the estimated, required or allocated costs,
revenues, funds and resources.

b.

Managers use budgets in planning and controlling hospital operations and
managing overall performance.
The difference between the actual prices of outputs and the budgeted costs
for inputs is called budget variance.
A budget variance is always negative and, therefore, needs to be tackled
immediately by the manager in charge.

c.
d.

Submit
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Self-Assessment - Question 2

The statements below refer to the processes and tools applied in financial management.
Please tick the correct statement(s).
a.

Cashbooks record the inflow and outflow of cash.

b.

Invoices that suppliers send to the hospital for medical supplies will increase
the hospital’s assets and profit.

c.

In many health systems, hospitals issue invoices to third party payers for
services rendered to patients.

d.

Delays in settling the invoices for medical supplies that the hospital has
already received will increase the accounts payable of the hospital.

Submit
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Self-Assessment - Question 3

The statements below refer to accounting.
Please tick the correct statement(s).
a.

Double-entry bookkeeping usually records a business transaction in different
accounts: in one account as a debit and in another corresponding account as
a credit.

b.

Accrual-basis accounting records transactions according to when cash was
received or disbursed, regardless of when services were rendered or
resources used.

c.

Management accounting provides confidential information to managers, who
use the information for decision making, planning and controlling.

d.

Cash-basis accounting informs external managers through weekly financial
reports such as balance, revenue and cash statements.
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Self-Assessment - Question 4

The statements below refer to accounts.
Please tick the correct statement(s).
a.

The hospital sends its accounts payable to its customers in exchange for the
medical and non-medical supplies it receives.

b.

Accounts record the business transactions of an organisation.

c.

Profit and loss accounts refer to the recording and subtraction of expenses
from revenues.

d.

Debit and credit refer to the two sides of an account as applied in doubleentry bookkeeping.
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Self-Assessment - Question 5

The statements below refer to costs.
Please tick the correct statement(s).

a.

Costs that can be directly identified with, and attributed to, a cost object or
centre, such as a particular hospital department, are called direct costs.

b.

Costs and revenues sometimes behave very poorly to customers by
increasing or decreasing. In accounting this is called ‘cost and revenue
behaviour’.

c.

Fixed costs are relatively stable over a particular period of time and do not
vary proportionally with changes in the level of service or production activity.

d.

The term ‘fixed costs’ refers to the amount of money that a third party payer
agrees to pay as a lump-sum to the hospital, regardless of the number of
patients to be treated.
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Self-Assessment - Question 6

The statements below refer to preparing cost estimates and budgets.
Please tick the correct statement(s).

a.

A cost estimate for a particular service or activity that the hospital plans to
offer or carry out typically contains information about the different cost items
or resources, the estimated number of input units and the prices per input
unit.

b.

Static budgets consider different levels of activities and flexibly adapt to
changing levels of activity.

c.

A financial loss can occur when the hospital underestimates the total cost of
providing healthcare services to its patients and overestimates the total
revenues received from patients and third party payers for the services.

d.

In order to estimate the average cost of an output unit, you need to consider
the fixed and variable costs and divide the estimated total cost by the
estimated total amount for outputs.
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Self-Assessment - Question 7

The statements below refer to budget and cost control.
Please tick the correct statement(s).

a.

A budget variance can be analysed with regard to the different factors that
contributed to the variance, such as output volume, input efficiency and price.

b.

Budget variances can be regarded as adverse or favourable.

c.

An increase in input efficiency is generally regarded as favourable.

d.

Managers can increase the profit and revenues by increasing the costs.
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Self-Assessment - Question 8

The statements below refer to performance indicators and management.
Please tick the correct statement(s).

a.

The hospital has reached the break-even point when its total assets have
been depreciated.

b.

The comparison of cost and expenditure data can help hospital managers to
identify potential inefficiencies in hospital operations.

c.

Managers of non-profit hospitals do not need to pay attention to expenses
and revenues, because healthcare is free of charge in such hospitals.

d.

Bad debts will decrease the amount that the hospital can expect to receive as
revenues and its cash flow.
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