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The Commission carried out a detailed examination and review of the financial management and
control systems in the Irish health service.

The Commission found problems in the existing systems, including:

The absence of any organisation responsible for managing the health service as a unified
national system.

Systems are not designed to develop cost consciousness among those who make decisions to
commit resources and provide no incentives to manage costs effectively.

Insufficient evaluation and analysis of existing programmes and related expenditure.
Inadequate investment in information systems and management development.

The Commission adopted four core principles in addressing the problems:
The health service should be managed as a national system.
Accountability should rest with those who have the authority to commit the expenditure.
All costs incurred should be capable of being allocated to individual patients.
Good financial management and control should not be seen solely as a finance function.

The Commission made 136 recommendations including:

The establishment of an Executive to manage the Irish health service as a unitary national
service.

A range of reforms to governance and financial management, control and reporting systems to
support the Executive in the management of the system.

The designation of clinical Consultants and General Practitioners as the main units of financial
accountability in the system.

Substantial rationalisation of existing health agencies.

All future Consultant appointments to be on the basis of contracting the Consultants to work
exclusively in the public sector; more transparent arrangements for existing Consultants.

Reform of the medical card scheme to include a Practice Budget for each GP,
monitoring of activity and referral patterns etc.

Strengthening the process of evaluation of clinical and cost effectiveness for publicly funded
drug schemes.

Pending the establishment of the Executive, the creation of a high level and well resourced
Implementation Committee.



In a modern, democratic society every citizen should have access to a quality public health system.The
people who work at all levels of our health service are entitled to expect the system to be organised
in a way which best allows them to use their skills and energy to provide quality care within the
resources available.

We approached our task with the belief that the primary responsibility of the health system must
be to meet the needs of the patient or other person using the service. All the analysis and
recommendations that follow are made with the objective of providing a better, more cost-
effective, more accountable system where the patient/service user is the number one priority.

The Irish health service employs almost 100,000 people and spends almost @ 9 billion annually. It has
grown substantially in the last five years. Between 1997 and 2002 spending has gone up by 125% and
employment has risen by over 25,000.

Demographic changes will increase the demands on the health system. To continue to increase the
resources at the rates achieved in recent years is unsustainable; hence much greater effectiveness and
efficiency will be required.

Despite the substantial increase in health spending, we heard evidence that:
3,000 additional acute hospital beds and 1,000 additional medical Consultants are needed to
satisfy current demand.
Some of the most expensive acute hospital beds in the health service are used
inappropriately.
Some of the time of Consultants is wasted because they have to cancel admissions,
surgery or treatments when their beds are reassigned to patients admitted through Accident
and Emergency departments.
The underutilisation or underprovision of walk-in (ambulatory) day surgery was seriously
compromising the throughput of patients and productivity.

These conflicting perspectives between the need for more money on the one hand and the
opportunities for eliminating waste and increasing productivity in the use of existing resources on the
other, highlight the complexity of the management challenge in running the Irish health service and the
need to evaluate whether existing resources could satisfy demand by radically restructuring how those
resources are organised and managed.

In our view many of the problems are fundamentally structural. They relate to how the system is
organised and managed. We believe that just improving the systems of financial management and
control will do little to improve the efficiency and effectiveness of health expenditure unless there is
fundamental reform in how the system is organised and managed. For this reason we have
recommended very substantial changes to the way the system is structured and managed.




We do not underestimate the challenges involved in introducing change on the scale we recommend.
However, those who work in the health service and whose commitment we acknowledge deserve no
less than the opportunity to work in a system which is much better managed and controlled and so
will support them in doing what they wish to do; offer the highest quality service to the public.

The main problems we have identified in the areas of financial management and control are:

Management and control of services and resources is too fragmented; there is no one person
or agency with managerial accountability for how the overall system performs on a day-to-day
basis.

Those who make decisions (mainly Consultants and other medical practitioners) which commit
resources are not accountable for that expenditure and the outputs to be delivered.

Systems of governance, financial control, risk management and performance management need
to be developed further.

The capacity of existing systems to provide relevant, timely and reliable information for linking
resources to outputs/outcomes is severely limited.

There is insufficient evaluation of existing expenditure and too much focus on obtaining
funding for new developments.

The capacity of existing systems to develop cost consciousness and provide incentives to
manage costs is severely constrained by the under-development of systems such as activity
based costing.

The usefulness of data for resource management and for strategic planning purposes is limited
because the data is not being interpreted by the clinicians treating the patients (Consultants and
GPs).

Patient cost information is not available. Such data is essential to any review of the system of
allocating funds or in deciding where the most cost effective treatment can be obtained for
various conditions.

We recommend that:

The Executive

A new Executive should be established outside the Department of Health and Children to assume
management responsibility for the delivery of health care in Ireland and for planning and managing the
application of the resources used by the health service in a comprehensive integrated way.

The new Executive should operate under a board, whose Chairman should report to the
Minister for Health and Children.

A substantial number of existing executive agencies should be subsumed by the new Executive.
Staff recruitment should be by open competition.

The Chief Executive Officer (CEO) of the Executive should be accountable to the board of the
Executive.

The CEO of the Executive should be accountable for the performance of the CEOs of the
regional health boards.

The CEOs of regional health boards should retain their role as accounting officers.



Executive Functions

The new Executive should subsume the statutory functions of many existing executive agencies and
be given any additional powers needed to manage the health service as a unified entity. These
functions should include:

Planning and managing the organisation of specialist services/hospitals.

Deciding on the number and type of Consultant posts in each specialist service/hospital.
Planning and organising the provision of primary medical services.

Coordinating the management of the various interdependent functions necessary to run the
health service as a unified service e.g. manpower planning and recruitment, procurement,
systems of funding and resource allocation.

Ensuring that corporate governance meets the principles of best practice.

Executive Tasks
The following priority resource management issues should be addressed by the new Executive:

Putting in place the new budgetary and accountability systems.

Managing the investment in information systems which is necessary.

Negotiating the changes necessary for the effective management of the health service with key
stakeholders.

Putting in place performance management and management development programmes.
Eliminating the inappropriate use of expensive acute hospital beds by providing alternatives for
the long stay patients who occupy them.

Reorganising the Accident and Emergency services so as to keep more beds available for
elective cases.

Introducing more ambulatory day surgery to reduce waiting lists and increase throughput of
patients.

Department of Health and Children

The creation and maintenance of the national policy framework within which the new Executive
performs will place heavy demands on the Department of Health and Children. The work of the
Department will require close interaction with the new Executive to ensure that the political and the
executive systems for delivering the health service are kept closely aligned.

Regional Health Boards

The health board structure should be retained (although their number and functional areas should be
reviewed) to safeguard the need for local democratic representation. The CEO of the Executive
should be accountable for the performance of health board CEOs. The executive functions of health
board CEOs should be expanded to include that of agreeing with the new Executive the Service Plan
for the region, the implementation of national Service Plans/strategies within the region and the
development of uniform financial planning, management and control systems for the health service.

Service Planning, Budgeting and Supplementary Estimates

A single comprehensive and standardised template for Service Plans should be adopted. Plans and
budgets should derive from the individual plans of clinical Consultants and General Practitioners and
from individual managers responsible for services not provided by clinically independent doctors. A
three-year rolling indicative financial and service planning system should be introduced. Changes
should be made in current arrangements for budgeting and for controlling expenditure on



"demand-led" schemes.

Accountability for Financial Management and Control in General Hospitals

The accountability for managing resources and for financial control should be devolved to those
persons with the authority to commit or expend resources. Such persons should be accountable for
how those resources are used. Systems of clinical budgeting at the level of individual clinical practices
should be developed. Budgets should focus on producing targeted outputs for patients in the most
cost effective way. These systems should identify the true economic cost of treating private patients.

Existing arrangements, which enable medical Consultants to combine their public hospital commit-
ment with private practice, are inherently unsatisfactory from a management and control perspective.
To address this, we recommend that all new public consultant appointments be on the basis of a
commitment to work exclusively in the public sector.

Accountability for Resource Management in the GMS and Drug Refund Schemes

There should be a fundamental review of the General Medical Service with a view to agreeing with
General Practitioners how budgets can be established to deliver agreed levels of service and
treatment to patients which is in the interests of patients and of reducing unnecessary demands on
expensive hospital services. Arrangements under the Drug Payment Scheme should also be reviewed.

Accountability for Controlling Pay Costs

There should be a detailed review of the drivers of pay costs including systems for control of
numbers, for manpower planning and for work planning and scheduling which can control or reduce
premium payments for non-emergency work outside core working hours.

Financial Information Systems

There needs to be an accelerated programme of investment in information systems to extend SAP
and PPARS to all major spending agencies. This recommendation is contingent on the evidence of a
detailed business case, parallel implementation of the organisational changes we recommend and the
recruitment of certain key financial, human resource management and information technology
personnel. Investment without the necessary other changes could be a waste of money.

Other Systems
We have also made recommendations on the development of governance structures such as internal
and external audit, financial control, risk management and performance management.

Implementation
We do not underestimate the challenges that our recommendations pose. The scale of the changes
we envisage illustrates the size of the task. These include:

The creation, re-organisation and consolidation of agencies;
Changing staff conditions;

Engaging clinicians in resource management in a meaningful way;
Addressing the issues in their contracts to enable this happen; and
The legislative programme.

To ensure that the major changes we have recommended are implemented pending the establishment
of the new Executive, we recommend that a National Implementation Committee under an



independent Chairman be set up to drive the implementation process. Resources and skills in change
management will be needed.

We believe that there is scope to significantly increase the efficiency and productivity of the health
system in Ireland — in effect to provide better service to those who require healthcare and to provide
better value to the taxpayer for the substantial investment in health services.



"The Value for Money Audit of the Health Services identified the need to enhance the capability of the
health services in regard to:

Performance measurement and evaluation
Management accounting

Costing

Associated information systems

Taking account of these findings and the proposals for developing a civil service wide Management
Information Framework the Commission will:

Examine the various financial management systems and control procedures currently operated in the
Department of Health and Children, and by the key budget holders in the health boards and in the
main spending and service areas of the health sector.

Assess the various reporting procedures in these services.

Assess the capacity of the systems and procedures to provide relevant, timely and reliable
information, in relation to;

current expenditure
capital expenditure

with particular reference to

the measurement of resource use against outcomes and
management of resources within budgets.

Evaluate the capacity of these systems to develop cost consciousness among resource managers and
to provide incentives to manage cost effectively.

Examine international best practice in regard to health service financial management systems, cost
control and reporting arrangements.

Examine how the estimates in the health area are compiled and allocations finalised and monitored.

Consider how the presentation of financial data can be enhanced so as to provide better information
on how service delivery is proceeding.

Make recommendations in accordance with its findings, with a view to enhancing the timeliness and
quality of financial management information throughout the health services and provided to
Departments.

The Commission will report to the Minister for Finance by end 2002, with appropriate interim reports
on any aspects of particular concern."



TERM

Accounting Officer

Annual Financial Statement

Annual Report

Appropriations-in-Aid

Capitation Fee

Casemix

Census of Health Service Employees

Corporate Governance

Determination

Development Funding

Diagnosis Related Group

Dispensing Fee

DEFINITION

An Accounting Officer has responsibility for the propriety
aspects of the accounts, for economy and efficiency in the use of
resources and for the management system used to evaluate
effectiveness. When required to do so, the Accounting Officer is
required to give evidence on these issues before the Public
Accounts Committee.

Statutory accounts of health boards.

Report/statement on the services provided by a health
board in the preceding year and any other particulars
(including financial statements) that the board considers
appropriate.

Income and Receipts on the Health Vote.

A flat rate payment to GPs for each medical card holder
registered to his/her practice.

The comparison of activity and costs between hospitals by
measuring hospital output. The rationale for Casemix is to base
funding on measured costs and activity, rather than on less
objective systems of resource allocation.

The Census is a snapshot of total employment levels in the
health service conducted annually by all health boards, on
the instruction of the Department of Health and Children, over
the last two weeks in each calendar year. See also "Whole-time
Equivalent".

The way in which an organisation is directed and controlled so
as to achieve its organisational goals and to deliver
accountability, transparency and probity.

The annual allocation of funds from the Department of Health
and Children to each health board.

Funding provided specifically for the development of new
services.

Diagnosis Related Groups are groups of cases with similar
clinical attributes and resource requirements — e.g. a simple
appendicitis versus one where the appendix had burst. See also
Casemix.

Fee paid to pharmacists in respect of each prescription
filled under community drugs schemes.



Estimates for Public Services

Existing Level of Service

Group | Hospitals

Group 2 Hospitals

Health Board Hospital

Integrated Management Report

Internal Audit

Net Expenditure

Operational Plans

Performance Indicator

PPARS

Public/Private Mix

Reserved Functions

SAP

The breakdown by Department of planned Government
expenditure for the year. An "abridged" version s
published annually prior to the Budget. A "revised" version
is published annually post-Budget.

An assessment of the costs of maintaining all public
services, including health services, at their existing level.

The major academic training hospitals (i.e. Beaumont Hospital,
Cork University Hospital, James Connolly Memorial Hospital,
Mater Hospital, St. James’ Hospital, St. Vincents’ Hospital and
University College Hospital Galway).

Non-teaching hospitals (i.e. all hospitals other than those
categorised as Group |).

A hospital fully owned and managed by a health board.

This is the main means by which health boards report on
their financial performance to the Department of Health
and Children.

An independent, objective assurance activity designed to add
value and improve an organisation's operations. It helps an
organisation accomplish its objectives by bringing a systematic,
disciplined approach to evaluate and improve the effectiveness of
risk management, control and governance processes.

Total expenditure less appropriations-in-aid.

Within each health board, in addition to the formal health
board-wide Service Plan, each care group (e.g. community
care, mental health etc.), prepares its own Operational
Plan. This underpins the Service Plan, but at a greater level
of detail.

The health board Service Plans include key performance
indicators across a number of headings as well as targets
for delivery of service developments. They are output-based
indicators.

Personnel, Pay, Attendance and Recruitment System - the human
resource module of SAP.

This is the mix of activity in respect of public and private patients
within a public hospital setting.

Functions "reserved" under statute to the members of the
health board.

A fully integrated software package with available modules
including financials, materials management, human resources,
payroll, asset management and asset maintenance.



Service Plan

Voluntary Hospital

Whole-time Equivalent

Under the Health (Amendment) (No.3) Act 1996, health
boards are required, within 42 days of receipt of their Letter of
Determination, to adopt and submit to the Minister for Health
and Children an annual Service Plan, outlining the planned
activity which they will deliver for the funding they have received.

A publicly funded but privately owned hospital — typically
these would have been owned and run by religious orders
in the past.

Within the annual "Census", employee numbers are
reported by the absolute number employed and are
also expressed as "whole-time equivalents" (i.e. converting
the number of part time workers into an equivalent
number of full time employees, by reference to the average
length of the working week).



This Chapter explains how and why the Commission was set up, its membership, terms of reference and
working methods.

The Minister for Finance in his Budget Statement of December 5, 2001 announced the
establishment of the Commission on Financial Management and Control Systems in the Health
Services (the Commission). In that Budget Statement the Minister indicated that an independent
Commission would examine, evaluate and make recommendations on relevant financial systems,
practices and procedures throughout the health services. He placed particular emphasis on the
need to improve the management of public expenditure. The Minister stated, "We must focus
on what we are achieving in terms of real outputs and outcomes. Such an approach will help deliver
better public services. Increased expenditure is not always enough on its own". In the context of a
125% increase in gross health spending between 1997 and 2002 (from @ 3.6 billion to over @8
billion), the Minister went on to point out the challenge of ensuring that "“the quality and
quantity of services that people receive match this investment".

On April 25,2002, in consultation with the Minister for Health and Children, the Minister for
Finance formally established the Commission. The Commission was given a mandate to report
by the end of 2002.

The members of the Commission appointed by the Minister for Finance are:
Professor Niamh Brennan (Chairman)
Dr. Sean Barrett

Dr. Donal de Buitléir

Mr. Diarmuid Collins

Mr. Pat Farrell

Mr.Tommie Gorman

Mr. John P Greely

Mr. George Mansfield

Mr. Jim McCaffrey

Mr. Michael McLoone

Mr. Dermot Smyth

Mr. Maurice Tempany

Biographical details of Commission members are attached in Appendix .
The Department of Health and Children and the Department of Finance provided the

Secretariat. The members of the Secretariat were: Derek Moran (Secretary), Tom Murphy, Fiona
Prendergast, Deirdre Galvin and Pat Creedon.



We held our first meeting on 7 June 2002 and met on |7 further occasions until our final
meeting on 31| January 2003. At each meeting, we considered various papers that were
provided to us by:

The Secretariat,

Staff at the Department of Finance,

Staff at the Department of Health and Children,
Staff at health boards, and

Individual members.

In addition, we commissioned an analysis of international best practice from Dr. Gerardine
Doyle (see Appendix | for further information about Dr. Doyle).

Our conclusions and recommendations were reached during an intensive eight-month period
of examination and consideration of:

The information provided in respect of the existing systems,
Research into international practice,

Submissions and oral contributions, and

Other material arising from the procedures adopted.

Given our original reporting deadline of end-2002 and the focused nature of our terms of
reference, we decided that it would be inappropriate (within the time limit) to seek submissions
through public advertisement. Instead we invited submissions from a range of interested parties
that might reasonably be expected to have a substantive contribution to make to our
deliberations. Invitations were issued to a total of 46 groups and individuals. They were asked
to provide written submissions consistent with the terms of reference by the end of July 2002.
In all, written submissions were received on behalf of 20 groups. Appendix 2 lists the persons
and organisations that were invited to make submissions, indicating those from whom
submissions were received.

In addition, we met with representatives of the chief executive officers of the health boards, a
delegation from the Irish Hospital Consultants Association and the Comptroller and Auditor
General.

In line with our terms of reference (reproduced at the start of the report) we limited ourselves
to consideration of systems of financial management and control together with
recommendations for improving their effectiveness. We addressed only those structural and
organisational issues that we felt to be essential to the improvement in the management of
public expenditure referred to in the December 2001 Budget speech by the Minister for Finance
when he stated "we must focus on what we are achieving in terms of real outputs ... increased
expenditure is not always enough on its own".

We have no role in relation to the implementation of our recommendations, nor in relation to



how they might be funded. These are matters for Government. However, we consider the
implementation of our 136 recommendations vital to facilitate the necessary overhaul of the
current system. For this reason, we have included a separate chapter on implementation
(Chapter 11).

Our report on such a large, complex and controversial area as the health services was produced
in a period of eight months. This could not have been done without the support of our
Secretariat, Derek Moran (Secretary), Tom Murphy, Fiona Prendergast, Deirdre Galvin and Pat
Creedon. Initially, they provided us with many briefing papers, often liaising with third parties in
obtaining information in response to our many requests. Their inputs as authors of a large
number of high quality papers and draft chapters were the catalysts to the progress we were
able to make in such a short timeframe. Their knowledge of the health services, combined with
their ability to bring together in a coherent way the output of our many vigorous debates, is
testament to their skilled professionalism.

We also thank all the individuals, groups and organisations that made submissions and provided
us with information. These were informative and of considerable assistance in progressing our
discussions and deliberations. Also of great assistance were our meetings with representatives
of chief executive officers of the health boards, with a delegation from the Irish Hospital
Consultants Association and with the Comptroller and Auditor General.

As has already been mentioned, Dr. Gerardine Doyle, who has a particular knowledge of
control systems in the health services, provided us with information on best practice
internationally. Ceara Roche volunteered her considerable expertise in assisting with the final
production of this report.



In this Chapter, we look at the structures, strengths and weaknesses of the health service and recommend a
number of core principles to be followed in dealing with the problems we have identified.

The health service is the largest single employer in the State. Compared with other public or
private enterprises, it presents a unique management challenge because of:

The range of services involved;

The number and diversity of professional, technical and general staff employed;

The implications of clinical autonomy in the relationship between doctors and patients
for how accountability for outputs and budgetary control is structured;

The ever increasing opportunities offered by new medical technologies and drugs for
more expensive treatments; and

The expectations of service users, including patients.

We recognise:

The dedicated and committed staff with a strong public service ethos throughout the
sector, many of whom are working in difficult situations;

The improvements to budget controls since 1996;

That the health sector leads the public sector in service planning; and

The value of legislative accountability arrangements.

However, we have identified two major structural weaknesses in the health service. These are:

No single institution or person is responsible for the day-to-day management of the
service as an integrated national entity; management and control is too fragmented.
The absence of clear accountability for relating clinical and other budgets to outputs.

The following deficiencies are symptoms of these structural weaknesses:

Inadequate planning/costing;
Unapproved capital expenditure;
Unauthorised staff numbers;
Non-imposition of charges;
Accounting deficiencies; and
Inadequate records/vouching.

We have identified four core principles on which the recommendations of this report are based:

The health service should be managed as a single national system.

Accountability should rest with those who have the authority to commit the expenditure.
All costs incurred should be capable of being allocated to individual patients.

Good financial management and control should not be seen solely as a finance function.



The health service is not a unitary service but a complex collection of services provided by a
variety of authorities (see Appendix 3), agencies and service providers (see Figure 2.1).

Figure 2.1: Organisation of the Health Service
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The responsibilities and functions of the various stakeholders (health boards, Department of Health
and Children, Department of Finance etc.) are significantly different. However, they all require
information, on a timely basis, of a type and quality that allows, on the one hand, the professional
management of the day-to-day activities of the service, and, on the other, the facilitation of better

evidence-based planning and coordination and improved support for policy making at Government
level.

The provision of money to provide public health services is made through the annual
estimates and allocations process. This involves a complex set of interactions between the
service providers (e.g. health boards), the Department of Health and Children and the
Department of Finance.This process is summarised in Figure 2.2 below.
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Figure 2.2: Summary of the
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Appendix 4 describes the process in greater detail and, as far as possible, the various stages are
described chronologically in order to convey the step-by-step process involved. Appendix 4
simply describes the system. It provides neither a critique of the systems as described nor an
assessment of the extent to which these arrangements are actually followed in practice. A full
critique and recommendations for change are set out in the body of this report.

The health service is an important issue for every citizen, both in terms of the quantity and
quality of the service being provided, and the cost of that service to each of us.The share of
total national public expenditure spent on health has increased from 19.2% in 1997 to 22.8%
in 2002 while gross expenditure (i.e. before taking account of any receipts, for
example from the health levy) on Ireland's public health system more than doubled (increase of
125%) between 1997 and 2002, from @ 3.6 billion to @ 8.2' billion (see Figure 2.3). For the year
2002, this amounted to over ©@2,000* for every person in the country or a charge of over
@ 6,800° to each income tax payer.

Figure 2.3: Evolution of Exchequer Allocations to Health 1997 - 2002
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Source: Revised Estimates for Public Services 1998 to 2002; Department of Finance

'Source: Revised Estimates for Public Services 1998 and 2002. These figures are gross and include capital spending.
Source: Revised Estimates for Public Services 2002; Central Statistics Office.
*Source: Revised Estimates for Public Services 2002; Department of Finance.
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Table 2.1: Evolution of Exchequer Allocation to Health 1997 — 2002

Gross Vote Increase
Year a Million o Million
1997 3,637
1998 4,125 488
1999 4,831 706
2000 5,656 825
2001 7,077 1,421
2002 (est) 8,189 1,112

Table 2.2 and Figure 2.4 below, illustrate the scale of increase in funding in a range of areas of
the health service for the period 1997 to 2002. This shows that in areas such as hospitals and
GP Services, funding has more than doubled, with other areas recording even larger

increases.

% Change

13%
17%
17%
25%
16%

Cumulative
% Change

13%

33%

56%

95%
125%

Source: Revised Estimates for Public Services 1998 to 2002

Table 2.2 : Growth of Non-Capital Expenditure in Selected Areas 1997 - 2002

Services in Public Voluntary Hospitals
Services in Regional Hospitals

GP Services (including prescribed drugs)
Psychiatric Programme

Mentally Disabled Special Home Care

DPS: Subsidy for drugs not covered by GMS
Services in Long-stay Hospitals

Child Care Services, including residential care

OV 00 N o0 01 AW N

Superannuation

S

Dental Services

(See also Figure 2.4 below)

1997

(=@ million)

744
502
366
327
246
93
131
84
48
48

2002 (est)

(= million)

1,558
1,191
738
570
522
295
255
245
129
123

Increase

%

109
137
102
74
112
217
95
192
169
156
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Figure 2.4: Growth of Non-Capital Expenditure in Selected Areas 1997 - 2002

£ m (Expenditure)

1800 —
1600 —
1400 —

1200 — 1997

1000 — 2002

800 —
600 —
400 —
200 —

07
| 2 3 4 5 6 7 8 9 10

Source: Department of Health and Children

This increased expenditure has been accompanied by an increase in output. For example,

In-patient discharges have increased by 4% from 536,236 in 1997 to a projected 557,130
in 2002 (for the same period, in-patient beds available to the system increased by 3%
from 11,861 to 12,200).

Day patient activity increased by 65% from 249,472 in 1997 to a projected 410,481 in
2002.

Development of GP out of hours co-operatives in each health board area (12 nationally).
Further enhancement of home based and outreach mental health services — three new
mental health units have opened at Dublin, Cork and Clare.

Health Promotion initiatives on immunisation - an overall 75% reduction in the number
of Group C meningitis cases.

Development of regional cancer and cardiac services - 76 additional Consultant
cancer specialists have been appointed since 1997.

Development of Community Rehabilitation Units for elderly - 1,300 staff recruited for
these services, over 550 additional beds in new community nursing units and over 1,250
day places per week have been provided in new day care centres.

Additional respite, day and long stay places for physically and intellectually disabled - 465
dedicated respite places and around 1,300 additional residential places have been
provided.

Source: Department of Health and Children

23



24

Given the importance of the health service in the life of the country and the sums of public
money involved, it is imperative that health service organisations and agencies have financial
processes that are efficient, modern, transparent, geared towards service provision and based
on value for money principles.

Foremost among the strengths of the health service are the very many dedicated and
committed people working in all areas of the sector. This commitment has ensured that high
standards of care are provided to those in need, despite the difficult circumstances in which staff
frequently operate. The people who work at all levels of our health service are entitled to
expect the system to be organised in a way which best allows them to use their skills and
energy to provide quality care within the resources available. They deserve no less than the
opportunity to work in a system which will support them in doing what they wish to do: offer
the highest quality service to the public. This ideal has informed our deliberations throughout.

In terms of systems, since the passing of the accountability legislation in 1996, the Department
of Health and Children has been putting in place a framework of control in the finance and
service planning areas particularly.

The key elements of this control framework are:

Annual Service Plans linked to approved budgets;

First charge on the following year’s budget of any excess above the current year’s budget
determination;

Accrual based income and expenditure accounting;

Accounting standards;

Monthly management reports and formal quarterly meetings between Department
officials and health board executives; and

Weekly monitoring and control of cash disbursement.

These controls, some of which do not feature in the public service generally, are largely
underpinned by legislation.

However, we recognise that planning, management and financial accounting within the highly
complex health service requires to be improved further.

The two central weaknesses in the system that continually stand out in the work carried out
by us and in the various submissions and contributions that we have received are:

No single institution or person is responsible for the day-to-day management of the
service as an integrated national entity; management and control is too fragmented.
The absence of clear accountability for relating clinical and other budgets to outputs.

Management of the Service
The present structure has |0 health boards (plus the Eastern Regional Health Authority)
responsible for the management and delivery of health services in their areas and as many as 53



other agencies (including six statute-based hospitals) at national level with various
administrative, service delivery and other regulatory functions (see Appendix 3). No one
organisation has overall responsibility for day-to-day co-ordination and management of the
service nationally i.e. there is a managerial vacuum at the centre. Under the 1970 Health Act,
health boards were given, by the Government, the function of managing the vast bulk of health
services. The Department of Health and Children holds the health boards and their CEOs
accountable for the delivery of those services. In recent years, other executive agencies have
been established with the agreement of Government to provide specific services which were
considered more appropriate to be placed outside the Department so it could better
concentrate on its key roles of advising the Minister and Government, policy making, drafting
legislation, international responsibilities etc. In this current configuration, the roles played by the
Department of Health and Children are not sufficiently defined to address the managerial
vacuum at the centre of the health service. Any meaningful reorganisation of the country's
health system will have to deal with this basic structural and operational weakness.

Accountability in the System

With an absence of full accountability throughout the system, there is no built-in mechanism
that links clinical decision-making and its financial consequences to those who actually make the
clinical decisions. As a result, the service is not providing, as a matter of routine, high-quality
information on factors impacting on efficiency and effectiveness including clinical outputs and
the costs involved. Clinicians, service users and those charged with overseeing the service do
not currently have sufficient quality information to assess the value obtained from expenditure.
At present, those with authority to commit resources and incur expenditure - including clinical
Consultants and General Practitioners - are not designated as budget holders or expenditure
controllers. This absence of a system of structured accountability has far reaching consequences
for the way the entire health care system is organised, financed, managed and controlled.

The consequences of the structural weaknesses in the present health system are:

Patient costing is not at the centre of the system of financial management and control.
The individual medical or clinical practice is not the fundamental unit of accountability in
the system.

The collection and interpretation of primary source data about patients is not done
by the professionals who prescribe the services or drugs.

Consequence |: Patient Costing is not at the centre of the system

Information is not available at the level of the patient on the comparative cost of treating a
particular condition. The absence of data such as, for example, the marginal cost of treating a
particular condition in different types of care settings (e.g.at home, in a day-care unit, in a 5-day
facility or in the acute bed of a teaching hospital) or in different areas of the country, makes it
difficult to compare costs and value for money between different institutions providing the same
service. This lack of information also inhibits the capacity to plan for services, based on fair
comparisons of costs between different public hospitals or between private and public hospitals
either at home or abroad. A costing system is also needed to accurately determine the full cost
of treating private patients in public hospitals. From the perspective of service provider and
service user, this costing information gap is an issue.
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Consequence 2: Clinicians are not the fundamental unit of accountability in the
service

The individual medical or clinical practice is not the fundamental unit of accountability in the
Irish health care system.As a consequence, the 600 (circa) admitting clinical Consultants who
treat all the public and some private patients in the general public hospitals in Ireland do not
have budgets negotiated with them within which to manage their clinical activity. The absence of
this structure creates an anomaly in the operation of financial management and control systems
in the general hospital sector which alone accounts for almost 50% of the total health budget
(see Figure 2.5 and Table 2.3). The anomaly is that the chief executive officer of the health board,
who is legally accountable for dealing with overruns on budget and for modifying Service Plans
accordingly, has only limited, crude powers for agreeing these budgetary adjustments with the
clinicians that have the authority to commit resources. In the absence of agreed mechanisms
between clinicians and management, any attempts to curtail clinical activity is likely to be met
with an outcry that patients will suffer or die. There is currently no incentive built into the
system for clinical Consultants to budget for their practices, to manage expenditure to produce
an agreed output, or to suggest ways of running their units or hospitals more cost effectively.

The same weakness exists in relation to contracts for services with General Practitioners — i.e.
there is no mechanism for negotiating with over 1,800 General Practitioners an annual budget
to provide an agreed level of service to their patients. At present, the focus of the medical card
scheme is to pay doctors by reference to the number of patients on their panel rather than
through a system designed to get the desired clinical output in the most cost effective way. In
total, the community health services, including the medical card and drugs refund schemes,
account for 17% of total health spending (see Figure 2.5 and Table 2.3).

Figure 2.5: Health Expenditure 2002 by Programme
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Table 2.3: Health Expenditure by Programme 2002*

Programme Expenditure % of Total Non-Capital
o Million Programme
o Million
I.  General Hospital 3,832 48%
2. Community Health Services 1,332 17%

Including: GMS GP Service (@ 738m)

Drug Refund Schemes (@ 344m)

3. Community Protection/VWelfare 985 12%
4.  Programme for the Disabled 969 12%
5. Psychiatric 570 7%
6.  General Support 339 4%
Total 8,028° 100%

Source: Revised Estimates for Public Services 2002.

Consequence 3: Primary source data on patients

Primary source data about patients, their needs and the comparative costs and effectiveness of
different treatment options are not collected and so are not available to the professionals who
prescribe these treatments. For example, data collected from records on "Diagnosis Related
Groups" and "Casemix" (see Appendix 5) are not systematically reviewed and interpreted by the
clinicians from whose practices it is collected.®* The result is that quality information on
clinical work, clinical outputs and their comparative cost, agreed by clinicians, is not available to
clinicians and management to evaluate the cost effectiveness of services provided. This is a
fundamental weakness when trying to determine the real costs of providing services and
conducting teaching and research. Such information is basic in the evaluation of performance
and in planning changes in the configuration of primary, secondary or tertiary medical services
in order to improve services to patients or to control costs. Examples of the problems
created by the absence of systematic evaluation of resource use were presented to us by the
Irish Hospital Consultants Association. They highlighted the bed blockage problem existing in
Dublin hospitals because patients that are medically fit to be discharged have nowhere to go.

They also highlighted the waste of Consultants’ time arising from the cancellation of elective
admissions to make beds available for Accident and Emergency admissions. Until the
underlying causes of the waste of such expensive resources are tackled, it is not possible to
decide whether an extra 3,000 acute hospital beds and 1,000 extra Consultants, as

‘Because of an accruals adjustment, the totals in this table do not directly accord with the cash allocation from the Exchequer as
shown in Table 2.1.

*Rounding affects the total.

“We understand that the entire national Casemix dataset (both activity and costs), is shared with all hospitals, and their staff (both
clinical and management) who participate in the system. Data for both the hospital itself,and all other hospitals in the programme, 27
can be accessed and viewed locally.



recommended by the Irish Hospital Consultants Association, are needed to satisfy current
demand.

The absence of this basic information on a systematic basis leads us to conclude that the health service is
under-managed despite the popular perception that it is over organised, over administered and
bureaucratic.
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The combination of these structural weaknesses has led to specific and ongoing problems over
the years that are symptomatic of the underlying organisational fragmentation of the system.
These specific problems relate to failures in respect of planning, control and financial
accounting, delays in producing statutory accounts and reports for the Department of Health
and Children and unauthorised recruitment of staff. We recognise that the low levels of
investment in national modern enterprise-wide information systems and commensurate
investment in financial expertise has been a factor in inhibiting best practice in financial
management. Some examples of these problems may be instructive.

Problem I: Inadequate Planning and Costing
Three costly examples follow — the over-70s medical card extension, the 200! childcare
workers pay agreement and the problems of over-runs in the General Medical Services (GMS).

The over-70s medical card extension

The extension of medical cards to all people over 70 years of age is a stark example of totally
inadequate planning and costing. The following sequence of events is drawn from the 2001
annual report of the Comptroller and Auditor General (C&AG).

In his 2001 Budget speech, the Minister for Finance announced the extension of the medical
card scheme to cover all persons aged 70 and over, irrespective of means, to take effect from
| July 2001. The Secretary General of the Department of Health and Children informed the
C&AG that his Department was made aware of the decision "a few days prior to Budget day."
The Secretary General informed the C&AG that his Department provided "such data as was
readily available to it in the extremely short time involved in order to assist the Department of
Finance in determining the likely cost of implementing the scheme in 2001". The initial estimate
that 39,000 people would become eligible was substantially incorrect. The Department of
Health and Children have advised us that the actual number is now over 77,000. The cost of
the scheme was projected to be @ |9 million and is now put at @55 million.



Figure 2.6: Forecasted and Actual Numbers Eligible for over-70s Medical Card
Extension
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The extension had exposed serious weaknesses in the areas of advance costing. Other
problems soon surfaced. The Department of Health and Children informed the C&AG that,
when the introduction of the new scheme was being considered, it put down "a clear marker"
about the potential dangers involved in announcing an extension without the prior agreement
of the Irish Medical Organisation and the Irish Pharmaceutical Union.

The warning proved prophetic: the Department of Health and Children eventually agreed a
capitation rate with the Irish Medical Organisation for those covered by the new scheme.The
rate for non-means tested medical card holders is a multiple of the fee paid for pre-existing
means tested medical cardholders aged 70 and over. As of 31 December 2001, the annual
capitation fee for medical cardholders aged 70 and over varies from ©95.43 to @ 160.58 for
males and from @ [06.11 to @ [71.33 for females, depending on the distance between the
service user's home and the doctor's surgery. The capitation rate for newly eligible non-means
tested service users aged 70 years and over is ©462.16 and ©669.79 for those in a private
nursing home (Figure 2.7).
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Figure 2.7: Capitation Rates for Existing and Newly Eligible Medical Card Holders
over 70 Years of Age
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The extension of the medical card scheme gave all persons aged 70 years and over entitlement
to free drugs and medicines as well as free medical services. Negotiations with the lIrish
Pharmaceutical Union for the provision of services have not yet been concluded.

Our view is that the over-70s medical card extension is a classic example of totally inadequate

planning and costing. The bill for the scheme is a multiple of the original costs envisaged and it continues
to rise.

Childcare Workers 2001 Pay Deal
Many of the deficiencies found in the over-70s medical card extension also featured in a pay
deal for childcare workers negotiated in 2001 (see Figure 2.8):
The original estimated cost of this pay deal was @ 4.7 million per annum.
The actual cost for childcare workers alone turned out to be @ | 1.4 million per annum.
The knock-on costs for linked grades are expected to come to an additional @34
million to @ 38 million per annum.
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The total eventual cost is therefore in the range @45 million to @ 50 million.
Arrears of @ 30 million to @ 34 million are also due to be paid on this deal.

Figure 2.8: Childcare Workers Pay Deal 2001
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Source: Department of Health and Children

This is an example of how the absence of a comprehensive risk assessment procedure, which
would examine the full effects of such a change, can have enormous consequences. We
acknowledge that this problem is not unique to the health sector.

Overruns in the General Medical Services

The estimated spending overshoot in 2002 for the General Medical Services (GMS) is @ 183
million on a budget of @739 million — 25%. While we acknowledge that because this is a
demand-led scheme it is difficult to forecast its costs, the extent and systematic nature of the
underestimation of costs have surprised us.An analysis of the period 1997 to 2002 (Figure 2.9
and Table 2.4) shows an estimated annual average increase of around 6.8% in the annual
Estimates. The actual annual average increases in costs were in excess of 21% for the same
period. Figure 2.9 shows the problem is getting worse.
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Figure 2.9: Estimated and Actual Cost of the Medical Card Scheme 1998 - 2002
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Source: Revised Estimates for Public Services 1998 — 2002; Department of Health and Children

Table 2.4: Estimated and Actual in Costs of the Medical Card Scheme 1998 - 20028

Year Estimate Outturn Increase in Increase in
Estimate over actual spend
previous based on
a 000 a 000 year’s outturn outturn
1997 - 361 - -
1998 380 400 5.3% 10.9%
1999 422 543 5.4% 35.7%
2000 517 551 -4.8% 1.4%
2001 633 653 15% 18.4%
2002 739 922 13.3% 41.3%
Average 6.8% 21.5%

Source: Revised Estimates for Public Services 1998 — 2002; Department of Health and Children

’The “outrun” figure for 2002 is the sum of the original estimate for 2002 (£739m) and a supplementary estimate of £ 183m.
*Rounding may affect totals
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In 2002, the estimated increase in expenditure on the GMS over 2001 was 13.3%. The actual increase in
spend was 41.3% higher than the previous year — thus requiring a supplementary estimate of & |83
million. Each year since 1998 predictions about increases in spending have failed to anticipate how much
Exchequer funding will be required. In 2003, the estimated increase in costs is 5.2%. We recognise the
challenge that this estimate poses for the Government in terms of its policy choices on the GMS. We deal
with these challenges in more detail in Chapter 6.

Problem 2: Unapproved Capital Expenditure

Early in 2002, the Department of Health and Children became aware that the capital
contractual commitments of health boards included approximately @ | |5 million not approved
by the Department of Health and Children. These related to a wide range of projects, some of
which had partial or limited Department of Health and Children approval and others which had
no approval from the Department. It would appear that all of these unapproved contractual
commitments relate to appropriate health service projects in different care programmes. It
must be emphasised that on larger construction projects where Department of Health and
Children professional staff have had a direct involvement, budgetary difficulties have not arisen.

Some health boards incorrectly took the view that the indicative funding which had been
notified at the commencement of the National Development Plan (NDP) for planning
purposes only could be regarded as a capital allocation and engaged in expenditure on capital
projects without seeking approval from the Department of Health and Children. Also, circulars
issued since the commencement of the NDP instructing health boards to comply with the
established and normally rigorous procedures for the approval of individual projects were in
some cases not adhered to (see Appendix 4).

The unapproved commitments were generated in 2000/2001 at a time when health boards,
supported by the Department of Health and Children, were striving to ensure the
implementation of the National Development Plan and were putting in place resources to
properly plan and to cost projects. Health boards were developing their NDP programmes in
the context of high local expectations and significant public pressure to meet the aspirations
created by the launch of the NDP and the then buoyant economic climate. This was clearly a
difficult developmental stage in the transition of the capital programme to a major multi-
annual investment plan. Before the NDP, the boards were relying on weak organisational
structures and on older systems of planning, monitoring and control which had been in place
for many years to support a relatively modest annual capital programme.

The management of the NDP programme within some boards, and the expectation associated
with same, has certainly been problematic and has generated unapproved expenditure. This must
be corrected and the NDP programme operated in line with requirements set down by the
Department of Health and Children. We regard what occurred in relation to some health
boards in respect of unauthorised expenditure as unsatisfactory, particularly in the light of the
clear instructions issued by the Department of Health and Children on the process of NDP
management at central and local level. We understand that the Comptroller and Auditor
General is examining this issue.

The Department of Health and Children has emphasised that no additional capital funding has
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Year

been sought to address this issue and the Department does not intend to seek any additional
Exchequer funding for this purpose. The Department has, however, due to the resulting cash

difficulty arising from this unauthorised spending, agreed to fund about & 77 million of the above
figure.

Since February 2002, the Department of Health and Children has strengthened controls to
ensure no recurrence of the matter.

Table 2.5: Example of Unauthorised Expenditure in the Health Service

Agency Problem Identified

2000/1 Health boards Health board management spent £ 115 million on capital projects that had not

Year

1998

2000

2001
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been authorised by the Department of Health and Children. [Dept. of Health
and Children, Dept. of Finance]

Problem 3: Unauthorised Staff Numbers

The numbers to be employed in the entire health service is determined and authorised by the
Department of Finance consistent with the Government’s overall employment policy. The
Department of Health and Children then authorise employment limits for each of the health
boards/agencies within that total. There is evidence that these ceilings on employment numbers
have been breached on occasions in the past.We are also aware that for the years 2001 and
2002, the process for controlling numbers in the health boards moved to one that linked posts
directly to the resources available. For both those years, boards have stayed within these
available resources although the overall sanctioned employment limits were exceeded.

Table 2.6: Examples of Unauthorised Staffing in the Health Service

Agency Problem Identified

Eastern Health Board Eastern Health Board exceeded its authorised staffing levels throughout the
year. (C&AG Annual Report 1998)

All health service The annual Census of Health Service Employees, covering the entire health
service, shows an excess of 500 over the approved employment ceiling.
(Dept. of Health and Children, Dept. of Finance)

All health service The annual Census of Health Service Employees shows an excess of 3,800
over the approved employment ceiling for the entire health service. (Dept. of
Health and Children, Dept. of Finance)



The annual employment census for the entire health service for 2001 shows an excess of 3,800 over the
approved employment ceiling while keeping within budget. However, we recognise the weakness of the
census insofar as it does not take funded vacancies into account in calculating numbers.

Year

1998

1998

2001

Problem 4: Non-Imposition of Charges

The Comptroller and Auditor General has reported a number of instances where charges have
not been properly imposed or collected (Table 2.7). The most significant cases relate to the
failure to charge for tests relating to the private activity of Consultants in the public hospital
system (i.e. the taxpayer has met the costs which should have been charged to the private
practice of certain Consultants). In addition, there was a case where a failure by Consultants to
provide information about their private patients to hospital management resulted in more than
a | million not being billed to private health insurers.

Table 2.7: Examples of Failure to Impose Due Charges in the Health Service

Agency Problem ldentified
Longford Westmeath While the hospital improved the situation over 1997 during Hospital the first
Hospital half of 1998 (collecting some @ 103,000 in outpatient charges), they once

again ceased billing patients and no invoices were issued up to the end of the
year. (C&AG Annual Report [998)

Waterford Regional In excess of @ | million in private patient charges (recoverable from
Hospital VHI/BUPA) could not be billed by Waterford Regional Hospital to the
insurers because hospital Consultants had not supplied the necessary
information in respect of their patients. The patients of three Consultants
accounted for almost half of the outstanding monies. (C&AG Annual Report

1998)
Virus Reference Charges for all laboratory services were levied against the public health
Laboratory system including those tests performed on behalf of private hospitals/clinics.

Problem 5: Accounting Deficiencies
In reviewing the Comptroller and Auditor General’s reports on the audit of health boards’
statutory accounts, a wide range of accounting failures feature. These include failure to:

Observe accounting standards;
Record fixed assets; and
Meet statutory accounts deadlines.

It is unacceptable that the audited accounts of health boards (or any other public sector
organisation) are not available within the statutory auditing deadlines.

The Minister for Health and Children laid down, effective from | January 1994, as amended from

| January 1998, accounting standards to be adhered to by the health boards. These include very
many prescriptive formats and directions for the recording of transactions in the books and
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records of each board. They include the mandatory design of the basic annual accounts
together with a very large number of ancillary financial management accounting schedules or
accounts which altogether form the package of financial figures that are called the Annual
Financial Statements (AFS).

The annual preparation of the entire financial package, which is required to be completed and
signed off by the CEO and the Chairman/member of the health board and submitted to the
Minister and the Comptroller and Auditor General not later than | April following the year
of the accounts to 3|1 December previously, presents difficulties for the health boards. We have
ascertained that the accounts presented for audit have at times contained accounting errors
and other issues identified during the course of an audit, which subsequently become either:

() The subject of an unsatisfactory report (known as a Section 6(4) Report) by the
Comptroller and Auditor General where these issues are considered so significant as to
require such a report, or

(b)  The subject of a letter issued to the CEO of the health board by the Comptroller and
Auditor General after completion of the audit which is referred to as a "Management
Letter".

Table 2.8 summarises the number of satisfactory and unsatisfactory section 6(4) audit reports
for the three years 1998 to 2000. Of the eight health boards (then in existence), all but one
received an unsatisfactory audit report at least once in the three-year period we reviewed. In
the case of one of the eight health boards, its audit report was unsatisfactory in all three years
examined. At the date of completing this report (January 2003) the year 2000 audit report for
the Eastern Regional Health Authority is not yet to hand. By statute, the audit should have been
completed by 30 September 2001.The issue of timeliness of audits is discussed in more detail
in Chapter 8.

Table 2.8: Comptroller and Auditor General Audit Reports for the Health Boards

Financial year ended 1998 1999 2000
Satisfactory Section 6 audit report 3 4 5
Unsatisfactory Section 6 audit report 5 4 2

|

Audit report not yet available = =
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Year

1998

1999

2000

2001

2001

Table 2.9: Examples of Issues Highlighted by Section 6(4) Reports

Agency Problem Identified

Eastern Health Board Persistent delays in the submission of accounts by the Eastern Health Board
resulted in statutory deadlines for audits not being achieved.

Audit backing documentation was not available to substantiate a debtor of
£356,541 and its related bad debt provision of £273,730.

At 31 December 1998, cheques totalling £273,732 drawn by the board and
recorded as expenditure in the board’s financial statements had not been
issued to payees.

Errors in accounting for fixed assets and maintenance expenditure.The 1998
opening ledger balances for debtors and creditors did not agree with the
1997 audited closing balances.

(C&AG Annual Report 1998)

Western Health Board Expenditure incurred by the Board during the year in excess of its approved
allocation. (C&AG Annual Report 1999)

Western Health Board There were serious inaccuracies in the financial statements as presented.
The identification and correction of these deficiencies meant that there was
a very significant delay in completing the audit of accounts. (C&AG Annual
Report 2000)

Western Health Board Failure to submit board certified accounts by | April 2002 in accordance with
section |.1.1(3) of the Health Board Accounting Standards. These accounts
were submitted on 4 November 2002. (Dept of Health and Children)

Eastern Regional Failure to submit board certified accounts by | April 2002 in accordance with
Health Authority section |.1.1(3) of the Health Board Accounting Standards. These accounts
were submitted on |13 December 2002. (Dept of Health and Children)

In a management letter, the Comptroller and Auditor General seeks explanations from the
CEO or the health board’s Director of Finance of certain items (e.g. the financial treatment of
certain items; the deficiency of financial records; general administration issues; other less
material items) which have come to the attention of the Comptroller and Auditor General’s
staff in the course of the audit. The letter requires a meaningful response, which will include an
undertaking to ensure that such errors or deficiencies will not recur in following years. Thus,
there is an expectation of financial risk control flowing from this discipline, if the parties
stringently adhere to it. The facts, however, demonstrate that there is at times a lax regard for
the objectives of this control mechanism.

The management letters (issued by the Comptroller and Auditor General to health boards) for
the financial year ended 3| December 2001 have not been issued at the date of preparation of
this report. The effectiveness of such letters when they are issued must be extremely doubtful.
Table 2.10 shows selected examples of the many matters which were to be found in the
management letters, issued on the dates indicated by the Comptroller and Auditor General, in
regard to the 2000 accounts, to the health boards indicated.
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Table 2.10: Examples of Matters Raised in Management Letters by the Comptroller
and Auditor General

Year Agency Selected Query of the C&AG
2000 Midland Health Included in debtors is a salaries and wages overpayment of £115,429. (Letter
Board of 20 February 2002)
2000 Mid Western Health There is no continuous stocktaking facility in use in Board’s pharmacies.
Board (Letter of 8 November 2002)
2000 Southern Health Salary overpayment: the largest of these was an overpayment of £23,000 to
Board an individual over a 10 month period. (Letter of August 2002)
2000 Eastern Regional Debtors: Wicklow Co. Council: outstanding at 29 February 2000 (accounts
Health Authority year-end) was an amount of £411,653.42. There is an amount of £383,320
which relates to pre 1997 included in the above balance. (Letter of 19 July
2002)
2000 North Eastern Housing Aid for Elderly: It was noted that the balance unspent on the
Health Board Housing for the Elderly Account increased to £838,277 in 2000 (£469,328 in
1999). (Letter of July 2002)
2000 South Eastern The board entered into finance lease arrangements for the purchase of four
Health Board haematology analysers. All managers to seek prior approval before entering

into this type of arrangement. (Letter of 25 February 2002)

2000 North Western Land and Buildings: purchase of site at Ballinamore for £350,000. A note from
Health Board the Board’s solicitors dated 23 July 2001 states that the purchase was still not
complete because of problems over title. A cheque for this amount was still
outstanding and had to be re-issued to the vendors in 2001. Information is
sought as to the reasons why a cheque for £350,000 was issued prior to
clearance of title. (Letter of 31 January 2002)

2000 Western Health Bank Reconciliation: it transpired that the overall bank figure in the balance

Board sheet required an adjustment of £6 million from the original draft account
submitted in March 2002 and the final account. (Letter of 6 August 2002)
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Problem 6: Inadequate Records/Vouching

The starkest example of the absence of control under this heading arises in the General Medical
Service (GMS).The Comptroller and Auditor General reported significant numbers of duplicate
registrations for medical cards and also significant numbers of medical card holders without a
pharmacy claim for some time (suggesting that they may, for whatever reason, no longer be card
holders) but for whom capitation fees continued to be paid to General Practitioners.

Table 2.1 1: Examples of Inadequate Records in the Health Service

Year Agency Problem Identified
1998 Eastern There were deficiencies in documentation supporting certain payments
Health Board made by the Eastern Health Board. These included:

Grants to Voluntary Bodies: The absence of completed application
forms, evidence of grant approval, tax clearance certificates etc.

Home Help Vouching: In one location payment substantiation was not
countersigned, weekly hours not totalled and there was an absence of

how actual payments were calculated (spend c. @ 612,000 in this area).
Inter Account Transfers: No supporting explanation for transfers.
Debtor Balance Substantiation: Documentation unavailable to

substantiate a debtor of c. @ 464,000 and its related bad debt provision
of 1 348,000. (C&AG Annual Report 1998)

2001 GMS The General Medical Service had advised that there were a potential 8,000
duplicate medical card registrations and a further 28,000 people with no

We believe that the problems cited above show an inescapable need for fundamental reform in
the financial management and control systems within the health service. We are not in the
business of apportioning blame for what has happened in the past but we consider it our
function to make the case for change. What these examples show is that financial management
must improve further to urgently address the issue of accountability within the system. It is not
in the interests of anyone (service user, taxpayer, health professional, service provider or
Government) to see this continue. We believe the case for reform is compelling.

To do this, we must address, as a matter of priority, the two major structural weaknesses with
in the health service that give rise to these specific problems. Specifically, we have identified
these as:

No single institution or person is responsible for the day-to-day management of the
service as an integrated national entity; management and control is too fragmented.

The absence of clear accountability for relating clinical and other budgets to outputs.
If these core structural weaknesses are not adequately addressed then the prospects of

successfully putting in place practical and sustainable financial management systems are
substantially reduced.
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We believe that there are a number of core principles that are fundamental to the design of
good financial management and control. These principles form the basis for all the
recommendations in this report.

Principle I: A Unitary Health Service

The health service should be organised and managed as a unitary national service that is
tightly controlled at the centre and is without the fragmentation of services and accountability
that typifies the existing arrangements.

Principle 2: Personal Accountability

Accountability for resources expended should rest with those who have the authority to
commit the expenditure. It follows that the structure of accountability in the Irish health
service for containing expenditure within budget should be redesigned using this principle.

Principle 3: Centred on the Service User

The patient/service user should be at the centre of any system for managing and controlling the
use of resources. By creating awareness of the financial implications of decisions both
patients/service users and service providers will be better informed of the most cost-effective
clinical pathways in pursuit of the best clinical outcome. A system of patient costing would
enable better decisions to be taken on the most cost-effective ways of achieving the same
clinical outcome for the patient.

Principle 4: Financial Management

Good financial management and control should not be seen solely as a finance function. All staff
with authority to spend money should have appropriate training to understand the basic
principles of financial management.

Observing these principles will create the opportunities for financial transparency, greater
accountability, increased value for the money invested in the service and, most importantly, help
identify opportunities for treating more service users within the limits of available budgets.

The implications of these principles for the organisation of the health service and for the role
of clinical Consultants, General Practitioners and other professional staff with authority to
commit expenditure will be examined in some detail in the following chapters.



In this Chapter, we recommend the actions required to deal with a major structural weakness in the health
system — the fact that no single institution or person has overall responsibility for the day-to-day management
of the service as an integrated national service. We examine the corporate governance arrangements that
should apply to a restructured health service.

The primary role of the Department of Health and Children is the development of policy and
services. It acts as advisor to the Minister (for Health and Children) and the Government on
these issues. Actual management of the service has been devolved to health boards. They, in
turn, liaise with the various agencies under their remit. But, at national level, no one has
explicit responsibility for the effective executive management of the system as a national
service nor for ensuring the application of appropriate financial management and control
systems.

The estimates process is based on historical expenditure trends and is incremental in nature,
although some allowance is made for demographic changes. At national level, there is no one in
the health service carrying out a systematic continuing evaluation of core service and funding.

The management vacuum at the heart of the health service must be addressed urgently. We
believe that national management of the health service would best be delivered outside the
structure of the Department of Health and Children and are recommending the establishment
of an Executive at national level (hereinafter called "the Executive") for this purpose. This
would allow the Department of Health and Children to focus more fully on health policy.

The key function of the new Executive will be to provide the country’s health service with
quality management, analysis and evaluation of existing resource allocation mechanisms built
around evidence based needs assessment. The new Executive must reduce, not increase, the
levels of bureaucracy within the system and confront problems of fragmentation. Cutting the
number of national executive agencies through consolidation and rationalisation will increase
accountability for the performance of the health service and is also the key to beginning the
process of reforming many of the management systems.

If the Executive were given responsibility to manage the health service, the Department of
Health and Children would then be able to concentrate on the development of national health

policy.
This Chapter also deals with governance issues for the restructured health system. In very basic

terms, clarity is required on a number of key questions including: who does what?; where does
the responsibility lie?; and what are the lines and structures of management accountability?
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The role of the Department of Health and Children is to advise the Minister on the
development of health policy. In carrying out that role, it acts as a regulator and controller in
respect of service provision. It does not manage the health service nor does it have any
executive function in that regard. The management of the service is devolved to various
national executive bodies, the health boards and other statutory and voluntary agencies. Any
organisation which is multi-layered and fragmented has substantially weakened financial
management and control. As a result, there is no one carrying explicit responsibility for the
executive management and evaluation of the health system as a national service.

Despite the fact that accountability for the delivery of services is located at regional and local
level, the Department of Health and Children frequently finds itself drawn into the details of
health service provision without having executive control over the service i.e. the Department
of Health and Children is being held accountable (wrongly) for service delivery issues without
having the authority to directly address the management of the service at local level. The
Department of Health and Children is frequently drawn into "fire fighting" and is therefore
unable to create the space to carry out the necessary evaluation of core spending nationally.

In terms of spending on health services, the estimates process (see Appendix 4) is based on
historical expenditure trends and is incremental in nature, although some allowance is made for
demographic changes. It has a disproportionate focus on the planning and implementation of
new developments at the expense of ongoing systematic evaluation of baseline expenditure.
Within the current structures, at national level there is no one in the health service carrying
out this continual systematic evaluation of core service and funding.

To get the best returns from the investment of taxpayers’ money in the health service, there
should be a systematic process of monitoring and evaluating performance in terms of spending
and activity at regional/service delivery level. At present the system does not have the capacity,
as a matter of routine, to accurately cost and explore options.An a