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Undergraduate Certificate in Commissioning and Contracting for Health and Social Care

Financial Management In Healthcare

Financial Management in Healthcare requires a clear understanding of a wide range of specialised terms.
Mastery of this vocabulary enables commissioners and contract managers to design, negotiate and monitor
services that deliver value for money while meeting patient needs. The following explanations cover the
most frequently encountered concepts, providing definitions, practical illustrations, and notes on common
challenges.

Budget refers to the financial plan that outlines expected revenues and expenditures for a defined period,
typically a fiscal year. In a commissioning context a budget sets the ceiling for what can be spent on a
service, such as community mental health provision. A well-constructed budget must balance the need for
comprehensive care with fiscal constraints. A common challenge is that budgets are often based on
historical spending, which can mask inefficiencies and limit innovation.

Forecast is an estimate of future financial performance derived from trends, demographic data and policy
changes. For example, a forecast may predict a 5% increase in demand for physiotherapy services due to an
ageing population. Accurate forecasting requires robust data collection and the ability to adjust for
unexpected events such as pandemics. Over-reliance on optimistic forecasts can lead to overspending,
while overly conservative forecasts may result in service shortfalls.

Revenue denotes the total income received from all sources, including government allocations, patient fees,
and third-party payments. In the NHS, revenue largely comes from central funding, but supplemental
income can arise from private contracts. A key difficulty is aligning revenue streams with the timing of
expenditures, especially when cash inflows are delayed relative to service delivery costs.

Expenditure encompasses all outflows of money, divided into operating and capital categories. Operating
expenditure covers day-to-day costs such as staff salaries, medical supplies and utilities. Capital expenditure
relates to long-term assets like new hospital buildings or MRI scanners. Distinguishing between the two is
essential for appropriate accounting, yet many organisations struggle to allocate shared costs correctly,
leading to distorted performance metrics.

Capital expenditure (CapEx) refers specifically to spending on assets that provide benefits over multiple
years. A commissioning board may allocate CapEx for a new community health centre, expecting the
investment to reduce hospital admissions. Challenges include justifying large upfront costs and ensuring
that projected savings materialise within the expected time horizon.

Operating expenditure (OpEx) is the recurring cost of running services. This includes staff wages,
consumables, maintenance and routine training. Managing OpEx effectively often involves negotiating
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service contracts that contain clear cost-control mechanisms. A typical problem is “scope creep,” where the
agreed service scope expands without a corresponding increase in funding.

Financial statement is a formal record that summarises an organisation’s financial activities. The three
primary statements are the balance sheet, income statement, and cash flow statement. Each provides a
different perspective: The balance sheet shows assets and liabilities at a point in time, the income statement
records revenues and expenses over a period, and the cash flow statement tracks the movement of cash.
Understanding all three is crucial for assessing the financial health of a provider.

Balance sheet lists assets, liabilities and equity at a specific date. For a community health trust, assets might
include land, buildings, equipment and receivables, while liabilities could comprise loans, unpaid invoices
and pension obligations. A healthy balance sheet typically shows assets exceeding liabilities, providing a
cushion for unexpected costs. However, high levels of debt can restrict the ability to invest in new services.

Income statement (or profit and loss statement) records revenues, expenses and profit over a reporting
period. In a not-for-profit health organisation the focus is often on achieving a “break-even” result rather
than generating profit. The statement highlights where costs may be outpacing income, prompting
corrective actions such as renegotiating contracts or improving efficiency.

Cash flow statement tracks the inflow and outflow of cash, categorised as operating, investing and financing
activities. Positive operating cash flow indicates that day-to-day activities generate sufficient cash to sustain
operations. Cash flow problems are a frequent cause of service disruption, especially when large capital
projects tie up funds that are needed for routine care.

Cost allocation is the process of assigning indirect costs to specific services or departments. For instance,
the overhead cost of a central IT department must be distributed among all clinical units. Methods include
allocation based on headcount, square footage or activity levels. Poor allocation can lead to inaccurate
cost-per-patient figures, undermining decision-making.

Activity-based costing (ABC) refines cost allocation by linking costs to specific activities that drive resource
use. In a hospital setting, ABC might assign the cost of sterilising instruments directly to the surgical
procedures that require them. This method yields more precise cost data, supporting value-based
commissioning. The main challenge is the data-intensive nature of ABC, which can be burdensome for
organisations with limited analytical capacity.

Tariff is a pre-determined price set by the payer for a defined service. In England, the NHS tariff specifies
reimbursement rates for procedures such as cataract surgery. Tariffs aim to standardise payments and
promote transparency. However, tariffs may not reflect local cost variations, leading providers to experience
financial deficits in high-cost areas.

Contract is a legally binding agreement that outlines the terms under which a provider delivers services to a
commissioner. Contracts typically include scope, performance standards, pricing, reporting requirements
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and penalties for non-performance. Effective contracts balance risk between parties and clearly define
measurement criteria. Ambiguities in contract language often cause disputes and costly litigation.

Commissioning is the strategic process of assessing population health needs, planning services, and
allocating resources to meet those needs. Commissioners use financial tools to determine how much
funding is required and how it should be distributed among providers. A common pitfall is commissioning
services without sufficient evidence of effectiveness, resulting in wasted expenditure.

Procurement refers to the acquisition of goods and services, encompassing market analysis, tendering,
evaluation and award. In health and social care, procurement must comply with public-sector regulations,
such as the Public Contracts Regulations. Procurement professionals must ensure that procurement
processes are fair, transparent and achieve value for money. Failure to follow regulations can lead to legal
challenges and reputational damage.

Tender is an invitation to submit a proposal for supplying a service or product, typically issued by a
commissioner. Tenders may be open (any supplier can apply) or restricted (limited to pre-selected
suppliers). The tender document details the service specifications, evaluation criteria and contractual terms.
A poorly drafted tender can attract unsuitable bids, increasing the risk of contract failure.

Service Level Agreement (SLA) is a component of a contract that sets out the expected performance
standards, such as response times, quality metrics and reporting frequencies. For example, an SLA for a
home-care provider might require a 24-hour response to emergency calls. Monitoring SLA compliance is
essential for safeguarding service quality. In practice, measuring compliance can be complex when data
collection systems are fragmented.

Key Performance Indicator (KPI) is a quantifiable metric used to evaluate the success of a service against its
objectives. Common health-care KPIs include waiting times, readmission rates and patient satisfaction
scores. KPIs must be SMART—specific, measurable, achievable, relevant and time-bound—to be useful.
Over-reliance on a single KPI can create perverse incentives, such as focusing on speed at the expense of
safety.

Risk adjustment is a statistical technique that modifies payments or performance assessments to account
for differences in patient risk profiles. This ensures that providers caring for sicker populations are not
penalised. For instance, a risk-adjusted payment model may increase reimbursement for patients with
multiple chronic conditions. Implementing risk adjustment requires accurate clinical coding and robust data
analytics, which can be challenging for smaller providers.

Inflation represents the general rise in price levels over time, eroding purchasing power. In budgeting,
commissioners must incorporate inflation assumptions to maintain real-term funding. If inflation is
underestimated, providers may experience budget shortfalls, leading to service cuts or quality deterioration.

Discount rate is the interest rate used to convert future cash flows into present-value terms. It reflects the
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time value of money and the risk associated with the cash flows. In health-care investment appraisal, a
discount rate of 3% is commonly used in the UK. Selecting an appropriate discount rate is contentious; a
higher rate diminishes the present value of long-term benefits, potentially discouraging preventive
interventions.

Net present value (NPV) calculates the difference between the present value of cash inflows and outflows
over a project’s life. A positive NPV indicates that the investment is expected to generate more value than
its cost. For example, installing a new electronic health-record system may have an NPV of £2 million,
justifying the expenditure. NPV analysis can be limited by uncertainty in cash-flow estimates and the choice
of discount rate.

Internal rate of return (IRR) is the discount rate that makes the NPV of an investment zero. It provides a
single percentage figure that can be compared with a required rate of return. An IRR of 8% on a new
community clinic suggests that the project yields an 8% return on invested capital. However, IRR can be
misleading for projects with non-conventional cash-flow patterns, such as those with multiple sign changes.

Break-even analysis identifies the point at which total revenues equal total costs, meaning no profit or loss
is incurred. In a health-care context, break-even analysis helps determine the minimum volume of services
needed to cover costs. For a dialysis unit, the break-even point may be 150 sessions per month. The analysis
assumes fixed and variable costs remain constant, which may not hold true in dynamic environments.

Fixed cost is an expense that does not change with the level of activity, such as rent or salaries of
permanent staff. Fixed costs must be covered regardless of patient volume, creating pressure to maintain
sufficient activity levels. Managing fixed costs often involves strategic decisions about staffing levels and
facility utilisation.

Variable cost fluctuates directly with service volume, including items like medication, disposable supplies
and overtime wages. Variable costs provide flexibility, as they can be reduced when demand falls. However,
rapid changes in demand can strain supply chains, leading to stock-outs or increased unit costs.

Overhead denotes indirect costs that support service delivery but cannot be directly attributed to a single
activity, such as administration, utilities and management salaries. Overheads are allocated across services
using cost-allocation methods. Excessive overheads can erode the financial sustainability of a provider,
prompting commissioners to scrutinise efficiency.

Economies of scale arise when the average cost per unit falls as the volume of production increases. In
health-care, larger hospitals often achieve lower per-patient costs for certain procedures due to shared
resources and specialised staff. While economies of scale can improve value for money, they may also lead
to centralisation that reduces local access.

Marginal cost is the cost of producing one additional unit of service. Understanding marginal cost helps
commissioners assess the financial impact of expanding capacity. For example, the marginal cost of an extra
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physiotherapy session may be lower than the average cost, indicating potential savings through demand
growth.

Cost-benefit analysis (CBA) compares the monetary value of benefits with the costs of a project. In
health-care, benefits may include reduced hospital admissions, improved quality of life and productivity
gains. A CBA that yields a benefit-to-cost ratio of 1.5 Suggests that every £1 spent generates £1.50 In
benefits. The difficulty lies in assigning monetary values to intangible outcomes such as patient satisfaction.

Value-based purchasing is a procurement strategy that rewards providers based on the quality and
outcomes of care rather than volume alone. Under value-based purchasing, payments may be linked to
metrics like reduced readmission rates or higher patient-reported outcome measures. Implementing this
approach requires robust data collection and clear agreement on which outcomes are valued.

Payer is the entity that finances health-care services, such as a government agency, insurance company or
employer-sponsored plan. Payers negotiate contracts, set tariffs and monitor provider performance.
Aligning payer incentives with provider capabilities is essential to avoid under-funding or
over-compensation.

Provider delivers the health-care services contracted by the payer. Providers can be NHS trusts, private
hospitals, community organisations or social-care agencies. Providers must manage their own finances,
comply with contractual obligations and demonstrate value for money. Financial pressures on providers
often stem from rising staff costs and increasing demand.

Patient is the recipient of health-care services. In commissioning, patient needs drive service design and
funding allocations. Engaging patients in the planning process improves relevance and can lead to more
efficient resource use. However, capturing patient preferences in a quantifiable way remains a challenge.

Outcome measure assesses the result of a health-care intervention, such as reduced symptom severity,
improved functional status or survival rates. Outcome measures are central to performance-based contracts.
Selecting appropriate measures requires consensus on clinical relevance and feasibility of data collection.

Quality-adjusted life year (QALY) combines length of life with quality of health, providing a common metric
for health-economic evaluations. One QALY equates to one year of life in perfect health. Decision-makers
often use a cost-per-QALY threshold to judge whether an intervention is worth funding. Calculating QALYs
involves complex modelling and assumptions about patient preferences.

Cost-effectiveness compares the cost of an intervention with its health outcomes, typically expressed as cost
per QALY. An intervention costing £15000 per QALY may be considered cost-effective if the acceptable
threshold is £20000. Cost-effectiveness analysis helps prioritise limited resources, but it can be controversial
when it appears to place a monetary value on human life.

Budget impact analysis evaluates the financial consequences of adopting a new intervention within a
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specific budget context. Unlike cost-effectiveness, which focuses on value, budget impact analysis looks at
affordability. For example, introducing a new drug may be cost-effective but could exceed the allocated
budget, requiring trade-offs.

Funding model describes the mechanism by which services are financed, such as capitation, fee-for-service,
block contracts or bundled payments. Each model allocates risk differently between payer and provider.
Capitation, where a fixed amount is paid per patient, incentivises efficiency but may discourage necessary
services if not carefully designed.

Capitation provides a set payment per enrollee for a defined period, regardless of the volume of services
used. Providers must manage resources to stay within the capitation amount. Capitation encourages
preventive care, yet it can lead to under-provision if providers cut services to protect margins.

Fee-for-service reimburses providers for each individual service delivered. This model promotes activity but
can drive over-utilisation and increase costs. To mitigate these effects, commissioners often combine
fee-for-service with quality incentives.

Bundled payment offers a single payment for a complete episode of care, such as hip replacement surgery,
covering pre-operative, operative and post-operative services. Bundled payments aim to align incentives
across the care pathway, encouraging coordination and reducing duplication. Designing appropriate
bundles and allocating the payment among multiple providers can be complex.

Block contract is a fixed-price agreement for a set scope of services over a defined term. The provider
receives a lump sum regardless of the actual utilisation level. Block contracts provide budget certainty but
risk financial strain on the provider if demand exceeds expectations.

Performance-based payment ties a portion of the remuneration to achieving specific performance targets,
such as meeting a waiting-time benchmark. This approach motivates providers to improve quality, yet
setting realistic targets and measuring performance accurately are critical to avoid unintended
consequences.

Risk sharing involves allocating financial risk between payer and provider, often through clauses that adjust
payments based on performance or cost overruns. Effective risk-sharing arrangements require transparent
data and mutual trust. Poorly structured risk sharing can lead to disputes and financial instability.

Financial risk is the possibility that an organisation will not be able to meet its financial obligations. In
health-care, risks include cost overruns, revenue shortfalls, regulatory penalties and unexpected demand
spikes. Risk-management strategies involve scenario planning, reserve funds and insurance.

Reserve fund is a financial buffer set aside to cover unforeseen expenses or revenue gaps. Commissioners
may require providers to maintain a reserve equal to a percentage of annual operating costs. Maintaining
adequate reserves can be challenging when cash flow is tight.

Read online: https://certificates.gsbf.co.uk/guides/4886432/financial- Greenwich School of Business and Finance - 19 Jul 2026
management-in-healthcare



GSBF

Greenwich School of
Business and Finance

Change your life. Start from here

Liquidity measures the ability to meet short-term obligations. High liquidity indicates that cash or easily
convertible assets are available to pay suppliers and staff. Liquidity problems can cause service
interruptions, especially in smaller community providers.

Solvency assesses long-term financial stability, indicating whether assets exceed liabilities. Solvency ratios,
such as debt-to-equity, help commissioners evaluate the financial robustness of potential partners. A highly
leveraged provider may be vulnerable to interest-rate changes.

Debt financing involves borrowing funds to finance capital projects, with repayment obligations over time.
Debt can be advantageous when interest rates are low, but excessive borrowing raises solvency concerns.
Debt covenants often impose performance restrictions, limiting flexibility.

Equity financing raises capital by issuing shares or seeking investment from stakeholders. In the public
health-care sector, equity financing is rare but may occur in public-private partnership arrangements. Equity
investors expect a return, which can affect pricing and service priorities.

Public-private partnership (PPP) is a collaborative arrangement where private entities finance, build and
sometimes operate public health-care facilities in exchange for long-term payments. PPPs can bring
expertise and capital, yet they require careful contract design to protect public interest and ensure value for
money.

Cost control refers to measures taken to limit expenditures and improve efficiency. Techniques include
standardising procedures, negotiating bulk purchasing agreements and implementing electronic
prescribing. While cost control is essential, overly aggressive cuts may compromise care quality.

Efficiency is the ratio of outputs to inputs, indicating how well resources are used to produce services.
Efficiency gains are often pursued through process optimisation, such as reducing unnecessary diagnostic
tests. Measuring efficiency requires reliable data on both inputs (e.G., Staff hours) and outputs (e.G., Treated
patients).

Effectiveness assesses the degree to which a service achieves its intended health outcomes. An effective
program improves patient health, whereas an efficient but ineffective programme wastes resources.
Balancing efficiency with effectiveness is a central challenge in commissioning.

Utilisation denotes the amount of services consumed, expressed as episodes, visits or bed days. Monitoring
utilisation helps identify trends, such as rising emergency department attendances, and informs capacity
planning. However, high utilisation does not always indicate poor performance; it may reflect genuine
population needs.

Demand forecasting predicts future service utilisation based on demographic trends, epidemiology and
policy changes. Accurate demand forecasting enables appropriate resource allocation and helps avoid
capacity bottlenecks. Inaccurate forecasts can lead to either over-capacity (wasted funds) or under-capacity
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(long waiting lists).

Supply chain management oversees the procurement, storage and distribution of medical supplies and
equipment. Effective supply chain management reduces waste, prevents stock-outs and controls costs.
Challenges include managing multiple suppliers, ensuring compliance with regulatory standards and
handling perishable items.

Procurement policy sets the principles and procedures that guide the acquisition of goods and services. A
robust procurement policy ensures transparency, competition and value for money. Non-compliance with
policy can result in audit findings, financial penalties and loss of public trust.

Strategic sourcing is a systematic approach to procurement that aligns sourcing decisions with
organisational goals. It involves analysing spend data, consolidating suppliers and negotiating long-term
contracts. Strategic sourcing can generate significant savings, but it requires analytical capability and
cross-functional collaboration.

Supplier relationship management (SRM) focuses on building collaborative partnerships with key suppliers
to improve performance and innovation. SRM activities include joint planning, performance reviews and risk
assessments. Effective SRM can lead to better pricing, higher quality and shared risk mitigation.

Contract performance monitoring involves tracking the provider's delivery against contractual obligations,
using data such as service volumes, quality metrics and financial reports. Monitoring enables early
identification of issues and triggers corrective actions. However, data quality and timeliness are common
obstacles.

Financial audit is an independent examination of an organisation’s financial records to ensure accuracy,
compliance and proper internal controls. Audits may be internal or external and often focus on adherence
to public-sector accounting standards. Audit findings can uncover mis-allocation of funds or fraud.

Internal control comprises policies and procedures designed to safeguard assets, ensure reliable reporting
and promote compliance. Examples include segregation of duties, approval hierarchies and regular
reconciliations. Weak internal controls increase the risk of errors and fraud.

Fraud is intentional deception to obtain financial gain, such as billing for services not rendered. In
health-care, fraud can occur at provider, payer or patient levels. Anti-fraud measures include robust
verification processes, staff training and whistle-blowing mechanisms.

Cost inflation refers specifically to the rise in health-care costs, often outpacing general inflation due to
factors like new technologies, ageing populations and labour shortages. Cost inflation pressures budgets
and may necessitate re-prioritisation of services.

Price regulation sets limits on the amounts that can be charged for specific services, aiming to protect
patients from excessive costs. In some jurisdictions, price caps are applied to pharmaceuticals or private
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hospital procedures. While regulation can curb price spikes, it may also discourage investment in high-cost
innovations.

Reimbursement is the payment made by the payer to the provider for services rendered, typically based on
tariffs, fee-for-service rates or bundled payments. Timely and accurate reimbursement is essential for
provider cash flow. Delays in reimbursement can create liquidity challenges.

Invoice is a document requesting payment for goods or services delivered. In health-care, invoices often
contain detailed coding to link services to tariff rates. Accurate invoicing reduces disputes and facilitates
faster payment.

Coding assigns standardised alphanumeric identifiers to clinical activities, diagnoses and procedures.
Coding systems such as ICD-10 or OPCS are used for billing, reporting and epidemiological analysis.
Inaccurate coding can lead to under- or over-payment and affect performance data.

Data analytics involves analysing large datasets to uncover patterns, trends and insights that inform
decision-making. In commissioning, data analytics can reveal high-cost patients, service utilisation spikes
and opportunities for integration. Building analytic capacity requires skilled staff and appropriate
technology.

Business intelligence (Bl) tools transform raw data into interactive dashboards and reports, enabling
real-time monitoring of financial and operational performance. Bl supports proactive management, yet it
depends on data quality and user adoption.

Key financial indicator (KFIl) is a metric that reflects an organisation’s financial health, such as operating
margin, cash-conversion cycle or debt service coverage ratio. KFls help commissioners assess the
sustainability of providers and inform funding decisions.

Operating margin measures the proportion of revenue remaining after operating expenses, expressed as a
percentage. A positive operating margin indicates that the provider can cover its operating costs and
contribute to reserves. Low margins may signal inefficiency or pricing pressures.

Cash-conversion cycle quantifies the time between cash outflows for supplies and cash inflows from service
delivery. Shortening the cycle improves liquidity. Strategies to reduce the cycle include faster invoicing,
improved collection processes and inventory optimisation.

Debt service coverage ratio compares cash available to debt repayments, indicating the ability to meet
financing obligations. A ratio above 1.2 Is generally considered safe. Ratios below the threshold may trigger
covenant breaches and require renegotiation.

Return on investment (ROI) evaluates the financial gain relative to the cost of an investment. ROl is
expressed as a percentage and helps compare projects. For instance, a new tele-health platform that saves
£500000 in travel costs and generates £200000 in additional revenue may have an ROI of 70 %. ROI
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calculations can oversimplify complex health outcomes, so they should be supplemented with broader
impact assessments.

Cost avoidance refers to actions that prevent future expenditures, such as preventive health programmes
that reduce hospital admissions. While not a direct cost saving, cost avoidance contributes to long-term
financial sustainability. Quantifying cost avoidance is often difficult because it involves estimating what
would have occurred without the intervention.

Opportunity cost is the value of the next best alternative forgone when a resource is allocated to a
particular use. In commissioning, allocating funds to a new mental-health service may mean postponing
upgrades to imaging equipment. Recognising opportunity costs supports more informed prioritisation.

Benchmarking compares an organisation’s performance against peers or industry standards. Benchmarking
can reveal best practices and identify areas for improvement. However, differences in population
demographics and service models must be accounted for to avoid misleading conclusions.

Best practice denotes methods or processes that have been shown to achieve superior results. In financial
management, best practice may include regular variance analysis, transparent cost allocation and
stakeholder-engaged budgeting. Adoption of best practice can be hindered by organisational culture and
resource constraints.

Variance analysis examines the differences between budgeted and actual figures, highlighting areas of over-
or under-performance. Positive variance may indicate cost savings, while negative variance could signal
overspending. Effective variance analysis requires timely data and clear responsibility for corrective action.

Scenario planning explores the financial implications of alternative future conditions, such as changes in
policy, technology or demographic patterns. Scenario planning helps commissioners develop flexible
strategies and build resilience. The main difficulty lies in selecting realistic scenarios and assigning
probabilities.

Sensitivity analysis tests how changes in key assumptions affect financial outcomes. For example, varying
the discount rate from 3% to 5% can dramatically alter the NPV of a new clinic. Sensitivity analysis
underscores the uncertainty inherent in long-term projections.

Stakeholder engagement involves consulting those affected by financial decisions, including patients,
clinicians, managers and community groups. Engaging stakeholders improves the relevance of financial
plans and can uncover hidden costs or benefits. However, managing diverse expectations can be
time-consuming.

Governance comprises the structures, policies and processes that direct and control financial management.
Effective governance ensures accountability, transparency and alignment with strategic objectives. Weak
governance may lead to mis-allocation of funds, regulatory breaches and loss of public confidence.
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Regulatory compliance requires adherence to laws, standards and guidelines governing health-care
financing, such as NHS financial rules, GDPR and procurement legislation. Non-compliance can result in
penalties, contract termination or reputational damage. Maintaining compliance demands ongoing
monitoring and staff training.

Financial sustainability describes the ability to continue delivering services over the long term without
compromising quality or incurring excessive deficits. Sustainable financing balances revenue generation,
cost control, risk management and investment in innovation. Achieving sustainability often entails difficult
trade-offs between short-term savings and long-term benefits.

Integrated care aims to coordinate health and social services to provide seamless patient experiences and
improve outcomes. Financially, integrated care requires joint budgeting, shared risk arrangements and
aligned incentives across organisations. Integration can be hampered by differing accounting systems and
cultural barriers.

Population health management focuses on improving health outcomes for defined groups by targeting
preventive measures, chronic disease management and health promotion. Financial models for population
health often involve capitation or risk-adjusted payments, encouraging providers to keep populations
healthy. Data sharing and privacy concerns pose practical challenges.

Clinical commissioning group (CCG) was the former NHS body responsible for planning and purchasing
services for a local area. Although CCGs have been replaced by Integrated Care Boards, the terminology
remains relevant when discussing historical financial arrangements. CCGs managed budgets, negotiated
contracts and monitored provider performance.

Integrated Care Board (ICB) now oversees commissioning at the strategic level, coordinating with local
authorities and providers. ICBs hold significant budgets and are responsible for ensuring that financial
resources align with health-care priorities. Transitioning to ICB structures has required new financial
governance frameworks.

Local authority is a government entity that delivers social-care services and often co-funds health initiatives.
Collaboration between health commissioners and local authorities is essential for integrated budgets,
especially for services that straddle health and social care, such as home-based support. Differing funding
cycles and reporting requirements can complicate joint planning.

Joint strategic needs assessment (JSNA) identifies the health and social-care needs of a population,
informing commissioning priorities and budget allocations. A thorough JSNA incorporates epidemiological
data, service utilisation patterns and community input. Incomplete assessments can lead to misaligned
funding and unmet needs.

Service redesign involves restructuring how services are delivered to improve efficiency, quality or
accessibility. Financially, redesign may require upfront investment (e.G., New IT systems) but aims to
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generate long-term savings. Resistance to change, staff workload and patient expectations are common
barriers.

Digital transformation refers to the adoption of digital technologies to enhance service delivery, data
analytics and patient engagement. Financial implications include capital costs for hardware, software
licences and staff training. While digital transformation can reduce administrative costs, it also introduces
cyber-security risks that must be managed.

Telehealth delivers clinical services remotely via video, phone or digital platforms. Telehealth can reduce
travel costs, increase capacity and improve access, especially in rural areas. Financial modelling of telehealth
must account for technology acquisition, ongoing support and potential changes in reimbursement rates.

Workforce planning estimates the number and type of staff needed to meet future service demands.
Accurate workforce planning prevents staffing shortages that can lead to overtime costs or service gaps.
However, predicting future skill requirements is difficult due to evolving clinical roles and training pipelines.

Staff turnover measures the rate at which employees leave an organisation. High turnover can increase
recruitment and training expenses, eroding financial stability. Retention strategies, such as professional
development and competitive remuneration, are essential but add to operating costs.

Productivity gauges the output generated per unit of input, often expressed as patients treated per staff
hour. Improving productivity can lower unit costs, yet it must be balanced against maintaining care quality
and staff wellbeing. Over-emphasis on productivity may lead to burnout and reduced patient satisfaction.

Lean methodology applies principles of waste reduction and continuous improvement to streamline
processes. In health-care, Lean can shorten patient pathways, decrease waiting times and cut costs.
Implementing Lean requires cultural change, staff training and sustained leadership support.

Six Sigma focuses on reducing variation and defects in processes, aiming for near-perfect performance.
Applying Six Sigma to financial processes, such as invoicing, can improve accuracy and reduce rework. The
statistical nature of Six Sigma can be intimidating to non-technical staff, necessitating simplified training.

Performance dashboard visualises key metrics in an accessible format, enabling rapid assessment of
financial and operational health. Dashboards often integrate data from finance, clinical and
patient-experience systems. Designing effective dashboards requires selecting relevant KPIs and ensuring
data refresh frequency.

Cost transparency involves making cost information openly available to stakeholders, facilitating informed
decision-making and fostering trust. Transparent cost reporting can support negotiations and encourage
efficiency. However, revealing detailed cost structures may expose competitive sensitivities.

Value for money assesses whether the benefits obtained justify the costs incurred, considering both
financial and non-financial outcomes. Demonstrating value for money often requires comprehensive
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evaluation frameworks that combine cost-effectiveness, quality, equity and patient experience.

Equity concerns the fair distribution of resources and services across different population groups. Financial
decisions must consider equity to avoid widening health disparities. For instance, allocating more funding to
underserved areas may raise overall costs but improves health outcomes and aligns with social justice goals.

Cost segregation separates capital costs into components with different depreciation schedules, such as
building versus equipment. Proper cost segregation can accelerate tax deductions and improve cash flow
for providers operating under private finance models. Implementing segregation requires detailed asset
inventories and expert analysis.

Depreciation allocates the cost of a capital asset over its useful life, reflecting wear and tear. Depreciation
expense reduces taxable income for private providers and impacts the financial statements of public
entities. Choosing appropriate depreciation methods (straight-line vs. Declining balance) affects reported
profitability.

Amortisation spreads the cost of intangible assets, such as software licences, over their useful life.
Amortisation is similar to depreciation but applies to non-physical assets. Accurate amortisation ensures
that the financial statements reflect the true cost of technology investments.

Cash reserve is a portion of liquid assets set aside to meet unexpected expenses or revenue gaps.
Maintaining an adequate cash reserve enhances financial resilience, especially in volatile environments.
Determining the appropriate reserve level involves analysing cash-flow volatility and risk exposure.

Working capital represents the difference between current assets and current liabilities, indicating the
short-term financial health of an organisation. Positive working capital enables smooth operations, while
negative working capital may signal liquidity problems. Managing inventories, receivables and payables is
central to optimising working capital.

Accounts receivable tracks money owed to the provider for services already delivered. Efficient
management of receivables, including prompt invoicing and follow-up on overdue payments, improves
cash flow. High levels of outstanding receivables can indicate billing issues or payer delays.

Accounts payable records amounts the provider owes to suppliers and contractors. Timely payment of
accounts payable maintains good supplier relationships and may secure discounts. However, paying too
quickly can strain cash reserves, necessitating a balanced approach.

Budget variance is the difference between budgeted and actual figures, expressed in absolute terms or as a
percentage. Positive variance (under-spending) may allow reallocation of funds, while negative variance
(over-spending) often triggers corrective actions. Regular variance analysis helps keep financial performance
on track.

Zero-based budgeting requires each budget line to be justified from scratch, rather than adjusting previous
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budgets. This approach can uncover hidden costs and promote efficiency, but it is resource-intensive and
may be resisted by staff accustomed to incremental budgeting.

Rolling forecast updates financial projections regularly (e.G., Quarterly), extending the forecast horizon each
time a new period is added. Rolling forecasts provide a more dynamic view of financial performance,
allowing quicker responses to changes in demand or policy. Implementing rolling forecasts demands robust
data systems and disciplined updating processes.

Cost per case calculates the average expense incurred for a single patient episode, such as a day-case
surgery. Tracking cost per case helps identify variation across providers and informs pricing negotiations.
However, case complexity must be accounted for to avoid unfair comparisons.

Length of stay (LOS) measures the duration of a patient’s hospital admission. Reducing LOS can lower costs,
but premature discharge may increase readmission rates, offsetting savings. Financial incentives tied to LOS
must be balanced with quality safeguards.

Readmission rate indicates the proportion of patients who return to the hospital within a specified period
after discharge. High readmission rates can signal poor care coordination and lead to financial penalties
under performance-based contracts. Interventions to reduce readmissions often involve transitional care
programmes, which require upfront investment.

Patient-reported outcome measure (PROM) captures the patient’s perspective on health status after
treatment. PROMs are increasingly used in value-based contracts to link payment to outcomes that matter
to patients. Collecting PROMs demands systematic data collection tools and staff training.

Patient-reported experience measure (PREM) assesses the patient’'s experience of care, such as
communication and respect. PREMs complement PROMs and can influence reimbursement under
quality-linked contracts.
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