Healthg%;é GLOSSARY

Postgraduate Certificate in Health Financing and Budgeting

Healthcare Budgeting And Financial Planning

Accrual Accounting — A method of recording financial transactions when they occur, regardless of cash flow.
Related terms: cash accounting, revenue recognition, expense matching. Example: A hospital records the
cost of supplies when received, not when paid. Practical application: Enables more accurate budgeting by
aligning expenses with the services they support. Challenge: Requires robust accounting systems and staff
training to track receivables and payables effectively.

Activity-Based Costing (ABC) — A costing methodology that assigns costs to activities based on their use of
resources, then allocates those costs to services. Related terms: cost drivers, indirect costs, unit cost.
Example: A clinic identifies patient registration, diagnosis, and treatment as distinct activities and allocates
staff time and equipment usage accordingly. Practical application: Improves price setting and resource
allocation decisions. Challenge: Data collection can be labor-intensive and may encounter resistance from
staff unfamiliar with granular cost tracking.

Annual Budget Cycle — The systematic process of planning, approving, implementing, and evaluating a
health organization’s budget over a 12-month period. Related terms: budget formulation, budget execution,
budget monitoring. Example: A regional health authority prepares a fiscal year budget in July, seeks
approval in September, and monitors performance quarterly. Practical application: Provides a predictable
framework for financing programs and capital projects. Challenge: Rigid cycles may limit responsiveness to
emergent health crises or policy changes.

Capital Expenditure (CapEx) — Funds used to acquire, upgrade, or maintain long-term assets such as
buildings, equipment, and IT infrastructure. Related terms: operating expenditure, depreciation, asset
lifecycle. Example: Purchasing a new MRI scanner for a tertiary hospital. Practical application: Supports
strategic planning for infrastructure growth and service expansion. Challenge: Large upfront costs require
careful cash-flow forecasting and often depend on external financing or grants.

Cost Allocation — The process of distributing shared costs among multiple departments, programs, or
services based on predetermined criteria. Related terms: cost sharing, overhead recovery, allocation base.
Example: Dividing the central heating bill of a hospital across inpatient wards according to square footage.
Practical application: Ensures each unit bears its fair share of indirect costs, aiding in performance
measurement. Challenge: Selecting equitable allocation bases can be contentious and may affect reported
profitability.

Cost Benefit Analysis (CBA) — A systematic approach to estimating the strengths and weaknesses of
alternatives by comparing monetary costs with expected benefits. Related terms: net present value,
cost-effectiveness, return on investment. Example: Evaluating the introduction of a tele-health platform by
measuring reduced travel expenses against implementation costs. Practical application: Guides
decision-makers on whether an investment yields sufficient value. Challenge: Quantifying intangible benefits
such as patient satisfaction or health outcomes can be subjective.
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Cost Center — A distinct department or unit within a health organization for which costs are collected and
measured but not directly responsible for revenue. Related terms: profit center, responsibility accounting,
budget holder. Example: The laboratory department tracks its consumables and labor costs separately from
the main hospital budget. Practical application: Enables managers to monitor efficiency and control
spending within their area. Challenge: Lack of revenue responsibility may reduce incentives for cost
containment unless paired with performance metrics.

Cost Effectiveness Analysis (CEA) — A method that compares the relative costs and outcomes (often
expressed in natural units such as life-years saved) of two or more interventions. Related terms: incremental
cost-effectiveness ratio, quality-adjusted life year, health technology assessment. Example: Comparing the
cost per additional vaccinated child between a school-based program and a community outreach initiative.
Practical application: Assists policymakers in allocating limited resources to interventions that deliver the
greatest health gain per dollar. Challenge: Requires reliable epidemiological data and may be influenced by
ethical considerations regarding equity.

Cost Recovery — The practice of setting fees or charges to recoup the expenses incurred in delivering a
health service. Related terms: user fees, cross-subsidization, financial sustainability. Example: A private
diagnostic center charges patients for each X-ray performed to cover equipment depreciation and staffing.
Practical application: Helps ensure that services remain financially viable without relying solely on subsidies.
Challenge: High fees can create barriers to access, especially for low-income populations, and may conflict
with universal coverage goals.

Cost Variance (CV) — The difference between budgeted cost and actual cost incurred for a specific activity or
project. Related terms: schedule variance, performance index, earned value management. Example: A health
promotion campaign budgeted $100,000 but spent $115,000, resulting in a CV of =$15,000. Practical
application: Early detection of overspending enables corrective actions such as re-allocating resources or
adjusting scope. Challenge: Accurate cost tracking is essential; delays in reporting can mask variances until
they become critical.

Debt Financing — The acquisition of funds through borrowing, typically via bonds, loans, or other credit
instruments, to be repaid with interest. Related terms: capital markets, loan covenant, interest rate risk.
Example: A state health department issues municipal bonds to fund the construction of a new hospital wing.
Practical application: Provides immediate capital for large projects without depleting cash reserves.
Challenge: Increases financial risk, obliges the organization to meet repayment schedules, and may affect
credit ratings.

Depreciation — The systematic allocation of the cost of a tangible asset over its useful life. Related terms:
amortization, asset impairment, straight-line method. Example: A hospital spreads the $1million cost of a CT
scanner over ten years, recording $100,000 per year as depreciation expense. Practical application: Reflects
true cost of asset usage in budgeting, influencing pricing and investment decisions. Challenge: Selecting
appropriate depreciation methods and useful life estimates can affect reported profitability and tax
liabilities.

Discount Rate — The interest rate used to convert future cash flows into present value terms, reflecting the
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time value of money and risk. Related terms: net present value, internal rate of return, cost of capital.
Example: A health authority uses a 5% discount rate to evaluate the long-term savings of a preventive
vaccination program. Practical application: Enables comparison of projects with differing timelines and
cash-flow patterns. Challenge: Determining an appropriate discount rate involves judgment about market
conditions and risk tolerance.

Electronic Health Record (EHR) Financial Module — A component of an EHR system that captures billing,
reimbursement, and cost data to support budgeting and financial analysis. Related terms: clinical
informatics, revenue cycle management, data integration. Example: An EHR records each procedure’s charge
and associated supply costs, feeding the data into the hospital’s budgeting software. Practical application:
Improves data accuracy, reduces manual entry, and provides real-time insight into financial performance.
Challenge: Integration with legacy financial systems can be complex, and staff may require training to use
new functionalities.

Enterprise Resource Planning (ERP) System — Integrated software that manages core business processes,
including finance, procurement, human resources, and supply chain, within a health organization. Related
terms: financial management system, modular architecture, data warehouse. Example: A national health
service implements an ERP to consolidate budgeting, payroll, and inventory control across all facilities.
Practical application: Facilitates unified reporting, enhances transparency, and supports strategic planning.
Challenge: High implementation costs, lengthy rollout periods, and resistance to change are common
obstacles.

Equity-Based Budgeting — An approach that allocates resources based on the principle of fairness, targeting
underserved or high-need populations to reduce health disparities. Related terms: progressive financing,
needs-based allocation, social determinants of health. Example: A district health board directs additional
funds to rural clinics with higher infant mortality rates. Practical application: Aligns spending with policy
objectives of universal health coverage and social justice. Challenge: Requires robust data on population
health needs and may provoke political debate over perceived preferential treatment.

Expenditure Forecasting — The projection of future spending based on historical trends, planned activities,
and anticipated changes in service demand. Related terms: budget projection, financial modeling, scenario
analysis. Example: Using past consumption patterns, a health ministry forecasts a 12 % rise in
pharmaceutical costs due to an aging population. Practical application: Informs resource allocation, helps
avoid deficits, and supports strategic decision-making. Challenge: Forecasts can be disrupted by
unexpected events such as pandemics, policy shifts, or supply chain shocks.

Fixed Cost — Expenses that remain constant regardless of the level of service delivery, such as rent, salaries
of permanent staff, and depreciation. Related terms: variable cost, break-even analysis, cost structure.
Example: The annual lease for a hospital building is $2 million, unaffected by patient volume. Practical
application: Understanding fixed costs aids in setting minimum service thresholds and pricing strategies.
Challenge: Over-reliance on fixed cost structures can reduce flexibility during demand fluctuations.

Financial Ratio Analysis — The use of quantitative relationships between financial statement items to assess
performance, liquidity, solvency, and efficiency. Related terms: current ratio, debt-to-equity, operating
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margin. Example: Calculating a hospital’s current ratio (current assets + current liabilities) to gauge
short-term liquidity. Practical application: Provides benchmarks for internal control, informs investors, and
supports compliance reporting. Challenge: Ratios may be distorted by accounting policies, and
interpretation requires sector-specific knowledge.

Fiscal Year (FY) — A 12-month accounting period used for budgeting, reporting, and financial planning,
which may differ from the calendar year. Related terms: budget year, financial period, year-end closing.
Example: A health authority’s FY runs from July 1 to June 30. Practical application: Aligns budgeting cycles
with government appropriations and enables consistent performance measurement. Challenge:
Misalignment with external funding cycles can cause timing mismatches for cash flows.

Funding Gap — The shortfall between anticipated revenues and required expenditures for a specific program
or overall budget. Related terms: budget deficit, financing shortfall, revenue shortfall. Example: A
community health center projects $5 million in expenses but expects only $4.2 million in funding, creating a
$800000 gap. Practical application: Identifies the need for additional financing sources, cost reductions, or
service adjustments. Challenge: Persistent gaps can erode service quality and lead to staff attrition.

General Ledger (GL) — The central repository of all financial transaction data, from which financial
statements and budget reports are generated. Related terms: chart of accounts, posting, trial balance.
Example: Every purchase, salary payment, and grant receipt is recorded in the GL, grouped by account
codes. Practical application: Ensures data integrity, supports audit trails, and provides the foundation for
accurate budgeting. Challenge: Maintaining a well-structured GL requires disciplined coding standards and
periodic reviews.

Health Impact Assessment (HIA) — A systematic process that evaluates the potential health effects of a
policy, program, or project before implementation. Related terms: risk assessment, cost-benefit analysis,
stakeholder engagement. Example: An HIA examines the health implications of building a new highway near
a residential area, including expected changes in air quality and accident rates. Practical application:
Incorporates health considerations into budgeting decisions for non-health projects. Challenge: Data
availability and inter-sectoral coordination can limit the depth of analysis.

Health Technology Assessment (HTA) — The multidisciplinary evaluation of medical technologies, including
clinical effectiveness, cost-effectiveness, and broader social impact. Related terms: evidence-based
medicine, incremental cost-effectiveness ratio, reimbursement. Example: An HTA committee reviews a new
oncology drug, concluding that its high price is not justified by marginal survival benefits. Practical
application: Guides formulary decisions, informs pricing negotiations, and shapes national reimbursement
policies. Challenge: Balancing rapid innovation with rigorous evaluation timelines.

Incremental Cost-Effectiveness Ratio (ICER) — The ratio of the difference in costs to the difference in health
outcomes between two interventions. Related terms: cost-effectiveness threshold, quality-adjusted life year,
decision rule. Example: If Intervention A costs $10000 and yields 0.5 QALYs, while Intervention B costs
$13000 and yields 0.8 QALYs, the ICER is ($13000-$10000)/(0.8-0.5) = $10000 per QALY. Practical
application: Helps determine whether an additional investment is justified based on predefined
willingness-to-pay thresholds. Challenge: Uncertainty in outcome measurement can lead to wide confidence
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intervals around the ICER.

Income Statement — A financial report that summarizes revenues, expenses, and net profit or loss over a
specific period. Related terms: statement of operations, profit and loss, revenue recognition. Example: A
hospital’s income statement shows $50 million in patient revenue, $45 million in operating expenses,
resulting in a $5million surplus. Practical application: Provides insight into financial performance, informs
budgeting adjustments, and satisfies regulatory reporting requirements. Challenge: Non-cash items such as
depreciation can obscure true cash flow health.

International Classification of Diseases (ICD) Coding — A standardized system for classifying diagnoses and
health conditions, used for billing, epidemiology, and health statistics. Related terms: clinical coding,
reimbursement, DRG. Example: A physician records “I10" for essential hypertension, which triggers specific
reimbursement rates. Practical application: Accurate coding ensures appropriate revenue capture and
informs disease burden analyses for budgeting. Challenge: Coding errors can lead to claim denials,
under-funding, or compliance penalties.

Key Performance Indicator (KPI) — A quantifiable measure used to evaluate the success of an organization in
achieving its strategic and operational objectives. Related terms: balanced scorecard, performance
dashboard, metric. Example: Hospital bed occupancy rate, average length of stay, and cost per case are
common KPlIs. Practical application: KPIs guide resource allocation, monitor efficiency, and support
continuous improvement initiatives. Challenge: Selecting relevant KPIs that reflect both financial health and
patient outcomes requires stakeholder consensus.

Line Item Budget — A budgeting format that lists individual expense categories (lines) with specific amounts,
providing granular detail. Related terms: program-based budgeting, expense categorization, budget
narrative. Example: A health department allocates $200000 for “personal protective equipment” as a
separate line item. Practical application: Enhances transparency, facilitates tracking, and simplifies audit
processes. Challenge: Over-detail can become cumbersome to manage and may hinder strategic flexibility.

Liquidity Ratio — A financial metric that assesses an organization’s ability to meet short-term obligations
using readily available assets. Related terms: current ratio, quick ratio, cash conversion cycle. Example: A
clinic with $1 million in cash and $500000 in current liabilities has a liquidity ratio of 2.0. Practical
application: Signals financial stability and informs decisions on borrowing or investment. Challenge: High
liquidity may indicate idle cash that could be better utilized for strategic initiatives.

Long-Term Care (LTC) Funding Model — The financial framework used to support services for individuals
requiring extended assistance due to chronic illness or disability. Related terms: capitation, insurance
premiums, public-private partnership. Example: A province adopts a per-capita LTC grant to municipalities
based on the number of eligible seniors. Practical application: Provides predictable revenue streams for LTC
facilities and aligns incentives for efficient care delivery. Challenge: Demographic shifts and rising care
intensity can outpace funding formulas, leading to deficits.

Margin of Safety — The difference between actual or projected revenues and the break-even point,
indicating the buffer before incurring a loss. Related terms: break-even analysis, risk buffer, financial
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cushion. Example: If a clinic’s break-even revenue is $2 million and projected revenue is $2.5 million, the
margin of safety is $500000. Practical application: Helps managers assess vulnerability to demand
fluctuations and plan contingency reserves. Challenge: Over-optimistic revenue forecasts can inflate the
margin, masking true risk.

Medical Savings Account (MSA) — A tax-advantaged account that allows individuals to set aside funds for
qualified medical expenses, sometimes linked to high-deductible health plans. Related terms: health
reimbursement arrangement, flexible spending account, consumer-directed health care. Example: An
employee contributes $2 000 annually to an MSA, using the balance to pay for prescription drugs. Practical
application: Encourages cost-conscious consumption and can reduce employer health-care costs.
Challenge: Limited coverage for low-income participants and potential for under-utilization of needed
services.

Mixed-Cost Allocation — An approach that distributes both fixed and variable components of a shared cost
across cost centers based on appropriate drivers. Related terms: joint cost, allocation base, step-down
method. Example: The central IT department’s total cost includes a fixed $500000 for hardware and a
variable $200000 for support tickets; each department receives a share proportional to user count. Practical
application: Provides a more nuanced view of cost drivers, supporting accurate budgeting. Challenge:
Determining the proportion of fixed versus variable elements can be complex and may require
sophisticated accounting software.

Net Present Value (NPV) — The sum of discounted cash flows over a project’s life, indicating the net
monetary value added or subtracted. Related terms: discounted cash flow, internal rate of return,
profitability index. Example: A vaccination program with an NPV of $3 million suggests a positive return after
accounting for costs and time value of money. Practical application: Prioritizes projects that generate the
greatest economic benefit. Challenge: Sensitive to assumptions about discount rates, cash-flow timing, and
future cost savings.

Operating Expenditure (OpEx) — Recurring costs required for the day-to-day functioning of a health
organization, such as salaries, utilities, and consumables. Related terms: capital expenditure, expense
classification, budget variance. Example: A hospital's annual OpEx includes $30 million for nursing staff,

$5 million for electricity, and $2 million for medical supplies. Practical application: Drives short-term
budgeting, informs staffing decisions, and impacts cash-flow management. Challenge: Rapid cost inflation
in pharmaceuticals or labor can strain OpEx budgets and necessitate re-allocation.

Performance-Based Budgeting (PBB) — A budgeting framework that links funding to the achievement of
predefined performance targets and outcomes. Related terms: outcome measurement, incentive financing,
results-based management. Example: A regional health authority receives additional funds if it reduces
hospital readmission rates by 10 % within a year. Practical application: Encourages efficiency, accountability,
and alignment of resources with health objectives. Challenge: Requires robust data collection systems and
clear attribution of results to specific inputs.

Program Budgeting — An approach that organizes the budget around distinct programs or services rather
than traditional line items, emphasizing purpose and outcomes. Related terms: activity-based budgeting,
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thematic budgeting, strategic alignment. Example: A public health department allocates funds to “Maternal
Health”, “Infectious Disease Control”, and “Health Promotion” programs. Practical application: Facilitates
tracking of expenditures against program goals and improves communication with stakeholders. Challenge:
Overlapping activities may complicate cost attribution, and staff may need training to adopt the new
structure.

Projected Cash Flow — An estimate of the timing and magnitude of cash inflows and outflows over a future
period, used to assess liquidity. Related terms: cash budgeting, cash management, working capital. Example:
A clinic forecasts monthly inflows from insurance reimbursements and outflows for payroll, expecting a cash
surplus in Q3. Practical application: Helps avoid cash shortages, plan borrowing needs, and schedule capital
purchases. Challenge: Delays in reimbursement or unexpected expenses can quickly disrupt projections.

Rate Setting — The process of determining the price or reimbursement level for health services, often
involving negotiations between providers and payers. Related terms: tariff, fee schedule, negotiation,
bundled payment. Example: A national insurer establishes a standardized rate of $1200 for a coronary artery
bypass graft surgery. Practical application: Provides predictability for budgeting, controls cost escalation,
and supports equitable access. Challenge: Balancing fair compensation for providers with affordability for
payers can be contentious, especially in multi-payer environments.

Reimbursement Model — The mechanism by which health care providers receive payment for services
rendered, such as fee-for-service, capitation, or bundled payments. Related terms: payment methodology,
risk sharing, value-based care. Example: A primary care network operates under a capitation model,
receiving a per-member per-month payment regardless of service volume. Practical application: Influences
provider behavior, cost predictability, and aligns incentives with health outcomes. Challenge: Transitioning
between models requires changes in data analytics, contract management, and clinical workflow.

Return on Investment (ROI) — A financial metric that measures the gain or loss generated relative to the
amount invested. Related terms: payback period, net present value, profitability. Example: An electronic
prescribing system costs $500000 to implement and yields $750000 in savings over three years, giving an
ROI of 50 %. Practical application: Assists decision-makers in prioritizing projects with the highest financial
payoff. Challenge: Non-financial benefits such as improved patient safety are difficult to quantify but may
be critical to the overall value proposition.

Risk Adjustment — A statistical method that modifies payments or performance measures to account for
differences in patient health status, ensuring comparability. Related terms: case-mix index, severity
weighting, actuarial adjustment. Example: A health plan receives higher capitation rates for enrollees with
chronic conditions after applying a risk-adjustment formula. Practical application: Prevents penalizing
providers who serve sicker populations and supports equitable budgeting. Challenge: Accurate data
collection and model selection are essential; mis-specification can lead to over- or under-compensation.

Scenario Planning — A strategic tool that creates multiple plausible future states to test the resilience of
budgeting and financing decisions. Related terms: what-if analysis, sensitivity analysis, strategic foresight.
Example: A ministry models budget impacts under scenarios of a pandemic, economic recession, and
technology breakthrough. Practical application: Helps identify vulnerable areas, develop contingency funds,
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and guide policy adjustments. Challenge: Requires extensive data, expert judgment, and may be
time-consuming to develop credible scenarios.

Strategic Reserve — Funds set aside to address unforeseen emergencies, such as disease outbreaks, natural
disasters, or sudden policy changes. Related terms: contingency fund, emergency budget, fiscal buffer.
Example: A national health system maintains a $200 million strategic reserve to be deployed during
epidemic spikes. Practical application: Enhances financial resilience, ensures rapid response capability, and
protects core services from disruption. Challenge: Determining the appropriate size and ensuring the
reserve is not diverted for routine expenses.

Supply Chain Management (SCM) — The coordination of procurement, storage, distribution, and disposal of
medical supplies and equipment. Related terms: inventory control, vendor management, logistics. Example:
An SCM system tracks the consumption rate of surgical gloves, triggering automatic re-order when stock
falls below a safety threshold. Practical application: Reduces stock-outs, lowers holding costs, and improves
budgeting accuracy for consumables. Challenge: Complex supplier networks, regulatory compliance, and
demand variability can complicate forecasting.

Tariff Review — The periodic assessment and adjustment of fee schedules for health services, reflecting
changes in costs, technology, and policy. Related terms: price indexing, cost-plus methodology,
reimbursement update. Example: A health ministry conducts a biennial tariff review, increasing the rate for
physiotherapy sessions by 3% to reflect inflation. Practical application: Keeps reimbursement rates aligned
with actual service costs, supporting fair budgeting. Challenge: Balancing provider interests with budgetary
constraints and ensuring transparent, evidence-based adjustments.

Target Budget — A predetermined financial goal that sets limits on spending for specific programs or
departments, often used to drive efficiency. Related terms: budget ceiling, cost control, performance target.
Example: A hospital sets a target budget of $10 million for its oncology department, aiming to achieve cost
reductions without compromising care quality. Practical application: Encourages managers to identify
savings opportunities and innovate. Challenge: Overly stringent targets may lead to under-investment in
essential services or compromised patient outcomes.

Time-Based Budgeting — Budgeting that aligns financial resources with specific time horizons, such as
quarterly or monthly allocations, to improve cash-flow management. Related terms: rolling forecast,
short-term planning, cash budgeting. Example: A health clinic allocates $250000 per quarter for staff
salaries, adjusting for seasonal patient volume. Practical application: Enhances responsiveness to demand
fluctuations and improves monitoring of expenditures. Challenge: Requires frequent data updates and can
increase administrative workload.

Unit Cost — The average cost incurred to deliver one unit of service, such as a patient encounter, procedure,
or medication dose. Related terms: cost per case, average cost, cost benchmarking. Example: The unit cost
of a cataract surgery at a private hospital is calculated at $3 500 after accounting for staff, consumables, and
overhead. Practical application: Supports price setting, benchmarking against peers, and identifying
efficiency gaps. Challenge: Accurate calculation depends on comprehensive cost data and appropriate
allocation of indirect costs.
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Value-Based Purchasing (VBP) — A reimbursement strategy that ties payments to the quality and efficiency
of care rather than volume alone. Related terms: pay-for-performance, quality metrics, bundled payments.
Example: Medicare’s VBP program reduces payments to hospitals with higher readmission rates, rewarding
those that achieve better outcomes. Practical application: Aligns financial incentives with patient-centered

goals, encouraging improvement initiatives. Challenge: Requires robust quality measurement systems and

may penalize providers serving high-risk populations without proper risk adjustment.

Variance Analysis — The systematic examination of differences between planned (budgeted) and actual
financial performance. Related terms: cost variance, schedule variance, performance deviation. Example: A
health department discovers a $2 million variance in its vaccine procurement budget due to unexpected
price hikes. Practical analysis identifies the root causes, leading to renegotiated supplier contracts. Practical
application: Enables timely corrective actions, improves forecasting accuracy, and informs future budgeting
cycles. Challenge: Data timeliness and attribution of variance to specific factors can be difficult, especially in
complex health systems.

Working Capital — The difference between current assets (cash, receivables, inventory) and current liabilities,
representing the funds available for day-to-day operations. Related terms: liquidity, cash conversion cycle,
short-term financing. Example: A clinic with $1.2 million in current assets and $800000 in current liabilities
has $400000 of working capital. Practical application: Sufficient working capital ensures uninterrupted
service delivery, staff payroll, and procurement. Challenge: Excessive working capital may indicate inefficient
use of resources, while insufficient capital can lead to cash shortages and operational disruptions.
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