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While there have been numerous initiatives aimed at
improving access to medicines, the authors argue that there has
been little emphasis on state-imposed barriers, such as import
tariffs, duties and taxes that can increase the price of medicines
significantly, and on non-tariff barriers such as lengthy
registration periods for medicines and onerous customs
clearance requirements.

They say that while import tariffs vary widely from country
to country, many African countries maintain very low or
negligible import tariffs on completed pharmaceuticals and on
intermediate pharmaceutical products (i.e. those compounds
used in the manufacture of pharmaceutical products).
However, there are notable exceptions, including the
Democratic Republic of Congo (DRC), Ghana, Kenya,
Tanzania, Uganda and Zimbabwe. For example, in the DRC
import tariffs on completed pharmaceuticals vary from 10% on
most products, to 15% on any medicines containing penicillin,
to a high of 18.3% on a range of products, such as
antidepressants, anaesthetics, cough and cold preparations and
diuretics. In Zimbabwe there is a 5% tariff on most medicines,
except for vaccines, which have a zero tariff, but for adhesive
dressings and bandages the tariff is 20%, perhaps in an effort to
protect a local industry from international competition.

In addition there are taxes such as VAT, as well as other
charges and duties. For example, Kenya imposes an 8% port
charge, a 1% clearance and freight charge and a 2.75% charge
for pre-shipment inspection. Among African countries taken
together, these charges and duties ensure that the combined
state-imposed increase in prices to patients of pharmaceutical
products range from as low as 11% in Botswana and Namibia
to as high as 38% in Kenya and Morocco, the researchers say.

In the case of South Africa the researchers say that
notwithstanding the 'draconian drug pricing regulations'
passed by the government in an effort to reduce the price of
medicines to private consumers, 14% VAT is maintained on all
medicines.

Considering the case of HIV/AIDS they comment that as a
result of the largely inadequate programme to provide

antiretroviral therapy through the state health care system
many people living with HIV/AIDS seek treatment through
the private sector, where a month's supply of antiretroviral
triple therapy consisting of Combivir and nevirapine is likely
to cost approximately R586 ($101) for the drugs alone. Of this
amount, R72 ($14) is paid directly to the government in the
form of VAT. If the government were to waive VAT, however,
patients would be able to afford more of the fresh fruit,
vegetables and meat that they should consume in order to
remain healthy and be able to maintain their antiretroviral
therapy (Table I). 

'Among the billions of rand raised by the South African
government, the R72 raised via VAT on each person's monthly
antiretroviral therapy makes little difference to the life of the
government, but that money can make an enormous difference
to the lives of ordinary South Africans living with HIV/AIDS.'

Overall the researchers estimate that a 1% reduction in
import tariffs would increase access to essential medicines by
just under 1%. However this is extremely tentative as
confounders such as literacy and the state of health care
facilities have not been ruled out as plausible alternative
explanations for lack of access. Further research is planned to
address these factors and perhaps lead to stronger conclusions.

The researchers also comment on the drug regulation process
and in the case of South Africa they note that on average drugs
that have been registered for use in the US, EU and Japan can
wait for 39 months for approval in the system.

'The inefficiency and obstructionism of drug regulators
imposes enormous, though largely unquantifiable, costs on
manufacturers and patients,' they say. In addition to the
reduction and removal of taxes and tariffs on medicines,
'reform of the regulatory regime and customs procedures is an
essential step for developing countries to take in order to
reduce the cost of medicines to the world's poorest people.'

Jonathan Spencer Jones

COORDINATION OF FINANCIAL

RESOURCES

Having reviewed the areas of profitability, cash flow and asset
and debt management, we now look at the coordination of
these three areas. In order to run a medical practice efficiently,
it is imperative that all these aspects are attended to and
successfully managed.

The two key elements of effective coordination of financial
resources are: 

• regular and accurate financial information regarding the
current performance of the business

PRACTICE MANAGEMENT

Table I. A basket of goods that a patient could afford if
VAT was not imposed on antiretroviral drugs

Item Unit cost Quantity Total (Rand)
Brown bread R3.59/loaf 2 loaves R7.18
Eggs R1.05/egg 6 eggs R6.30
Low fat milk R5.69/litre 1 litre R5.69
Maize meal R2.59/kg 1 kg R2.59
Bananas R4.99/kg 1 kg R4.99
Beetroot R5.32/kg 0.5 kg R2.66
Tomatoes R9.99/kg 0.5 kg R4.99
Broccoli R5.99/kg 0.5 kg R2.99
Lean minced beef R27.95/kg 0.5 kg R13.98
Whole chicken R18.99/kg 1.1 kg R20.89

Total R72.26
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• the assessment of the future financial performance of the
business through the review of historical financial reports,
and the assessment of the impact of future events on the
practice for the accounting period.

Budgeting
Budgeting forms a key element of the financial management
process in that it sets pre-determined objectives against which
the financial performance of the practice can be measured. A
budget relates to a stated period, and is drawn up before this
period begins. It is therefore a desired and planned result that
the business wishes to achieve.

A budget is normally drawn up for a 1-year period, and is
based on the past performance of the business as well as
indications of future trends or expectations, and its impact on
the practice. A budget is a short-term financial plan, against
which ongoing performance can be measured throughout the
year.

When compiling a budget, the impact of the following factors
on the financial status of the business should be taken into
account:

• The effect of changes in the marketplace and external
environment. External issues that can affect the practice are
usually of a political, economic, social, technological,
environmental or legal nature. For example, a change in
interest rates, new laws that impact severely on the
practice, technological advances that necessitate the
purchase of new equipment, etc.

• Inflation forecast.

• Planned changes in the business structure, i.e. staffing,
location, services rendered, extensions to the infrastructure,
etc.

Key factors for successful budgeting are:
• The budget should reflect the practice's financial objectives

for the next year, i.e. net profits, together with projected
profits for the year, and it should provide details of all the
income and expense items. 

• The budget should cover a 12-month period on a month-to-
month basis. It should realistically provide for seasonal
cycles, and should not merely reflect a projected gross
annual income divided into 12 equal incomes per month.
Also it should neither overstate income nor understate
expenses, and should not show an unrealistically low profit
for the sake of conservatism. 

• The budget should make provision for contingencies. A
rule of thumb is to budget 1% of turnover for contingency
expenses. Contingencies include unforeseeable unplanned
events, like droughts or epidemics that could influence
performance.

• A budget is a dynamic document. It should be updated on
a 3-monthly basis so that it can be utilised as a forecast for
the remainder of the year. 

Financial reporting
Medium to large organisations produce financial accounts on a
monthly basis. Smaller businesses often do not have access to
the same level of financial expertise in-house, and normally
only produce portions of important financial information
monthly (customer accounts and cash book reconciliation). All
businesses should produce profit and loss statements, cash
flow statements and balance sheets on a monthly basis to
enable these to calculate ratios and follow trends in the
business. It is advisable for small businesses to produce or have
these management accounts produced on at least a quarterly
basis. 

The financial information produced on a regular basis should
include:

• the net profits for the year-to-date with details of
individual incomes and expenses, as well as the actual
incomes and expenses compared with the budgeted income
and expenses for the same period

• details of the cash flow movement for the period
• a list of the accounts receivable with details of the ageing of

the debtors
• a list of accounts payable
• a key set of financial performance ratios, such as gross

profit percentage, overheads as a percentage of sales, net
profit before tax as a percentage of total assets,
shareholders' funds compared with total assets, current
ratio, i.e. current assets/current liabilities, and daily stock,
accounts receivable, accounts payable.

The benefits of having regular financial management reports
that can be compared with the budget are:

• information which allows for timeous remedial action
• ability to maximise profitability
• ability to assess and adapt to external threats
• knowledge of current income tax liabilities
• ability to determine future cash flow/overdraft

requirements
• opportunity to exploit investment opportunities when

excess cash is available.

Excerpted with permission from the Financial Management section of the
Distance Learning Practice Management Programme of the Foundation for
Professional Development of SAMA.  For information on the FPD courses, contact
Annaline Maasdorp, tel (021) 481-2034; annalinem@samedical.org
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