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7 March 2012
Report of the Portfolio Committee on Health in Submission to the Presidential State Owned Entities Review Committee
The Portfolio Committee on Health reports on the Council for Medical Schemes (CMS), the Medical Research Council (MRC) and the National Health Laboratory Service (NHLS), as follows:
1. Council for Medical Schemes

1.1  Introduction

The Council for Medical Schemes (CMS) is a public entity listed in Schedule 3A to the Public Finance Management Act (PFMA) No. 1 of 1999. The CMS was established in terms of the Medical Schemes Act No. 131 of 1998 and is the national medical schemes regulatory authority. The Portfolio Committee on Health has interacted with CMS regularly to discuss its Budget and Strategic Plan as well as to discuss its Annual Report. The primary vision of CMS for the medical schemes industry in South Africa is that it is fairly and effectively regulated to protect the interests of beneficiaries and promote equity in access to medical schemes
. 

CMS is funded predominantly through levies on medical scheme contributions, as well as interest which totalled R89.1 million in 2011/12. It also receives a grant from the Department of Health which in 2011/12 amounted to R4.1 million. This transfer increases to R4.3 million in 2012/13
.  The governing body of CMS is the board appointed by the Minister of Health and referred to as the Council. It consists of a non-executive Chairperson, Deputy Chairperson and 13 members. The Registrar of Medical Schemes is also the Chief Executive of the CMS and is responsible for the day-to-day decisions and management of staff.

1.2 Challenges experienced when dealing with CMS
The CMS has received an unqualified audit report for the last five years. However in the last annual report (2011/12) other matters were raised by the Auditor General of South Africa (AGSA). In particular, the CMS did not conform to Treasury Regulation (TR) 30.1.3 as the strategic plan was prepared for one year and did not cover the specific three year period. The CMS did not conform with Section 40(1)(c)(i) of the PFMA. Material misstatements were identified during the audit, which were corrected by management. There were issues with procurement and contract management as appropriate steps to prevent and detect irregular expenditure were not taken and goods and services with a transaction value over R500 000 were not procured by means of competitive bidding process as required. The CMS indicated that appropriate steps were taken to address the matters raised by the Auditor General of South Africa (AGSA), including making use of the National Treasury’s Technical Advisory Unit (TAU).
The Committee also noted with concern the significant escalation in legal fees rising from R4.8 million in 2010/11 to over R9.8 million in 2011/12, comprising approximately 58% of the CMS’s operating expenses. The CMS is facing an increasing litigious medical schemes industry. Court cases can proceed for a number of years. Even when court cases have been won, compensation could proceed over a number of years. It must be borne in mind that the bulk of revenue for the CMS is collected from members’ fees and it is therefore members’ money that is being used. 

1.3 Recommendations to improve the work of the CMS
The Committee recommends that the CMS attends to all the financial management and controls issues highlighted by the AGSA in its report and implement the remedial action plan as discussed with the Committee. It further recommends that the CMS finds ways to improve relations with the medical schemes industry, and in particular avoid expensive litigation. 
2. The South African Medical Research Council (MRC)

2.1 Introduction

The South African Medical Research Council (MRC) is a public entity listed in Schedule 3A to the Public Finance Management Act 1999 (No. 1 of 1999). The MRC was established in terms of the South African Medical Research Council Act (Act No. 19 of 1969 which was repealed and replaced with Act No. 58 of 1991). The Portfolio Committee on Health has interacted with the MRC regularly to discuss their strategic plan and budget, as well as their 2010/11 Annual Report. 

The MRC’s vision is to build a healthy nation through research. Its strategic objectives are to promote the improvement of health and quality of life through promoting and conducting research, providing professional support for research and translating its research into policy, products and health promotion
.
The work of the MRC is conducted through council funded research units located within the council as well as in higher education institutions. The MRC conducts and funds national health research and supports research capacity development. The MRC has numerous Research Units which align to 14 health priorities namely
: 

· HIV and AIDS;

· Tuberculosis (TB);

· Cardiovascular Diseases;

· Infectious Diseases;

· Crime, Violence and Injury;

· Cancer;

· Public Health;

· Health Promotion;

· Women, Maternal and Child Health;
· Nutrition;

· Brain and Behaviour;

· Genomics and Proteomics;

· Environment and Health; and
· South African Traditional Medicine;

The MRC has made significant contributions to the Department of Health’s 10-point plan via its researchers who have worked on the National Health Insurance Scheme (NHI), prevention of mother to child transmission of HIV (PMTCT), tuberculosis (TB), HIV prevention and research that translated into pneumococcal rotavirus vaccine being introduced as part of the Expanded Programme on Immunisation of South Africa. MRC researchers were also instrumental in the milestone Lancet Journal series on Health in South Africa in 2009, which identified the quadruple burden of disease, which has been adopted as a key part of government’s strategy. In 2011/12, the MRC received a transfer of R271.2 million, which increases to R279.6 million in 2012/13
. These transfers constitute approximately 45% of the total budget of R611.4 million (2012/13) (R600.4 million in 2011/12), the balance of which is raised from sales of goods and services other than capital assets. 
2.2 Challenges experienced when dealing with MRC

The Committee was concerned that the vacant position of President of the MRC has not been filled. This has a severe impact on the strategic planning of the MRC and whilst the MRC may be continuing to operate at a very high level, the Committee is concerned that the MRC may not be reaching its full potential due to this key vacancy. 
The MRC received an unqualified audit report from the Auditor General of South Africa (AGSA) with additional matters. The AGSA also found that not all the MRC’s objectives conformed to the SMART principle (Specific, Measureable, Achievable, Realistic and Time-bound). This is of concern given the research capacity of the MRC, but perhaps could be related to the complexity of the work done. 

Moreover, the AGSA identified numerous deficiencies related to the strategic planning and performance management aspects at the MRC. These related to the strategic plan being submitted late to the accounting authority, not having key performance measures and measurable indicators.  The AGSA also noted a lack of oversight responsibility regarding compliance with relevant laws and regulations and Supply Chain Management regulations. There were also contraventions of TR 16A4.1 with regards to not having established a separate Supply Chain Management (SCM) unit within the entity. Overall internal control deficiencies were noted. Also steps were not taken to prevent irregular expenditure
. 

The MRC responded that the five year strategic process was on track, and that it would meet the deadlines. It further indicated that for the position of President, it employed numerous recruitment drives to recruit a suitable candidate, and that recruitment efforts were on-going at the time of the engagement with the Committee. A dedicated SCM team was appointed and meetings were held with key staff regarding the supply chain and procurement processes and stressed accountability for any lapses. Policies impacting on compliance were in the process of being approved by the Board. A Key Performance Indicators (KPI) team responsible for co-ordinating the information for quarterly report submissions has been established. The MRC indicated that moving from a decentralised to centralised procurement system resulted in irregular expenditure. As from April 2011, suppliers were registered in the system and they needed to comply with MRC processes. On the issue of the strategic plan, it was indicated that this was due to the transition period both at the MRC and the Department of Health. On the issue of the vacant president’s post, it was indicated that the board was not satisfied with the applications it received and that the appointment would be referred to the new board. The post was re-advertised in February 2011. Eleven names were received and four were shortlisted. A report was submitted to the Minister of Health at the end of June 2011. The Minister was not happy with the candidates. The MRC was not headhunting but was looking for an interim chairperson
. 
The Committee determined that the MRC did not have strategies to attract people with disabilities. It was also not complying with gender equity requirements given that there were no females appointed in senior positions. 

2.3 Recommendations to improve the work of the MRC

Whilst the Committee is satisfied with the excellent research work done by the MRC, it is clear that there are challenges related to financial management processes. All the recommendations and plans of action highlighted by the MRC should be implemented as a matter of priority. In particular, the position of the President of the MRC needs to be filled. Also compliance with the PFMA and Treasury Regulations needs to be addressed. Noting the difficulties in recruiting suitable female candidates and people with disabilities, given the history of South Africa, the Committee recommends that the MRC review its recruitment strategy to increase employment of these categories of people in senior positions.
3 National Health Laboratory Service (NHLS)

3.1 Introduction

The National Health Laboratory Service (NHLS) is a public entity listed in Schedule 3A to the Public Finance Management Act No. 1 of 1999. The NHLS was established in 2001, in terms of the National Health Laboratory Service Act No. 37 of 2001. This saw the amalgamation of the former South Africa Institute for Medical Research (SAIMR), the National Institute for Virology and the National Centre for Occupational Health, university and provincial pathology laboratories. The Portfolio Committee on Health has interacted with NHLS regularly to discuss the budget and strategic plan, as well as to discuss the NHLS Annual Report. The Committee also intervened to assist the NHLS overcome its challenges with regards to non-/ late payment by provinces. 

The primary objectives of the NHLS are to
: 

· Provide cost–effective and efficient health laboratory services to all public sector healthcare providers;

· Support and conduct health research; and 

· Provide training for health science education.

In 2011/12 the NHLS received a transfer of R97.9 million which increases to R99.4 million in 2012/13. This transfer is less than 3% of the NHLS’ total budget of R3.595 billion most of which is generated by sales of goods and services, and other non-tax revenue which totals R3.496 billion. 

The largest pathology service in South Africa, the NHLS supports the Department of Health by providing diagnostic laboratory services to all state clinics and hospitals via its 265 laboratories. This service covers 80% of the population. The NHLS also provides health science training and education and supports health research. Specialised divisions include the National Institute for Communicable Diseases (NICD), the National Cancer Registry and the Antivenom Unit.    
The key strategic objectives for the NHLS are to:

· Develop a new, more affordable service model for the public sector;

· Determine a best-fit service delivery model;

· Deliver a quality, customer focussed service;

· Align resources, support services and infrastructural development for service delivery; become the laboratory services’ employer of choice;
· Prioritise innovation and research to be relevant, appropriate and leading edge;

· Become the powerhouse of health information;

· Drive stakeholder collaboration;

· Position the service as the provider of choice for the national health insurance; and

· Protect the community and environment. 

The NHLS’s strategic direction is aligned to the Department of Health’s 10 Point Plan. Priority programme services including HIV, TB and pap smear tests prices were reduced (by 5% on average) for 2011/12. The NHLS also piloted mobile health solutions in the Eastern Cape and Free State with the use of cellular phone technology for medical health workers to access patient results remotely. The NHLS also introduced the GeneXpert TB testing technology which dramatically reduces the time for diagnosis of TB which would normally take up to four weeks, to just two hours. 
3.2 Challenges experienced when dealing with NHLS

The NHLS had reached a critical point in its existence due to the non-/ late payment by provinces for services rendered, which is calculated at R1.8 billion. The NHLS described the severe cash flow problems which made delivering critical services nearly impossible and that services might have to be terminated. In certain provinces couriers were refusing to collect or deliver specimens due to lack of payment. Whilst undertakings were received by the NHLS from the two largest debtors, namely Gauteng and Kwa-Zulu Natal provinces, payments were not forthcoming. Due to the late /non-payment of creditors, the Gauteng Provincial Department of Health has subsequently been placed under Section 100 of the Constitution, which allows the National executive to intervene. A plan is in place to clear its debts. The Kwa-Zulu Natal Provincial Department of Health has declared a dispute with the NHLS which is currently under mediation. 
A number of issues were highlighted by the auditor, some of which will be discussed here. Various strategic outcomes were found by the auditor, to not conform to the SMART principles (specific, measurable, achievable, relevant and time-bound). Non-compliance to TR 8.2.3., regarding payments due to creditors within 30 days of receipt of invoice, was also noted by the auditor. The strategic plan was not submitted within the deadline of six months before the start of the financial year as per TR 30.1.1. Procedures, as established by TR 30.2.1 which necessitates quarterly reporting to the executive authority, were not established. The NHLS did not have a fully constituted board of directors and was found not to be complying with Section 7 of the NHLS Act No. 37 of 2000.  
3.3 Recommendations to improve the work of the NHLS

The Committee is satisfied with the work by the NHLS in providing diagnostic, health education and research services to the public health sector. However, the Committee is concerned by the critical financial position the NHLS finds itself in, and has encouraged relevant stakeholders to come to a speedy resolution of this problem. The Provincial Departments of Health must be made aware of the negative impact non-payment by provinces has on critical service delivery. In addition, the Committee recommends that the NHLS reviews its tariffs, as the Kwa-Zulu Natal Provincial Department of Health indicated that it could achieve greater cost-saving by performing its own pathology services. Greater affordability of services is one of the key strategic objectives of the NHLS. The Committee will review the National Health Laboratory Services Act (No. 37 of 2001) to determine whether the intended purposes of the Act are being achieved and whether it needs amendment. The Committee recommends that the Departments of Health and Higher Education prioritise the training of medical technologists and related professions to ensure that enough capacity is developed in the country. 
4. Conclusion 

The Committee is satisfied that the entities reported on deliver on their mandate, providing important services in the interests of the national priority of a long and healthy life for all South Africans. However, the Committee is concerned by the financial risk to the National Health Laboratory Service (NHLS) which provides critical diagnostic services to the country’s public health sector. The Committee is of the opinion that this threat to service delivery needs to be amicably addressed as a matter of priority. Furthermore, financial control weaknesses were noted in the Medical Research Council (MRC), as well as in the Council for Medical Schemes (CMS). Remedial actions proposed and reported on by the entities need to be implemented and will be closely monitored by the Committee. The Committee will be embarking on a review of health –related legislation, including those related to the entities reported on, to ensure that the intended purposes of the legislation are being achieved. 
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