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2018/19 Operating Budget 
 
Summary 
 
Management recommends to the Resource Committee, the approval of the 
2018/19 operating budget, which reflects a planned surplus of approximately 
$1M after building amortization costs and related deferred capital grant 
amortization. This target has been established for three specific reasons:  

• To continue to address the Foundation’s inability to monetarily support the 
hospital’s capital equipment needs in the short term; 

• To improve the hospital’s operational efficiency and attempt to stem the 
continued loss of Ministry funding; 

• To begin to create a sufficient surplus to address future Facility PCOP 
requirements as the current budget has applied approximately $1M of 
commitment Facility PCOP resources to subsidize clinical investments. 

 
This proposed operating budget will generate approximately $3.9 million of cash 
which will be utilized to partially fund the 18/19 capital equipment budget. The 
assumptions that comprise this proposed budget are identified in detail in this 
Briefing Note. It should be noted that management has assumed CMH will 
receive $.665M of incremental funding (approximately a .7% funding increase) to 
cover the anticipated cost of Bill 148. Should the Ministry not identify an 
inflationary funding increase, management will have to identify alternative 
strategies to cover this cost. No additional incremental funding allocations have 
been assumed in our current assumptions.  
 
 
Background and Analysis 
Patient Volumes 

• All of next year’s planned clinical growth will be addressed through the 
Clinical PCOP 

• Preliminary Clinical PCOP assumptions will see an approximate: 
o 4 bed increase on the medical ward 
o An approximate 321 weighted case increase in the surgical portfolio 

which will include growth in both inpatient and ambulatory activity 
(with inpatient activity being absorbed in the current complement of 
surgical beds through a focused effort to reduce length of stay); 

o 2 bed increase in mental health 
o Nominal growth in the mental health day hospital, clinic, and  

electroconvulsive therapy activity; 
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as compared to fiscal year 17/18.  
• Based on the Ministry funding letter received on February 2/18, CMH has 

assumed that the cost of any surge beds that will need to be operated 
through the fall and winter of fiscal year 18/19, will be covered by the 
Ministry. In the current year, CMH has been identified to receive 
approximately $.46M of incremental funding to open 9 additional beds. 
The Minister’s letter indicated a similar commitment for fiscal year 18/19.  

• YTD, ER visit volumes are down slightly (4%) as compared to the previous 
year (approximately 1,600 visits). Management has assumed that there 
will not be a material growth in ED volumes when the new ED opens in the 
summer of 2018. Experience at other new hospital developments showed 
significant growth in ED volumes upon opening of new space. The Clinical 
PCOP contains a small amount of incremental funding should there be a 
volume increase ($146K-approximately 650 additional visits over our peak 
volume in 2014/15. This leaves the Hospital the capacity to grow 
approximately 4,000 additional visits as compared to our current year 
trending volume before requiring additional funding).  

• CMH has not received any formal confirmation from the WWLHIN 
regarding next year’s QBP allocation. Our current assumptions are that 
last year’s volumes will once again be approved for 18/19. However, the 
Ministry does intend to introduce new QBP’s for a variety of shoulder 
surgeries. Our current assumption is that historical volumes will continue 
to be funded on a go forward basis.  
 

 
Key Financial Assumptions 
 
Revenue 

• In the current fiscal year, CMH received approximately $.6M of one time 
revenue as a component of the announced 2% funding increase. Our 
current assumption is that this revenue and the associated expenses that 
they were targeted for, will not be continued in 18/19; 

• CMH has received informal communication from the Ministry this fall that it 
will receive a funding reduction in the amount of approximately $.75M in 
18/19, linked to operational inefficiencies as calculated in the HSFR 
funding formula. The formula calculations utilized 2016/17 data and 
indicated an approximate $200 unfavorable cost differential between 
CMH’s actual and expected acute and day surgery cost per weighted 
case; 

• CMH will receive a PCOP Facility funding allocation in the upcoming year. 
It will be a prorated component (11 months-based on an assumption that 
interim completion will be reached at the end of April) of $4.36M (which is 
a fully loaded allocation representative of all facility needs once all 
renovations are completed at the end of Phase 3). Our current planning 
indicates $3.4M of the allocation will be spent in 18/19 (for budget 
purposes we are carrying 11 months of this amount) with the difference 

Page 2 of 7 
 



Approved at the Board Meeting February 28, 2018 
Policy 1-A-10 

being used to subsidize other corporate/clinical needs ($.95M). The 
planned use of these funds will gradually increase on an annual basis as 
various service/maintenance obligations become owing and space 
renovations are completed. In future, strategies will need to be developed 
to identify additional operational efficiencies to address these future facility 
needs assuming the funding is continued to be used to subsidize current 
clinical priorities; 

• CMH will also receive a PCOP Clinical funding allocation. CMH will be 
entitled to receive 25% of the agreed upon clinical expansion in the first 
year prorated to when the hospital moves into the new facility. Currently, 
management has assumed that move in will occur at the end of June with 
an approximate incremental revenue stream of $4M. Anticipated clinical 
growth will occur in the Medical, Surgical and Mental Health portfolios. 
The budgeted cost of providing that expanded service offering is 
approximately $3.12M which will result in a net surplus to operations of 
approximately $.9M; 

• A decrease in P4R performance will result in a loss of approximately 
$.15M of P4R funding next year. A strategy to address the funding loss 
has been identified and implemented; 

• CMH continues to experience an increase in parking revenue linked to 
increased space availability and improved controls. As such, the budget 
contains a planned increase of an additional $250K of revenue. 

• As mentioned previously, based on the most recent letter from the Minister 
of Health, CMH has assumed that it will be eligible to receive a 
comparable amount of incremental surge funding to address the added 
bed capacity that is needed through the fall and winter of 2018/19. $.45M 
of Ministry funding has been built into next year’s operating assumptions 
for this purpose; 

• CMH has assumed that there will be, at a minimum, an incremental .7% 
inflationary funding increase ($.665M) to cover CMH’s anticipated 
incremental cost associated with Bill 148. No additional inflationary 
funding increases have been assumed at this time. 

Expenses and Operational Efficiencies 
• A net increase of $1M in salaries and wages tied to inflationary and step 

increases (which is also inclusive of the planned increase to senior 
management compensation). The budgeted increases are noted below. 
OPSEU has just agreed to a new collective agreement. It will most likely 
serve as the benchmark for future ONA and SEIU renewals: 
 ONA 1.75% 
 OPSEU 1.4% 
 SEIU-Service 1.75% 
 SEIU-Clerical 1.75% 
 Non Bargaining Allied Health Staff 1.75% 
 Other Non-Bargaining and Management 1.75% 
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In addition, we have assumed a $100K increase in the cost of security 
staff related to the unionization of the external service provider. 

• $300K increase in the cost of benefits inclusive of general increases 
related to salary enhancements, statutory benefit increases and planned 
cost increases in LTD and life insurance premiums, dental and extended 
health premiums.  

• The Province has amended the Employment Standard’s Act by passing 
Bill 148. This will have significant impacts on the Hospital through the 
various changes that have been mandated. The most notable change 
provides all staff (FT, PT and Casual) including salaried physicians, 2 paid 
emergency leave days per year. We are still attempting to develop 
assumptions regarding utilization rates and to estimate the cost of 
replacement. This cost alone can be somewhere in the range of $.4M-.5M. 
Additional cost increases linked to this legislation include enhanced 
statutory holiday and maternity/paternity leave entitlements. In total, we 
have budgeted the cost to be approximately $.665M. 

• Incremental costs in the amount of $.45M to operate the medical surge 
beds through the fall and winter of 18/19. 

• Incremental costs in the amount of $3.12M to provide the planned clinical 
expansion linked to the Clinical PCOP. 

• CMH has assumed a breakeven NEER position for 18/19. As a point of 
explanation, in 2017 CMH was in a surcharge position based upon the 
costs WSIB anticipated and paid for 3 high cost claims.   In 2018, as long 
as CMH continues to accommodate these employees, we should receive 
rebates for 2 out of the 3 claims.  These rebates are expected to be offset 
by a surcharge on the third claim as WSIB has deemed this claim to be 
categorized as a “permanent impairment”. The net effect is that this will 
result in a budgetary saving of $400K as we had planned for a significant 
surcharge in 1718. 

• 2% increase in the cost of medical/surgical supplies, and 3% increase in 
medication costs. 

• Incremental cost of medication wastage in the Medical Day Care clinic 
linked to the new Ontario College of Pharmacy six hour expiration time 
standard. Implementation date is targeted for January 1/19. Dialogue is 
still ongoing with Cancer Care Ontario to quantify the impact and about 
possible mitigation strategies. 

• Savings totaling approximately $225K related to support staff reductions in 
the surgical program, an elimination of the Charge Nurse in the Mental 
Health program and a planned saving in med/surg supply expenses in the 
operating room related to ongoing efforts to standardize product utilization. 

• $250K reduction in costs related to a drop in the US exchange rate; 
savings in electricity costs linked to adopting Class A status and resulting 
rate savings on the incremental usage in the new wing; and incremental 
insurance rebates linked to membership in the Reciprocal and low loss 
ratios as compared to our peers. 
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• $64K Increase in the cost of IT software and maintenance agreement 
costs caused by new system implementation and equipment renewal. 

• Contractual savings in the amount of $85K related to renegotiated terms 
for photocopier and diagnostic imaging service agreements. 

• Annualization of staff savings implemented in the current fiscal year in the 
amount of $140K. 

 
 
Targeted Operational Reinvestments 
 
The list of operational reinvestments that have been proposed include: 
  

• Cost of $128K to address an incremental volume of staff who have to be 
accommodated on modified work benefits upon return to work; 

• A two year, staff dependent model to complete medication reconciliation 
across the Hospital. This has been proposed due to an inability to identify 
an automated solution to support medication reconciliation and due to a 
lack of OHIP funding/Ministry acknowledgement of the Physician time 
required to complete medication reconciliation. As such, $250K has been 
segregated to allow the hiring of incremental Pharmacy Tech’s to support 
the manual compilation of information to support medication reconciliation 
across the organization. The proposed model is consistent with strategies 
being rolled out at other hospitals across the region/province. 

• With the completion of the new facility, there will be a separation of the 
new delivery suite from the new OR’s. Currently caesarian sections (C/S) 
are performed in the main operating room (OR) with the role of scrubbing 
and circulating performed by OR nurses. A change in the model of care in 
the new facility has C/S performed in the birthing operating suite with 
birthing nurses performing the roles of scrubbing and circulating. The 
relocation of C/S to the birthing unit is in alignment with best practice at 
other hospitals and will enhance patient experience through family centred 
care. This will necessitate an increase in one additional RN 7x24hrs and 
an incremental cost of approximately $500K. A portion of this incremental 
cost was budgeted in 17/18 with another  $278K requiring funding in 
18/19; 

• The hiring of a dedicated Pharmacist to support enhanced patient related 
medication activity and physician drug utilization support on the new 
Medicine Accountable Care Units; 

• Enhanced RT resources at a cost of $187K to support the additional 
patient volume in the ICU and ensure timely cardiac code response 
throughout the hospital. 

 
Year-end staff severance accruals are anticipated to be minimal and most likely 
confined to the Charge Nurse function in Mental Health.  
 
Risk Assessment 
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The largest risk associated with this operating plan is the required clinical growth 
to generate the associated PCOP revenue. This growth will be dependent on 
both an incremental emergent and elective use of the hospital’s services. This 
will be partially addressed through existing wait lists and population growth but 
also greatly dependent on changes in referral patterns, volume repatriation and 
patient trust in the quality of care they receive and a belief in a positive patient 
experience. If the volume doesn’t fully materialize, cost control will be critical in 
the targeted growth areas or there could be a quick disconnect between 
budgeted and actual revenues and expenses. 
 
Other financial risks identified with this proposed operating plan are that: 

• The Ministry has not announced any incremental revenue besides the 
funding for surge beds. With a provincial election planned for late spring, 
there is a distinct possibility that there may not be any funding 
announcements until the fall or they may not be forthcoming at all, 
considering it could be the first year of an elected party’s new mandate. In 
that case, the anticipated costs of Bill 148 ($.665M) would be unfunded 
and would need to be addressed through alternative strategies that are yet 
to be developed. 

• There is continued uncertainty as to the planned Interim Completion (IC) 
date. The budget currently assumes an April 30 IC date. If that date is 
missed, there will be a reduced amount of Facility and Clinical PCOP 
dollars that will be made available to CMH. This will necessitate further 
cost adjustments to ensure congruency with the developed operating plan. 

• The Operating Plan has incorporated a number of clinical enhancements, 
but a number of corporate needs have not been addressed and await 
either a Ministry funding announcement or additional efficiencies that may 
be identified over the next month as we continue our planning process. 
These needs include: an increase in decision support staff to address a 
backlog of information/data quality concerns; incremental housekeeping 
and biomedical staff to address night coverage, external space 
maintenance and system support needs; Privacy Officer; and a dedicated 
individual to support the Learning Management System. 

• The identified efficiencies may not be sufficient to address the current gap 
between the actual and expected cost per case in the Acute and Day 
Surgery portfolio. As such, there is the continued risk of further HBAM and 
QBP funding reductions in 19/20. 

• A large portion of this year’s operating plan (~$1M) is funded through an 
anticipated one-time surplus on the Facility PCOP allocation. In future, 
these one-time savings will be required to fund incremental facility costs 
which will further tax CMH to find additional efficiencies going forward. 

• CMH’s multi-year capital strategy continues to assume no CMHF support 
in the short-mid term. As such, working capital reserves will quickly be 
exhausted once Phase 2 and 3 capital acquisitions are 
initiated/completed, giving rise  to projected debt amounts with a 
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continued need for a significant investment in the organization’s existing 
Hospital Information System. 

• With the pressing need to achieve additional operational efficiencies (to 
avoid future funding reductions) and to generate cash to support capital 
investment, there is limited operating flexibility and contingency to absorb 
any unforeseen operating costs once the new facility opens and/or absorb 
any volume shortfalls and resulting Clinical PCOP funding claw backs. 

 
To address these ongoing financial risks, management is continuing its analysis 
with the hope of identifying additional efficiencies and revenue opportunities that 
can be applied to this need. Other options (although, quite uncomfortable due to 
the uncertainty of future volumes and work flow when the CRP opens) include 
implementing a proposed staffing reductions in the ED (to conform with the 
staffing suggested by CSI in their review last fall), not proceeding with the LDRP 
staffing enhancement and revisiting workload ratios on the medical units.  
 
In addition, (although there is no formal Ministry funding announcement,) due to 
the significant Ontario Hospital Association and individual hospital lobby, it is 
fairly likely that hospitals will receive an increase to assist them with the 
inflationary increase in costs of providing its current service offering. Negotiations 
also continue with the Capital Branch of the Ministry of Health surrounding 
CMH’s current Facility PCOP allocation. If successful, it would provide added 
contingency to address future unforeseen costs and/or address inherent needs to 
support the newly built infrastructure and related building systems. 
 
The 18/19 operating budget continues to have a budgeted contingency in the 
amount of $.2M, which can be utilized to address any minor cost/revenue 
shortfalls that materialize during the course of the year. In addition, it is currently 
assumed that the cost of the additional surge beds will equate to the incremental 
funding. In the past, our costs to operate these incremental beds were slightly 
less than the amount identified. 
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