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Summary 
Management is prepared to propose to the Board a balanced operating 
budget after building amortization and related grants. This is at variance with 
the multi-year fiscal strategy that was approved by the Board, which called for an 
operating surplus of $.75M. As such, this has necessitated a commensurate 
reduction in capital expenditure over the next three years. This need has been 
incorporated in the capital planning process and is described in greater detail in a 
separate briefing note on this agenda.  
 
Following the Board meeting in January, budget deliberations continued at 
a management level. A series of additional efficiencies have been identified 
totaling approximately $.5M. They have been set aside as a contingency to 
address three specific risks as we look out to the next fiscal year: 

• Ongoing delays in the IC date (beyond April 1/19) which would defer 
the recognition of Facility PCOP surpluses that are currently in the 
budgeted assumptions); 

• Unforeseen incremental costs associated with operating in the new 
facility or in decanted space in the existing facility; 

• Ministry funding changes including HBAM/Medium Sized Hospital 
exemptions/P4R/Linking Quality to Funding (LQ2F); 

• Volume growth beyond approved or budgeted volumes. 
As the fiscal year unfolds, these and other issues will be monitored and 
depending on their outcome, will determine how and if this contingency 
will be utilized. 
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This proposed operating budget will generate approximately $3.1 million of 
cash which will be utilized to partially fund the 19/20 capital equipment 
budget.  
A summary of our current assumptions, are contained below.  
 
Background and Analysis 
Patient Volumes 
 

• Planned activity for fiscal year 19/20, replicates the expanded volume that 
was built into the 18/19 operating budget (plus 4 additional ICU beds) and 
funded through the clinical PCOP. There should be excess capacity in 
Medicine (assuming conservable day and ALC targets reach levels that 
existed prior to fiscal year 18/19), Obstetrics and Pediatrics to handle 
additional volumes should they materialize. 

• CMH will need to sustain an approximate 1,125 weighted case increase in 
the acute (inpatient and ambulatory surgery, medicine and obstetrics) 
portfolio, over our base in fiscal year 2016/17. This translates to the 
volume increase that we have been experiencing organizationally over the 
past 10 months. In addition, a 2 bed increase in mental health activity is 
planned (that requires a planned opening of all 5 incremental mental 
health beds) along with comparable levels of activity in the mental health 
day hospital, clinic, and  electroconvulsive therapy activity, as planned in 
the current year; 

• CMH has assumed (and informally validated by WWLHIN comments) that 
the cost of any surge beds that will need to be operated through the fall 
and winter of fiscal year 19/20, will be funded by the Ministry. In the 
current year, CMH has been identified to receive approximately $.9M of 
incremental funding to open 11 additional beds.   

• YTD, ED visit volumes are up slightly (1%) as compared to the previous 
year. Management has assumed that there will not be any further material 
growth in ED volumes when the new ED opens in the spring/summer of 
2019. Experience at other new hospital developments showed significant 
growth in ED volumes upon opening of new space. Having said that, the 
current ED volumes are approximately 7% (4,000 visits) less than peak 
volumes experienced in 2014/15.  

• CMH has not received any formal confirmation from the WWLHIN 
regarding next year’s QBP allocation. Our current assumptions are that 
this year’s volumes will once again be approved for 19/20. However, it is 
assumed that CCO will authorize an additional 500 endoscopy procedures 
next year which in the current year were budgeted/funded out of the base 
funding envelope. 
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Key Financial Assumptions 
Revenue 

• Informal discussions with the LHIN seem to suggest that the Ministry will 
maintain funding levels at 18/19 levels with a separate allocation for surge 
beds. 

• In 18/19, CMH’s calculated funding formula inefficiencies were not 
eliminated because it was designated a “medium” sized hospital and was 
therefore excluded from the identified funding recovery. In building out our 
19/20 assumptions, we have assumed the same model would be followed 
in the upcoming year. 

• Our current assumptions are that Interim Completion (IC) will be reached 
by the end of the current fiscal year for the purposes of Facility PCOP 
funding and expenditure. The Capital Branch of the MOHLTC has 
confirmed that it will flow 25% of the Clinical PCOP funding allocation in 
19/20 regardless of when we move in.  
A full year of Facility PCOP funding will result in an approximate $1M 
surplus/subsidy to the operational envelope. There is risk that IC will not 
occur before fiscal year and as such, a contingency strategy has been 
developed to cover off this risk. Additional facility costs are assumed in 
subsequent years with the introduction of service and maintenance costs 
linked to new systems and incremental utility costs associated with the 
completion of the Phase 3 renovations. This $1M will be required to fund 
these incremental costs thus adding further pressure to future planning 
cycles. 

• A reduction in Preferred Accommodation (PA) revenue in the amount of 
$.4M and a reduction in uninsured revenue by $.1M. Year to date, CMH 
has experienced a $.2M drop in PA revenue. The Finance department is 
completing a detailed review to explain the cause of the drop and 
strategies to recoup this loss in the upcoming year. This strategy is not 
currently incorporated into our 19/20 assumptions and will be used along 
with other strategies to fund some operational enhancements that 
have been prioritized. This revenue loss will be partially offset by an 
increase in Professional and Technical Fees which we have carried in the 
amount of $.23M. 

• Planned increase in staff parking that will generate $.1M of incremental 
parking revenue. 

 
 
Expenses and Operational Efficiencies  
It should be noted that last year’s approved operating surplus was $1M prior to the 
Ministry’s funding announcement in May. As such, a significant portion of next year’s 
incremental costs are being funded from this year’s budgeted surplus. 

• Collective agreements have been ratified for ONA (1.75%), OPSEU 
(1.75%) and SEIU Service (1.4%) for fiscal year 19/20. SEIU Clerical does 
not have a collective agreement in place for the upcoming fiscal year but it 
is reasonable to assume a rate similar to that of SEIU Service (1.4%). The 
proposed rate increase for management would mirror that of ONA and 
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OPSEU. In total, the incremental cost would be approximately $1M. 
Benefit rate increases (inclusive of Future Employee Benefit costs) are 
estimated at an additional $.4M cost. Maternity leave costs are also 
expected to increase and an additional $.2M has been carried for this 
need. 

• Med/Surg and drug costs are both expected to increase at a rate of 2%. 
The impact of that is ~$.3M. Obligations surrounding software and 
maintenance contract will have an additional impact of $.1M. 

• Insurance premiums (property and liability) are expected to increase by 
approximately 8%. HIROC has also informed us that any future surplus 
rebates have been deferred for at least the next year. The impact of these 
two issues amounts to approximately $.15M. 

• Amortization expenses (net of offsetting grant amortization revenue) are 
planned to increase by approximately $.23M. This impact is primarily 
driven by the fact that a portion of the fiscal strategy and capital equipment 
plan is dependent on funding generated through operations. 

• A full year’s worth of clinical and facility PCOP expenditures. 
• It is anticipated that CMH will incur a NEER surcharge in the amount of 

($.25M) in the upcoming year that is caused by a permanent impairment  
to one of its staff members. 

• Over the last nine months, length of stay on the medical unit has 
continued to increase as has the amount of conservable days. We have 
also experienced a drop in discharges and weighted cases year over year. 
A strategy to properly address this will not be implemented by fiscal year 
end and therefore, our operating plan contains 5 additional medical beds 
for a period of 6 months to assist with the implementation of the planned 
strategy. The incremental cost (inclusive of Hospitalists) is approximately 
$.41M. Since this incremental activity is not generating additional weighted 
cases, the incremental costs cannot be absorbed in the Clinical PCOP 
allocation.   

• Management has been diligently working over the last few months to 
better understand the spike in overtime costs that CMH has experienced 
over the past 9 months. An understanding of the various causes of the 
increase has been completed and strategies are in the process of being 
developed and implemented. The organization is beginning to see 
improved results on both the medical units and the ICU. It will take a 
longer time to address the underlying issues in the Emergency 
Department. The OT benchmark review indicates that CMH is performing 
at a rate slightly higher than the 40th percentile of similar sized hospitals. 
As such, a small budget increase of $.1M has been included in the 
budget.  
Our analysis seems to indicate that our sick time performance is better 
than the provincial 40th percentile and since YTD performance is close to 
budget, there will be no proposed budget changes for the upcoming year. 
The overtime and in year variance analysis has indicated some gaps in 
departmental training and orientation budgets. Updated demographic and 
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turnover rates have been used to increase this allocation. The 
approximate impact is $350K. An additional $.1M has been set aside to 
support the roll out of the staff engagement strategy. This will allow 
for a focused half day training session for all staff in the upcoming year. 

• Increased medical remunerations costs totaling approximately $.5M. This 
includes a .5 FTE Pathologist increase to deal with volume increases in 
endoscopy and workload associated with the introduction of a FIT 
program; the introduction of a pediatric hospitalist; expanded hospitalist 
services to support the Emergency Department; financial support to the 
Neurologist; a Physicians to run the ambulatory medicine clinic; plus 
changes to the reimbursement model for hospitalists working on the 
Accessible Care unit. 

• Recently, provincial legislation has been tabled to eliminate the impacts of 
Bill 148. As such, approximately $.525M of savings is planned from the 
elimination of Paid Emergency Leave Days and enhanced statutory 
holiday entitlements. 

• Operational savings totaling approximately $1.3M have been 
planned, the majority of which are in year positive variances, the 
elimination of some difficult to recruit positions and a planned 
downsizing in one department facilitated by a maternity leave. At this 
point, year-end staff severance accruals are not anticipated to be required.  
 
 

Targeted Operational Reinvestments 
• The new clinical service delivery model in the Obstetrical Program 

requires an incremental registered nurse 7 daysx24 hours a week. This is 
necessitated by the separation of the Operating Room and the Delivery 
suite in the new facility. This additional cost will not be absorbed in the 
19/20 clinical PCOP funding allocation because the planned service 
expansion and funding will be focused on surgery, medicine and mental 
health. Four months of this cost were budgeted in 18/19 and the remaining 
amount ($370K) is budgeted in 19/20. 

• CMH has made a decision to expand our ambulatory Oncology program 
with the planned recruitment of a 3rd Oncologist in fiscal year 19/20. 
Current plans are based on 6 months of enhanced medical services but in 
very minor increments. The incremental impact ($.1M) is believed to be 
nominal and will be felt by a broad group of departments including nursing, 
pharmacy, lab, and potentially some of the support departments. 

• CMH continues with the roll out of the medication reconciliation strategy. 
The strategy is extremely labour intensive and currently has fully utilized 
the $450K that has been allocated from the two previous budget cycles. A 
nurse practitioner has been budgeted at a cost of ($.15M) to support the 
inpatient surgery roll out and to assist with patient flow.  

• The creation of a Senior Director of Strategy and Performance to support 
the organization’s pursuit of quality improvement, patient experience, 
patient risk and overall performance improvement. 
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• A series of additional targeted organizational reinvestments continue 
to be discussed. These are contingent on a comparable level of 
incremental operating efficiencies being identified. Weekly budget 
meetings continue with the focus of working through 5-6 additional 
opportunities that were presented in the past month. Any of the 
above changes will be offsetting without impact to the planned 
balanced operating position identified previously. 

 
Risk Assessment 
 
One of the largest risks associated with this operating plan is ensuring the 
growth experienced in the current year is replicated in the upcoming year, 
thus ensuring the receipt of the associated clinical PCOP revenue without 
any changes to the cost structure. The current year growth has been 
heavily contingent on increased levels of inpatient and ambulatory surgical 
activity. This will need to be repeated (with some minimal risk associated 
with the planned roll out of a bundled care model) and with increased 
activity in obstetrics, medicine and inpatient and ambulatory mental health. 
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 formally announced its revenue assumptions 
and most notably funding for surge beds. The current operating 
budget assumes that the funding provided in the current year for 
surge beds will once again be made available next year. In addition, 
it is still unknown as to how the new government will handle HBAM 
funding inefficiencies, the medium sized hospital exemption, P4R 
and LQ2F. Depending on the resolution of these various issues, 
there may be additional impacts that will necessitate further planning 
and decision making. 

• There is continued risk regarding CMH’s ability to reduce the recent 
increase in conservable days in Medicine and/or an increase in 
Alternate Level of Care (ALC) volumes driven by the Ministry’s 
planned divestment of CCAC services to local providers. This could 
necessitate an even further increase in medical beds without 
offsetting weighted cases or available Clinical PCOP capacity. The 
inherent risks to CMH would be the incremental cost but also how 
this increased patient volume would be serviced considering that the 
two decanted units on C3 and C4 are challenged by serviceable 
clinical space. Financial issues would need to be addressed in a 
similar manner as the funding concern noted previously. Space 
pressures necessitated by an increased bed need may require a 
service divestment strategy (either temporary or permanent) of 
Rehabilitation beds to either St Joseph’s in Guelph or Grand River 
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Hospital (Freeport). Preliminary conversations with both hospitals 
and the WWLHIN have already been had to raise awareness about 
this possible need. 

• 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. In addition, there is some level of uncertainty whether 
the budgetary assumptions that have been made (both clinical and in 
the support services) are adequate to address the actual needs.  

• 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 and 
infrastructure needs are initiated/completed and the cogeneration 
plant is constructed (early in fiscal year 20/21). This will give rise to a 
need for debt financing with its associated impact on operating costs 
and future capital investments (ie a new Hospital Information 
System). 

• During the budget process, we have added to our cost structure 
without a planned increase in weighted cases. As such, it is likely 
that we have not altered 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 future years, if/when the medium sized hospital 
exemption is removed. 

 
 
To address these ongoing financial risks, management is continuing its 
deliberations with the intent of identifying additional efficiencies and 
revenue opportunities that will be applied to some targeted organizational 
reinvestments. In addition, the planned one-time contingency of $.5M (in 
addition to the ongoing Corporate contingency of $.2M) should assist with 
any financial gaps that may result from a Ministry change in funding, 
unforeseen costs related to operating in new space, or growth in volumes 
linked to length of stay or ALC. In addition, WWLHIN informal 
communication continues to imply that the Ministry’s focus on eliminating 
“hallway medicine” should give rise to funding for incremental surge beds. 
 
In addition, CMH’s Clinical PCOP funding allocation is accompanied with 
“start-up” funding that is linked to increased clinical activity. “Start-up” 
funding is one time in nature and is allocated at a rate of 12.5% (equates to 
approximately 6 weeks per incremental full time employee) of approved 
expanded clinical activity. In the first year of the Clinical PCOP, CMH would 
be eligible to receive approximately $.65M to orient and train new staff that 
would be required to provide services to a targeted 25% growth in clinical 
activity. Some of this one-time funding will be required to cover the cost of 
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orientation and training of incremental staff that will be hired in Mental 
Health. However, most of the other incremental volume has already been 
generated in the current year with minimal increase in “start-up” costs. As 
such, a significant portion of this funding will serve as an additional one 
time contingency to either address any unforeseen capital and/or operating 
risks. 
 
Recommendation 
 
To recommend to the Board, the approval of the 2019/20 operating budget. 
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