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Multi-Year Capital Plan and 2017/18 
Capital Equipment Budget 
 
 
Summary and Background 
In February and June 2016, Management and the Board reviewed draft multi-
year capital equipment strategies and discussed the financial impacts of the 
regional HIS initiative. In summary, that multi-year plan identified significant 
capital investment (inclusive of the HIS) that resulted in $8M of debt at the end of 
fiscal year 22/23. Subsequently, a decision was made that a fundraising 
campaign to fund the HIS investment would not be possible which resulted in a 
loss of $15M of potential cash flow. This was partially replaced by a guaranteed 
$12M PCOP cash flow linked to Ministry funding for the approved CRP capital 
equipment list. The net impact was a $3M increase in the outstanding debt 
obligation to the end of 22/23.  
 
During the past year, three specific capital needs have been discussed with the 
Board and added to the capital list of priorities. They include: 
 

• The new Ontario College of Pharmacists’ (OCP) regulations which 
mandate significant infrastructure renewal to meet the new drug 
compounding standards; 

• A declining Hospital Infrastructure Renewal Fund (HIRF) grant from the 
Ministry which puts a greater onus on Hospitals to cover the cost of 
building infrastructure renewal; 

• The opportunity to implement a cogeneration plant which could result in 
significant annual operating savings in the range of $.8M; 

 
In total, these three initiatives could add another $10M-$11M of capital 
investment over the next 2-3 years. Management does not believe that these 
three items can be supported in addition to the items contained in the original 
plan. The incremental annual financing cost and debt burden would be 
unaffordable to the organization and unsustainable long term. As such, they feel 
it is important to cap the available capital investment and re-prioritize the 
organization’s capital focus.  
 
After much internal deliberation, Management would recommend that the 
regional HIS strategy be deferred for a period of five years and that the other 
three projects be substituted instead (a separate Briefing Note has been 
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prepared and summarizes management’s recommendation regarding the 
regional HIS). The rationale being that: 

• the OCP investments are mandated to occur prior to January 1/19 and are 
a condition of continued operation of the Hospital Pharmacy;  

• the cogeneration project is eligible for time limited grant funding and offers 
the potential to significantly lower the hospital’s cost structure, repay the 
cost of the investment in approximately 7 years and then provide 
discretionary funds to address unfunded annual inflationary cost pressures 
and unbudgeted one-time investments; 

• There has been a significant historical deferral of building infrastructure 
renewal which has heightened the risk to ongoing operations and 
therefore, requires some immediate reinvestment to ensure long term 
sustainability. 

 
Assumptions and Analysis 
In refining the multi-year strategy, management kept to the original 7 year time 
frame because it coincides with the time frame of the Ministry reconciliation and 
pay out on their outstanding CRP obligations.  
 
Summary of Sources of Funding - CMHF has committed $1.6M towards 
capital equipment in 16/17 (this is the final component of the $10M commitment 
referenced previously). In addition, the local share component of the capital 
campaign ($36.75M) contains $15.575M towards the CRP’s incremental capital 
equipment requirements and the Ministry has committed $3.55M towards any 
“minor” (less than $5K) equipment requirements in the new facility. CMH will also 
plan to generate approximately $4.2M of cash from the 16/17 operations and 
also plans to generate, on average, $3.33M annually, from operations, (which 
assumes a breakeven operating position after building amortization) over the 
remaining period of the plan, that can be applied to the capital need. This will 
require that Management annually develops strategies to cover the cost of 
inflation and financing charges (see below) net of any Ministry funding increases. 
This establishes a target of $2M-$3M of incremental efficiency or new revenue 
streams, annually (assuming no increases in Ministry funding allocations). A 
review of our current working funds and previous year capital equipment 
deferrals indicate an opportunity to direct approximately $1.5M towards the future 
capital need. In addition: 
 

• The CMHF has identified that it is currently approximately $10.75M short 
of its $50.75M target. It has estimated that it will raise $2M (net of 
expenses and any financing charges on the CRP debt) annually on a go 
forward basis. As such, management has assumed that CMH will be 
$4.75M short of its substantial completion payment obligation in 19/20 ; 

• The MOHLTC will release its final $11M CRP payment obligation in 22/23 
(2-3 years following substantial completion). That payment will be 
comprised of a minor equipment contribution in the amount of $3.55M and 
the Post Contract Contingency obligation in the amount of $7.457M. CMH 
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will need to finance approximately $11M of CRP costs at the time of 
substantial completion. This is comprised of minor equipment purchases 
and post contract contingency payments. Prior to 19/20, these amounts 
will be bridge financed by CMHF pre-payments. In 19/20 CMH will need to 
pick up this debt obligation as the CMHF funds will be required for the final 
payment to the contractor at the time of substantial completion. A large 
portion of these financing costs will be covered by reserves from the 
Super Build advance; 

• CMH will receive a Ministry capital grant in the amount of $12.1M that 
represents the Ministry approved amount of new equipment for the CRP. 
This amount will be flowed over 6 years and at the same rate as the 
Facility and Clinical PCOP amounts. 

 
Summary of Capital Requirements – A summary of the planned capital 
commitments include: 

• Capital Equipment 16/17-18/19 - For the first three year’s of the plan, 
management has compiled detailed capital equipment lists and has 
retained the original commitment of $28.8M of equipment (net of changes 
noted below) to address the needs in the new addition plus the 
replacement of existing equipment that has reached end of life. $22.2M of 
this total relates to the CRP with the balance being replacement needs. 
During the past year, further reviews have identified some degree of 
duplication and savings on future purchases. As such, $3.1m has been 
deducted from the planned spend in 16/17 (which is currently about 7-9 
months delayed). An additional $2.6M of planned purchases/investments 
have been added to the list in 17/18. The major additions include 
instrumentation (scopes) for the OR ($.4M), planned renovations to the 
Oncology Drug Compounding space ($.5M) in order to meet new 
standards, the acquisition of medication distribution carts ($.1M), 
expanded IT requirements (core switch, wireless and network equipment) 
for the new facility ($.6M) and renovations to the food preparation space 
($.65M). Other changes include an agreement to pursue shared Ministry 
funding for a new Dialysis Unit (saving of $.5M) and a commitment to 
pursue a mid range leasing strategy to address our parking needs due to 
an absence of land that can be acquired in the short term (saving $.9M). 
In addition, $1.1M has been added to the planned spend in 18/19 to 
address the added cost of creating a Centralized Intravenous Additive 
(CIVA) Program and pharmaceutical barcoding technology (both are 
driven by the new Ontario College of Pharmacists’ (OCP) regulations); 

• Capital Equipment 19/20-22/23 – An annual commitment of $5M towards 
the cost of medical and general equipment (inclusive of any needs for 
contingencies); 

• IT & Regional HIS – A proposal to defer any immediate strategy to join the 
regional HIS initiative and at the same time a commitment to develop a 5 
year IT strategy that would build on our existing systems at an annual cost 
of $2M per year (inclusive of ongoing IT evergreen costs). Currently, 
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2022/23 was targeted as the year to reconsider the regional initiative. This 
is timed to coincide with the timeframe identified at Guelph General 
Hospital and North Wellington/Groves.   

• Building Infrastructure Upgrade - Targeted investments of approximately 
$3M over three years to address much needed building infrastructure 
upgrades. This would focus on the upgrade and replacement of perimeter 
heating and boiler equipment. Other building infrastructure investments 
would continue funded through ongoing Ministry HIRF grants; 

• Co-Generation - A commitment to proceed with the Co-Generation project 
with a planned Spring/17 release of an RFP to select an Energy Service 
Company to partner on the project with, followed by planned construction 
to start in the fall of 2017 (with a 12-14 month construction period). 
Planned cost is approximately $5.7M (net of grant funding) with an annual 
operational saving of $.8M. Management recommends that all savings be 
utilized for the first 7 years of the project to pay down the project’s debt 
obligation; 

• PCOP Equipment – The current estimate has identified an additional 
$2.5M capital equipment need to support the planned 54 bed expansion, 
new operating room and new labour and delivery suite that will be phased 
in over a period of 6 years. 

 
Funding Gap and Future Implications – The proposed multi year strategy has 
a planned capital expenditure that exceeds the current available pool of funding. 
At the end of the 7 year period there will be a projected debt obligation of 
approximately $6.9M. This is primarily driven by two factors:  

• planned capital equipment purchases for the new addition that will exceed 
the Ministry and CMHF contributions for equipment;  

• CMHF contributions towards equipment cease in 16/17 and will not restart 
until 21/22. 

 
CMH’s need for debt financing will occur in late 17/18 or in early 18/19, 
depending on the timing of planned equipment purchases and renovations. The 
next large increase in debt holding will occur at the completion of the CRP which 
will be triggered by the final payment obligation. This additional debt is caused by 
the fact that the Ministry will hold back its cash flow related to Post Contract 
Contingencies and Minor Equipment for a period of 2-3 years and by the fact that 
the CMHF anticipates a shortfall on its $36.75M project contribution. Financing 
for the former amount will have to primarily come from cash generated on the 
Super Build Fund, while the CMHF is mandated by the Ministry to cover the latter 
financing obligations. Financing costs linked to equipment purchases will need to 
be absorbed through operations on an annual basis and will be in the range of 
$.2M-$.3M annually 
 
At this point, management has assumed that it will maintain a working capital 
ratio of 1, as mandated by the Ministry as a condition of their working fund-debt 
relief strategy/agreement. 



Approved at Board Meeting on March 1, 2017 
Policy 1-A-12 

Page 5 of 6 
 

 
Sensitivity and Risk Assessment 
 
The CMHF planned cash flow towards the $36.75M CRP capital campaign 
contribution is viewed as conservative at $2M per year. It is hoped that under 
new leadership and a revived commitment, that the receipt of these funds may 
be accelerated, thus allowing for an increased contribution towards equipment at 
the back end of this strategy.  
 
The cash that is planned to be generated from operations in this strategy is 
significantly less than what has been generated in previous years. The plan 
assumes that CMH will breakeven after the cost of building amortization for the 
remaining six years of the plan. This tempered approach has been necessitated 
by ongoing Ministry funding constraints and the significant difficulty in finding 
additional operational efficiency coupled with unfunded inflationary growth. It 
should also be noted that there will be a significant risk to future funding flows 
caused by increased operational overhead without commensurate volume 
increases which may make this target a more significant challenge in the latter 
years of the plan and may cause some significant operational compromise in 
future operating budget discussions. 
 
The more significant risks associated with this proposed strategy is linked to the 
capital list. The risk is linked to one of three issues: 

• Concern that the identified capital need may be incomplete as a result of 
management transition and vacancies; 

• Pricing errors/variances; 
• Price escalation caused by the decline in the Canadian currency. 

 
This will hopefully be addressed through the annual contingency fund of $.3M, 
and $.9M over three years and through ongoing savings realized through the 
equipment purchasing process (of the $3.1M saved to date, that was referenced 
previously, $.8M was saved due to our purchasing processes). 

 
If the above strategies are insufficient, then the shortfall will be resolved either by 
reducing our capital commitment or by further reductions in operational service 
offerings. 
 
Other risks/challenges include: 
 

• Is an annual $5M capital equipment budget in the latter 4 years adequate 
to meet CMH’s needs? 

• Can CMH continue to achieve a break even operating position after 
building amortization while absorbing incremental financing costs (the 
current year operating challenges raise serious concerns about the 
sustainability of this strategy)? 
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• Will CMH own any additional costs related to the CRP linked to ongoing 
disputes with Bondfield related to a delay claim and/or ancillaries. The 
cash flow projection does not incorporate any additional costs. 

• How best to address the long term parking needs of the Hospital as 
service offering expands? 

 
Recommendation 
 
The revised/proposed multi-year capital strategy has reduced the planned debt 
obligation at the end of 2022/23, re-prioritized investments into OCP mandated 
facility upgrades, building infrastructure and co-generation (along will operational 
efficiencies) at the expense of the regional HIS. In the latter case, a multi-year IT 
strategy will be developed and aimed at continuing to evolve the hospital’s 
automated solutions with the intent of improving patient outcomes, increasing 
access to information and streamlining workload. At this point, management is 
challenged in its ability to further identify any further reductions to the planned 
capital list.  
 
As a result, management requests that the Resource Committee recommend to 
the Board the approval of the multi-year fiscal strategy. The success of this 
strategy (defined as a reduced level of debt obligation at the end of 202/23) will 
be significantly dependent on the Foundation’s ability to expand its philanthropic 
efforts and increase its contributions to support the capital needs of the hospital. 
As such, this will require significant support on the part of both management and 
the Board.  
 
In addition, it is requested that the Resource Committee also recommend to the 
Board the approval of the 2017/18 capital equipment budget in the amount of 
$17.658M. This will address the new equipment needs associated with the 
completion of Phase 2 and Phase 3 of the CRP, approve the investment into a 
Co-Generation facility and address the first year needs of some much needed 
building infrastructure renewal and the development and roll out of an IT strategic 
plan ($1M of which will be targeted at ongoing evergreen strategies and $1M 
conditionally linked to the first year Board approved IT strategy). This capital 
investment will be funded through the next CMHF 2017/18 CRP capital 
equipment installment ($3.45M), cash generated through operations ($3.33M), a 
draw on existing CMH working fund reserves ($1.4M), the first installment of the 
Ministry PCOP equipment grant ($1.5M), and unspent 2016/17 equipment funds 
($3.4M). The balance of the capital equipment funding ($4.5M) will be covered 
through any remaining working capital reserves but most likely through third party 
financing. 
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