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Environmental Forces that affect Health Care Organization Budgets
Introduction
Health Care organizations are one of the organizations that have a hard time controlling their budgets. This is because they face some external factors that immensely affect their budgets. These factors are labor costs, increasing pharmaceutical costs, Shift to community-based centers for imaging, surgery and other services, expansion of Medicaid and advent of ACOs, and lack of funding from Government and other Organizations.
Labor Costs
For more than 10 years, the biggest budget cost for health care organizations has been labor expenses. This can represent half or more of the budget cost. A lot of staff is involved in the running of a health care organization. Moreover, health care professionals are one of the highest paid professionals and these two factors have led to a high spending on labor.
Increasing Pharmaceutical Costs
The average yearly spending on inpatient drug increased by more than 22 percent between 2016 and 2017. The costs of pharmaceutical drugs from suppliers is increasing and therefore affecting the budgeted costs.
Shift to community-based Centers for imaging, Surgery, and other Services.
This shift has had an impact on revenue. The community based centers comprise arenas that have been fully embraced and people have moved into aggressively partnering with doctors due to Memoria Care Health System’s robust commitment to population health and offering the right care at the right location by the right doctor at the right cost. This system has led to declining in volumes for health care organizations and consequently affecting the budget revenue.
Expansion of Medicaid and Advent of ACOs
This has placed hospitals in at a very high budget risk for just little revenue. Medi-Cal is the worst performing and also the fastest growing payer when it comes to revenue per patient. Medi-Cal expansion is straining the financial performance of health organizations since it covers a lot of patients who were not insured previously. These patients are utilizing Medi-Cal than ever before. Medi-Cal on the other hand is a poor payer. This in turn affects the budget revenue of health care organization.
Lack of funding from Government and other Organizations
Lack of funding has led to dropping margins and sometimes health care organizations operate at negative margins. This challenge keeps becoming imminent as the health organizations’ systems move to population health model hence risking the bottom line. This is especially so since chronic infection management is in outpatient setting, where there is low reimbursement.
Budget Projections with proposed budget improvements
The budget has been adjusted to cater for some organization improvements. The budget is as below. The figures for 2017 have been increased by ten percent from the previous year. The highlighted expenses have been increased by a further twenty percent due to some improvements.
	 
	 2015 Actual 
	 2016 Budget 
	 2017 Projected 

	SALARIES & BENEFITS:
	 
	 
	 

	Salaries
	 $             762,348 
	 $             838,583 
	 $         1,090,158 

	Overtime
	 $               48,245 
	 $               53,070 
	 $               58,376 

	Shift Differential
	 $               92,456 
	 $             101,702 
	 $             111,872 

	FICA
	 $               68,125 
	 $               74,938 
	 $               82,431 

	Health Insurance
	 $               58,463 
	 $               64,309 
	 $               83,602 

	Pension
	 $               43,572 
	 $               47,929 
	 $               52,722 

	SUB-TOTAL
	 $         1,073,209 
	 $         1,180,530 
	 $         1,479,161 

	 
	 
	 
	 

	OPERATING EXPENSES:
	 
	 
	 

	Office Supplies
	 $               10,214 
	 $               11,235 
	 $               12,359 

	Patient Care Supplies
	 $               45,215 
	 $               49,737 
	 $               64,657 

	Travel & Training
	 $                 8,456 
	 $                 9,302 
	 $               10,232 

	Memberships
	 $                 1,512 
	 $                 1,663 
	 $                 2,162 

	Equipment Repair
	 $               10,215 
	 $               11,237 
	 $               12,360 

	Rentals & Leases
	 $                 2,572 
	 $                 2,829 
	 $                 3,112 

	Miscellaneous
	 $                     450 
	 $                     495 
	 $                     545 

	SUB-TOTAL
	 $               78,634 
	 $               86,497 
	 $             105,427 

	 
	 
	 
	 

	TOTAL COSTS
	 $         1,151,843 
	 $         1,267,027 
	 $         1,584,588 



Salaries
The organization will expand and open a new hospital wing.  Due to this, there will be a need for nurses and doctors. This will in turn lead to an increase in salary expenses. This will lead to more revenue due to more clients, and hence the profit margins will be realizable.
Health Insurance
Due to Medi-Cal, health insurance has been increased to cater for the delayed medical insurance payment. It has also been increased to cater for patients who default in the insurance payment. This will lead to a high revenue and hence good profit margins.
Patient Care Supplies
This involves pharmaceutical drugs. Due to their increase in price, the cost has been increased to cater for the bulk purchase which will eventually lead to a low cost (Mammano & Tyson 2008). The increase in cost will cater for excess pharmaceutical drugs which will lead to a lower unit cost; hence the profit margin will still be realized.
Memberships
This cost has also been increased to help cater for subscriptions to various health organizations. This will increase exposure for the institution and consequently lead to more grants and funding. Grants will assist to improve the services of the health organization and consequently increase revenue.

Measurement of Financial performance
Operating profit Margin
This is the measurement of total operating expenses to total sales made during a given period (Silber, Rosenbaum, Ross, Lugwig, Wang, Niknam, & Fleisher 2014). You should be expectant of positive change in this ration signifying that revenue is increasing faster than the operating costs.
Gross Margin
This ration measures total direct expenses against total sales made during a given period. In the case that direct sales costs and customer service costs are high, it is possible that they will be high in future.
Total headcount per client
For this ratio to work, divide the number of staff in your organization by the number of clients you have. Then decide if it is possible to manage that many clients per staff in three years when the company will have achieved growth.  If not, it will be crucial that you go back to your assumptions about payroll costs or revenue or both.
Conclusion
This paper properly explains and demonstrates the environmental factors that affect the budgets of health care organizations and also measures of financial performance. Various forces have been discussed ranging from labor costs to lack of funding from government and other institutions. In spite of these forces affecting the budgets, the health care organizations must ensure that they operate within reasonable profit margins.
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