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Introduction

Health Care organizations are one of the agencies that have a hard time controlling their budgets. The problem is because they face some external factors that immensely affect their budgets. These factors are labor costs, increasing pharmaceutical expenses, 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 ten years, the most significant budget cost for healthcare organizations has been labor expenses. This can represent half or more of the budget cost. A lot of staff and labor that is of high experience is involved in the running of a healthcare organization. Moreover, healthcare professionals are one of the highest paid professionals and these two factors have led to high spending on labor. Labor costs are high as medical professionals are among the top paid professionals in the civil servant. Reasonably, this makes the cost of labor higher hence limiting healthcare from seeking experienced healthcare professionals. Moreover, it limits the capacity the capacity to employ the correct number of healthcare professionals. 

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. High pharmaceutical costs subject the healthcare organizations to financial constraints hence limiting proper budget and allocation of finances since it requires high costs to fund pharmaceutical 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 areas that have been thoroughly embraced, and people have moved into aggressively partnering with doctors due to Memorial Care Health System’s robust commitment to population health and offering the right care at the correct location by the right doctor at the right cost. This system has led to the decline in revenue as well as volumes for healthcare organizations. The reduction has subjected the healthcare organizations to face deficits in their budget hence not able to finance their budget due to insufficient finances of lack of funds. 

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 income 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 healthcare organization.

Lack of funding from Government and other Organizations

Government funding and donations play a fundamental role in the healthcare sector. In that, it works to support the budget by providing additional funding on the budget. However, the lack of funding has led to dropping margins, and sometimes healthcare organizations operate at negative margins. Besides, the healthcare problems are becoming more imminent as the health organizations’ systems move to population health model hence risking the bottom line. Therefore, the model makes it much expensive as it recommends outpatient setting for chronic infections. Reasonably, this is expensive to manage to the healthcare sector. 

Budget Projections with proposed budget improvements

The budget has been adjusted to cater for some organization improvements. The budget is as below. Ten percent has increased the figures for 2017 from the previous year. The highlighted expenses

	 
	 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 


	Item 
	Cost 

	MRI Machine 
	$ 3, 000,000

	Billing Machine 
	$ 385

	Total
	$ 3, 00385


Salaries

Salaries are a recurrent expense, that is well budgeted. However, the wage bill is on the ceiling with most healthcare professionals and experts being paid more significant wages. In the long run, the wage bill works to strain the budget as it requires a lump sum amount to ensure that every healthcare professional is well compensated and motivated to work. 

Health Insurance

Due to Medi-Cal, health insurance has been increased to cater for the delayed medical insurance payment. It has also been improved to cater for patients who default in the insurance payment. This will lead to high revenue and hence right profit margins. Reasonably, the delay in paying insurance forces the healthcare to drain its budget in the long run. This creates a deficit in the budget hence negatively impacting on a budget of healthcare organizations.

Patient Care Supplies

Patient care supplies as well as a recurrent expense in the budget. Patient care supplies involve pharmaceutical drugs, among other supplies that work to ensure a comfortable stay for the patient. The care supplies are expensive to acquire, and besides, the costs keep increasing at a constant rate (Mammano & Tyson 2008). The expenses incurred ought to be catered for by the budget. In the long run, this increases the spending and increases the budget deficit. Sensibly, this creates a budget crisis when it comes to allocation of funds since the hospital realizes little profit margin.

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 and donations will assist to improve the services of the health organization and therefore increase revenue.
Measurement of Financial performance

Operating Profit Margin

Operating profit margin entails the analysis 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. Therefore, to ensure that the healthcare organizations manage their budgets it is essential for the agencies to ensure that they reduce their expenses, salaries and wages and other expenses to realize more income that can be used to fund the budget allocations of the organizations. 

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 team 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 accurately explains and demonstrates the environmental factors that affect the budgets of healthcare 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 effects affecting the budgets, the healthcare organizations must ensure that they operate within reasonable profit margins.
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