@ ’ACADEMIC

Preparing And Managing An Operating
Budget In Healthcare

Posted on March 29, 2025

Financial management is one of the most critical components in healthcare to provide quality care
along with making the organization more sustainable. Operating budgets also form one of the building
blocks in financial management for healthcare facilities, providing a means through which
administrators can allocate resources effectively and efficiently as well as exercise cost control while
anticipating future needs (Zhang & Bohlen, 2023). As the nurse manager of a 35-bed unit at Riverside
Medical Center (RMC), | must develop an operating budget that meets these requirements but also
addresses issues related specifically to managing a diverse patient population. The budget will guide
financial stewardship, ensuring that the unit operates within its means while continuing to provide
exceptional care.

Preparing Operating Budget

Balancing the needs of budget development with careful cost management is critical in developing an
operating budget for RMC’s 35-bed unit to remain a fiscally viable entity. The proposed budget
provides a clear picture of anticipated revenues from patient care, insurance reimbursements and
other sources with the costs needed to run the unit effectively over 1 year. The budget is intended to
outline very specific areas of expenditure (e.g. labor, supplies and overhead costs). Furthermore, it
incorporates a contingency budget to account for the general principle that all significant unexpected
costs can only be managed through appropriate extra funding (Ammar et al., 2023).

Category Item Fiscal Year (2024)
Revenue Sources Patient Care Revenue $5,000,000
Insurance Reimbursements $1,500,000
Government Grants/Subsidies $300,000
Ancillary Services Revenue $250,000
Total Annual Revenue $7,050,000
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Category Item Fiscal Year (2024)

Labor Costs Salaries and Wages $2,500,000
Overtime $300,000
Benefits (Health, Retirement, etc.) $750,000
Recruitment and Training $100,000

Supplies and Equipment Medical Supplies $400,000
Non-medical Supplies $50,000
Equipment Maintenance $100,000
New Equipment Purchases $200,000

Overhead Costs Utilities $150,000

Housekeeping and Laundry Services $80,000

IT Services and Support $100,000
Facility Maintenance $120,000
Patient Care Costs Medications $500,000
Dietary Services $200,000
Specialized Care (Therapies) $150,000
Administrative Costs Professional Fees $50,000
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Category Item Fiscal Year (2024)
Licensing and Accreditation $30,000
Insurance $200,000
Contingency Fund Emergency Fund $100,000
Total Annual Operating Costs $6,080,000
Excess Revenue Over Costs $970,000

|dentification of Knowledge Gaps and Areas of
Uncertainty

The actual insurance reimbursement and government grants will vary depending on policy changes
as well as patient demographics (He, 2023). Patient care revenue projections are high-level estimates
and depend greatly on the volume of patients admitted. It is an unanticipated increase or decrease in
patient admissions which can affect the overall financial performance for any given unit. Another area
where more precise data is missing is the ancillary services, where revenue could be improved by
better market analysis (Rancilio et al., 2024). A previous year’s detailed financial reports would be
needed for further refinement in the budget (Bichachi, 2024). Furthermore, improved synchronization
with the billing department would increase the precision of revenue forecasts.

Designing the Budget

Assumptions

A realistic and sustainable financial plan was developed to ensure that the needs of a 35-bed RMC
unit were adequately budgeted by making several key assumptions. An assumption was that patient
admission would be uniform over the fiscal year, which is crucial in revenue projections and workload
estimations (Lahijanian & Alvarado, 2021). Furthermore, it was assumed that labor costs, particularly
wages and benefits, would remain stable, despite the potential for fluctuations in overtime due to
staffing gaps. It also assumed that there are little changes in utility and equipment maintenance
costs, thus helping to allocate stable funds across different categories.
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Process for Determining Line ltems and Cost Center Codes

Determining line items and assigning cost center codes was a lengthy process that included reviewing
many historical financial documents on the unit, along with relevant operational needs. Labor,
supplies, and overhead costs were broken out for each spend category into line item detail to match
spending patterns associated with the unit. Cost-center codes were derived from standard accounting
practice for expenses incurred in health-care settings (Tuovila,2024). Meetings with department
heads yielded information about expected necessary spending, and benchmarking to comparable
units assured that no expenses were omitted from the budgeted amount.

Funding for Labor and Equipment Costs

The largest portion of the costs tends to be in labor and equipment, so extra resources were allocated
here. The model estimated labor costs based on current staffing, anticipated overtime and needed
recruitment to fill open positions (Beauvais et al., 2023). The equipment costs included determining
the condition of existing equipment, planning for required maintenance and budgeting appropriate
amounts (Li et al., 2022). Ongoing expenditures on medical and non-medical supplies to keep the unit
adequately stocked for patient care needs were also taken into account in the budget.

Staffing Requirements and Calculated Workload

Using patient census data and historical workload trends, the department reviewed staffing needs to
appropriately staff unit while not adding too much additional burden on current team (Beauvais et al.,
2023). Adjustments are made for the care of aging patient population which is more complex and
needs extra time, consequently affecting labor full-time equivalents (FTEs) used. Overtime costs were
also projected based on anticipated staffing shortages, particularly during peak periods, and funds
were allocated to cover these expenses.

Equipment Needs and Associated Ongoing Expenses

The unit’s equipment needs were identified by evaluating the current inventory and determining
which items require replacement or upgrading (Li et al., 2022). Ongoing expenses were also
considered to ensure continuous operation without interruptions. Below is a brief table summarizing
the key equipment needs and associated expenses.

Equipment Estimated Annual Expense

Medical Equipment Maintenance $100,000
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Equipment Estimated Annual Expense

New Equipment Purchases $200,000

IT System Upgrades $50,000

Primary Sources for Budget Information

Budget information is primarily derived from past financial data to compare with the previous fiscal
year, supplier and equipment expenses at the current market prices based on patient care trends,
and revenue projections (Bichachi, 2024). These data were complemented with interviews of unit
heads; financial statements from units similar to the new one, and government forecast receipts. That
detailed information created a more nuanced picture of the unit’s financial requirements, which in
turn should result in an accurate and achievable budget.

Conflicting Data or Information

Although every effort was been made to generate a complete and accurate budget, it is recognized
that some inconsistent data or conflicting details may not have been fully accounted for. For instance,
things like changes in projections of future utility prices, or differences in how much revenue the
predictions suggested would come from different sources, made it difficult for one to make very
precise allocations (Hanson et al., 2022). Accordingly, the budget may need to be modulated based
on stronger information over time through-out the year.

Strategic Plan

Mission of Your Organization or Unit

RMC'’s unit offers high-quality, patient-centered care, particularly to an aging population with complex
care needs. The budget has been carefully prepared to be most aligned with this mission so the
commitment of resource allocation is essential for the organization. For instance, the budget is
providing the funding to meet the staffing levels, which is necessary in combination with financing of
recruitment and training required to provide care at a comparable level needed by the mission of the
unit (de Vries et al., 2023). This also contains a budget supplement for new equipment and
maintenance to replenish the unit to make it prepared to handle high-level patient cases which
directly fits with the mission.
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Executive Leaders’ Reaction to the Budget

The budget will likely be viewed as a highly responsible budget by executive leadership that upholds
RMC'’s tradition of excellent care at the bedside with no major cuts to patient services. The budget
reflects an understanding of the operations in selective parts, such as labor and equipment with clear
planning of which units would serve (Beauvis et al. 2023). However, they may express concern about
the reliance on stable patient admission rates and the potential risks associated with unforeseen
increases in costs, such as overtime or equipment expenses. In response to these fears, a
contingency fund exists in the budget as an emergency account for any unforeseen costs. The
executives should be confident that the unit administrators are properly prepared for future
obstacles.

Nice-to-Have ltems

The budget was built around the essential expenditures, and therefore it has no ‘nice-to-have’ items.
This approach is ensuring the redirection of all available resources to the needs of the unit, that is
appropriate staffing and equipment maintenance for the care of patients. This helps to keep the
budget lean and centered on what is most core in regard to that unit’s mission. Not including these
items is essential, especially for a healthcare facility that always lacks resources and prioritizes
delivering the best possible quality of care.

Criteria for Future Evaluation of Budget Outcomes

The criteria to determine whether the results of the proposed budget benefit missions that
organizations can assess during their planning include: First, patient care quality metrics like patient
satisfaction ratings and health outcomes are tracked to keep the unit in alignment with its care goals.
The administrators should also be consistently checking these results with financial metrics (did they
spend what was scheduled and contingency used effectively). They should also give an overall check
to see if the budget allocations of labor costs will create a motivated and capable staff (Hadian et al.,
2024). Measuring budget priorities against these guidelines ensures that the unit’s funds are not only
on its mission but can quickly adapt to new circumstances.

Approach for Ongoing Budget Management
Factors Affecting the Budget

The budget for RMC’s 35-bed unit is influenced by factors at the organization and policy levels, as well
as the resource constraints that limit access to funding. The unit is also part of the hospital’s efforts to
deliver quality care in a cost-effective way. One indicator is that budgeting decisions are directly
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affected by hospital policies on staffing levels, overtime pay and procurements (Brown 2021).
Moreover, intense competition for funds inside the hospital leads to every department supporting
their funding requests with evidence of necessity and goal alignment. This includes making the
decision to invest in equipment maintenance and upgrades for a hospital with cutting-edge medical
technology.

Limit Staff Overtime

Managing additional staff overtime is key for controlling labor costs and avoiding burnout. In the case
of patient admission trends, this will likely look like a more formalized scheduling system that predicts
peak times based on historical patient admissions data and plans appropriately to have enough staff
working during these high-demand hours (Bae, 2024). Cross-training employees in different functions
will also help to reduce the need for overtime by increasing coverage flexibility. For instance, if a
nurse trained in both general care and specialized therapy is available, they can fill in where needed,
reducing the need for additional shifts. Furthermore, efforts will be focused on recruiting to address
any present staffing deficits so as to reduce the need for overtime.

Managing Non-Productive Time and Expenses

Managing non-productive time and associated expenses, such as education and paid time off (PTO)
for obtaining certifications, is essential to maintaining budget control. To address this, the unit will
stagger educational opportunities and PTO to ensure that these activities do not coincide with peak
periods, thereby minimizing disruption to patient care (Stilgenbauer, 2022). For example, certification
courses and training will be scheduled during traditionally slower months, reducing the need for
temporary staffing or overtime. Furthermore, the budget includes funding for mandatory training and
certifications but encourages staff to pursue additional education during their time off, potentially
with tuition reimbursement as an incentive.

Managing the Ongoing Expenses Related to Supplies and
Equipment

Contingent costs for supply and equipment will be cost-contained through a bulk-purchasing contract
as well as regular inventory audits to avoid stockpiling or under-use. The hospital unit will negotiate
contracts with suppliers alongside the procurement department to acquire needed medical and non-
medical supplies at competitive prices. Further, the preventive maintenance schedule for equipment
will be followed to minimize expensive repairs or replacements (Balkhi et al., 2022). For example, key
machines (like ventilators and imaging equipment) will be checked on a regular schedule so as to
avoid unpredictable breakdowns, hence resulting in an increase the costs.
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ldentified Assumptions

The above approaches rely on some key assumptions like patient admission rates will be as steady
and predictable as they have been in the past, enabling health systems to anticipate staffing and
supply requirements. It also assumes that the recruitment of newly recruited employees will
ultimately reduce the overtime burden. The approach assumes that the hospital has a great
purchasing department and can get their buying group agreements for supplies and favorable
contracts with suppliers. The final assumption is that the preventive schedule will avoid major failures
and assist in keeping ongoing costs within budgeted amounts. If any of these assumptions prove
incorrect, the budget may need to be adjusted accordingly.

Conclusion

Characteristics of a well-formulated operating budget for the 35-bed unit at RMC include resource
allocation efficiency, mission alignment and quality patient care sustainability. The unit is well-
prepared to meet both its financial and operational goals by addressing critical functions related to
labor operations, equipment ongoing expenses, and executing the work plan successfully throughout
the fiscal year as a strategic initiative. At the same time, a turn of flexibility and aqility is needed to
adapt in response to any changes in assumptions or unforeseen challenges so necessary adjustments
can be made while still delivering on that mission for the unit.
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