
 

 

 
OVERVIEW 
This section will provide physician leaders with an understanding of the manner in which 
hospitals are funded, potential changes to the funding formula and information regarding 
Local Health Integration Network (LHIN) planning cycles.  

 

HOSPITAL FUNDING 
The Ministry of Health and Long-Term Care (MOHLTC), through the LHIN, is the major 
source of hospital revenue, accounting for about 85-100% of operating revenues for 
most hospitals.  Other sources of revenue include revenue-generating activities (e.g., 
cafeteria and parking income), funding from other government sources (e.g., Federal 
funding for veterans’ healthcare, provincial funding for workplace accidents through the 
Workplace Safety and Insurance Board), grants, donations and charitable giving.  
Donors are also a vital source of hospital funding and important hospital stakeholders. 

Hospitals receive funding in a variety of ways.  The most significant source of 
government funding is the hospital’s global budget, which flows from the MOHLTC 
through the LHIN, and covers the majority of in-patient and out-patient funding.  
Hospitals have flexibility in allocating their global budget within the terms of their 
accountability agreements.  Global funding is earned based on formulas – historically, 
global funding has been based on past funding requirements rather than patient volumes 
or performance (see the next section for a discussion of the MOHLTC’s new patient-
centered approach).  Other MOHLTC/LHIN funding includes priority services funding for 
designated programs (e.g., chronic kidney disease), funding to support expansion of 
services following expansion of hospital facilities, and hospital on-call (HOCC) funding. 

Capital Projects may be funded in part by the MOHLTC, which requires that a significant 
portion be funded by the hospital through a “local share” (local community giving).  
Hospitals may also fund capital projects fully from their own funding (e.g., parking 
revenues) or fundraising activities.  
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Potential Changes 
Hospital funding is a complex area which continues to be subject to change.  The 
underlying legislation, formal and informal policies of the MOHLTC and the LHINs, local 
implementation and hospital-specific issues, are in a constant state of transformation.   

The Ministry has recently announced a change in the funding formula which underlies 
Hospital-LHIN Accountability Agreements (referred to as Health System Funding 
Reform, or HSFR), shifting from global, provider-based funding to patient-focused 
funding (referred to as Patient-Based Funding, or PBF).  A Health-Based Allocation 
Model (HBAM) now distributes funding based on the volume and type of patients, and, in 
addition, hospitals will receive funding for the number of patients treated for certain 
procedures (e.g., hip and knee replacements) via Quality-Based Procedures (QBP) 
funding.  HBAM and QBP will phased in over a number of years.  The Ministry’s intention 
is that, for most hospitals, the global budget will eventually account for approximately 
30% of funding, while HBAM will account for 40%, and QBP for 30%. 

Annual Budget Cycles 
Physician leaders may be involved in supporting their finance team in the annual 
budgeting process.  The budgeting process will be driven in large part by ‘cost centres’ 
that are defined by the hospital.  Physician leaders involved in the budgeting process 
should have a good understanding of different cost centres, department-level cost 
segmentation, and different cost categories/drivers (e.g., labour, materials, overhead).   

The extent of physician leader involvement will vary considerably across hospitals.  
Physicians are encouraged to consult with their finance departments to determine their 
role in this process.   

 
Additional Resources to Consult 

Analysis of Hospital Costs: A Manual for Managers (World Health Organization) 

This is a practical guide to the principles and methods of cost analysis as a managerial 
tool for improving the efficiency of hospitals.  Targeted at managers and administrators, 
the manual aims to equip its readers with the knowledge and skills needed to calculate 
the costs of different activities or departments, analyze their significance, and use this 
information to manage resources wisely. Throughout, recommendations and advice are 
specific to the different purposes of cost analysis and the different types of decisions 
commonly facing managers. 

 
  

http://www.amazon.com/Analysis-Hospital-Costs-Manual-Managers/dp/9241545283�


 

 

 

LHIN PLANNING CYCLES 
The organizational priorities and funding levels of individual hospitals will often be 
impacted by LHIN planning cycles.  As described in Module 1, the LHINs oversee and 
fund health service providers (as defined in the legislation), including public hospitals.  
The LHINs also engage in health system planning, system integration (including 
transferring, merging, amalgamating, or ceasing provision of services), co-ordination, 
and oversee health service provider performance pursuant to service accountability 
agreements and performance agreements.  Physician leaders are encouraged to visit 
their LHIN’s website, which will have information and resources on the LHIN planning 
process and priorities.  Helpful planning documents published by each LHIN include 
(among others): 

• Strategic plans 
• Annual reports 
• Business plans 
• Community engagement plans 
• Health service integration plans 
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OVERVIEW 
Physician leaders must understand how their organizations are managed financially, 
specifically in regards to budget planning and forecasting. The ability to interpret 
financial statements, understand performance ratios, and project accurate cost budgets 
allows physician leaders to share common language with hospital administrators and 
more effectively communicate decision rationale to their teams. This section will provide 
basic financial education for new physician leaders, and direct readers to additional 
resources for further information. 

 
  

Key Sources 
Note: The following resources are US-specific, hence some information may not be accurate 
and relevant for Canadian hospitals. However, these resources do contain helpful 
information specific to understanding financial statements and performance.  

How to read a financial report 
This booklet developed by Merril Lynch guides readers in reading financial & annual reports. 
  

Investopedia Financial Dictionary 
This online financial encyclopaedia offers a comprehensive dictionary of financial terms with 
clear explanations, examples, video explanations, and additional resources including articles 
of interest related to the term searched.  
 

Health Care Financial Statements 
This guide helps physician leaders identify and understand the four basic types of financial 
statements particular to health care organizations. 
 

A Community Leader’s Guide to Hospital Finance This resource guide provides 
vocabulary to help understand a hospital’s financial performance, an overview of financial 
statements, and tools to help evaluate financial performance.  

 

http://www.lib.uwo.ca/files/business/howtoreadfinreport.pdf�
http://www.investopedia.com/dictionary/�
http://www.blackwellpublishing.com/zelman/chapter02.pdf�
http://www.wvha.com/governance/documents/a_community_leaders_guide_to_hospital_finance.pdf�


 
 

 

 
ELEMENTS OF A FINANCIAL STATEMENT 
There are three key types of financial statements used in the Ontario hospital system:  

1. Statement of Financial Position 
2. Statement of Operations and Changes in Net Assets 
3. Statement of Cash Flows.  

An example of each of these is provided in the appendices of this module.  Each of 
these sample statements is organized into three major sections: heading, body, and 
notes. The heading contains the name of the organization, type of financial statement, 
and date(s). The body of the statement contains the financial data. The notes contain 
details of the financial information, including descriptions, accounting policies, and 
additional information relevant to the reader. Often, the notes are grouped together for 
all three financial statements at the end of a report. 

Note: for the purpose of illustration, example statements were modeled after the financial 
statements from the 2011 Annual Reports of the University Health Network, Alexandra 
Hospital Foundation in Ingersoll, and the London Health Sciences Centre.  

 

1. The Statement of Financial Position  
The Statement of Financial Position is a snapshot of an organization’s financial position 
at a specific point in time

2. The Statement of Operations and Changes in Net Assets 

. It shows what the organization owns (assets) and what the 
organization owes to others (liabilities + net assets) at the report date.  For a balance 
sheet to be properly ‘balanced’, the total assets must equal the total liabilities + net 
assets. For more information, refer to Appendix 1.  

The Statement of Operations and Changes in Net Assets is a two-part statement that 
shows how an organization performed during a period of time

The first part is the ‘Statement of Operations’: a measure of whether more money was 
generated/received or spent, resulting in the ‘Excess of revenue over expenses for the 
year’ total. The second part is the ‘Changes in Net Assets’ section, which adds the 
excess of revenue over expenses for the year to the previous year’s ‘Net Assets’ mount, 
resulting in the ‘Net Assets, end of year’ amount. 
 

 (typically a year), and 
whether the organization’s operations resulted in a profit or loss. This statement is 
somewhat similar to the Statement of Cash Flows (see below), but recognizes revenues 
and expenses when they are earned or owed, not necessarily when “cash” changes 
hands. For example, supplies may be ordered in December (the last month of a fiscal 
year), but the invoice is not paid until January (the first month of the following fiscal 
year). The expense would appear in the Statement of Operations for the current fiscal 
year, but not on the Statement of Cash Flows until the following year.  

http://www.uhn.ca/about_uhn/corporate_info/reports_statements/index.asp�
http://www.alexandrahospital.on.ca/images/foundation/2009%20-%202010%20Foundation%20Annual%20Report.pdf�
http://www.alexandrahospital.on.ca/images/foundation/2009%20-%202010%20Foundation%20Annual%20Report.pdf�
http://www.lhsc.on.ca/About_Us/LHSC/Publications/2011/�


 
 

 

 

It is important to note that there is a difference between the operating and capital 
budgets. A useful analogy for these budgets is the purchase of a car. The purchase of a 
car is capital, as the expected life of the motor vehicle is more than one year. The cost 
of fuel only provides a short-term benefit (less than one year), and therefore is an 
operating expense. These two budgets are linked, because a person needs to ensure 
that s/he have enough funds in both his/her capital and operating budgets to support the 
purchase and ongoing expense before purchasing the car. For more information, refer to 
Appendix 2.   

3. The Statement of Cash Flows 
The Statement of Cash Flows shows the amount of cash and cash equivalents entering 
and leaving an organization. It helps stakeholders understand how the organization’s 
operations are running -- where the money is coming from, and how it is being spent. It 
is different from a ‘Statement of Operations’ because it does not include the amount of 
future incoming and outgoing cash that has been recorded on credit. Because cash is 
not estimated, the ‘Statement of Cash Flows’ provides a reliable perspective on short-
term hospital financial performance. For more information, refer to Appendix 3.  

 
  



 
 

 

 

UNDERSTANDING KEY PERFORMANCE RATIOS 
Performance ratios can help managers put individual figures in context by comparing 
several pieces of financial information through one summary measure. They can be 
used to look at trends over time, understand the full financial story of an organization, 
and compare financial performance to other organizations. There are two major 
categories that ratios aim to evaluate which are relevant to Canadian hospitals: (1) 
Profitability, and (2) Liquidity. Within these categories, there are two main performance 
ratios that are important to note in terms of hospital financial reporting: 

 

Ratio 
Category 

Ratio Definition Why it is used 

P
ro

fit
ab

ili
ty

 

Operating 
Margin or 
Total Margin 

Revenues in excess of 
expenses 

Total Revenues 

Shows the percentage of profit kept for every 
dollar of revenue, and excludes the impact of 
facility amortization (land, building and building 
service equipment). 

 This is ultimately a measurement of hospital 
efficiency. This can be an indication of cost 
control, as well as revenue growth. Remember 
that in order to understand trends (cost versus 
revenue changes), you must look at the actual 
input numbers versus the percentage the 
formula generates. 

It is important to note that “100%”efficiency will 
never exist. Some baseline of expenses must 
be present to run the hospital. That being said, 
there is certainly an optimization model that is 
possible which maximizes a hospital’s operating 
margin, while still delivers on other key metrics 
such as quality of healthcare and ability to meet 
community demands. 



 
 

 

Li
qu

id
ity

 

Current 
Ratio 

Current Assets 

Current Liabilities 

Measures how many times the hospital is able 
to meet its short-term obligations with short-
term resources. Short-term obligations are 
obligations typically due within one year’s time, 
whereas short-term resources are those 
resources readily available to equity and debt 
holders (such as cash, accounts/receivables, 
inventory, and prepaid expenses) in terms of 
being able to be liquidated into cash.  

The higher the ratio, the more liquid a hospital 
is. If current liabilities exceed current assets, a 
hospital may have a difficult time meeting short-
term obligations. If the current assets of a 
company are more than twice the current 
liabilities, the hospital is generally considered to 
have good short-term financial strength. 

 

Within each of these ratios, the hospital, LHIN, and province may have different 
mandates or thresholds that the hospital must or strive to adhere to. In 2010-2011, St. 
Michael’s Hospital reported that the provincial total margin average was 2.1% and 
current ratio average was 0.85. 

In addition to the above ratios, year over year (YOY) trend analyses (specifically for 
revenues and expenses) and industry/LHIN/provincial average benchmarking can be 
performed. 

 

 
 

 
  

http://www.stmichaelshospital.com/indicators/financial.php�
http://www.stmichaelshospital.com/indicators/financial.php�
http://www.investopedia.com/�


 
 

 

 
UNDERSTANDING THE BALANCED SCORECARD 
 

The Balanced Scorecard (BSC) is a tool which aligns strategic goals with performance 
indicators. The BSC is “balanced” as it includes both financial (planning and funding), as 
well as other strategic and operational indicators. It also includes both relevant past 
history and future objectives, and encompasses both a process to measure as well as 
an accountability framework. The BSC has historically been used as a business tool, but 
has been adapted for use in hospitals, as well as other public sector organizations to 
represent their unique strategy for long-term value creation.  

The BSC tells an organization’s strategic story by describing how the organization’s 
leaders will motivate employees with the right mix of skills, tools, and information in an 
environment designed for sustaining improvements. This is done in order to drive 
process improvements that have maximum leverage for delivering value to clients, while 
simultaneously meeting financial obligations. 
 
Typically, BSCs are represented through four dimensions: a client perspective, a 
financial perspective, an internal perspective, and a learning and growth perspective. In 
a few Ontario-based examples, healthcare organizations have interpreted these 
dimensions in terms of the following four quadrants: 

1. Health Determinants and Status – Tracks the rate of disease and health 
behaviour patterns 

2. Resources and Services – Focuses on inputs (finance, HR) and corresponding 
outputs (key activities, level of service) 

3. Community Engagement – Measures client and community satisfaction and 
participation in program planning and delivery 

4. Integration and Responsiveness – Measures health unit responsiveness to 
issues and evidence 

The BSC aims to cross-functionally link business departments and healthcare providers 
to optimize cost savings along with delivering the best care to patients, providing the 
best service to the community, and playing a role in health prevention as shown in the 
quadrants above. Most often, BSC’s are “owned” by the finance team, but many 
individuals from the organization in other departments have elements they are 
accountable for, and the performance objectives and measures cascade down the 
organization to support higher-level objectives.  

Some examples of BSC used within hospitals and healthcare organizations in Ontario 
can be found below: 

Sunnybrook Hospital: Balanced Scorecard 

York Region Public Health: Balanced Scorecard 

 

http://sunnybrook.ca/uploads/Final_BSC_Jun_12.pdf�
http://www.york.ca/NR/rdonlyres/irsynpzbrmb2uphbfi7vcsl546cg5ydggtclsi6p5tilxs7vxl72auozjbvfyi5pczalk6yminz3dykrjbuqoc4iye/3093_balancedscorecard_2007_web.pdf�


 
 

 

 

Additional Resources to Consult 
PMI’s Dollars and Sense: Finance and Economics for the Health Care Leader Course 

PMI offers a course to healthcare leaders specifically focusing on finance within the 
healthcare environment. The course is based on seven key modules over three days:  

• Health economics: Learning economic concepts as they relate to health care. 
• Applying health economics: Applying economics to health care challenges. 
• Hospital financial information: Understanding statements, cash flow, and 

amortization.  
• Investment evaluation: Understanding criteria for investment alternatives. 
• Cost/Profit dynamic: Understanding cost behaviour, contribution margins, and 

break-even analyses. 
• Cost-benefit analyses: Understanding different tools to apply economic analyses. 
• Ethics: Applying knowledge of all modules into different scenarios. 
 

More information about the program, including course offerings, is indicated in the 
annual PMI catalogue which is posted on the PMI website.  
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APPENDIX 1 
 

The Statement of Financial Position 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

1. Assets: the resources of the organization which are used to provide service and generate 
value 

2. Current assets: assets which can be converted to cash or used to pay current liabilities 
within one year (e.g. cash & cash equivalents, short-term investments, supplies, prepaid 
expenses)  

3. Non-current assets: assets which which cannot easily be converted into cash (e.g. long-
term investments, property & equipment less amortization)  

4. Liabilities and Net Assets: calculated as ‘Assets = Liabilities + Net Assets’  
5. Liabilities: the financial obligations of an organization  
6. Current liabilities: financial obligations which must be settled in one year (e.g. current 

portion of long-term debt, accounts payable)  
7. Non-current liabilities: financial obligations which must be paid over a time period longer 

than one year (e.g. long-term debt)  
8. Net assets (also known as ‘Fund Balance’, or ‘Shareholders’ Equity’ in investor-owned 

organizations): = Assets – Liabilities; assets with varying degrees of donor restriction  



 
 

 

 

The following financial statement was modelled after a Statement of Financial Position from the 
University Health Network Annual Report (2011). 

 

Section Elements Example 
Title Name of Organization   
  The Statement of Financial Position   
  Date    
        
Body 1. Assets    
  2. Current Assets   
    Cash & cash equivalents 100 
    Accounts Receivable 75 
    Inventory 50 
    Prepaid expenses 10 
  Total Current Assets 235 
  3. Non-current Assets    
    Capital assets, net 800 
    Long-term investments 200 
  Total Assets 1235 
        
  4. Liabilities & Net Assets   
  5. Liabilities     
  6. Current Liabilities   
    Accounts payable 250 
    Current portion of long-term debt 5 
  Total Current Liabilities 255 
  7. Non-current Liabilities   
    Deferred research contributions 100 
    Long-term debt 200 
    Deferred capital contributions  300 
  Total Liabilities  855 
        
  8. Net Assets  380 
  Total Liabilities & Net Assets  1235 
Notes  • Accounting Policies   
  • Information on Key Numbers    

 
 
 
 

http://www.uhn.ca/about_uhn/corporate_info/reports_statements/index.asp�


 
 

 

 
APPENDIX 2 

The Statement of Operations 
 

 
  

1. Revenue: income of the organization derived from providing patient services, sale of 
assets, contributions  

2. Expenses: measure of the resources used to generate revenue (operating expenses 
include salaries, supplies, insurance, lease, etc.)  

3. Excess of Revenue over Expenses for year: also known as operating income, or ‘surplus’  
4. Net assets, beginning of year: taken from previous year Statement of Operations 
5. Net assets, end of year:  sum of Net Assets, beginning of year and excess of revenue 

over expenses for year 



 
 

 

 

The following financial statement was modelled after a Statement of Operations from the 
Alexandra Hospital Foundation in Ingersoll annual report (2011).  

 

Section Elements Example 

Title Name of Organization   
  The Statement of Operations and Changes in Net Assets   
  Date    

        

Body 1. Revenue   
    Ontario Ministry of Long-Term Care / LHIN   
         Hospital Programs 800 
         Specially funded programs  50 
    Other Patient Services  100 
    Grants & donations for research / other purposes 200 
    Ancillary services and other  175 
    Amortization of deferred capital contributions  50 
  Total Revenue 1375 
        
  2. Expenses   
    Compensation 850 
    Medical, surgical supplies and drugs 150 
    Specially funded programs 50 
    Plant operations and equipment maintenance  40 
    Depreciation  100 
    Interest on long-term debt  10 
    Supplies and other  150 
  Total Expenses 1350 
        
  3. Excess of Revenue over Expenses for year 25 
  4. Net Assets, beginning of year 250 
  5. Net Assets, end of year 275 
        

        

Notes  • Accounting Policies   
  • Information on Key Numbers    

 

http://www.alexandrahospital.on.ca/images/foundation/2009%20-%202010%20Foundation%20Annual%20Report.pdf�


 
 

 

 
APPENDIX 3  
 
The Statement of Cash Flows 

 

 

 

 
  

1. Cash from Operating Activities: The changes in cash resulting from normal operating 
activities of the organization  

2. Excess of revenue over expenses for year: taken directly from Statement of Operations  
3. Cash Used from Investing Activities: Cash inflows and outflows resulting from investments 
4. Cash from Financing Activities: Cash inflows and outflows resulting from financing 

activities (e.g. obtaining grants, borrowing or paying back long-term debt)  
5. Net Increase in Cash and Equivalents during the year: Total cash flows from operating, 

investing, and financing activities  
6. Cash and Equivalents, Beginning of Year: taken from previous year’s statement  
7. Cash and Equivalents, End of Year: Total of net change in cash and cash equivalents plus 

last year’s final amount; same number that appears in the ‘cash’ section of balance sheet 



 
 

 

 

The following financial statement was modelled after a Statement of Cash Flows from the 
London Health Sciences Centre Annual Report (2011). 

 

Section Elements Example 
Title Name of Organization   
  The Statement of Cash Flows    
  Date    
        
Body 1. Cash from Operating Activities   
  2. Excess of revenue over expenses for year 25 
    Add (deduct) items not involving cash   
         Depreciation 75 
         Amortization of deferred capital contributions -50 
         Provisions for doubful accounts  2 
      52 
    Net change in non-cash working capital balances  10 
    Net increase (decrease) in deferred research contributions -2 
        
  Total Cash Provided by Operating Activities  60 
  3. Cash Used from Investing Activities   
    Purchase of capital assets -50 
    Net decrease in loans receivable 3 
    Increase in long-term investments  -5 
  Total Cash Used in Investing Activities  -52 
  4. Cash from Financing Activities   
    Contributions received for capital purposes 50 
    Repayment of long-term debt -8 
  Cash Provided by Financing Activities 42 
        
  5. Net Increase in Cash and Cash Equivalents during the year 50 

  
6. Cash and cash equivalents, 
beginning of year  

 
50 

  7. Cash and cash equivalents, end of year  100 
        

Notes  • Accounting Policies   
  • Information on Key Numbers   

 

 

http://www.lhsc.on.ca/About_Us/LHSC/Publications/2011/�
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