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I. The Problem
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Starting Off In The “Red”

Entering a new budget year with a deficit of at least 5% of an 

organization’s total budget can present a number of challenges to 

any CEO or CFO.

In some cases, the deficit is a part of the budget planning while 

other times a deficit occurs because of unexpected revenue 

adjustments such as:

Re-calculation of 
revenues and 

expenditures that leads 
to an unexpected 

outcome

Notice from a revenue 
source that policy or rate 

changes will lead to a 
significant decrease in 

expected revenues

Unexpected operational 
expenditures such as an 

increased cost of 
healthcare for employees 

in a self-managed 
program
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Common Responses To A Deficit Problem

Across the budget elimination of expenditures to create a new balance

Elimination of the newest service line or program to create a new balance

Termination of all employees hired recently enough that they can be legally 

terminated without cause

Build it into the planning process as a “challenge” to address

Accepting the deficit as part of the budget and re-designing strategies and 

tactics:

• Delay expenditures on any item that is not urgent (such as analytical software)

• Postpone or cancel any response to RFP requests by payers for new services
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Why Is It Important To Address The Budget Deficit

• Creating a new barriers by eliminating expenditures across the budget

• Eliminating the newest services lines or programs developed for new 

opportunities to balance the budget

• Create employee turnover to balance the budget which creates potential 

organizational moral issues

• Accept the deficit as part of the 

budget and re-designing strategies 

and tactics:

• Delay expenditures on any item are not urgent

• Postpone or cancel any response to RFP 

requests by payers for new services

Without sufficient financial resources, organizations will struggle to remain 

sustainable during turbulent times and through future growth, by responding to 

the deficit with:



7
© 2017. All Rights Reserved.

1. Inability to implement comprehensive project plans due to a limitation of 

resources needed for both project planning personnel and project 

implementation

2. Insufficient resources to hire new staff needed for 

the development of new services and projects

3. Leadership and management loses focus on needed 

strategies due to more immediate issues created by 

funding deficit

4. Focusing on deficit budgeting usually creates a lack 

of organizational flexibility to respond to changes

Impact On Organizational Strategy

Organizations may not be able to accomplish their strategic plan initiatives or 

implement strategies, leading to:
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Impact On Future Payment Models

1. Ability to identify the high cost, high risk populations and establish an 

effective plan to address their needs

2. Ability to customize service solutions, both for 

specific populations and specific payers

3. Establishing gainsharing models for service 

reimbursement based on meeting both cost and 

4. service performance indicators

5. Measuring and monitoring performance and 

outcome data

As business planning moves from volume-based to value-based, organizations 

will need to have sufficient tools and flexibility to respond to these changes, 

including:

None of the above is regularly doable 

with sufficient resources available 



II. The Solution
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Recommended Approach To Solving Your Deficit 
Problem

Understand Your Leadership Role Expectations1. 

Understand The Meaning Of A Budget Deficit 
Within Your Organization2. 

Develop Realistic Scenarios For Addressing The 
Budget Deficit 3. 

Implement A Plan With Measurable Benchmarks4. 
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1. Understand Your Leadership Role Expectations

Understand your role as a leader in your organization and what is 

expected of you in relation to overcoming a deficit

Have you been hired to 

change or significantly 

improve organizational 

performance & possibly 

even the overall culture?

Have you been hired to 

improve performance but 

maintain the current 

culture?

Have you been hired to 

problem solve operational 

issues as they occur but to 

maintain the performance 

& culture of the 

organization?



12
© 2017. All Rights Reserved.

2. Understand The Meaning Of A Budget Deficit 
Within Your Organization

Look at how a budget deficit impacts your organization on a 

strategic level and an operational level.

• Has the organization been living with a 

budget deficit for at least three years and 

does not consider it a serious problem

• Does the organization regularly have 

budget deficits and uses some form of 

formulaic budget reductions, regardless of 

the strategic priorities

• Does your organization consider any budget 

deficit totally unacceptable and wants 

immediate action to eliminate it, regardless 

of the impact
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3. Develop Realistic Scenarios For Addressing The 
Budget Deficit 

Apply the context provided by the information gathered from #1 

and #2, to develop two or three realistic scenarios for addressing 

the budget deficit, taking into account your role expectation and 

the organization’s goals.

Use an existing formula for 
existing budget reductions 
and work with leadership 
to develop an improved 
budget planning process 

for the next year

Establish a reduction plan 
that saves all services and 

jobs, but significantly 
eliminates any service or 

initiative growth

Create a process that 
includes some elements of 

newly expected budget 
planning while eliminating 

the deficit within the 
context of agency priorities
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4. Implement A Plan With Measurable Benchmarks

Develop and implement a plan that has measurable benchmarks 

both for addressing the deficit and for how the plan contributes to 

organizational development

A. Establish A Timeline

 Establish a timeline for eliminating the 
budget deficit within the context of the 
current budget priorities and monitor 
accordingly

 Eliminating services and positions can be 
done, but in the context of the overall 
agency plan

 Note: Budgeting rules may prohibit any 
deficit carryover, be more concerned that 
the timeline for elimination is realistic for 
the current market environment

B. Establish A Budget 
Planning Process

 Establish the budget planning process and 
the budget management process as a regular 
part of performance management and 
monitor accordingly

 Each manager and director should be trained 
and sufficiently skilled in budget planning 
and monitoring

 As a leader, use this as the first instance of 
monitoring their ability to manage their 
budget  

 Use coaching and mentoring as needed to 
assist



III. The Proof
A Case Study
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The Case Study

The Situation:

1. The agency generally balanced their 
budget with a small surplus

2. Two services were responsible for most 
of revenue that allowed the remainder of 
the agency to operate-Targeted Care 
Management for both SMI and ID/D and 
Congregate Residential for ID/D

3. All clinic-based services, psychiatry and 
psychotherapy, for all ages generally 
posted six-figure deficits

4. The deficit noted above was a 
combination of overly zealous planning 
by the revenue producers and 
misreading the state Medicaid budget

A Community Mental 

Health Center located in 

Central Virginia serving 

approximately 10,000 

people annually with a 

budget of $25 million.  

Upon starting my role as 

CEO, on the first day the 

CFO notified me that they 

had just found out that 

based on faulty revenue 

projections that the 

budget already approved 

by the board had a $2.5 

million deficit.  
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1. Understand Your Leadership Role Expectations

 Brought to the team my experience 

from the private sector in the 

efforts to change the “mission-

only” driven culture

– The state behavioral health and 

Medicaid leadership had concerns with 

service access and quality of the 

company

– I was tasked with developing a strategy 

to improve the performance of the 

company 
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2. Understand The Meaning Of A Budget Deficit 
Within Your Organization

 Based on the expectations of the 

organization’s board, as well as the 

local and state government, there 

was an expectation to have no deficit 

in the new year budget

 The leadership within the internal 

agency, however, was used to seeing 

deficits in most of the services
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3. Develop Realistic Scenarios For Addressing The 
Budget Deficit 

With the understanding of my 
leadership role and the context 
of the budget, the establishment 
of two realistic scenarios were 
ultimately combined:

 Deficit elimination scenario that was intended 
to eliminate 50% each year was developed:

 By eliminating any budgeted service growth
that had not been started and realistically 
increasing everyone’s revenue expectations 
(75% of the deficit was eliminated in the first year)

 The maintain all growth items that could be implemented if that service area 
increased their revenue to be predictably available at the beginning of each 
fiscal year 
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4. Implement A Plan With Measurable Benchmarks

 Developed what became an annual process of budget planning-

all services eventually had a surplus

 Developed what became a 

monthly process of monitoring 

performance using a balanced 

scorecard which including 

budget management



IV. Discussion
Q&A
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Question 1
What changes in the culture that you have developed are responsible 

for the deficit?

 One of the key things that I find in an organization that is operating in significant 

deficits for multiple years or ends up going into a really serious deficit, often times, is 

being solely managed by senior management. Meaning all of the control and all 

decision-making within the budget is being done from the top of the organization. 

When that occurs you usually get less buy-in from middle management and staff on 

managing the budget. I have seen this so many times that I have lost track. 

Organizations that cannot seem to get their staff to be more productive in meeting 

standards, or an organization where decisions that managers feel are very important to 

make, they have to wait and get permission from senior management. Creating a top 

down situation for every decisions. 

 By using a different mechanism to managing the budget, you can also create more 

shared management and leadership. By having more empowered staff who know how 

to problem solve, understanding the budget and the context of the overall plan in the 

organization becomes easier. This then leads to significant cultural shifts in how the 

organization operates and improved performance. 
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Question 2
How do the strategies and tactics being implemented impact job 

security?  Have you had to eliminate jobs? 

 Yes, there have been a few instances where we have had to eliminate some positions 

and that becomes a serious problem if the major strategy is to simply eliminate jobs. In 

a lot of instances, if you use one of the formulaic examples I talked about in the first 

part of my presentation where you just eliminate across the board you might just 

eliminate all the newly hired positions. That can be traumatic or it can create serious 

morale issues within the agency. I have always preferred if you eliminate positions you 

eliminate those positions based on your overall goals and strategies. So, if you are in the 

position where you know you are going to have to eliminate something, eliminate a 

program that you know that is going to be viable in the near or long term.

 Even though you know you are going to eliminate some positions, in most 

circumstances you will have to open positions in other areas so people can transfer in. I 

am not saying that it is not traumatic; I am saying do it logically and do within the 

context of your overall strategy and tactics, rather than just eliminating positions with 

some formula for a number positions to be eliminated. Or else, what you will end up 

doing is impacting morale versus when you eliminate a service. Of course, there will be 

some bad feelings when this occurs but it can be offset with the understanding that it 

fits within the context of where the organization is headed.
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Question 3
How do you communicate your budget plans with the board? Staff? 

Stakeholders? 
 In my situation where I have worked with a lot of boards, I found I am going in with a process that 

they are already using. Thus, communicating the budget based on some process that usually 

involves some preliminary discussion, I may have a strategic plan. But there are some processes they 

have already established but you are going to do preliminary discussions and come in with a 

proposed budget. 

 What I generally try to do in all of the organizations where I have had a leadership role is start the 

process of planning as early as possible. Usually not too soon after you begin the new budget year I 

start planning for the next year. Sometimes you can do it on a two-year cycle, but what you are 

trying to do is involve stakeholders, consumers, local governments, and whoever has a local interest 

in what you are doing, in order to get feedback. Have opportunities for people to come in and talk 

to you about what is important to them and if possible, you can use your program level staff (mid-

managers, supervisors, and even other staff) by getting them involved and identify how they would 

make that work for the stakeholder group. In this way, you are building into the budget ideas from 

the bottom up instead of trying to build the budget from the top down only. The top folks will have 

their ideas about what is important, but it critical to get the input coming in from the bottom. 

 When I use this term bottom up, in my case study, I actually just turned the organization upside 

down so that the people getting the service were at the top of the hierarchy and they were heard 

from first. Then, we moved down the bottom, where the board was at the bottom of the hierarchy. In 

that way, it was expected that there would be feedback in the budget from everyone who is a 

stakeholder.
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