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Many healthcare providers prefer to outright purchase 
their IT assets. But in Part 1 of this series, we explored the 
problems, both short- and long-term, that owning IT  
assets can cause.

Is there a better approach? 

Proponents of the “health IT as an utility” approach contend 
that the acquisition of IT assets should be treated as any 
other utility expense; that is, technology should be treated 
as a regular, ongoing operating expense, similar to such 
other utilities as electricity, heating, etc. But how does an 
organization go about implementing this concept? 

In this Part 2, we consider how a healthcare organization 
would develop a framework in which technology expenses 
can be treated as operating expenses rather than capital 
expenses.

Specifically, we will look at one of the easiest, most 
straightforward approaches to implementing this concept: 
the lease-based technology refresh program. 

What does leasing technology entail? 
A technology lease program is an operating lease. A 
technology lease is not like traditional bank financing. Nor 
does it bear any implication on the financial condition of your 
organization or your availability of capital or funding sources.

In a technology lease program, your organization rents 
(rather than owns) its IT equipment. As the equipment ages, 
you return the old equipment and receive new equipment. 
When you return the old equipment, the leasing partner  
is able to access whatever residual value may remain in  
the old IT equipment – typically through the resale of the  
old equipment or its parts. 

Leases for IT equipment can be obtained primarily from 
three sources:

“Traditional Bank” leasing. Most commercial banks offer 
equipment leasing. However, they typically are not well 
suited for technology leases. Specifically, banks are not set 
up to handle the old equipment that will be returned at the 
end of the lease, so they may not want to get involved with 
the refresh cycle – a critical component of the technology 
lease. They also may be less willing to finance software and 
service costs.

Captive leasing companies. Many manufacturers, such as 
Dell, Cisco, etc., offer financing options for their equipment. 
However, they usually provide financing only for their 
own equipment; an organization that procures equipment 
from a variety of manufacturers may need to patch 
together separate leases with each vendor. Additionally, 
organizations may find it difficult to switch manufacturers.

Independent leasing companies. These companies 
(some of which become bank-owned or affiliated) put the 
focus on the customer, not the product. They are not tied 
to individual manufacturers, and they can provide leases 
for all of the varied equipment an organization may need. 
They can also provide administrative efficiencies, such as 
combining separate leases with different refresh cycles 
(such as one lease for networking equipment, a second 
lease for desktop computers, etc.) into one master lease 
with a single consolidated invoice.

The residual value of the old equipment is the key component 
that drives down the cost of a technology lease program. In fact, 
the cost to lease the equipment is less than the cost to outright 
purchase the equipment – a point we will explore in the third 
part of this series.
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But more to the point of this paper, the 
lease expense is an operating expense. 
This expense comes out of the healthcare 
organization’s operating budget, just as 
any other utility expense like heat, water, 
electricity, etc. 

Because your technology expense becomes an  
operating expense, your organization can avoid many of 
the problems with treating the purchase of IT assets as 
capital expenditures.

And finally, the refresh component of a technology lease 
program is yet another strong point in favor of leasing. In the 
lease-based technology refresh program, the refresh cycle 
is written directly into the structure of the lease. As a result, 
your organization regularly and predictably receives new IT 
systems and devices to stay updated and address market or 
regulatory demands.

How does a lease-based technology 
refresh program work?

 Length of the terms 

The leasing partner will start by working with you to 
identify which equipment is best suited for this program. 
Typical targets include computer hardware, tablet devices, 
networking equipment such as storage and servers, wireless 
infrastructure, printers, etc.

During this assessment process, the leasing partner will 
estimate the useful life of the assets. Networking equipment, 
for example, tends to have a five-year useful life. In this 
case, a five-year refresh cycle might make sense, meaning 
your organization would receive new servers every five 
years. On the other hand, desktops and laptops typically 
become obsolete more quickly, so an organization might 
prefer a shorter three-year refresh cycle for these devices. 

Whatever the circumstance, customized lease solutions can 
be built to address your organization’s specific assets as well 
as your organization’s preference for holding onto existing 
equipment.

 Lease rate

Three criteria will determine the rate of your lease:

The overall interest rate environment (usually 
measured against U.S. Treasury notes)

The creditworthiness of your organization

The leasing partner’s estimates of the equipment 
residual value (which varies by equipment type)

As stated, the key to leasing – what makes it a financially 
viable model – lies in the residual value of the equipment. 
The ideal leasing partner has precisely the experience and 
the resources needed to tap into this residual value and 
remarket the old equipment or its parts. The more residual 
value the leasing partner believes will exist at the end of the 
lease, the more attractive terms your organization will receive.

 Repairs and maintenance within 
 a technology lease

Typically, the lease will be structured so that your equipment 
is always under warranty, which is not affected by the lease. 
If repairs are needed, your IT department simply contacts the 
warranty service company directly.

Should the equipment not be under warranty, your organization 
is responsible for the repair. If the equipment is beyond 
repairable, your organization will have to replace it with “like-
kind” equipment – not necessarily new equipment, but a 
replacement comparable to the original. 

 Returning equipment at the end of the lease 

When the lease ends, the process is straightforward: Your 
organization simply packages the old equipment (original 
packaging is not required) and sends it back to the leasing 
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partner. The lease can be structured to make this process 
as easy as possible. For example, the leasing partner may 
provide:

+ Pack and ship services, where the leasing partner brings
in a team to package and palletize the equipment for your
organization.

+ Asset management software, so your IT department can
easily track all the assets covered by the lease. More
sophisticated tracking systems even include mobile device
apps and barcode scanning ability, so equipment can be
accounted for directly in the field.

New equipment orders

Now comes the best part: obtaining your new equipment. 
Your leasing partner should assign a Project Manager who 
will work with your IT department to manage the ordering 
process. In this case, your IT director selects the vendor 
of choice (maybe under GPO guidance) and the specific 
equipment your organization needs, and then submits 
quotes or specifications to the Project Manager. The 
Project Manager handles all of the administrative aspects 
of ordering the equipment, and he/she will also be able to 
provide consultative services to help the IT director make 
the most cost-effective purchasing decisions.

Next in the Series…
A lease-based approach to technology provides organizations 
with a simple, structured platform to treat health IT as a utility. 
But although we can talk anecdotally about the benefits of 
leasing, the proof will naturally lie in the actual costs. Do the 
numbers support the leasing of IT assets? Is there a business 
case for change at your organization?

We answer these questions (and more) in “Does Health IT as 
an Utility Make Sense for Your Organization?” — the third and 
final installment of our three-part paper, “Health IT as Utility.”
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First American’s equipment finance solutions 
are exclusively endorsed by the American 

Hospital Association (AHA).

*HFMA staff and volunteers determined that this product has met specific criteria developed under the HFMA Peer Review Process.  HFMA does not endorse or guarantee 
the use of this product. 




