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Traditionally, healthcare organizations treat technology assets 
as capital assets. Technology purchases are included in the 
capital expenditures budget, and these assets are owned by 
the organization outright.  

Increasingly, though, the cost-effectiveness of this approach is 
in question. In our three-part paper, Health IT as an Utility, we 
are analyzing the business case for this approach.

In part one, “Is Owning IT Assets Inefficient?” — we identified 
how the capital approach can be inefficient and expensive. 
In part two, “How to Implement Health IT as a Utility?” — we 
analyzed how a lease-based technology refresh program  
might work. 

In this third and final part, we look at the numbers behind 
technology leasing to help you determine whether this 
approach might make sense for your organization. However, 
before you can advocate any specific position on the issue, you 
must understand the broader technology environment within 
your organization. 

Questions to consider
+  As technology evolves, has your organization

changed how you budget and procure it?

+  Are you satisfied with your ability to embrace &
implement the newest technology?

+  Does budget uncertainty limit your ability to keep
your IT environment up to date?

+  Does the current technology at your facility meet 
the expectations of your patients and staff? Are
budget constraints preventing that?

+  Does your IT department spend enough time
thinking about strategic IT initiatives and ways to 
leverage technology to improve the health care
experience, or is the IT department focused on
general IT maintenance, upkeep and support?

In the pages that follow, as we assess the financial implications 
of a lease-based technology program, we will help you define 
the answers to these questions.

Financial implication #1
 
: Predictable,
stable budgets 

As we discussed in part two of this paper, a technology lease 
program is an operating lease. This operating lease brings with 
it a predictable, manageable operating expense.

Whereas organizations that own their technology typically 
allocate purchases from the capital budget, lease payments 
come from the operating budget. This simplifies the acquisition 
of IT assets significantly. In fact, the lease payments are often 
small enough to fall within the spending authority of department 
managers. 

Because the lease payments are fixed, predictable operating 
expenses known ahead of time, budget peaks and valleys are 
eliminated. Working capital is freed up to finance growth and 
expansion — as it should.

In part one, we showed you the typical budget for technology 
capital expenditures. See how lease-based IT budgeting 
changes the picture:
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A lease-based technology program smooths out the IT budget, 
relieves the stress associated with the IT planning process, 
and relieves the unpredictability that occurs when IT assets are 
owned and treated as capital expenditures. 

Financial implication #2
 
: 
Potential lower
total cost of 
ownership

In part one of this paper, we showed you that the maintenance 
cost of a five-year-old laptop is more than double that of a 
one-year-old laptop. With a lease-based refresh program, your 
organization receives new, updated equipment on a regular 
cycle. As a result, your organization does not have to incur the 
expense of maintaining obsolete equipment.

But how do the numbers compare in a real-world example? 
Consider this scenario: Say your organization needs to acquire 
500 tablets, which will most likely become outdated within 
four years. Let us compare the cost of purchasing 500 tablets 
against the cost of leasing 500 tablets.

Owning the Technology

To calculate the total cost of ownership, we can use current 
market conditions to quantify the direct and indirect costs of 
purchasing 500 tablets:

The charts above represent total ownership costs over four 
years. To bring these costs into today’s dollars: 
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Information Technology Budget
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Information Technology Budget Direct Costs

Useful Life 4 Years 

(-)

Equipment Cost/ Unit  $       1,000.00 

Number of Units   500 

Shipping Costs  $     10,000.00 

Sales Tax (% ) 0.00%

Total  $      510,000.00 

Indirect Costs

Opportunity Cost of Capital (%) 2.50% 

(-) (+)

Salvage Value Assumption

Out of Warranty Repairs  $      75,000.00 

IT Support Costs  $     140,000.00 

Disposal Costs  $      20,000.00 

Data Cleansing Costs  $      12,500.00 

Present Value of Cash Purchase

Total Equipment Cost  $      500,000.00  

PV Out of Warranty Repairs $67,869.87 

PV IT Support Costs  $      126,690.42  

PV Total Disposal Costs  $       18,098.63  

PV Total Data Cleansing Costs  $       11,311.64  

Employee Productivity Costs

Security Incidents

 

(-) (+) 

Increased Power Consumption

PV of Salvage Returns  $       -  

Total Cost of Ownership $    723,970.56 



Notice that this figure — $723,970 — does not include ancillary 
expenses such as loss of employee productivity, potential 
security threats and increased power consumption which are 
typical of older, less efficient equipment. In other words, the 
total cost of ownership could be even higher than $723,970.

Leasing the Technology

Now suppose we structure a lease program for these tablets 
with a four-year refresh cycle. Using the same current market 
conditions, we can calculate the present value of the expected 
cash outlays over the life of the lease as:

Compare $694,750 for the total four-year cost of leasing 500 
desktops to $723,970 (or more) for the total four-year cost of 
owning 500 desktops. Food for thought.

Financial implication #3
 
: Consistently high
IT standards

Leasing IT equipment, rather than purchasing IT equipment, 
enables your organization to consistently obtain the most 
sophisticated current technology. The implications here  
are immense.

65% of the respondents to a 2005 survey by the 
Equipment Leasing Association said that having the  
latest equipment is the number one benefit to leasing.1

Because a lease-based technology refresh program ensures 
that your organization regularly disposes of old, outdated 
equipment, the IT department is no longer forced to play the role 
of repairman. As this support burden is relieved, the CIO is able 
to switch the focus of the entire IT department expertise from 
operations — to the more appropriate strategic use of emerging 
technologies.  

The technology lease, in essence, 
codifies your organization’s 
commitment to technology. 

Leasing technology ensures that your organization is forward 
thinking, rather than reactive. Your organization becomes 
nimble, more competitive, and well positioned to take 
advantage of new developments as they appear on the horizon.

Financial implication #4
 
: Hassle-free
equipment disposal

It is not unheard of to find ancient, dusty computers hiding 
in the storage closets of an organization’s IT department. 
Equipment breaks down or gets replaced, and the department 
has nowhere to put the old pieces … and so the equipment 
eventually piles up in corners and becomes part of the scenery. 

The alternatives are not compelling, either: shipping the old 
equipment off to a landfill, or paying someone to come and 
dispose of the equipment in an environmentally friendly manner. 
After all, your organization is in the business of providing health 
care. It is not in the business of disposing of old and outdated IT 
equipment. 

This is where the right leasing company makes all 
the difference.
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Present Value of Leasing 

Lease Term 48 Months 

Shipping & Return Cost  $      10,000.00  

(-) (+)

PV Lease Payments $479,829.50 

PV Property Tax  $    -  

PV Data Cleansing Liability $11,311.64 

PV Shipping & Return Costs $9,049.32 

PV Out of Warranty Repairs $67,869.87 

PV IT Support Costs $126,690.42 

Total Cost To Lease $694,750.74 
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The predictable refresh cycle allows the IT department to 
adequately plan for end of lease returns. Additionally, the 
leasing company should help make the process of equipment 
disposal straightforward and painless. The lessor may even 
provide asset tracking software that allows the IT department 
to easily identify every piece of leased equipment out in the 
field. And with add-ons such as pack and ship services, and 
Department of Defense-level data cleansing services, the 
logistics of the returns become instantly manageable.

Furthermore, leasing is green. An experienced technology 
leasing company will be able to remarket 100% of your old 
equipment. By putting the old equipment back into use rather 
than ending up in a landfill, leasing is not only hassle-free — it 
also supports your organization’s sustainability initiatives.

Financial implication #5
 
: Improved
marketability

When IT assets are owned, the tendency is for an organization 
to hold on to the assets beyond their useful lifecycle. However, 
a technology lease program makes the refresh cycle automatic, 
so the technology your organization offers is always up-to-date. 
This commitment to technology presents you with a remarkable 
angle to differentiate yourself.

Innovative thinking goes a long way toward attracting more 
patients and star faculty. Many hospitals and health systems are 
getting creative with how they use technology to stand out in a 
crowded market. How might the better use of technology attract 
world-class physicians, enhance service offerings and help your 
organization stand out in the market?

Ultimately, by treating health IT as an utility, your organization 
can better manage the challenges of short-life technology. A 
lease-based technology refresh program achieves that goal 
with a simple, straightforward framework.

Where to go from here?
To start reaping the benefits of treating health IT as an utility, the 
first step is to decide which technology and IT equipment at 
your organization can be treated as a refreshable commodity 
and which are better suited for ownership.

From there, the next step is to consider how frequently your 
organization will want to renew these assets.

And finally, you are ready to start looking at the lease options 
available to you. First American Healthcare Finance stands 
ready to help.

About First American Healthcare Finance

First American is well-suited for guiding your organization 
through the lease assessment process. Our equipment finance 
solutions have earned both the Peer Reviewed by HFMA 
designation and the exclusive endorsement of the American 
Hospital Association (AHA). As an experienced lessor that 
consistently ranks among the top 50 bank finance/leasing 
companies in the United States, we bring you outstanding 
value. 

We would love to talk with you about whether a lease-based 
refresh program is the right approach for your organization. 
Contact First American today to learn more.
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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. 
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