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American society

È ñAffluenzaò- excessive use of debt in the pursuit of the American Dream

È Compounded by a corresponding lack of savings

Housing and how it was financed

È Boom led to lenders looking for more ways to make mortgage loans

È MBS created to pool mortgages

È Six million Americans borrowed 100% of the value of their home

È Wall Street created way to package these loans ïñCDOsò

Commodity prices

È Uncertain macroeconomic conditions contributed to sky-rocketing commodity prices

È Abnormal run-up in prices of commodities threaten economic, political, and social stability 

The New Economic Reality ïHow Did This Happen?

GLOBAL FINANCIAL MELTDOWN
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Implications for Healthcare Providers 

Impact on operations ïpressure on all sides

È Lower elective and ambulatory volumes 

È Increased uncompensated care

È Deteriorating patient / revenue mix

Cloudy outlook for government funding

È Medicare / Medicaid

È Stimulus package (ARRA)

È Healthcare reform

Challenging financial markets

È Access to tax exempt financing difficult at best 

È Below expected investment performance ïlost on average 25-30% of portfolio value

È Decreasing philanthropic support

Pressure on capital spend

È Planned or ongoing major projects

È Routine

È Strategic
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Given the new economic reality, the current capital cost model is not sustainable ïthe cost of new facility projects 

will need to be reduced by as much as 25% to be financially feasible.

The New Economic Reality 
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An Invitation 

È Our goal with this discussion is to generate dialoguearound how to modify planned capital cost projects to 

meet the increasing capital pressurescreated by the changing economic reality (without reducing revenue-

generating functions).  

È The ideas presented here span the continuumfrom activities in the planning phase through preconstruction and 

construction. It will require a multi-disciplinary team to address all of these areas and identify the cost saving 

potential.

È Hammes Company is unique in its ability to offer a multi -disciplinary perspectiveon this process and bring 

forth a collection of cost saving opportunitiesto help you achieve your objectives and move forward with your 

plans.

È It is important to note that the ideas presented here are ideal in some settings and/or may be ñnice to haveòin 

a situation where capital is readily available. However,  these ideas are not ñneed to haveò project elementsin 

an environment where capital is scarce and fiscal responsibility is a high priority.

While none of these ideas on their own will deliver 15-25% cost savings, it is the sum of the ideas 

that provides the project cost savings necessary to make capital construction projects feasible 

in light of the new economic reality.
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Assessing the Drivers of Cost 
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It is important to note that there is a lot of ambiguity in the market regarding ñcost per bed.ò What is the cost basis - construction 

cost, construction cost plus equipment, total project cost, etc. There are many different ways to classify ñcost.òThere are 

quotes in the market for $600,000 per bedand that is most likely construction costs only. As you can see from the chart below, 

construction costs only represents 50-60% of total project costs. 

First, what is the cost per bed using total project costs? Second, what is meant by per bed? Does this include all beds (including 

shelled beds) or just licensed beds? These statements made in the market can be very misleadingand should be analyzed 

thoroughly before making broad comparisons to other projects.Conclusions should be checked to ensure an accurate and 

complete comparison has been completed.

Assessing the Drivers of Cost
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The Bottom Line ïIncluding Additional Project Costs (Except Financing) 



9

The Bottom Line ïIncluding Additional Project Costs (Except Financing) 



10

Hammes Companyôs Road Map to 25 Percent ïSum of the Parts



11

Results That Count

Regional Medical Center #1 - Southeast

Hammes Company conducted a comprehensive review of a $103 million expansion project 

for the main campus. Our evaluation identified $35 million in potential savingsfrom the 

original plan.

Regional Medical Center #2 - Southwest 

Hammes Company conducted a peer review of the business plan developed for a $300 

million campus expansion project. Through our analysis, weidentified $60 million in 

potential savingsfrom the original budget. 

Regional Health System #3 - Midwest

Hammes Company conducted a second opinion review of a $182 million bed tower 

addition. Our analysis identified $36 million in potential savings.

Regional Medical Center #4 - Midwest

Hammes Company was engaged on a second opinion study of the conceptual design and 

construction budget developed for a $259 million proposed replacement facility. Through 

our analysis, we identified over $40 million in potential savings. 



Right-sizing Opportunities
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In the new economic reality, hospitals need to retain a site size closer to their projected future land need requirements.  In the 

event the selected site is larger than the projected requirement, subdivide the landand sell the balance. 

Reduce Land Cost
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In the new economic reality, hospitals will need to critically evaluate their operationsand reengineer processesto achieve 

optimal efficiencyand right-size facility needs. Good operational analysis and reengineering of specific processes can potentially 

reduce the amount of space that needs to be built, in many cases by 5-10%.In addition, appropriate reengineering can reduce 

staffing requirements, improving project financial returns. Studies indicate that a reduction of one FTEcan equal $750,000 to 

$1.5 million in operational cost savings over a ten-year period. The projected operational savings can assist in financing capital 

construction projects. 

Operations Planning
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Minimize Incremental Program Requirements

Too often healthcare planning professionals round up when calculating program needs.  In the new economic reality, greater 

scrutiny of program requirementsis essential to achieve cost savings.  Examining throughput may provide an opportunity to 

increase volumes without increasing capital costs.
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Size Based on a More Conservative Business Plan

Historically, many hospital leaders have based their business plan goals on very aggressive market share targets. In many cases,

this has led to a failure to achieve the intended volumes per plan, resulting in longer time to achieve profitability. The aggressive 

market share target caused a larger, more costly facility to be developed. In the new economic reality, sizing the facility for a more 

conservative business planresults in a lower cost projectand earlier profitability.  It is also important to follow a process which 

properly integrates strategy, finance, operations, and facilityconcepts to ensure a balanced and feasible planis developed.
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Utilize a More Efficient Design Process 

Historically, constituents have viewed the facility planning process as an opportunity to garner additional resources to support

their own wish list. This has resulted in higher project costs and inefficiency. In the new economic reality, constituent input needs 

to be contained by setting appropriate expectationsand managing the processto achieve the necessary savings.
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Consider Not Reinventing the Wheel

Do you need a specific custom designto meet your market objectives? Or, in the new economic reality, can you purchase a prior 

efficient designfrom another provider and adapt it to your site and save? 
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Create Tighter Floor Plans

Historically, many designs have exceeded the space program requirements for various reasons.  In the new economic reality, 

greater collaborationneeds to occur between the hospital, architect, engineers, and other team members to remove excess space

from the design. 
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Evaluate Cost Impact of Building Footprint

In the new economic reality, greater scrutiny of building footprintoptions should occur. Building shapeinfluences the amount of 

building perimeter and exterior wall area. 
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Recognize Cost Impact of Curved Design

Aesthetically pleasing curved designsincorporate an incremental cost premiumover rectangular designs. Curved designs 

typically generate a higher level of construction material waste. In the new economic reality, such design attributes need to be 

carefully considered. 
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Integrate Use of Business Occupancy

In the new economic reality, hospitals need to consider placement of ambulatory and non-acute carefunctions in a Business ñBò 

occupancycomponent of the new facility. ñBò occupancy building type is less expensivethan the Institutional ñIò occupancy

building type.  This is due to the additional life safety requirementsassociated with the ñIò occupancy building code 

classification.  In the new economic reality, hospitals should consider putting administrative, physician lounge, dietary, storage, 

medical records, and other non-acute functions in a ñBò occupancy building component. Historically, this has been an overlooked 

cost savings opportunity.  Most hospital facilities were designed and constructed as 100% ñIò occupancy.
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Balance Cost and Benefit of Shelled Space

Historically, hospitals have included shelled space in their project cost for future expansion.  The perception was that the shelled 

space was less expensive due to the savings in not building out the space. In reality, including shelled space increases the cost of 

the base building systemsto support the future use of the space. In the new economic reality, hospitals need to balance providing 

ease of future expansionwith the need to reduce initial costs.



24

Question Proposed Floor-to-Floor Heights

The difference in floor-to-floor heights can increase the costof every vertical building componentby as much as 15%. The 

additional benefit gained by increased space, generally hidden and above the ceiling, relates primarily to a desire by facility 

engineering staff for ease of access and future renovation. In the new economic reality, hospitals need to weigh this perceived 

hidden benefitagainst achieving lower initial project construction cost.




