Hospitals to Boost Spending,
| A Move That May Hurt Profits
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Hospitals plan o boost gapilal spend-
ing by 1#% annually-over the next [ive
VBAIs, @ New survey shows, i move that
conll suesse many haspital systemns' al-
ready thin prolits.

Roughly three-gquarters of the 460 1.5,
hospitals surveved said they expected to
inerease capitnl investment over the next
several years., The big spending plans
mark o turnaround from austere times:
Hit hy money-horrowing troubles in the
laie 10305, hospilals inereased capital
spending by just 1% a year belween 1947

-and 2001,

After years of little or no capital in-
vestimenl increases, hospilals say Fhey
have no choiee but to spend more now on
biving new technologies, such as comput-
wrized physician order-entry  svstems,
and expanding emergeney and operaling

roam space. Nearly hail of the hospital-

chiet finaneclal officers surveyed sald
Lhein facilities are deteriorating aned de-
preciating faster than they can make im-
proverents. Large teaching hospitals-in
particular say they need to spend move 1o
keep amd recruail Lop-Slght physicians.

The surves was conducted by Lhe
Health Finaneial Management Associa-
fion, an association of health-care finan
il executives, with (I Flealthoare Fi-
nancial Services, o unil of General Elee-
wle Co; that provides financing for medi
val investments,

The peessure Lo increase capital in-
vestment may divide hospitals more
sharply hetween those that con and can't
drcess enough capital to make: the im-
provements: Hospitals with strong bal-
anee sheets will be able to tap the capital
markets with bond issues to finance their
investments. Thosse Lhat don't will have
o aeek philanthropic or olher resourees,
or face pressurcion-profits, The median
profit marpin in hospitals is atout 2265,

sdeaording Lo Uhe Tedlth Financial Man-

agement Association.

“A siemificant number of hospitals
don’t have access to traditional sonrces
of finoeing and have o boerestive,”
sald Randy Foller, o omanager with (30
Healtheare Financial Services,

Somie hospitals with market clout also
have been -ahle o pegotiate price in-
creases with health insurers and Linprove
thefr finances in recent vears, though
nat all hospitals have benetited and the
teend may bave leveled off recently,

Pressure to expand s being el by
hinspitals in states with swelling elderly
popmbstions, “inciuding Florida, Califor-
mia-and Colorado. The number of unin-
sured is putting additional pressube on
hospirals,

Bl il Bspitals fultill their sprending
plans, that might trigger a short-larm
surplusiof medical services in some mar-

Money to Spend

Hospilats surveyed said they will invest capital
oyer e nest five vears to,.,
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kets. When that happens, hospltals often -
try Lo deive move ulilizalion, which can
resilt in sometimes unnecessary tests or
procedures, contributing o higher health-
care spending:

“There could bea period of overcapac-
iy undil Lhesee 15 A anore aeute ramp-up in

demand,” said Maryanne Hennessey,
hospital andlyst at Criterion Regearch
o,

 Sove hospital executives sav the new
spending plans wre o tebound from the
managed-care £ra of the 19905, During

‘thaf titme. new health plans helped create | ;

a shifl to more oulpadien! services, and |
o hospitals were faced with a glut of
heds. That shift leveled off “just as we
were seeing the effect of the graying of
America.” said Rov Santarella, chief fi
nancial gffieer of Slanford Hospital and
Clinics in Palo Alto, Calil. i
stantord, which spent only ahout 5200
million in gapital bopeovements doring

the last Few years, will hoost its spending
1o befwsen 550 million and 360 milliona |

year between 2005 and 2007, M. Santar-
elld, gaid. This vear it is spending even -
more after epening o S187 million cancer
center earlier this week.

New . lechnolory 18 the bigrest aren
where hospitals see n need (0 invesl

Mare than 0% of hospitals sald they -
planned to buy eompuleried physician 0

orderentiy systems, Nearly threc-quar- o
ters of hospitals savthey dlsoplin fo buy .,
costly digital radiology systems, which
store, retrieve and display medical im-
ages i digital frmal.



