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ABSTRACT

The technique of life cycle costing (LLCC) is an
excellent aid in seeking more cost effective decisions.
This paper discusses many opportunities to apply
LCC to healthcare decision-making including:
strategic business planning; deciding whether to
renovate, build new or simply continue current use;
seeking the optimum layout and functional plan; and
making the best selection of engineering systems. A
nursing tower example provides an in-depth look at
the fundamentals of LCC. Sensitivity analysis and
Monte Carlo risk simulation modeling are also
illustrated. The paper concludes with suggesting the
next steps toward application of LCC in the
healthcare industry.

HEALTHCARE PRESSURES

The healthcare industry continues to experience
consumer pressures to reduce operational costs while
maintaining appropriate levels of patient care.

“The next 10 years promise turmoil in
healthcare,” according to an article in Forbes January
1996 magazine.! “Hospitals will close, doctors will
quit their specialities, HMO’s will merge, traditional
health insurance will become virtually extinct.”

Today’s healthcare system is under increasing
scrutiny regarding access, quality and cost. There is
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a general consensus that spending will continue to
escalate at a rate that out paces the consumer price
index. Payers will continue to restrict reimburse-
ment rate increases and will be supported by employ-
er and consumer groups.

“But, the healthcare business will continue to
grow and a lot of money will be made by survivors,”
according to Forbes. Providers of healthcare services
must deliver quality to retain patient volume, while
containing costs to ensure viability. As such,
tremendous pressure is now being placed on health-
care providers to lower operational and construction
costs, while seeking quality care. More cost effective
decision-making is needed and value specialists can
help, if equipped with proper tools.

LIFE CYCLE COSTING

LCC is a decision-making tool that can assist
hospital administrators, architects, engineers, and
value managers in selecting the best courses of action
to optimize the total cost of ownership. Since
healthcare staffing, as illustrated in figure 1,
represents the largest single element of LCC,
particular attention is required to improve efficiency
both in hospital layout and use of the latest electronic
communication technology.

LCC can be defined as “an economic assessment
of competing design alternatives, considering all
significant costs of ownership over the economic life
of each alternative, expressed in equivalent dollars.”?
In 1972, the U.S. Dept. of Health, Education and
Welfare summarized LCC as the “systematic con-
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Figure 1 Total cost of ownership, typical hospital
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