Aligning capital allocation with key strategic goals

With capital demands continuing to increase beyond available dollars, hospitals’ allocation decisions must reflect overarching strategic goals. But all too often, capital allocation occurs through an informal process that does not rigorously evaluate potential investments using predefined criteria. For instance, Bates Health (a pseudonym), a six-hospital system located in the Southeast, handled capital allocation on a “first come, first served” basis—proposals that took the longest to create received no funding, regardless of their merits. Since implementing a new capital allocation strategy that evaluates all projects against a set of weighted criteria, Bates has developed a disciplined process that prioritizes capital investments based on organizational need and direction

Case element #1: Evaluation criteria selected based on health system’s strategic plan 

Without a universal set of criteria by which to evaluate all potential capital investments, Bates officials could not ensure the funding of critical projects and, more importantly, the alignment of purchases with the health system’s strategic goals. The system was allocating most of its capital to replacement projects and IT—which are easiest to create proposals for and do not require lengthy ROI calculations or volume projections—leaving little money for crucial strategic projects. “We didn’t feel in all situations that the projects that got there first were the most strategically important overall,” explained a Bates official. Using its strategic plan as a guide, Bates developed a set of evaluation criteria that each potential capital investment is scored against, allowing health system officials to make sure capital expenditures are aligned with organizational goals

Case element #2: Key decision-makers assign weights to criteria 

Bates officials next assigned weights to each criterion to guarantee that potential projects meeting the health system’s most critical strategic goals receive funding priority. Having the same 16 health system executives who determine capital allocation create and vote on both the criteria and their weights ensured a high level of buy-in for the new prioritization model. In addition, the CEO and other top officials signed off on the grid, ensuring that all key decision-makers felt enfranchised in the final process. Each project that comes to the review board is now evaluated and scored using the same grid
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Case element #3: Disciplined process ensures equal opportunity, appropriate allocation 

Along with developing the weighted grid, Bates officials decided that all capital investments would be reviewed at the same time—at either the spring review, during which 60% of the capital budget is available, or the fall review, where the remaining 40% is earmarked for projects—and would go through the same standardized evaluation process. This disciplined process ensures that all potential projects are evaluated against the health system’s strategic plan. After the finance department reviews all potential projects’ business plans for accurate calculations, the review board receives the plans about 10 days before a meeting in which members hear all proposals and score them using the grid. Only those projects scored on the grid are eligible for funding, and the individual who writes the proposal is not allowed to score the project, removing any bias from the capital allocation process. The projects are ranked according to their scores and then passed on to the senior executive team, which almost always approves top-ranked projects. All final capital allocation decisions are made by the executive team within 10 days after they receive the ranked list

