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HEALTHCARE SECTOR MORE LIKELY TO
VALUE AND TO INVEST IN ENERGY EFFICIENCY

According to new research from the Johnson Controls Institute for Building
Efficiency, investment in building energy efficiency remains strong in the
North American healthcare industry, a leader among other sectors.

In March 2010, the Institute for Building Efficiency, the American Society for Healthcare Engineering (ASHE),
and the International Facility Management Association (IFMA) conducted a survey of 2,882 executives and
managers responsible for making investments and managing energy use in commercial buildings across the
world. An annual effort, this global Energy Efficiency Indicator (EEI) study tracks the priorities, practices,
investment plans, and return on investment criteria among those on the front lines of energy management
in commercial buildings.

Respondents in the 2010 survey included high participation from the healthcare, manufacturing, financial
services, government, retail, and education sectors.

Based on the survey of 288 North American healthcare respondents, this article outlines some of the key
2010 results among healthcare organizations, how they compare to the broader results for North America
as a whole, and the notable changes and trends since the successful 2008 study in partnership with ASHE.

RESULTS SUMMARY

Overall, energy efficiency continues to grow in importance in the healthcare sector and healthcare
organizations are doing more than ever to “go green.” The survey found that 58 percent of healthcare
building decision-makers say that energy management was very or extremely important to their organization,
compared with 52 percent among North American respondents across all sectors. Furthermore, 67 percent
of healthcare organizations plan to make capital investments in energy efficiency over the next 12 months,
compared with only 52 percent overall in North America.

However, access to capital constrains many healthcare organizations from capturing the full potential
efficiency energy savings that facility leaders have identified.

RESPONDENT PROFILE

The healthcare segment comprised 20 percent of the North American respondents, and 85 percent of this
segment were members of the American Society for Healthcare Engineering. Eighty-six percent of the
respondents were employed in a private healthcare organization, compared with the remaining 14 percent
working for government-owned organizations. Most of the respondents held a VP/director of facilities or
a facility manager role.
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DETAILED RESULTS

Importance of Energy Efficiency

Energy efficiency is of great importance to healthcare organizations. Sixty-five percent of respondents
in healthcare reported that they are paying more attention to energy efficiency now than they were
12 months ago. Fifty-eight percent of respondents reported that energy management is very or extremely
important for their organization, compared with 52 percent reported for North America overall.

Investing in Energy Efficiency

Given the increased importance of, and attention to, energy efficiency within the healthcare sector, it
will come as no surprise that healthcare organizations are more likely to be planning to make capital
investments and operating expenditures in energy efficiency over the next 12 months. The percentage
of healthcare respondents planning such investments this year exceeds the overall percentage for North
American by a 12-15 percent margin.

Some examples of the energy improvement measures that have been implemented within the past
12 months are listed below.

Percentage of Healthcare Respondents Implementing Measures Over the Past 12 Months

Switched to energy efficiency lamps, ballasts or lighting fixtures 73%
Adjusted HVAC controls to reduce run time 57%
Installed occupancy or daylight sensors 56%
Upgraded or improved building automation system 56%
Installed variable speed/variable frequency drives 52%
Replaced inefficient equipment before the end of its useful life 41%
Participated in demand response programs 27%
Installed energy saving glass in windows 23%
Retro-commissioned major building systems 23%
Installed dimmable lighting systems 16%
Personal computer/IT power management 17%
Centralized energy/carbon info management system 9%
Installed onsite renewable energy system 5%

There was also a general upward trend since 2008 in the percentage of healthcare organizations that aim
to either certify their buildings to a recognized green building standard or to incorporate green elements
into their new construction projects, with that total growing from 72 percent to 80 percent between 2008
and 2010.
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Decision Drivers for Investment

The survey found that the most important decision driver for energy efficiency investment in the healthcare
sector is the potential for cost savings, as 99 percent of respondents said that factor was somewhat, very,
or extremely important to their organization. Cost savings was also the most important driver in North
America and worldwide. The full results for the healthcare sector are listed in Figure 1.

Figure 1. Significant Factors Motivating Energy Efficiency Investments

Energy Cost Savings 99%
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Gov't/Utility Incentives
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GHG Footprint Reductions
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This importance of cost savings as a driver is further supported by the fact that 60 percent of healthcare
sector respondents expected energy prices to rise in the next 12 months. However, this percentage has
dropped from 90 percent in 2008, and there is a correlated uptick in the percentage which believes that
prices will not change significantly, from about 10 percent in 2008 to almost 30 percent in 2010. This shows
that the momentum behind energy efficiency is not likely to lose steam even as energy prices stabilize, that
the business case is still strong, and is likely to remain that way.

Barriers to Growth

Despite all of the good news about the sector’s plans to invest in energy efficiency, there are several
barriers preventing healthcare organizations from investing to the extent they wish in order to capture the
full potential cost savings. The top two barriers reported by facility leaders in healthcare are:

1. Capital Constraints — 45 percent of healthcare respondents say that a lack of capital is the primary barrier
to making increased energy efficiency investments. This compares with 38 percent of all North American
respondents citing capital availability as the top barrier (also the highest rank barrier). So while healthcare
organizations are more likely to be planning capital and operating expenditures on energy efficiency this
year compared to other industry sectors, they are also more constrained by those budgets than the
average organization.
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2. Return-on-Investment — The next top barriers were both related to concerns about the financial
returns generated by energy efficiency projects. 35 percent responded that either an insufficient ROI or
uncertainty that the projected ROI would be realized is the primary barrier to investing more in energy
efficiency. The average maximum allowable payback period for an energy efficiency investment in the
healthcare sector is 3.4 years, down from 3.8 years in 2008, and slightly higher than the 3.2 year average
for North American overall. It is clear that tightening hurdle rates within companies and a difficult credit
environment are going to continue to raise barriers to investment.

SOLUTIONS

Despite these obstacles, practitioners in the energy services field are working to overcome these barriers
through financial and technological innovation. On the financial side, there are a number of mechanisms
that remove upfront cash requirement and allow customers to finance the projects over a longer period
of time through arrangement similar to a lease. Some of these structures must be classified as debt while
others are able to be accounted for off of the organization’s balance sheet. Some of these structures are
listed in Figure 2. The results indicate that both healthcare and other organizations across North America
are not taking full advantage of innovative financing structures, suggesting a need for continued education
to build familiarity with these mechanisms.

Figure 2. Which options will your organization consider to pay for energy efficiency and
renewable energy projects over the next 12 months? (Select all that apply)

Facilities capital budget
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In addition, to boost financial return-on-investment, the industry is developing new and improved
technologies that allow for deeper energy savings at a lower cost. Healthcare respondents tend to believe
that, over the next 10 years, the greatest performance-to-price ratio improvements will occur in lighting
and smart building technologies (i.e. building system integration, demand response). The rest of North
American respondents tended to put more faith in the potential for photovoltaic solar energy and electric/
hybrid vehicle technology to improve in cost-effectiveness over the next decade. What is clear is that,
as these technologies continue to develop, the ROI on energy efficiency project will continue to rise in
lockstep, and this barrier will be gradually lowered.

CONCLUSION

Healthcare organizations are more focused than ever on doing well by doing good: saving money and the
environment at the same time. Even as expectations for energy price increases come back down to Earth,
there is more attention than ever on improving the efficiency of buildings and processes. But it is clear that
good intentions are not enough to get these types of projects implemented on a large scale. There are
natural barriers to an efficient market that practitioners throughout the value chain are working to correct,
and with the right mix of good policy, innovative technology and new financial structures, there is hope that
the efficiency of the existing healthcare building stock can be dramatically increased.
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