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Community-Based Health Services: Capital Needs and Financing


Executive Summary

The purpose of this report is to assess the capital needs of community-based health service providers and potential financing mechanisms in one state, North Carolina, and by example, to develop a model for other states.  Community-based health service providers were defined as private and public health centers, mental health services, home health and hospice agencies, and adult day services.  Capital projects range from equipment purchases to facility renovations to new construction, and include working capital.

The need for expansion, renovation, repair and other building-related work is not well documented in any type of organization.  Extensive interviews and searches yielded only a handful of national or state-specific studies of capital needs.  However, in those studies of health and human service providers, recurrent themes are apparent: older buildings in need of minor and major renovation, inadequate operating surpluses, and limited access to traditional financing.  All of the studies promote technical assistance as necessary to overcome these obstacles.

The gap between capital needs and financing is attributed to a number of factors:

· the competing battle for government resources, 

· lenders’ lack of knowledge of the “business” of health service providers (not surprising given the complexity of regulations, funding streams, etc.), 

· weak collateral,

· slim/nonexistent operating margins, and,

· service providers’ lack of financial savvy.

To determine the capital needs of health service providers in North Carolina, existing information on health centers was compiled.  Where information did not exist, written surveys were used.  Through both of these methods, capital needs information was collected on one hundred eighty-two (182) organizations.

	Facility Type (n=respondents)
	Capital Need

	Local Public Health Departments (41)
	$57,631,120

	Mental Health Area Programs (12)
	$17,347,500

	Health Centers (51)
	$19,800,000

	Supportive Housing (22)
	$19,459,805

	Home Health and Hospice (37)
	$15,223,652

	Adult Day Services (19)
	$10,193,625

	Total Capital Needs
	$139,655,702


The median capital needs for building projects in the different provider types ranged from $212,500 to $1,000,000.

The information reported by these facilities suggests a statewide need for building-related projects of at least $185 million.  Although this estimated capital need is daunting, it undoubtedly understates the actual need, particularly in the areas of Adult Day Services and Supportive Housing.  See Appendix B, page 8, for details.

Existing Financing Options

Capital financing options fall into three broad categories: government, foundations and lenders.  The trend in federal government capital financing programs, which support all of the organizations studied, is increasingly away from direct lending or grant programs and towards guarantee programs.  The guarantee programs, used by both commercial and community development financial institutions (CDFIs), are used as a last resort.  With a greater emphasis on guarantee programs, more providers will be compelled to seek out debt financing.

State and local governments in North Carolina provide very little capital funding to health service providers.  Many are eligible for debt financing using tax-exempt bonds but encounter barriers to using this type of financing.  The barriers include:

· typical project size, which is too small for effective bond financing

· questionable creditworthiness

· debt aversion on the part of government bodies

Private foundations in North Carolina are strong supporters of health service providers.  In the last three years, The Duke Endowment and Kate B. Reynolds Charitable Trust have provided over $20 million to assist health care providers in meeting their capital needs.  Foundations typically have clearly established objectives that support specific geographic areas, services and organizations.  Additionally, The Duke Endowment over the last few years has reduced its allotment to capital projects from 80% to 9% of its health care grants, although rural communities continue to be an important focus.

This research confirms what others have found: commercial lenders are reluctant to lend to health service providers because they do not fit the typical business model.  Many have slim operating margins, experience tremendous funding uncertainties, and have unfamiliar revenue streams and patterns.  Smaller health service providers, especially nonprofit organizations, also demonstrate reluctance to use debt financing.

Recommendations

Meeting the capital needs of health service providers in North Carolina will require a variety of approaches and collaboration between foundations, lenders, community development leaders, technical assistance providers, and service providers.  Recommendations include:
· Creating a low-interest loan pool specifically dedicated to health service providers.  Given the decline in government direct loans and North Carolina foundation giving for capital projects, there is a need for more debt financing. 

· Developing a predevelopment forgivable loan program.  Predevelopment work includes feasibility studies, strategic planning, site work, and legal services.  Quality predevelopment work is essential to a successful capital project, but predevelopment financing is often the most difficult to get because it is the riskiest financing.

· Improving access to complex technical assistance.  Efforts should be made to identify and inventory technical assistance providers.  Working with other collaborators, a sustainable, coordinated system for providing technical assistance should be developed.  This system may be a new organization, an arm of the special loan program, a new program in an existing organization, or a consortium of interested advisors who commit to learning the intricacies of health care.  

· Increasing facilities support in programmatic funding.  There must be recognition on the part of funders that operational programs cannot happen without facilities and infrastructure.  Capital support could be a small percentage to fund maintenance reserves, start-up working capital, or costs directly related to necessary expansion or renovation.

· Expanding the availability of state tax-exempt financing.  Many organizations eligible for tax-exempt financing are unable to take advantage of it because of relatively small or more marginal projects.  Such financing could be more accessible with the creation of credit enhancement mechanisms.

· Creating strong collaborations and advocacy for health services facility needs.  None of the recommendations above can be achieved without the collected efforts of foundations, community development leaders, public officials, and service providers.  Collaborations are needed at the state and national levels to improve the condition of health services facilities.
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