Private and Nonprofit Recommendations

The greater flexibility in the private and nonprofit sector increases the options for potential changes in capital funding.  For this sector, recommendations focus on coordinating the many technical resources currently available and creating a special loan fund responsive to the needs of health service providers and changing federal funding landscape.

National

Capital Support

As discussed in the public sector section, grants and other operating support should recognize and fund capital needs to a greater extend.  Currently some operating funding programs allow for debt payments to be included as part of programming costs.  However, more often operating funds cannot be used for facilities-related projects, even for expansion or renovation necessary for the funded program or project.  

There must be recognition on the part of funders that operational programs cannot happen without facilities and infrastructure.  Capital support could take the form of a small percentage of the operating grant allocated to fund maintenance reserves, start-up working capital, or costs directly related to necessary expansion or renovation for the program.

Collaborations/Advocacy

Foundations, lenders, community development leaders, technical assistance providers, and service providers should increase their interactions to improve services and maximize resources to health service providers.  Two trends are converging in North Carolina: federal government programs are decreasing their direct lending and grant programs, and foundations are reducing their funding to capital projects.  One result of these events may be that organizations must create more complex funding strategies to meet their capital needs.  This complexity heightens the need for technical assistance and responsive lending programs.  Capital projects could be more effectively completed with strengthened relationships between grantmakers, lenders, technical assistance providers and service providers.  Collaboration can bring resources, either as technical assistance or funding, to projects when they are needed.

Collaboration is increasingly essential at a local and national level as more lenders are needed to provide financing to community-based health service providers.  A national network of providers, lenders and technical assistance organizations would improve the flow of information and best practices.

Initial advocacy could be directed toward:

· Developing an economic model to demonstrate outcome measures related to capital projects.

· Encouraging SBA to include nonprofits in its programs.

· Promoting tax credits for investments in health services capital projects.

North Carolina

Special Loan Programs

There are two main benefits of a loan program designed for health service providers.  First, the potential borrowers have a financing resource where they know their business will be understood.  Second, the lending institution will have sufficient loan volume to allow their staff to stay current with industry changes and needs.  As Federal government sources of capital are moving toward guarantee programs, a specialized loan program is needed to help fill the gap.  The loan program, funded by multiple partners and administered by a single organization, must have flexible underwriting guidelines to serve the market.

Health Services Facility Loans

The projects underway in several states as part of The Robert Wood Johnson Foundation funded Southern Rural Access Program could be used as models for structuring such a loan program.  (North Carolina is not an eligible grantee for the Southern Rural Access Program.)  Grantees are attempting to secure funding pools of up to $10 million and are bringing together state government, private foundations, commercial lenders, and other community development organizations as financing partners.  Community Development Financial Institutions’ experience and expertise in lending to nonprofits and health service providers, as well as their history of working collaboratively, sets them apart as natural leaders in the development and administration of a loan program.

Low interest rate loans are important so that the loans are affordable to organizations with limited operating margins.  For the loan program to achieve low interest rates, the funding sources must provide money to the loan pool at no- or low-cost.  For example, at Self-Help, the cost of providing and sustaining their lending services requires an average 5% spread.  This means that any money received at no cost could be loaned at a 5% interest rate.  As an example, assume funds come equally from three different cost sources:
	Source
	Cost to Self-Help
	Cost to Borrowers

	Foundation and Government grants
	0%
	5%

	Program Related Investments (PRIs)
	2%
	7%

	Self-Help Credit Union deposits
	4%
	9%

	Weighted average
	
	   7%

(prime minus 1.5, based on a prime rate of 8.5%)


In a structured loan pool like the above example, the interest rate charged to the borrower is dependent on the source of funds.  The heavier the percentage of funds coming from grants or low interest PRIs, the lower the interest rate to the borrower. 

Predevelopment Grants/Loans

Another component to address as part of the lending program is predevelopment financing.  Predevelopment work includes feasibility studies, strategic planning, site preparation work, legal services, etc.  Predevelopment financing is often the most difficult to get because it is the riskiest.  As part of this project we studied predevelopment grant/loan programs nationwide and found that most recoverable grants are unsecured and write-offs range from 1.4 to 25 percent. Without financial support, organizations may be forced to short cut this phase to the detriment of the whole project.  Some portion of the loan program could be allocated for predevelopment work.  (See Appendix I for a copy of the paper.)

Technical Assistance

Experts in capital financing have highlighted the need for technical assistance.  Technical assistance can be simple or complex and includes:

· Teaching basic financial management concepts

· Expanding marketing strategies

· Identifying available funding resources 

· Structuring complex financing

There are very few organizations providing the more complex technical assistance in structuring capital financing.  Capital Link, funded by the Bureau of Primary Care, is such a resource for primary health care centers in four states (Illinois, Massachusetts, North Carolina, and Texas).  Other technical assistance is needed at the local level, where staff can easily follow changes in the environment and organizational needs.  CDFIs often provide extensive technical assistance to their potential borrowers.  The ability of CDFIs to provide the technical assistance needed by such diverse borrowers as adult day services, public health departments and supportive housing builders is limited.  However, as the use of a special loan program like the one outlined above grows, so will the competency of the financial institution to provide the necessary technical assistance.

North Carolina is comparatively rich in technical assistance resources, but is still lacking an organization that can provide to all kinds of health providers the complex assistance in structuring capital financing that is needed.  Capital Link and the Office of Rural Health provide an array of technical assistance to their affiliates.  Other organizations, like Self-Help, Small Business and Technology Development Centers, and the NC Rural Economic Development Center, provide business-related technical assistance to many industries.  All of these organizations would agree that additional capacity is needed to meet the business technical assistance needs of health services providers.

Efforts should be made to identify and inventory all sources of technical assistance for health services providers.  Working with other collaborators, a sustainable system for providing technical assistance should be developed.  This system may be a new organization, an arm of the special loan program, or a new program in an existing organization.

