Private and Nonprofit Financing Options

The financing options that are available for private and nonprofit community-based health care providers fall into three broad categories: government (federal, state and local), foundations, and commercial lenders and community development financial institutions (CDFI).  See Appendix F and G for available financing program details.

Federal Government

At the federal level, there are a number of programs to address capital needs for health services providers.  Most programs have special areas of interest and may not be available to all providers.  Programs exist in the Department of Housing and Urban Development (HUD), Department of Agriculture (USDA), Bureau of Primary Health Care (BPHC), Health Care Financing Administration (HCFA), and the Small Business Administration (SBA).  SBA programs only serve for-profit businesses, except for sheltered workshops and disaster relief programs.  

The most widely used programs include HUD’s Supportive Housing for persons with Disabilities (Section 811), which provides grants to develop and construct or rehabilitate rental housing for very low-income people with disabilities.  North Carolina has been among the most effective states in using Section 811 dollars and has in the recent past received 20 percent of the total funds for the country.
  A similar program also exists for very low-income elderly persons (Section 202).

The trend in federal government programs is increasingly away from direct lending or grant programs, like the Section 811 and Section 202 programs.  The movement is towards guarantee programs.  HUD has mortgage insurance programs for Hospital construction (Section 242), Nursing Homes and Assisted-living Facilities (Section 232), and Group Practice Facilities (Title XI).  The Bureau of Primary Health Care created a loan guarantee program for health center facilities.  The USDA’s Community Facilities Loan Guarantee Program can be used for facility construction, expansion or improvement and equipment.

All of the above loan guarantee programs insure or guarantee 80 or 90 percent of project costs.  Most guarantee programs are to be used when no lender can be found without a guarantee.  Commercial lenders or community development financial institutions make the actual loan to the provider.  

As the federal government programs place a greater emphasis on guarantee programs rather than direct loans or grants, more providers will be compelled to seek out debt financing.

State and Local Government

North Carolina has made selective special appropriations to nonprofit health service providers.  For instance, in 1997, funding was provided for the start-up of 10 new adult day service centers and the conversion of five existing social centers to day health centers.  The North Carolina Office of Rural Health has a meager capital budget ($200,000) to support 78 rural health centers across the state.  The support from the Office of Rural Health is generally for start-up funds and must be matched by other community-raised funding.

Foundations

In North Carolina, private foundations have played an important role in building health services throughout North Carolina, particularly in rural areas.  The Duke Endowment and Kate B. Reynolds Charitable Trust in the last 3 years have directed more than $20 million toward health care capital needs.  These foundations primarily provide support to private nonprofit hospitals and health centers that would have difficulty gaining access to traditional sources of financing.  The median grant amount is between $75,000-$120,000.  Prior to 1992, The Duke Endowment allotted as much as 80% of health care grants to capital projects.  The percentage going to capital projects trailed off and in 1998 was down to 9% of health care grants.

North Carolina is experiencing a growth in conversion foundations.  These foundations are created from a merger of nonprofit hospitals, health systems, or health plans.  There are currently three such foundations in North Carolina:  Cape Fear Memorial Foundation (Wilmington), Wesley Long Community Health Foundation (Greensboro), and Sisters of Mercy (Asheville).  Neither of these foundations have capital projects as a stated grantmaking goal.
  In late April 1999, a merger between University of North Carolina Hospital and Rex Hospital was announced.  This merger will create a new foundation; however, beyond its name, John Rex Endowment, details about assets and purposes have not been decided.

An illustration is helpful in understanding the role of grant equity in funding capital projects.

	Median Capital Need Office of Rural Health sites
	Average Capital Need for NCPHCA sites
	Median Capital Funding by Kate B Reynolds and Duke Endowment 1996-1998

	$250,000
	$800,000
	$75,000-$120,000


Assuming an organization has a $250,000 capital project, there are three main sources of funding.  Private foundations may fund 5-10% of the project.  Capital Link estimated that similar health center projects use debt for 50-60% of project costs.
  This level of debt financing may be high in projects with strong foundation support.  It may be reasonable to assume debt financing for 50% of the project costs not covered by foundation funding.  Remaining project costs would be met through special fundraising or operational surpluses.

Hypothetical $250,000 Capital Project Financing

Foundation funding
$25,000

Financing
$112,500

Other fundraising/operating surplus
$112,500

Access to grant funding, in and of itself, does not guarantee a successful, timely capital project.  Even though facilities may receive a significant portion of their funding in the form of foundation grants, some additional financing sources are required (capital campaigns, debt, or government funding).  Putting together the complete structured financing package is a difficult task, and technical assistance can play a crucial role in helping organizations prepare for and structure deals.  Again, with the decline in government funding, technical assistance and access to capital may become issues that are even more important.

Commercial Lenders

Traditional debt financing is an option reserved for the most creditworthy and profitable health service providers.  The complexity of revenue streams, lack of collateral, and limited equity are  major deterrents for lenders.  This is an industry where receivables may be on the books for many months or even years, a small change in Medicare/Medicaid reimbursements has large impacts, and the operating margins are slim or nonexistent.  Additionally, service providers have avoided traditional debt financing.  Given the decline in direct lending programs in the federal government, this reluctance may have to change.

Community Development Financial Institutions 

Community Development Financial Institutions (CDFIs) operate very much like traditional lenders except their primary mission is community development.  In that effort, CDFIs find ways to make loans and investments that commercial lenders would consider “unbankable.”  Lending to disadvantaged people and communities requires a CDFI to provide more than simply access to loans.  It requires flexible lending guidelines, accepting unconventional collateral, and providing education, training, and assistance to potential borrowers.  Although CDFIs experience the same struggle to understand the business complexities of the health service industry they are more likely to make loans to organizations commercial lenders would turn away.

� Phone conversation with Lane Sarver, Housing Consultant, 1/14/99.


� Phone conversation with Gene Cochrane, The Duke Endowment, 2/25/99.


� Coming of Age, Findings from the 1998 Survey of Foundations Created by Health Care Conversions, Grant makers in Health, February 1999.


� Phone conversation with Allison Coleman, Capital Link, 3/08/99.








