Public Sector Financing Options

Public sector entities are normally financed through state and local government appropriations.  For larger projects, bonds or lease purchase agreements are used.  For the public sector providers considered in this section, some federal programs also target resources.  See Appendix F and G for available financing program details.

Federal Government

Earlier, the Section 108 loan guarantee program was discussed.  This program is administered by the Federal Department of Housing and Urban Development (HUD) and the State Department of Commerce.  While this program exists, the North Carolina legislation regulating its use is restrictive.  The General Assembly’s extra provisions, such as compliance reporting requirements, has made the use of the Section 108 program unattractive.
  

Community Development Block Grant (CDBG) funds, also administered by the Federal Department of Housing and Urban Development (HUD) and State Department of Commerce, are also a potential source of capital funds.  CDBG funds are to be used to meet at least one of three national objectives: benefit to low- and moderate-income persons, prevention or elimination of slums and blight, and urgent needs.  In North Carolina priority for CDBG funds has been given to economic development, with job creation as the primary measure.

State and Local Government

Public sector organizations depend on local government funding for their capital needs.  Throughout the state, there exists wide variation in the commitment of local governments to health service providers.  Economic distress explains the restrained funding in some counties.  However, low funding levels are frequently related to a lack of understanding about the role of mental health and public health services.  

Capital financing is generally accomplished using tax-exempt bonds, revenue or general obligation.  Three elements have limited the use of bond financing for local public health departments and mental health service providers: 1) size of the projects, 2) real or perceived creditworthiness, and 3) debt aversion on the part of the state and local governments.  For general obligation bonds, voter approval is also necessary.  Bond issues must be fairly large, typically multi-million dollar amounts, to be efficient.  The survey of community-based health service providers revealed a median project size of $500,000.  To use tax-exempt bonds, then, many projects would have to be pooled together and need a credit enhancer such as a bank letter of credit or bond insurance.  The organizations would be scrutinized by potential bond-buyers for creditworthiness, an aspect that further constricts the number of eligible organizations.  Lastly, state and local leaders take a conservative approach and have limited the use of debt financing, especially any that are general obligations of a governmental entity.

Another option for public sector capital financing is lease purchase agreements.  Lease purchase agreements, also known as install purchase contracts (IPC), are often used for jails, schools, and hospitals.  In a lease purchase agreement, the lender holds a lien on the assets.  While theoretically there is a risk of default, the state has not allowed a default since the Great Depression.  These agreements could be used for smaller capital projects (lower limit of $250,000) although projects as large as $10 or $20 million could also be accomplished using lease purchase agreements.  An advantage to lease purchase agreements is that there is no need for voter approval.  However, financial stability and revenues will continue to be important criteria for entering into lease purchase agreements.

� Phone conversation with Gail Brock, Department of Commerce, 4/14/99.





