Research and Literature Review

Traditionally access to health care has focused on population demographics, number and location of health centers, and utilization of services.  Both The Robert Wood Johnson Foundation (1976, 1982, 1986, and 1994) and the Bureau of Primary Health Care focused on these criteria in surveys to measure access to care.
  However, the physical condition of health care facilities is not considered consequential when measuring access to care.  It is not surprising then that the scope of capital needs for these types of facilities is not well documented.  More than thirty foundations, trade associations, research organizations and individuals were asked about studies or research efforts to understand capital needs (of any service organization).  This search yielded limited information.  

Although not all of the studies cited below focus on health service providers, the information is corroborative.  The recurrent themes include older buildings in need of minor and major renovation, inadequate operating surpluses, and limited access to traditional financing.  The studies all promote technical assistance as necessary to overcome these obstacles.

A. National

National Association of Public Hospitals & Health Systems (1991)

The National Association of Public Hospitals & Health Systems (NAPH) represents over 100 urban hospitals and health systems.
  While public hospitals are much larger than the organizations under consideration here, there are many similarities, including clients served, revenue sources and the struggle for financing.  In 1991, NAPH published a report of its membership concerning capital needs and financing.  These systems provide almost 90 percent of their services to Medicare, Medicaid and low-income uninsured patients.  

At the time of their report, the estimated capital need for NAPH membership was $15 billion over the next decade.  Of note, the average age of physical plants was 26 years old.  NAPH members had a capital investment rate of less than half what other hospitals were making on a per-bed basis.  NAPH members reported capital expenditures of $12,600 per bed with the national average for all hospitals of $23,500 per bed.  

Despite these needs, the NAPH membership reported significant barriers to capital financing.  The first barrier to accessing capital is the mission of safety net hospitals: providing care regardless of ability to pay.  Because of this mission, public hospitals often operate on small, or even negative, operating margins.  Slim operating margins and unreliable revenue streams lead, understandably, to some public hospitals being viewed as high financial risks.

Other barriers experienced by NAPH members include the difficulty of using government programs and financing.  Many local and state governments are reluctant to issue either general obligation (G.O. bonds) or revenue bonds.  Federal assistance exists in two forms: HUD Section 242 and HUD Section 108.  HUD Section 242 is a hospital mortgage insurance program that has limited usefulness because of a burdensome application and approval process.  The Section 108 program provides federal guarantees for short-term loans (6-year terms which may be extended to 12 years).  The Section 108 program requires local governments to pledge future Community Development Block Grant (CDBG) dollars as collateral.  The short-term nature of Section 108 funds limits its usefulness for larger capital projects.  The need to rely on local government approval to take on debt and pledge future funds was also reported to be a significant stumbling block in the Section 108 program.

Nonprofit Health and Human Service Providers (1994)

The Pew Charitable Trusts, The Robert Wood Johnson Foundation and the Prudential Foundation funded a national study of nonprofit health and human service organizations’ facilities.
  The 1994 report described the study as “a mosaic cobbled together from sources with a narrower focus” because of a lack of national data.  Findings included:

· A severe gap exists between facility needs and funding.

· Private and publicly assisted capital markets are ineffective at serving small and medium size nonprofit organizations.

· The nonprofit sector often lacks financial competence to make use of private capital sources without technical assistance.

· Although the national demand for capital needs may be between $6.5 and $10.9 billion, there is substantial demand for small, fixed-rate capital loans averaging $160,000.

Other states

Illinois Nonprofit Organizations (1991 & 1998)

The Illinois Facilities Fund (IFF) and researchers from Loyola University conducted a comprehensive study of all nonprofit human service facilities in the state of Illinois.  This study is illustrative in its scope and methodology.
   The 1991 report found:

· Twenty percent of facilities do not meet building codes.

· Cost to correct code deficiencies may exceed $150 million statewide.

· The estimated need to bring facilities up to code, take care of needed maintenance and respond to pressures for growth may exceed $1.5 billion.

· Internal surpluses from operating capital are inadequate.

In 1998, IFF conducted a survey on the financial health of Illinois nonprofits.
 While not focusing specifically on capital needs, this research did ask facilities-related questions.  For our purposes, the informative findings included:

· Sixty-five percent of respondents undertook a facilities-related project in the last year, and more than half plan a project in the coming year.

· Thirty-one percent of respondents are planning major facilities projects (property acquisition, major renovation or new construction).  The total costs for these projects are $233 million (average cost is $1,881,329, while the median is $680,000).

· Estimated costs for smaller future projects total $35.7 million (average project cost is $177,573; median project cost is $22,000).

The report offered a capacity-building action plan that included a recommendation to nonprofits to integrate capital planning in their overall financial management.  Specifically, the recommendations included not deferring routine maintenance needs, creating reserve funds for capital needs and using professional help when necessary.

Massachusetts, Texas, and Illinois Health Centers (1996-1997)

Through the efforts of Capital Link, capital financing needs are gaining attention.  Capital Link is a national nonprofit organization assisting community-based primary care health centers in planning and obtaining financing for building and equipment projects.  As part of a joint effort, primary care associations in Massachusetts, Texas, North Carolina and Illinois conducted facilities-related needs assessments of their memberships.  (Findings from North Carolina will be discussed in the next section.) 

In 1996 the Massachusetts League of Community Health Centers statewide needs assessment of community health care centers found that 72 percent of respondents (19 centers) had planned capital projects.  The reported total costs of planned capital development projects were $37.4 million.  A conservative estimate of total statewide capital need was between $45 million and $51 million.  All centers planning projects were looking to multiple sources (government programs, foundations, financing, etc.) for funding.

The Texas Association of Community Health Centers reported their survey results in 1997.  Nineteen centers reported capital development needs totaling $36,363,000.  The average capital need was $1,913,842, while the median need was $1,500,000.  

The Illinois Primary Health Care Association also completed their capital needs survey in 1997.  In Illinois, of the 31 centers surveyed, 21 responded and 12 of those reported capital needs totaling $17,118,981.  Sixty-three percent of the reported need was for construction and renovation of facilities.

North Carolina

While there has not been a comprehensive formal study of capital needs in North Carolina, there is information from which we can patch together a sense of those needs.  This patchwork includes data from primary health care centers, local public health and mental health services, and supportive housing providers.

Primary Health Care Centers

The North Carolina Primary Health Care Association (NCPHCA) in conjunction with Capital Link surveyed its membership for capital needs in 1998.  Sixty-nine percent (10) of the responding centers gave a “high” or “very high” priority to capital improvement projects.  Ten health centers estimated capital needs totaling $8 million.
  The breakdown of project size was:

	Number of Centers
	Project Size

	4 (40%)
	$0 – $499,000

	3 (30%)
	$500,000 - $1,000,000

	2 (20%)
	$1,000,000 - $2,000,000

	1 (10%)
	$2,000,000+


Local Public Health

In North Carolina, the state Department of Health and Human Services publishes a document with vast information about specific local public health department space-related issues.
  In fiscal year 1995, only 35 of the 100 counties rated their facilities as adequate.  The term “adequate” is used to reflect the layout of the facility as well as size.  Additional considerations are whether the building meets standards for handicapped accessibility, life safety code and OSHA compliance, and local fire regulations for public buildings.  The average age of local health department buildings is 32 years.  Forty-one county health departments are located in buildings built before 1959.  Thirty-one counties were planning construction or renovation.

Mental Health, Developmental Disabilities, Substance Abuse Services

In the area of mental health services, capital needs may be approximated by capital budget requests to the state government and HUD applications.  Coalition 2001 is an alliance of service providers and advocates for mental health services.  Working together, Coalition 2001 presents a unified advocacy agenda and budget.  The budget proposal put forward to the North Carolina General Assembly for 1998-1999 requested $29,508,429 in capital requests  (see Appendix C for details).

Coalition 2001 1998-99 Capital Budget Proposal

Funding Purpose

Equipment
$3,355,850

Repairs, renovations, expansions
$14,088,374

Supportive housing (new)
$7,190,000

Supportive housing repairs, renovations
$4,874,205

Total
$29,508,429

Supportive Housing

In 1999, nine area mental health programs wrote 10 proposals for HUD 811 Supportive Housing funds.  A total of 101 housing units are requested in these proposals.  HUD develops cost estimates, which dictate how much funding is allowable for each type of facility in a given area of they country.  The cost estimates vary based on the cost of living in a particular area and the construction costs for different housing types (i.e. 10 unit apartments, duplex, etc.).  The HUD cost limit formula for all the 101 units proposed in North Carolina is $7,395,600.  However, North Carolina is allocated just 38 units for 1999 by HUD.  The shortfall between the requested units (which will not meet the entire supportive housing needs) and HUD funding levels is approximately $4.5 million.  The actual construction costs may be higher than the HUD formulas allow, creating a wider gap between the capital needs and available funding.

The budget requests and program applications are only suggestive of capital needs and are well below actual needs.  The supportive housing needs for the Coalition 2001 Budget request and the HUD 811 applications are for new housing units. Many Area Programs contract out for services and the capital needs of these service providers have not been included.  To fill in the gaps and develop a more comprehensive picture in North Carolina a more detailed data collection and analysis through written surveys is required.
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