Preparing for a
Capital Project:

ARE YOU READY?




Introduction

Even with efficient planning, the capital development process is complex and 'The purpose of this document is to provide a toolkit for evaluating your
can take more than two years from initial project concept to completion. health center’s readiness to begin the capital project development process,
with the goal of helping your organization avoid the pitfalls that insufficiently

The length and complexity of the process speaks to the importance of planned projects can encounter. Each section reviews a key pre-planning

pre-planning to develop a clear, well thought out concept. Your project activity and the essential questions to ask yourself before you consider
contacting an architect, lender, or project manager. Questions are presented

in a checklist format, along with context describing why the question is being

concept must be clear to the entire organization, including the Board, or you
will be unsuccessful in telling your story to the community and potential
funders. Project ideas that have not been vetted through or accepted by the

. : ] . ) asked, and advice for next steps.
community can get derailed early in the community review process. Also,

capital projects that are overbuilt for the demand for care in the service area
can result in financial destabilization.

Rule of Tens
Poorly planned project concepts often go through fits and starts through the .
design phase, thereby escalating design costs and pushing the construction Chan ges that cost one dollar durin g

timeline back. Architects like to refer to the Rule of Tens: changes that cost the bl . 7 ot p
one dollar during the planning phase of a project can cost thousands or even EP RS p e O.f‘a P ngjes Gant het

tens of thousands during construction. A strong planning process pays for thousands or even tens Qf thousands

itself many times over!

durin g construction.
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Strategic Planning

trategic planning can ensure that your plans for efficient ongoing operations and capital planning are informed by the changing environment in which your

health center operates, as well as make everyone on staff and the Board aware and supportive of a proposed capital project. To begin thinking critically about the

preparedness of your organization, consider the following questions.

THE QUESTIONS TO ASK

Is your health center capital project
incorporated in your strategic plan?
Is your Board of Directors aware and
supportive of the project?

In two sentences or less, can you
explain why your organization wants
to take on this capital project? Does
your organization have a capital
planning process in place?

Are there members of your Board
with capital project experience?
Financing experience? Political
connections in the community?

WHY?

If the answer is no to either question, this is an indication that the
entire organization is not aware of or on board with the project.
Support of the Board of Directors is especially essential because
they represent the community, therefore they can be valuable

in building community support. In addition, they often provide
connections to resources and contacts relevant to fundraising
dollars.

Any member of your management team or Board should be able to
articulate in a few sentences the goals of the capital project (and
they should all be saying the same thing!). If you are taking on a
capital project, it will be vital for everyone on the management
team and Board to be on the same page as you reach out to

your many external stakeholders, including the community and
potential funders and lenders, but also as you communicate to your
staff your plans.

Health centers are fortunate that the community is
well-represented on the Board of Directors. In addition to
community awareness and support, when considering a capital
project, other skill sets will be required to ensure the board is
providing the benefit of experience towards planning the project,
and approving the capital project with eyes open.
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WHAT TO DO NEXT

Take a step back and talk to your board about why the project is needed. This may entail
additional strategic planning in order to get everyone in the organization on the same page.

Be sure that your strategic plan incorporates analysis that is both external (looking at trends in
the funding environment or the market) and internal (such as evaluating the efficiency of your
health center’s operations).

In light of your analysis, evaluate or reevaluate whether a capital project makes sense for your
organization at this time.

If you identified a number of facility needs based on your strategic objectives, place them in
priority order. A multi-phased capital plan will help your organization avoid taking on too much
atonce.

Begin an organization-wide process to develop and refine your capital project concept. Make
sure the vision for your project is shared across your organization.

Develop an “elevator pitch” to describe the capital project concept to community members and
funders.

Consider developing a board recruitment plan to round out the skill set of your board.

Alternatively, additional skills could be added through establishing an Advisory Board.
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Strategic Planning

THE QUESTIONS TO ASK WHY? WHAT TO DO NEXT
Does your project respond to changes If you have a capital project concept already formed but have not Take inventory of the changes in your operating environment as well as your challenges
in your health center’s environment looked outward to understand trends in your strategic environment, internally as an organization.
from the perspectives of policy? you may be caught off guard. For example, a rise in interest rates
Funding? Financing? may affect your health center’s debt capacity which can impact the Complete a capital project feasibility assessment to understand community

1 u

amount of the project that can be financed. A capital project canalso ~ funders’ “appetite”forahealth center capital project.

be affected by a policy-related requirement, such as an
environmental review (NEPA) which requires a long lead time. Health
center management should be aware of how the requirements of
different funding sources will affect the project timeline.

Consider the implications of health reform and other national, state, and local policy
changes, including (1) State or Federal budget pressures that could limit or reduce Section
330 and/or Medicaid funding. What is your state’s commitment to Medicaid? (2)
Development of state-based health insurance exchanges, which are required to pay health
centers no less than their Medicaid PPS rates. (3) Dramatically expanded investments in
National Health Service Corps programs.

Has your health center assembled A capital project will test your organization differently than daily (reate internal project team of 5-7 members that includes a mix of Board members as well
an internal project team? Does your operations do. If a clear decision-making structure is not in place at the  as administrative and clinical staff. The team should represent all aspects of what you do as
organization have a clear internal start, the project could get held up in the design or construction phases  a health center.
decision-making process? with much back-and-forth that gets expensive (remember the Rule of
Tens!). It is especially important that a point person be established to Consider hiring a project manager who can execute your plans and adds value with their
ensure a clear decision-making process. design/construction experience.

Most importantly, establish a point person to head the capital project pre-development
process.

Strategic planning generally provides the Board and staff with short-term action steps as well as the overarching goals for the next 5-10 years. The consideration
of capital planning within the strategic plan should accomplish similar results outlining specific action steps with regard to improvements to operational
efficiencies, financial condition and pre-development planning, along with long-range facility expansion and/or improvement. Another key component of strong
planning is considering whether existing programs meet the short-and long-term needs of the existing patient population while addressing the unmet needs of
the larger market—keeping in mind a constantly changing policy environment. For assistance in navigating the strategic planning process, download Creating a
Dynamic and Useful Strategic Plan: A Toolkit for Health Centers, an interactive resource developed by Capital Link and the National Association of Community
Health Centers.
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Market Analysis

Knowing your patient base and your community provides a foundation for executing your capital plan. This information allows your organization to offer
culturally relevant programs that meet the demand for services, helping your health center meet its mission of accessible care. Understanding patient trends will
help you plan for your facility and reduce the chances of over or underestimating the future need for services (and therefore over or under-building).

THE QUESTIONS TO ASK

Does your project respond to today’s
unmet demand? Can you quantify
your unmet demand five years from
now?

Have you considered the effect of
demographic changes that lie ahead?

Do you know whether your
competition is already meeting the
demand you have identified?

If you are expanding, do you know
what programs your new market will
need?

If you are offering new programs, have
you confirmed that your community
will respond positively to the changes?

WHY?

Planning for your capital project should include defining the unmet demand for services,
not just today but five years down the line. A thorough understanding of the size and
nature of your market will better allow your health center to offer essential, culturally
relevant programs in your expanded facility.

As baby boomers age, will you be prepared to accommodate chronic illness as well as
acute illness? What will be the effect of more reliance on Medicare for reimbursement?

In addition to understanding the market potential of those whom your health center

is not currently seeing, it is important to understand the competitive environment in
which your health center operates. If planning for your capital project does not take

into account the other providers available to your potential patient base (as well as what
their capacity is), your health center runs the risk of overbuilding.

Consider how changes (demographic, economic, and cultural) occurring in your region
may determine what new programs your health center should offer.

Although you may have identified a market need, if a new program is announced or
rolled out without being sufficiently vetted, it could result in negative feedback from the
community. This can be avoided with a proactive outreach.

WHAT TO DO NEXT

Prepare a market analysis that utilizes current Census data as well as
population projection data to understand the demographic make-up and
payer mix both now and in the future.

Examine the financial repercussions of a shift from Medicaid
reimbursement to Medicare.

Use the market analysis to study similar primary care providers in the
area, not only FQHCs but look-alikes, Rural Health Centers, Critical Access
Hospitals, and independent primary care providers who accept Medicaid.

In addition to market analysis, reach out to your community through your
Board and staff to assess what needs your center could meet by offering
new programs.

Before announcing a new program, engage the community to
ensure your plans will be well-received. Seek out community
leaders through connections on your Board and staff.

he results of your market analysis are essential to true capital planning and knowledge of your community needs. Your current facility may provide well for the
existing needs of the community or could be insufficient. Either way, the short-term focus for your organization should be to maximize the efficiencies of the

facility to help determine what lies ahead for the long-term. While some market data can only be gathered by conducting primary research such as surveys and
focus groups with current or potential patients, a wealth of information on demographic trends can be found at the Census website, www.census.gov.
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Operations and Facilities Assessment

efore you look to a new facility, a thorough analysis of your current operations will help in two ways: (1) Ensure that your new facility has the most efficient

layout and effective program delivery, and (2) Confirm if you need to expand at all! Below are some questions that any health center should ask before finalizing

a project concept.

THE QUESTIONS TO ASK

Do you know if your center is operating
efficiently?

Do you know if your center is operating
effectively?

Is your model of care delivery the best fit?

Is your current referral network effective in
meeting the needs of patients?

WHY?

While your organization may be feeling cramped in its current facility or

like it simply cannot take any additional new patients, there may be a few
aspects of your operations you could address in the short-term that would
either give you more time or perhaps eliminate your need for an entirely new
facility.

Especially if you are considering adding new programs, it is important to
know your organization before you attempt to redefine it. A program
assessment will help your health center understand which programs are
meeting their financial and mission-driven goals and which programs may
need to be revamped or discontinued.

Planning for a capital project is an ideal time to bring in a new model of care
if your current one is not as effective it could be. It is worth working with your
providers to ensure you are using the best model, whether or not you proceed
with developing a new building.

Whether you stay put or build a new facility, a careful evaluation of your
referral network may help you see new opportunities for collaboration, joint
ventures and co-locating with other services and/or providers.
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WHAT T0 DO NEXT

Complete an operational analysis, looking closely at provider productivity and
evaluating how productivity could be improved in your current space.

Talk to a facilities expert to assess how your current space could be better laid
out to allow for more productive operations.

Evaluate your scheduling template to ensure that it is the best fit for your
program delivery strategy/provider style.

Consider expanding hours of operations.

Prepare an objective analysis of all of your current programs. Ask which
program is effective and which, if any, are not? Which programs are covering
their own costs?

Work with your provider group to evaluate the effectiveness of your current
care-delivery model. Develop the most effective model of care given the needs
of your patient population.

Evaluate types and volume of referrals not meeting the needs of patients (e.g.
referred service provider too far away); consider incorporating services into
your future program plan.
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Operations and Facilities Assessment

THE QUESTIONS TO ASK WHY? WHAT TO DO NEXT

Is your health center as productive asit  If you want to expand your facilities because you are currently not profitable, ~ Compare your medical and dental provider productivity to the UDS state and
could be? it may pay to take an honest look at your operations to understand whether national roll-up reports.
the facility is the key issue or whether any operational improvements could
be made. This exercise will also ensure that when you are ready to expand
your operating model is as strong as possible.

Work with your providers and an operations expert to determine whether low
productivity is the result of facility constraints or other factors.

0 perating an effective and efficient health center should result in a strong financial condition, allowing your organization to weather the impacts of a constantly
changing political, economic and funding environment over time. A continuous focus on fiscal strength allows the health center to provide services to its
patient population during even the most difficult economic periods. To learn about the operating models, strategies, and practices of high-performing health
centers, access our publication, Hallmarks of High Performance: Exploring the Relationship between Clinical, Financial, and Operational Excellence at America’s Health
Centers. For information and tools to support the Patient-Centered Medical Home (PCMH) model of care in health centers, visit the PCMH publications page
on our website.
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Financial Evaluation

oes your Board of Directors know what it means to be financially sound? Do you communicate regularly to your Board regarding your health center’s financial

health? Below are some recommended assessments and financial benchmarks your health center can use to determine financial soundness (and therefore

project readiness). Lenders and funders are more likely to be responsive to a health center with strong financial statements.

THE QUESTIONS TO ASK

Is the project right-sized to your
health center’s debt capacity?

Does your health center have
a history of positive operating
margins?

Is your health center’s payer mix
optimized?

Do your health center’s financials
report a current ratio greater than
1

WHY?

Understanding your health center’s debt capacity is key to knowing
your fundraising target for any amount in the project budget that
cannot be financed.

Positive operating margins enable an organization to build cash or
expand operations. Capital Link recommends community health
centers strive to achieve a minimum operating margin of 1-3 percent.
If your health center has a history of negative or fluctuating operating
margins, lenders and funders may not be willing to invest in your
project unless you have a compelling case for why your income
statement will be strengthened in the new building.

Itis a given that limited capacity in a facility may constrain
profitability. However, whether you are staying in a current facility
or expanding, it can be helpful to evaluate your health center’s payer
mix to ensure that you are maximizing revenues from your patient
base.

The Current Ratio divides the total current assets by the total current
liabilities and measures the health center’s ability to meet its current
obligations with its current assets. Capital Link recommends the
Current Ratio be at least 1.25, and anything below 1.0 is a red flag to
lenders and funders.
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WHAT TO DO NEXT

Do a financial analysis that measures your debt capacity. Debt capacity is estimated by first
determining the funds available for debt service and discounting this amount to reflect a
standard debt coverage ratio requirement of 1.25, providing a safety cushion for usual
variations.

Start a financial analysis that compares your proportion of personnel-related expenses to
national benchmarks. If your personnel-related expenses as a percentage of total operating
revenue is greater than 75%, is this sustainable going forward?

Examine your center’s expense structure over the past few years to see if any non-personnel
items have increased disproportionately.

Look carefully at your operations to assess whether low productivity could be the reason for
fluctuating margins. Productivity is tightly linked to profitability.

Compare your payer mix to the UDS state roll-up report.

Evaluate whether any improvements can be made in your Medicaid and Medicare enrollment
processes.

Conduct a longitudinal financial analysis to compare your current ratio from one year to the
next.

Look closely at your current liabilities to see what could be reduced to bring your current ratio
closer to the target in future years. Lengthening payables and shortening receivables turnover
will improve the current ratio.
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Financial Evaluation

THE QUESTIONS TO ASK WHY? WHAT TO DO NEXT
Does your health center have at (ash position measures a health center’s available cash at Conduct a financial analysis comparing your days cash on
least 30 days of cash on hand? agiven point in time, and Days Cash on Hand is a liquidity hand ratio to national CHC benchmarks.
measure showing the number of days the health center can
cover its daily operating expenses with its current level of cash If your cash is low, develop a plan for how your cash position will improve
and investments. A health center should strive to maintain and communicate that to lenders and funders. If possible, lengthening
at least 30 - 60 days cash to fund ongoing operations. payables and shortening receivables turnover can help.

Strong financial measures are the result of strong operations. A fiscally sound health center organization can achieve excellent measures through good provider
productivity, properly coding patient visits and a strong outreach and enrollment program to match patients with the best programs available to them. Sharing
this information with management and the Board is essential for good decision-making and planning for the organization. Additionally, it is imperative that a
health center operates well in its existing organizational makeup so that when an opportunity or pressure to expand is presented, it will be in the best condition to

accept the challenge.

For guidance in applying data analysis tools to help improve financial performance, refer to our Performance Benchmarking Tvolkit for Health Centers.

T : ™,
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Conclusion

or health centers embarking on a capital project, “luck favors the prepared” — meaning carefully thought-out and efficient planning will help your organization be

more proactive and ready to take advantage of capital grant opportunities when they come along. However, a proactive organization also sets goals independent
of concrete opportunities or pressures. It is important, rather, for health centers to make capital project decisions based on the facts and realities of their own internal
operations as well as their external environment. A wonderful by-product of this mindset is that proactive organizations will be ready to build as soon as a funding
opportunity arises. As stated earlier, a strong planning process pays for itself many times over — from the beginning to end of your project.

About Capital Link

Capital Link is a national, non-profit organization that has worked with hundreds of community health centers and Primary Care Associations for 25 years to plan
for sustainability and growth, access capital, improve and optimize operations and financial management, and articulate value. Established through the health center
movement, Capital Link is dedicated to strengthening health centers—financially and operationally—in a rapidly changing marketplace. For more information,

visit us at Www.caplink.org.
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