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Redwood Region Economic Development Commission

LOAN APPLICATION SUMMARY

RREDC Loan Committee Meeting October 16, 2024
RREDC Executive Committee Meeting October 21, 2024

Applicant:  Southern Humboldt Community Healthcare District

Legal Special Business Type: | Healthcare District providing services to
Structure: District Southern Humboldt, Eastern Trinity, and
Northern Mendocino Counties.

Summary of Project Request

Purpose Manage cash flow
Amount $3,500,000
Loan Type Working capital
Term 6 months
All principal and interest due 60 days following
receipt of IGT funds.
Rate 6% fixed
Fee (Underwriting) .5% plus all out of pocket costs
Monthly Payments N/A
Primary Source of Repayment Accounts Receivable
Secondary Source of Repayment Property Tax Assessment Income
Strengths Weaknesses
1) Strong leverage with applicants, with 1) Healthcare institutions are highly
RREDC providing approximately 14% of regulated and subject to
IGT match funds. fluctuations in funding.
2) District has tax assessment that provides 2) District is a public entity providing
supplemental income to the hospital. critical services. Collecting in the
3) Hospital District has strong balance sheet. event of default could carry
4) Strong source of repayment. significant reputational risk.

5) District provides critical healthcare
services to broad region of Southern
Humboldt County.

6) District employs over 100 FTEs in
Southern Humboldt.




Background

The Southern Humboldt Community Healthcare District (SHCHD) is a Special District that
provides healthcare services to the Southern Humboldt, Northern Mendocino and Western
Trinity County areas. The District covers 775 square miles with a service population of 10,365
full-time residents. The District is centered at the Jerold Phelps Community Hospital and the
Southern Humboldt Community Clinic located in Garberville. The community has received
healthcare services at that location since 1949.

In 2002 the hospital received Critical Access Hospital (CAH) designation, which helped position
SHCHD for a more sustainable future. Critical Access Hospital is a designation given to eligible
rural hospitals by the Centers for Medicare and Medicaid Services (CMS). Congress created the
Critical Access Hospital designation through the Balanced Budget Act of 1997 in response to a
string of rural hospital closures during the 1980s and early 1990s. The CAH designation is
designed to reduce the financial vulnerability of rural hospitals and improve access to healthcare
by keeping essential services in rural communities. To accomplish this goal, CAHs receive
certain benefits, such as cost-based reimbursement for Medicare services.

In June of 2018, Measure F, which was an extension of a property tax assessment to support the

District, passed with 75% of the vote. This provides critical funding that stabilizes the District’s
finances providing approximately $1.1 million annually to the District’s coffers. The tax sunsets
in 2028.

Direct services include an acute care hospital, 24/7 emergency room, laboratory, radiology,
physical therapy, occupational therapy, mammography, x-ray, home health/visiting nurse
program, swing-bed, visiting specialists, skilled nursing, a rural health clinic, pharmacy, and a
Family Resource Center. It is the only 24-hour emergency room between Willits and Fortuna, a
distance of 120 miles.

The District currently employs over 100 FTEs with a current minimum wage of $18.00 per hour
and all full-time employees receive benefits.

The District is also preparing for the construction of a new hospital and clinic, a move
necessitated by the need to upgrade facilities to meet state-mandated earthquake standards. The
Healthcare District determined that purchasing and constructing a new healthcare facility is more
beneficial than rehabilitating the current, dated, facility. Groundbreaking is expected to occur in
February 2026 with an opening date of January 2029.

This facility will include:
Hospital | roughly 30,000 square feet

e Emergency Department with 8 beds
e Radiology services: X-Ray, CT, Ultrasound, Mobile MRI
e Full-service Laboratory
e Dining options with outdoor seating area
e 2nd floor inpatient nursing unit with ten beds
e Helistop for expedited patient transfers


https://shchd.org/services/hospital/walk-in-lab-services/

Community Clinic | roughly 15,000 square feet

Full-service primary care facility

Two specialty treatment rooms and twelve exam rooms
Mammography suite

Bone density scanning

2nd Floor outpatient surgery suite

Meditation Park: peaceful outdoor space for patients and families

RIVERVIEW LN

In addition, SHCHD has purchased buildings to accommodate the expansion of their pharmacy
(the only pharmacy in Southern Humboldt and Northern Mendocino). In 2023, the District
purchased an optometry office (Alan French O.D.) to provide those services in Southern
Humboldt following the closure of the only optometric office in the region. Dr. French is now
providing service via the District. They also started a mobile clinic in 2022 and added ultrasound
services in the fall of 2022.

The District has a strong management team and is led by a five-member board of directors. Key
management includes:

Matt Rees, MBA - CEO — Over 20 years of experience in healthcare administration.
Kent Scown - COO — Over 20 years of experience at the District.

Paul Eves, MBA — CFO — Over 10 years’ experience in medical accounting.
Adelaida Yanez, RN — Chief Nursing Officer

Kristen Rees, MPH — Chief Quality and Compliance Officer



Loan Request

The District participates in the Medicaid “Intergovernmental Governmental Transfer” program
(IGT). In this program, the federal government provides matching funds to states for all
qualifying Medicaid expenditures. California has the lowest standard rate, which is 50 percent.
States must fund their share of Medi-Cal expenditures to access federal dollars, but they have
some flexibility in the sources of funding.

Local entities, like the SHCHD, contribute funding to support state Medicaid programs. Local
funds typically take the form of either intergovernmental transfers (IGT)—a transfer of funds
from another governmental entity to the state Medicaid agency—or Certified Public
Expenditures (CPE)—an expenditure made by a governmental entity that funds Medicaid-
covered services. Both are eligible for federal matching funds. As noted above, the District
participates in the IGT program.

To receive the IGT payment, the District must submit funds to the state from the District’s
operating capital. The state then requests additional funding for the District for expenses not
covered by Medi-Cal. The federal government provides the unfunded expenses to the state,
which passes them back, along with the District’s original funds. This process can take up to four
months to complete. The District is submitting approximately $3.5 million dollars and is
requesting $3.5 million from RREDC. The loan will reduce the burden on operational cash and
will be repaid from revenue received through accounts receivable and expected property tax
revenue.

This is not the first time RREDC has supported this transaction. RREDC, the Headwaters Fund,
and the Humboldt Area Foundation provided a $1.8 million loan to the District in March of 2019
for a previous IGT payment. This loan was fully repaid in June 2019. In early 2020, RREDC
approved a second loan of $1 million with a similar purpose. That loan funded in mid-March
2020 and was repaid one month later. In 2023, RREDC provided a third loan of $1 million that
was paid back in 1.5 months. A fourth loan was issued in 2024, which was also repaid.

Amount | Disbursement Payoff Date Participants
Year Date
2019 $1.8MM 3/25/2019 6/07/2019 RREDC/HAF/HWF
2020 $1.0MM 3/12/2020 4/13/2020 RREDC
2023 $1.0MM 3/8/2023 4/20/2023 RREDC
2024 $1.5MM 3/13/2024 5/08/2024 RREDC/HWF

The IGT process has, to date, occurred early in the calendar year. However, this year the District
was informed that this process has been accelerated, which means that the match deposit is due
to the State of California by November 22, 2024.

Because the district is prohibited from borrowing funds to meet its IGT match, it will repay the
loan using accounts receivable and anticipated revenue from its property tax assessment.




Sources and Uses of Funds

Sources Uses

RREDC $500,000 | IGT Match $3,500,000
Humboldt Area Foundation $1,000,000

Headwaters Fund RLF $800,000

Headwaters Fund CIF $1,200,000

Total $3,500,000 | Total $3,500,000

Business Financial Analysis

RREDC has audited financial statements for FY 2019 — 2022 and internally prepared statements
for FY 2023 and 2024. Full summaries are attached to this memo. The organization has a
significant “Unrestricted Fund Balance” with minimal liabilities relative to assets.

District has shown an operational loss in three of the last four years. However, this is

compensated for by property tax and other non-operating revenue.

Revenue and Expense Summary Audited Unaudited
6/30/2020] 6/30/2021] 6/30/2022| 6/30/2023] 6/30/2024
Total Operating Revenue 16,613,157 | 14577470 | 15791171 | 19406279 | 28,578,761
Total Operating Expense 15167300 | 15.607.276 | 16781480 | 21.181250 |  27.401.145
Operating Income 1445857 | (1,029.806)] (990309 (1774970 1.177.616
Non-Operating Revenue 1393117 | 2112741 5788.104| 3615836 1822533
Total Net Revenue 2838974 | 1082935 | 4797795 |  1840.865 | 3,000,149




Balance Sheet Summaries Audited Unaudited
6/30/2020| 6/30/2021 6/30/2022 6/30/2023 6/30/2024
ASSETS
Current Assets
Cash 15,843,576 | 17,003,771 14,886,052 | 9,370,238 | 6,976,593
Accounts Receivable 1,019,969 1,440,793 1,631,147 | 2,345,453 3,116,144
Other Receivables 7,789 11,627 24,775 1,874,193
Inventories 83,377 20,472 74,264 727,133 605,516
Estimated Third-Party Settlements 654,447 985,654
Prepaids and Deposits 188,427 125,045 115,846 209,438 965,146
Total Current Assets 17,143,138 | 19,346,155 17,717,738 12,652,262 13,537,592
Fixed Assets
Nondepreciable capital assets 823,341 1,463,633 2,572,804
Depreciable capital assets - Net 3,781,591 4,393,331 4,232,414
Net Fixed Assests 4,604,932 5,856,964 6,805,218 | 11,716,480 | 16,062,183
Other Assets 5,852
Total Assets 21,748,070 | 25,203,119 | 24,522,956 | 24,374,594 | 29,599,775
LIABILITES AND FUND BALANCE
Current Liabilites
Accounts Payable 322,153 763,378 747,546 10,128 892,870
Accrued Payroll and Related Costs 596,940 836,087 876,191 512,336 764,820
Current portion of refundable advance 559,600
Unearned Revenue 3,100,784 510,325 112
Current Maturities - Medicare Refundable Adv. 447,037 2,325,101
Oher Current Liabilties 1,415,667 (888,925)
Est. Third-Party Settlements 128,232
Current Portion Long Term Debt - 255,500
Current Maturities - Capital lease obligations 72,370 95,528
Total Current Liabilites 4,707,709 2,629,197 4,299,978 1,938,131 768,765
Long-Term Debt
Bonds Payable -
Long-Term Debt less current portion 1,221,456 - 255,500 2,188,909
Capital Lease Obligations less current portion - 263,183 223,499 223,499
Refundable Advance less current portion 3,917,201 3,752,114
Net Long Term Debt 5,138,657 | 4,015,297 478,999 - 2,412,408
Total Liabilities 9,846,366 | 6,644,494 4,778,977 1,938,131 3,181,173
Net Position
Net investment in capital assets 4,604,932 5,521,411 6,486,191
Unrestricted 7296772 | 13,037,214 13,257,788 | 22,436,462 | 26,418,603
Restricted Fund Balance -
Total Fund Balance 11,901,704 | 18,558,625 19,743,979 | 22,436,462 | 26,418,603
Total Liabilites and Fund Balance 21,748,070 | 25,203,119 | 24,522,956 | 24,374,593 | 29,599,776




Policy Guidelines

This loan is consistent with the RREDC Revolving Loan Fund plan for the following reasons:

1.

There is significant leverage of RREDC dollars of greater than 2:1.

2. Healthcare is a high priority in the Humboldt County CEDS.
3. The District provides a critical service vital to the economy and community, serving
vulnerable populations of high poverty.
4. The District is a significant employer in the region, with over 100 FTEs.
Recommendation

Approval of this loan is recommended for the following reasons:

1.
2.
3.
4.

The loan is consistent with policy areas as outlined above.

There is a clearly identified source of repayment.

Approval of this loan will retain jobs and maintain cash flow stability.
Applicant has positive history of borrowing from RREDC.

Additional Conditions of Funding

1.
2.
3.

Receipt of final audit for FY 2023.
Provision of updated property tax account statement.
Provision of current agreement for Intergovernmental Transfer funds.



Southern Humboldt Community Healthcare District
Parent Company (Consolidated)

ACS | Custom Balance Sheet
End of Jun 2024
Options: Activity Only

FINANCIAL ROW
Assets

Current Assets
Cash - Checking & Investments
Patients Accounts Receivable
Less Allowances
Other Receivables
Inventories
Prepaid Expenses and Deposits

Total Current Assets

Property and Equipment
Land
Land Improvements
Buildings
Equipment
Construction in progress
Less: Accumulated Depreciation

Net Property and Equipment
Total Assets

Liabilities & Fund Balance
Current Liabilities
Accounts Payable
Accrued Payroll & Related costs
Other Current Liabilities
Deferred Revenue IGT
Loans & Current Portion of Lease Obligations
Reimbursement/Settlement
Total Other Current Liabilities
Total Current Liabilities
Long Term Debt, Less Current Portion
LEAF Data Backup Liability
Maple Lane Loan
CHFFA Help II Loan
Lease Obligations
Net Long Term Debt
Equity
Unrestricted Fund Balance - Prior Years
Retained Earnings
Net Income
Total Fund Balance

Total Liabilities & Fund Balance

AMOUNT

$6,976,593.29
$7,521,214.60
($4,405,071.34)
$1,874,193.14
$605,516.01
$965,146.39
$13,537,592.09

$1,163,216.09
$553,251.44
$5,492,004.34
$7,619,310.60
$10,091,134.96
($8,856,734.08)
$16,062,183.35

$29,599,775.44

$892,869.62
$764,820.10

$1,200.00
$95,528.00
($985,653.71)
($888,925.71)
$768,764.01

$53,134.90
$227,867.30
$1,907,906.96
$223,499.00
$2,412,408.16

$2,830,961.19
$20,587,492.90
$3,000,149.18
$26,418,603.27

$29,599,775.44



Southern Humboldt Community Healthcare District
Parent Company (Consolidated)

SoHum Income Statement
From Jul 2023 to Adjust 2024 (6/30 - 6/30)
Options: Activity Only

FINANCIAL ROW AMOUNT

Revenue

Gross Patient Revenue

Inpatient $2,466,935
Inpatient Ancillary $346,880
Outpatient $16,058,322
Outpatient Ancillary $7,868,440
Total Patient Revenue $26,740,577

Deductions from Revenue

9060-913 - Supplemental Revenue ($1,641,486)
Contractual Allowances $3,070,889
Provision for Bad Debts $1,315,907
Other Allowances / Deductions $36,703
Cost Of Sales $0
Total Deductions $2,782,014
Net Patient Revenue $23,958,563
Other Operating Revenue $4,620,198
Total Operating Revenue $28,578,761
Expenses
Salaries & Wages $9,765,991
Employee Benefits $3,543,217
Professional Fees $3,824,453
Supplies $5,139,807
Repairs & Maintenance $335,101
Purchased Services $2,337,162
Utilities $305,231
Insurance $172,820
Depreciation/ Amortization $768,168
Other $1,209,195
Total Operating Expenses $27,401,145
Operating Profit (Loss) $1,177,616
Tax Revenue $1,128,003
Other Non Operating Revenue (Expense) $525,701
Interest Income $168,829
Net Non Operating Revenue (Expense) $1,822,533

Net Income (Loss) $3,000,149
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