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Baraga County Memorial Hospital and its skilled nursing facility are key health resources and major employers serving a rural community of 9,000. Built in 1952, the hospital was outdated, and it was deemed more cost-effective to replace the facility than to renovate.

Baraga considered multiple financing options, but its project was too large to use Federal Home Loan Bank credit enhancement and affordable bank letter-of-credit enhancement was not available to the Northern Michigan provider due to the national financial crisis.

A combination of Build America Bonds (BAB) and Section 242 mortgage insurance from the Department of Housing and Urban Development’s Federal Housing Administration proved most cost-effective for the hospital.  The BAB subsidy reduced the interest rate on the majority of the debt, and the fact that the bonds were issued as taxable rather than tax-exempt allowed Baraga to avoid depositing considerable funds into a debt service reserve and negative arbitrage fund at closing. 

Baraga’s $28.7 million financing was structured in two taxable bond series. The hospital will be subsidized for 35% of its interest coupon cost on $25.1 million of Build America Bonds, reducing the interest coupon on that series to 4.2%, lower than rates obtainable by highly-rated hospital systems for the same time period. The second series of $3.7 million covers the refinancing of existing hospital and nursing home debt as well as certain issuance costs not eligible for the interest subsidy. The entire financing is insured by FHA. It is also collateralized by GNMA, which provides an “AAA” rated security. 

Baraga’s financial adviser and underwriter structured the financing using drawdown bonds, which means the bonds fund as construction costs are incurred over the 18-month construction period rather than funding 100% at closing. This eliminated the negative arbitrage fund of more than $1.1 million and hence reduced the amount that had to be borrowed. 

Combining FHA mortgage insurance with Build America Bonds saved Baraga at least $10 million in present value interest expense over the life of the loan versus a non-rated, fixed rate tax-exempt bond.

