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In 2007, Coulee Medical Center embarked on a project to replace its 25-bed hospital and rural health clinic, which serves as the only source of care for residents and visitors within the Grand Coulee Dam region in the State of Washington.

As a public hospital district, Coulee considered numerous financing options for its project, including issuing general obligation bonds and revenue bonds to finance construction.   Statutory limitations and other factors ruled out general obligation bonds, while the onset of turmoil in the capital markets in late 2007 made a revenue bond structure cost prohibitive.

Coulee’s mortgage lender and underwriter developed a financing strategy to combine taxable Build America Bonds (BABs) and Ginnie Mae securities backed by an FHA insured Section 242 hospital mortgage, to provide a low, fixed interest rate during construction and a 25-year amortization period.  This structure enabled the BABs to receive the highest AAA credit rating, driving down interest costs for the borrower.   

Coulee’s $23.2 million financing was structured as one taxable AAA-rated Build America Bond Series. The hospital will be subsidized for 35% of its coupon rate on the entire $23.2 million issuance, reducing its net interest cost to 4.23%.  The use of Ginnie Mae securities to back the bonds also allowed Coulee to avoid costly debt service and negative arbitrage escrows at closing.

The first of its kind FHA-insured Build America Bond financing was engineered by Coulee’s lender and underwriter in August of 2009.  Coulee confirmed the market acceptance of this innovative financing approach with the completion of its financing in October of that year.  Through the use of FHA-insured monthly mortgage draws during construction and Ginnie Mae securities, the financing could be structured using drawdown bonds, which mean that bonds are sold with each funding draw during the 18-month construction period, rather than funding entirely up front at closing.  This approach saved the hospital approximately $2.1 million in rating-agency required deposits at closing and $7.8 million in interest savings throughout the financing, when compared to a traditional FHA insured tax-exempt bond financing.

