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COUNCIL ON DEVELOPMENT FINANCE

February 19, 2014
PUBLIC HEARING 401
THOSE PRESENT:

Mr. Andy Lubin, Chairperson



Director Alan Levin

Mr. Cleon Cauley




Mrs. Rachael Mears

Mr. Jack Riddle




Mrs. Cassie Porter

Mr. Richard Rowland




Mr. Jimmy Pennewell

Representative Darryl Scott



Mrs. Lee Porter

Mr. Fred Sears





Mrs. Jodie Green







Lawrence Lewis, DAG
Mrs. Bernice Whaley








Mr. Tim McLaughlin








Mr. Peter Bothum

ALSO PRESENT:  St. Francis Hospital – Mr. Brian Dietz and Mr. Bernard Citerone First State Community Loan Fund – Mr. Vandell Hampton; Mr. Adam Damin and Mr. Nick Johnson, OMB; Ms. Courtney Stewart, Controller Generals Office; Ms. Debbie Hamilton, Cozen O’Connor and Melinda McGuigan, EDIS    

LOCATION:   Buena Vista, 661 South DuPont Highway, New Castle, Delaware  19720
TIME:  9:00 A.M.

CALL TO ORDER:

The meeting was called to order at 9:00 A.M. by Chairman Lubin, on Monday, February 19, 2014.

OLD BUSINESS:

Mr. Rowland made a motion that the minutes of the December 16, 2013, Council on Development Finance meeting be approved as presented.  Representative Scott             seconded the motion which was then adopted by unanimous vote. 

NEW BUSINESS:

St. Francis Hospital (“St. Francis” or the “Applicant”)) – The Applicant is requesting a modification to its Delaware Strategic Fund loan previously approved at the June 2007, Council on Development Finance meeting (the “Modification Request”).

Ms. Cannon presented this request to the Council.  She stated that in September 2007, The Delaware Economic Development Authority (“DEDA”) issued a $4,000,000 Delaware Strategic Fund loan to St. Francis.  She stated that the terms included a deferred payment for five years until 2012.  Ms. Cannon stated that in September 2012, DEDA approved an amended and restated note for further deferral until December 1, 2013.  St. Francis is now requesting an additional forbearance of the loan from January 1, 2014, through December 31, 2015, while it works to restructure its strategic business initiatives.
Mr. Dietz stated that he had managed hospitals for most of his career of thirty-five years.  He added however, that for the last ten years, he has been involved exclusively with hospital turnarounds.  Mr. Dietz stated that he has turned around hospitals in nine states.  He stated that he started at St. Francis on May 8, 2013, and on January 12, 2014, he became full-time.

Mr. Dietz stated that he has found that one of the unfortunate things that occurred at St. Francis is the continual turnover of the CEO and executive staff for the last sixteen years.  He added that with that constant lack of continuity of leadership, the hospital has suffered.  He stated that fortunately St. Francis’ quality of care by every measure used in the industry is an exception; it compared very favorably.  He added however, that   from an operational and management standpoint, there is a lot to be desired.  Mr. Dietz stated that because of the impact the leadership issue has had on the hospital, he was brought into address and correct that situation.  He stated that he determined that St. Francis needed to bring on new permanent staff and added that St. Francis is in the process of doing that now.  He added that they have revamped the executive team and have reduced operating costs by $4,000,000.  He stated that St. Francis is working with Highmark and rebuilding that relationship.  He stated that they are being very active in getting physicians interested in being reengaged with St. Francis.  Mr. Dietz stated that he has found that the constant turnover of management made physicians very uncomfortable.  He stated that now St. Francis has a very strong commitment.  He added that in the last seventeen years St. Francis has had four different sponsors, the most recent being Catholic Health Services East and that then merged May 1, 2013 with CHE Trinity Health.  It is understood that there soon will be a new name.

Mr. Dietz stated that St. Francis is in the process of hiring new executives and putting a plan together which will ensure a successful future.  He added that they have accomplished a lot in the last nine months including bringing back ten CRAs.  St. Francis has signed on Mid Atlantic GI Consultants (MAGIC) that has done more GI procedures than has been done in many years at St. Francis.  He stated that more surgeons have been added to the staff.  Further, he stated that these surgeons are in the same group which covers Christiana Hospital and which can do any kind of surgical procedure needed.  Mr. Dietz stated that the medical group or physician that they have talked with are interested and have been willing to talk to them.  He stated that the biggest challenge is giving the physicians assurance that this is a new ball game; that it won’t be like it was previously.  Mr. Dietz stated that he is very optimistic with what the future has in store for St. Francis.
Mr. Riddle asked about the structure of the transaction.  It was stated that the interest rate on this loan is zero.  The forbearance period begins in January 2014; there was a payment made in December.

Mr. Cauley asked why St. Francis was asking for two years of deferment.  He mentioned that the last deferment was only for a few months.  He asked Mr. Dietz where he saw St. Francis in two years.  Mr. Dietz stated that the goal in two years, preferably sooner, would be that the cash flow would be doing well.  He stated that he believes there are a lot of opportunities for St. Francis.  He stated that they have to bring physicians and patients back which he believes have been driven off for the last fifteen years.  He stated that he also feels that St. Francis has become very unattractive to the public and to the staff.  He stated that there is a unique challenge to bring physicians back to St. Francis that are now comfortable with what they are doing.  He stated that St. Francis has to win those people back.  Mr. Dietz stated that he is encouraged by the recent discussions and projections and he stated that he feels that in two years St. Francis will be in a much better position.  He stated that the goal is to bring back the staff that left or who had to be laid off.  He added that St. Francis has brought back some of the nurses and gave them significant increases to do so; some of those nurses got a 46% increase which was needed to keep St. Francis competitive.  Mr. Dietz stated that they have reinvested a lot of money to bring staff back but it is extremely important to have good staff.
Mr. Dietz stated that St. Francis has five or six large departments with no turn over.  He stated that St. Francis does have a loyal group of colleagues who know they can go somewhere else and make more money but chose to stay.  He stated that Christiana Hospital drives the market – a $6–7,000 difference in Christiana’s pay and St. Francis’.  He stated that St. Francis knows what it has to do to be a player in the market.  He stated that he thinks St. Francis in two years will be in good shape.

Mr. Sears asked about the ambulance situation.  Mr. Dietz stated that this has been a challenge as it is very difficult to get data.  He stated he has been trying to get data that gives them the detail on the origin and where the patient was taken.  He stated that he is aware that Christian gets ninety-five percent of the ambulance runs.  He added however, that St. Francis is qualified for most trauma situations except for gunshot cases which should go to Christiana.  Mr. Dietz stated that ambulance runs are not determined on closest proximity to hospital.  He stated that he is trying to figure out the current process.  He stated that St. Francis is a “second base” emergency room.  He stated that from a community view, the current process is not properly serving the residents of the County.  He stated that in transporting emergency victims, the first thing to be considered is closeness and then second should be the appropriate place.  He stated that he is working on this situation and trying to get it corrected.  He stated that he has never seen this type of a situation with an emergency room.  Mr. Dietz stated that he has to change the thinking and is currently trying to find the data which will show him why the current process is being followed.
Mr. Sears asked the DEDO staff about any consideration for charging a fee on extensions.  Director Levin stated that DEDO has not considered that for St. Francis as St. Francis is trying to get themselves firmly established.  He stated that this is the same situation as with Nanticoke Memorial Hospital.

Director Levin also mentioned the disparity in reimbursements from Medicaid between Christiana and St. Francis.  He stated that he considered this another reason for DEDO to waive any fees.  Director Levin stated that there has to be a way of resolving this disparity.  He stated that St. Francis and Nanticoke Memorial serve a very different population.   Mr. Dietz stated that it is incumbent upon St. Francis to continue to negotiate rates to hopefully get to a level playing field such as the other facilities.  He added that their efforts are to at least get them closer which would help them tremendously.

Mr. Sears suggested that DEDO consider charging a penalty or a fee if in two years there is a request for another extension.

Mr. Riddle mentioned that with all of the changes taking place including the sponsors, he suggested that DEDO staff makes sure that it is legally still covered; making sure the  corporate guarantee is still good.

Mr. Lawrence stated that he would like to see Catholic Health East Trinity assume the guarantee and asked Mr. Dietz if he felt the new entity would assume the existing guarantee.  Mr. Dietz stated that he felt it would and he would talk to the attorneys to ensure that they would provide DEDO with the proper documentation.  He further stated that St. Francis is currently in a “stub” year but will be going into a June 30 year ending this year.
Chairman Lubin asked if there were any public comments; there were none.

Motion Made By:  Mr. Riddle
           

Seconded By:
        Representative Scott 



 MOTION:
After duly considering, the previous findings, background and approval of this Project, the Council shall recommend to Mr. Alan B. Levin, Chairperson, The Delaware Economic Development Authority, approval to modify the Applicant’s loan documents for its previously approved Delaware Strategic Fund Loan to reflect an additional forbearance of the loan from January 1, 2014, through December 31, 2015, contingent upon the DEDO staff ensuring that the existing guarantee is updated to reflect its adequacy and the appropriate entities involved.  

Approved by Vote of 6 to 0.

Economic Development Administration Revolving Loan Fund – DEDO staff is requesting the transfer of the $500,000 Economic Development Administration grant to First State Community Loan Fund (FSCLF), in addition to providing a $250,000 Strategic Fund matching grant as part of FSCLF’s commitment of $250,000 to the revolving loan fund.
Mrs. Mears stated that in 2010, DEDO was awarded a $500,000 grant from the U.S. Economic Development Administration (EDA) to establish a revolving loan fund.  She added that DEDO was required to capitalize the revolving loan fund on an l:l basis, establishing a total fund of $1,000,000.  She stated that the original intention of the fund was to provide low-interest, longer-term loans to Delaware companies.

Mrs. Mears stated that when DEDO was awarded the State Small Business Credit Initiative (SSBCI) grant allocation from the Department of Treasury, it was much larger and much more flexible.  She stated that DEDO went to the EDA and asked for a list of other states in which DEDO could contact to get best practices.

Mrs. Mears stated that in 2012, First State Community Loan Fund (FSCLF), informed DEDO that it would like to apply for a revolving loan fund grant from EDA.  She stated that by partnering with FSCLF, it would be conducive to the private leverage requirement set forth by EDA and would also extend the amount of time in which the State of Delaware had to disburse the funds.  Mrs. Mears stated that the EDA recommended transferring the program to FSCLF.  FSCLF’s current application with the EDA is contingent upon DEDO transferring its existing grant, including the loans in the portfolio to FSCLF.  She added that the EDA requires the FSCLF to have its proposed funding plan approved by the EDA which must outline FSCLF’s ability to match the EDA grant of $500,000.

Mrs. Mears stated that upon EDA’s written approval of the transfer of the existing grant and of FSCLFs funding plan, DEDO will transfer the existing $500,000 EDA Revolving Loan Fund loan portfolio to FSCLF.  She also stated that when the FSCLF verifies it has secured $250,000 to be used as a part of the funding plan, DEDO would like to commit to a $250,000 Strategic Fund Matching grant.

Mrs. Mears stated that DEDO felt that FSCLF has a pool of applicants and the funds could be touched immediately.
Mr. Hampton, President of FSCLF, spoke before the Council.  He explained the functions of FSCLF.  He stated that FSCLF provides loan capital and technical assistance to small businesses.  He added that over the last three-four years, the focus has shifted to small businesses.  He stated that the loans range from $5,000 – $250,000 with the average loan being approximately $80,000.   Mr. Hampton stated that FSCLF is focusing on businesses that cannot go to banks for funding.   He added that FSCLF is also charged with servicing local communities throughout the State.  Mr. Hampton stated that over the past twenty-one years, approximately $25,000,000 in financing to small businesses has been provided.  He stated that they have worked with sixty-three businesses through the Delaware Access Program.  He stated that they provide capital to businesses that can’t get it any other source.

Mr. Hampton stated that they are excited about this opportunity.  He stated that there are more challenges in raising more capital.  He stated that they go out and borrow it but the credit criteria has tightened and it is more difficult to borrow now.  He stated that these funds basically come in as equity.  He stated that they are anxious to get this money out on the street.

Mr. Cauley asked about alternative restrictions.  Mrs. Mears stated that this program is different than the SSBCI program where the owner and DEDO have to put in a certain percentage.  
Mr. Riddle asked if DEDO would receive financials on the operation.  He stated that he felt it was part of DEDO’s due diligence to review the financials as we are transferring an asset and we should make sure that we tested the financial security of the operation.  Mrs. Mears stated that EDA is the ultimate grant holder and they are favorably recommending it.  She stated we reviewed First State Community Loan’s application to the EDA.

Mrs. Mears stated that DEDO currently houses a $500,000 EDA grant which is the whole portfolio, notes receivable and cash of which all will be transferred to FSCLF.  She added that any interest earned up to this point DEDO would maintain.  She stated that DEDO would do a 1:1 match so the $250,000 would be from the Strategic Fund.
Director Levin stated that Mr. Hampton does a great job and is fulfilling a very critical need where some of the businesses would not have survived over the last five years.  Director Levin stated he enjoys working with this class act organization and feels it is a great steward of these funds.
Chairman Lubin asked if there were any public comments; there were none.

Motion Made By:  Mr. Cauley
           

Seconded By:
        Mr. Sears

Recused:
        Mr. Rowland


 MOTION:
After duly considering the information provided, the Council shall recommend to Mr. Alan B. Levin, Chairperson, The Delaware Economic Development Authority, approval of DEDO’s request to transfer the $500,000 Economic Development Administration grant to First State Community Loan Fund (FSCLF), in addition to providing a $250,000 Strategic Fund matching grant as part of FSCLF’s commitment of $250,000 to the revolving loan fund, contingent upon DEDO staff’s satisfactory review of FSCLF’s financial statements. 

State Small Business Credit Initiative Internal Lending Authority – In an effort to (1) increase the Authority’s effectiveness in providing timely financial assistance to small businesses in Delaware, (2) encourage more lenders to utilize the program, and (3) pursue drawing down on its third federal grant tranche before program maturation, staff recommends issuing internal lending authority up to $500,000 for its State Small Business Lending Initiative loan participation program.  

Mrs. Mears stated that the SSBCI program was designed to provide assistance to local businesses.  She stated that in 2011, the Authority received $13.17 million for the SSBCI revolving participation loan program. She stated that by 2016, DEDO is required to have fully utilized all of these funds.  She stated that after working with our lending partners, staff has found that the lenders like the program but the biggest barrier was the timeliness.  She added that lenders want to close on a loan within three to four weeks.  She stated that when these requests have to go before the CDF, it can delay the process for six weeks; if a CDF meeting is cancelled, it can delay even longer.  Mrs. Mears stated that she is hearing from the lenders that they don’t use this program as much because of the process time.  She added that staff contacted other states to review their process.  Mrs. Mears stated that staff feels an internal lending authority might resolve this issue.  Mrs. Mears stated that any requests above $500,000.00 would be brought before the Council.  She stated that staff would provide the Council with quarterly reports and any other information they would like to receive.

Mr. Cauley asked if staff had internal lending authority now; Mrs. Mears stated that it did not.  Mr. Riddle stated that he would like to have information regarding the loans approved on a regular basis.  He also asked about the documents requiring two signatures.  Mrs. Mears stated that she would be signing the documents and Director Levin also signs all loan documents.  She stated further that that process is a recommendation from the Treasury.  It was decided that informational reports would be submitted quarterly to the Council including the status and performance of loan projects.  
Chairman Lubin asked if there were any public comments; there were none.

Motion Made By:  Mr. Rowland
           

Seconded By:
        Mr. Riddle


MOTION:
After duly considering the information provided, the Council shall recommend to Mr. Alan B. Levin, Chairperson, The Delaware Economic Development Authority, approval of DEDO’s request for internal lending authority up to $500,000 per participation for its State Small Business Lending Initiative loan participation program. 

Director Levin thanked Mr. Rowland for the assistance he provided to DEDO regarding this program.
Mrs. Mears stated that the SSBCI is willing to fund a position for DEDO to conduct an outreach analysis for our program.  She stated that David Cook has been chosen for this position.  Mr. Cook will be working with lending institutions in these efforts.
ADJOURNMENT

The meeting adjourned at 10:00 a.m.

Respectfully submitted,

Lee Porter, Secretary

LKP

cc:  Members of the Council on Development Finance

      Director Alan Levin

      Lawrence Lewis, DAG

The next CDF meeting is scheduled for Monday, March 24, 2014 at 9:00 A.M. at Buena Vista in New Castle, Delaware.
