
$The Washington Health Care Facilities Authority is 

Failing in Its Primary Purpose: To Make Quality Health 

Care Affordable for Washingtonians

A Forgotten Authority:

Miryam Laytner and 
Carrie Tracy

Northwest Federation of 
Community Organizations

November 2006

 



Table of Contents

 1 Introduction

 2 Washingtonians are Facing a Health Care Crisis

 3 WHCFA – Washington State’s Little Hill-Burton Act

 4 How Does WHCFA Provide Savings to Nonprofit Health Care Institutions?

 5 WHCFA Fails to Lower Costs for Patients

 5 Nonprofit Health Care Institutions Save Millions through WHCFA

 5 WHCFA has a Legal Duty to Enforce Savings Requirements

 6 Where Did the Savings Go?

 7 Recommendations – WHCFA Should Strengthen the Savings Requirement,  
 Not Eliminate It

10  Appendix A

11 Appendix B

12 Appendix C

13 Appendix D

Page



Introduction

Washington’s health care consumers are caught in a 
jam, and no one is immune.  Those with health cover-
age are paying more out of their own pockets each 
year for insurance that covers less.  At the same time, 
skyrocketing out-of-pocket expenses diminish access 
to care for those who are uninsured and underinsured.

Washington State has a number of tools to reduce the 
burden on families that pay directly for health care 
services.  One tool is the Washington Health Care 
Facilities Authority (WHCFA).  WHFCA, through its 
enabling statutes, regulations, and loan agreements, 
makes it possible for qualified nonprofit health care 
facilities to access tax-exempt bond financing, which 
allows those facilities to borrow money at interest 
rates significantly lower than those paid by for-profit 
enterprises.  WHCFA provides these loans on the con-
dition that the savings from the lower interest rates 
are passed along to patients in the form of across-the-
board rate reductions.  In setting up the WHCFA, the 
Legislature reasoned that, if nonprofits – which have a 
mission to serve local communities and the poor and 
underserved – received lower interest loans, the non-
profits would use the savings to cut costs for patients.

It sounded like a great idea.  Nonprofit hospitals could 
get the money they need to build new facilities and 
provide lower cost services to the community, and the 
state and its residents would hold down costs, since 
the nonprofits would pass along the savings.  But has 
it worked out that way?

Washington Community Action Network (formerly 
Washington Citizen Action) took a look at the sav-
ings that nonprofit health care facilities receive due 
to financing through the WHCFA.  Every year, the 
savings realized by nonprofit health care facilities is 
more than $50 million.

That money could help a lot of people.  With $50 
million a year, 106,000 of the state’s 125,000 cur-
rently uninsured childreni could be covered through 
the CHIP program.ii With $50 million per year, 12,425 
people could buy private insurance.iii  With $50 mil-
lion per year, patient costs could be reduced signifi-
cantly at local hospitals.   

Next, Washington Community Action Network 
reviewed what the various health care facilities that 
have borrowed money through the WHCFA claimed 
to have done with the savings.  Many borrowers have 
not reported to the WHCFA at all.  Of those that did, 
most simply stated that they were in compliance with 
the requirement to pass along savings, but without 
describing how the savings were passed along.  Only 
a few borrowers claimed that their rates for providing 
health care goods and services were reduced due to 
the savings; none provided documentation to demon-
strate the specific manner in which the savings were 
used to lower patients’ rates.  Not one.

Finally, Washington Community Action Network re-
viewed what WHCFA has done to enforce the savings 
requirement.  It discovered that WHCFA has never, in 
its 30-year history, taken any enforcement action.  In 
fact, WHCFA’s Executive Director maintains that the 
agency’s only role is to passively receive information.  
“It does not have any other duty under the covenant 
or law to take any action regarding such compliance.”  
(Memo to WHCFA Board Members from John Van 
Gorkom, Executive Director, dated May 11, 2006)

WHCFA’s lax attitude toward enforcement of the sav-
ings requirement in its bond agreements is not shared 
by others in state government.  Governor Christine 
Gregoire recently wrote to the WHCFA Executive 
Director about her concern that the savings require-
ment be enforced:
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“If a revision to the Authority’s policies and proce-
dures is necessary to insure adequate tracking of con-
tractual requirements and receipt of required docu-
ments, it is incumbent on the Authority to promptly 
institute those changes.  The Authority should assure 
that bond recipients provide all contractually required 
documents in exact compliance with the financing 
document’s covenants.”  (Letter from Governor Gre-
goire to John Van Gorkom, dated June 19, 2006)

Unfortunately, WHCFA staff did not respond to Gov-
ernor Gregoire’s letter by strengthening the savings 
requirement.  Instead, WHCFA staff proposed that the 
regulations and covenants be changed to eliminate the 
savings requirement altogether.  Wiping out the sav-
ings requirement could mean even higher health care 
costs for Washington patients.

Why has WHCFA strayed so far from its original 
purpose and mission?  It appears that WHCFA staff 
see the health care facilities that borrow through 
the agency as their “clients.”iv  In doing so, the staff 
ignore WHCFA’s real constituency:  Washington state 
residents who need lower health care costs.

WHCFA should return to serving its public mission 
and fully enforce the savings requirement.  In do-
ing so, it will make sure that more than  $50 million 
a year is dedicated to reducing costs to Washington 
health care consumers.

Washingtonians are Facing a  
Health Care Crisis

Our state’s health care system is in crisis.  More than 
800,000 people in Washington are uninsured, mostly 
because they cannot afford to pay insurance premi-
ums.  Many more Washingtonians have inadequate 
health insurance that does not cover critical services.  
Nationwide, more than half of all bankruptcies are 
related to medical causes.  For millions of people, the 
financial consequences of a trip to the hospital are as 
frightening as the medical consequences.

Hospitals and other health care institutions have 
considerable ability to determine the cost of care.  
They are thus centrally important to efforts to ensure 
that health care is affordable to those who need it.  
Washington is fortunate to have a health care system 

... 2 ...

Patricia Scott

I am originally from Durham, North Carolina, but 
moved to Seattle, Washington a number of years ago.  
I am 62 years old and have one daughter.  I am a 
licensed social worker and used to work for Kaiser 
Permanente, but lost my job.

When I lost my job, there was suddenly a huge gap in 
my income.  I went on unemployment, and was in a 
state of shock.  I eventually found a job as a part-time 
university teacher, but I received no benefits because 
of my part-time status.  I stayed on COBRA for 3 
years.  For the first six months, I didn’t have to pay 
anything, but after that I was paying $327 a month, 
which was the majority of my income.

I am disabled and have severe arthritis.  As a result 
of my arthritis, I had to have a full knee replacement.  
Even with insurance coverage, the cost of this surgery 
was so high that I had to choose between paying my 
credit card bills and paying my medical bills.  My 
financial situation became so bad that I had to file for 
bankruptcy.  I felt ashamed and isolated because this 
was something I couldn’t talk to my friends about.  

Although I am currently running a private practice 
and continuing to teach part time, I am barely scrap-
ing by with the money I make.  I’m thinking about 
moving down to Mexico when I retire because I feel 
that that’s the only place I can get affordable health 
care.  It’s a shame that I have to leave the country to 
get good, affordable health care. There’s something 
wrong with our system.  



passed the Washington Health Care Financing Act, 
authorizing tax-exempt bond financing for health care 
nonprofits, providing a new source of funding for 
these health care facilities.vi 

As reflected in its statutory purpose, WHCFA was es-
tablished to minimize costs of construction and costs 
to the public, which, in turn, would help to improve 
the quality of health care in Washington State:

The good health of the people of our state is a 
most important public concern. The state has 
a direct interest in seeing to it that health care 
facilities adequate for good public health are 
established and maintained in sufficient numbers 
and in proper locations. The rising costs of care 
of the infirm constitute a grave challenge not 
only to health care providers but to our state and 
the people of our state who will seek such care. 
It is hereby declared to be the public policy of 
the state of Washington to assist and encourage 
the building, providing and utilization of  mod-
ern, well equipped and reasonably priced health 
care facilities, and the improvement, expansion 
and modernization of health care facilities in a 
manner that will minimize the capital costs of 
construction, financing and use thereof and 
thereby the costs to the public of the use of such 
facilities, and to contribute to improving the qual-
ity of health care available to our citizens. In or-
der to accomplish these and related purposes this 
chapter is adopted and shall be liberally construed 
to carry out its purposes and objects.vii  
(emphasis added)
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composed primarily of nonprofit providers.  More than 
75 percent of health care in Washington is provided by 
nonprofit institutions, which should be accountable to 
the communities they serve.

Yet despite the nonprofit character of Washington’s 
health care system, costs of care continue to rise. In fact, 
nonprofit health care institutions across the state often 
have higher charges for services than their public and 
for-profit counterparts.  

Nonprofit health care facilities must demonstrate that 
they are fulfilling their obligation to serve the public 
interest and return real, measurable benefits to their local 
communities.  Washington state must use all the mecha-
nisms at its disposal to reduce health care costs by fully 
enforcing the savings requirement in the WHCFA loan 
agreements with nonprofit health facilities. 

WHCFA – Washington State’s Little 
Hill-Burton Act

WHCFA was created to support the construction of 
reasonably-priced health care institutions.  Before the 
creation of the WHCFA, nonprofit health care facili-
ties relied frequently on federal Hill-Burton funding for 
construction projects.  As a condition for receiving this 
federal money, health care providers were required to 
dedicate “a reasonable volume of services” to indigent 
and uninsured people.v  This requirement was enforced 
through specific federal regulations.  When Hill-Burton 
funding dried up in the 1970s, nonprofit health care fa-
cilities were left searching for other ways to cover their 
construction costs.  In 1974, the Washington Legislature 

Bonds Approved by WHCFA

2001 May, June, July
2006

In-Process
Loans
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$100,000,000

$200,000,000

$300,000,000

$400,000,000

$500,000,000

$600,000,000

$700,000,000

$800,000,000
$679,045,035

$395,465,000

$544,040,000



... 4 ...

The savings covenant plays a similar role to the com-
munity benefit requirement under the Hill-Burton 
Act.  Just like the federal act, the Washington law 
is designed to ensure that, in exchange for access to 
lower-cost financing, nonprofit health facilities pass 
on the savings to the public.

Eliminating the savings covenant, as WHCFA has 
proposed, would eviscerate this purpose.  By failing 
to enforce the current requirement that borrowers pass 
savings on to patients – and, indeed, by attempting to 
get rid of that requirement altogether – the WHCFA is 
turning its back on the very purpose for which it was 
created: to benefit people who are facing rising health 
care costs.

How Does WHCFA Provide Savings to 
Nonprofit Health Care Institutions? 

Governmental agencies, such as WHFCA, can issue 
“tax-exempt” bonds on behalf of qualifying nonprofit 
facility seeking funds for a construction or expansion 
project.  The bonds are called “tax-exempt” because 
the investors who purchase the bonds are not taxed 
on the interest income they earn from the bonds.  This 
makes the bonds attractive to investors.

When the bonds are issued, the bank or investors sup-
ply the funds for the project to the WHCFA, which 
in turn passes the funds on to the nonprofit health 
care facility that is borrowing the money.  When the 
facility repays the loan, WHCFA repays the princi-
pal and interest on the bonds to the bondholders.viii   
WHCFA typically hires a trustee to receive, manage, 
and disburse the proceeds from the borrower to the 
bondholders.ix 

WHCFA is not responsible for repayment of the loan 
by the facility.  In Washington, as in many other 
states, the state constitution bars the lending of state 
credit to a private entity.x  Most state government 
bond issuing authorities (including the WHCFA) in-
clude provisions to the effect that, although the bonds 
are issued in the name of a governmental entity, the 
governmental entity is not taking on responsibility for 
the bond debt.xi 

When it borrows money through the WHCFA for 
a project, a nonprofit health care facility pledges 
to repay the funds and interest over time, from the 
proceeds of the project or from other resources.  Since 
the interest income to bondholders is tax-free, the 
interest rate charged to the borrowing facility is below 
what would be charged to a for-profit institution.  The 
lower interest rate generates the “savings” described 
in the savings requirement.

➟

➟

Borrower
(Hospital)

Loan Agreement

Government
Issuing

Authority

Bank/
Investor

Bond $$$

$$$

➚
➚
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The chart above shows a breakdown of recently issued WHCFA bonds and bonds that are still in process.  
Just looking at the recent and pending loans, nearly half a billion dollars that should be dedicated to reducing  
patient costs is at stake. 

Finally, it is important to remember that, because gov
ernment does not collect taxes on the interest income 
generated by these bonds, the forgone tax revenue 
constitutes a public subsidy of a private business.  To 
put it bluntly, when a private nonprofit health care 
facility saves money by borrowing through a tax-ex-
empt bond, the rest of us – business and individuals 
– pick up the tab by paying higher taxes to make up 
for the forgone tax revenue.

WHCFA Fails to Lower Costs  
for Patients

Nonprofit Health Care Institutions Save  
Millions through WHCFA 

According to their website, the Authority has issued a 
total of over $6.4 billion in tax-exempt revenue bonds.  
WHCFA loans are getting increasingly larger. In the 
last few months alone, since May of 2006, including 
in-process loans and recent loans, WHCFA has issued 
almost $1 billion in loans to health care facilities with 
estimated savings to health care facilities totaling over 
$400 million.xii  For example, this year Providence 
Health and Services received the largest loan award 
in the history of the WHCFA.  Their loan award of 
$377,215,000 is greater than half of the total loans 
issued in 2001.

WHCFA has a Legal Duty to Enforce 
Savings Requirements 

WHCFA has never taken any enforcement action to 
ensure that borrowers fulfill their obligation to pass 
the savings on to consumers, but it could.  WHCFA 
has the authority to enforce the savings requirements.

WHCFA includes savings covenants in its loan 
agreements with borrowers.  The covenants say that 
the borrower is obligated to pass on the savings to 
consumers as across-the-board rate reductions.  For 
example, a loan agreement WHCFA signed with 
Providence Health System in 2001 says that “Each of 
the Washington Corporation and Providence Everett 
covenants and agrees to pass on to its patients from 
time to time, in the form of reductions of rates and 
fees and/or forgone increases of rates and fees 
charged for health care services, its allocable portion 
of the savings realized and to be realized by” Provi-
dence because of the tax-exempt loans.xiv  The loan 
agreements also state that the borrower promises to 
provide a yearly statement, called a “savings certifi-
cate,” that provides all of the information needed to 
show that the borrower is complying with the require-
ment that it pass on savings to consumers.xv  Because 
these requirements are part of the loan contract, 

Providence Health and Services    $377,215,000     $192,000,000

Swedish Health Services     $325,000,000     $150,000,000

Group Health       $100,000,000      $25,000,000

Kadlec Medical Center      $83,780,000      $38,000,000

Grays Harbor Community Hospital      $31,125,000        $9,000,000

Seattle Mental Health       $13,000,000        $7,000,000

Sea Mar Community Health Center        $2,500,000             $87,000

N.A.T.I.V.E.           $2,250,000           $600,000

Moses Lake Community Health Center      $1,550,000          $251,000

Sunnyside Community Hospital       $1,200,000          $300,000

Planned Parenthood            $960,000          $196,000

Consejo Counseling and Referral Services         $925,000          $224,000

Total                  $939,505,000              $422,658,000 

Health Care Facility                 Loan/Bond       Estimated
Amount Savings
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WHCFA has the ability to declare the loan agreement 
in default if the borrower does not pass on the savings 
and prove it annually.

WHCFA is fully authorized to enforce the savings re-
quirement.  Its own regulations require that a facility’s 
application for financing must include an estimate of 
how much money it will save if it receives tax-exempt 
financing, and a description of how the facility will 
pass on the savings to consumers.xvi  WHCFA may 
not approve an application unless it determines that 
the facility will carry out the purposes and policies 
of the enabling statute; that the facility will pass on 
substantially all of the savings to patients; and that it 
has satisfied the requirements of the law and regula-
tions.xvii  The regulations are clearly authorized by the 

statute that created WHCFA.xviii  Thus, WHCFA has 
both the authority and the duty to ensure that the sav-
ings requirement is enforced. 

Where Did the Savings Go? 

WHCFA does not know how the facilities used the 
millions of dollars that should have been passed on 
to patients in the form of rate reductions.  In fact, 
the WHCFA Executive Director, John Van Gorkom, 
admits that the agency does nothing to enforce the 
savings clause.  In a memo to WHCFA’s board 
members, Van Gorkom stated that he believes that 
WHCFA need not enforce the requirement that all of 
the savings from the tax-exempt bonds are passed on 
to consumers.xix 

Name of Health
Care Institution

Stated 
they

were in
compliance

Claimed savings
were shown in

operational
expenses

Estimated
savings

only

Claimed
no rate

increase

Explained
how

savings
occurred

Years Filed

Central Washington
Health Services
Association

Empire Health
Services
Family Resource
Center
Fred Hutchinson
Cancer Research
Center
Grays Harbor
Community Hospital
Great Lakes Mental
Health Foundation
Group Health
Cooperative
Harrison Memorial
Hospital

Peace Health

Inland Northwest
Blood Center
Kadlec Medical
Center
Overlake Hospital
Medical Center
Providence Medical
Center
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Care Alliance
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Sunnyside 
Community Hospital
Yakima Valley
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Centers of King
County

x                        x                                                           2005
2002-

1999-
20061997x

x x x 1998-
2003

2003 2005
1997-
2001
1997-
2005

1997
1997-
2005
1997-
2005
1997-
2005
2003-
2006
1997-
2005

1998

2003 2006

1997-
1999

2001

2001-
2005

2006
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x x

x

x
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x x
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x x x
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x

x

x

x

x x
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As the table on Page 6 shows, some borrowers report-
ed in some years and not others.  Even when borrow-
ers submitted some documentation, the documenta-
tion was generally inadequate to demonstrate specific 
or measurable savings being passed on to consumers.  

For example, Central Washington Health Care Facili-
ties Authority submitted a statement annually, from 
2001-2004.  However, the statement provided no spe-
cific information about how the savings were passed 
on to customers, merely asserting that “[t]he Hospital 
is in compliance with its covenant to reduce and/or 
forego increases in the rates and fees it charges in ac-
cordance with Section 9.16 of the Loan and Security 
Agreement.”xxii   

Grays Harbor Community Hospital’s annual state-
ment, submitted in 1997, specified how much money 
the Hospital saved in interest, but did not explain 

exactly how the Hospital reduced costs for consum-
ers, merely stating:

I certify that the Hospital is in compliance with 
its covenant to reduce and/or forgo increases in 
the rates and fees it charges in accordance with 
Section 9.20 of the Loan Agreement.  The interest 
projected for 1997 is $1,520,000.  The projected 
interest rate for a taxable issue would be 11% 
making the interest savings for a tax-exempt issue 
$570,000.  The forgone increase in revenue which 
would be needed to pay this expense is estimated 
to be $1,200,000.xxiii 

Neither of these statements explains in detail how the 
savings were passed on to consumers.  Nor do they 
present any proof that WHCFA could use to enforce 
the savings agreements. 

These two examples are not highlighted to single out 
particular nonprofit health care institutions. Rather, 
they are illustrations of a pattern of insufficient re-
porting and a lack of enforcement of savings require-
ments between bond recipients and WHCFA. 

In contrast, the Family Resource Center reported its 
compliance with the savings covenant by calculating 
that it provided a 7.5 % across-the-board reduction 
in anticipated rate increases due to the savings from 
tax-exempt bond financing through the authority.  
Although the facility does not include any description 
of how it arrived at the reported rate reduction due to 
savings, it properly recognizes that it must return the 
savings to patients in the form of rate reductions.xxiv  

Recommendations – WHCFA Should 
Strengthen the Savings Requirement, 
Not Eliminate It.

Governor Gregoire, a WHCFA Board Member, has 
urged WHCFA to ensure that borrowers provide docu-
mentation showing that they are passing cost savings 
on to patients through reduced rates or forgone rate 
increases:  “The Authority should assure that bond re-
cipients provide all contractually required documents 
in exact compliance with the financing document’s 

The WHCFA loan agreements require borrowers to 
submit annual savings certificates that explain how 
the facilities passed the savings on to patients in the 
form of rate reductions.  But WHCFA does not review 
these documents to determine whether borrowers are 
using the savings appropriately.  WHCFA does not 
even make sure that borrowers submit the savings 
certification.  In fact, WHCFA was not aware that the 
certificates had not been submitted until it performed 
a review of the compliance program.xx 

Washington Community Action Network obtained 
copies of documents that WHCFA has received from 
borrowers regarding the savings requirement.  The 
vast majority of borrowers from WHCFA (including 
some of the larger health facilities in the state) have 
never reported their compliance with the savings 
covenant to WHCFA.xxi  Some facilities reported on a 
regular basis, while others provided the information 
sporadically. Although all the facilities baldly as-
serted that they were in compliance, most provided no 
further documentation to support how this compliance 
occurred.  The table below breaks down documen-
tation WHCFA has received from borrowers since 
1997. This can be compared to the list of all borrow-
ers (see appendix).
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covenants.”xxv  Nothing less than complete and 
exact compliance with the savings obligation 
should be accepted.  

To ensure compliance with WHCFA’s founding 
principles, statute, regulations and loan agree-
ments, the following recommendations should be 
carried out.  

Recommendation 1:  
Keep the savings  
requirement in the WHCFA rules.

The savings covenant is directly connected to 
WHCFA’s original intended purpose, and the re-
moval of it would jeopardize this purpose as well 
as the constitutionality of the WHCFA. Keeping 
the savings requirement in the rules and in the 
loan agreements is critical to ensuring that these 
tax-exempt bonds are truly going to benefit those 
patients who need it the most, and to maintaining 
nonprofit accountability in Washington State.

Recommendation 2:  
Clarify the wording of the savings 
covenant and the reporting 
requirements.

The WHCFA needs to clarify the language used 
to describe how the savings requirement will be 
demonstrated and enforced so that Washington 
residents receive the full benefit of the millions 
of dollars in interest savings that nonprofit health 
care facilities enjoy each year.  WHCFA should 
require complete transparency in reporting of 
costs and pricing among health care institutions 
so that savings for patients can be accurately 
measured.

Recommendation 3:  
Consistently and effectively enforce 
the reporting reuirement.

Bond recipients make a commitment by signing 
the bond agreement to pass the millions of dol-
lars that they save on to their patients.  WHCFA 
needs to hold these borrowers accountable to 
their commitment.  WHCFA must enforce these 
standards.

Dorothy Sullivan

I am a great-grandmother.  I take care of my three grand-
children, and I cherish the time I get to share with them.  I 
was diagnosed with cancer six years ago and owed thou-
sands of dollars in medical debt.  I can’t do strenuous work 
because I have a collapsed lung.  The wall was mended, 
but I can not perform any lifting because it could tear the 
scarred wall.  

I receive Social Security Disability, and it helps to pay all 
my bills.  With paying for rent, for my car, for food, I often 
struggle to pay the light or electricity bill.  There is no way 
that I could afford to pay medical bills on top of all this.  
My bills were piling up and I had no way to pay them.  To 
stretch my income, I visit a food bank, make use of Sec-
tion 8 housing, and conserve as much energy as possible, 
including drying clothes out on the line.

Getting health insurance is hard for me because I have 
preexisting conditions.  My lungs are a big one, but even 
worse is the cancers of both the lung and the breast.  I was 
not able to see a doctor before when I was working because 
I worked part-time at all of my jobs, and my employers did 
not offer health insurance to part-time workers.  Now I 
have been able to see a doctor because I am on Medicare.  
One of my biggest frustrations has my inability to partici-
pate in my community due to my lack of mobility and trans-
portation, which has been made even worse by my illness.

I was recently diagnosed again with cancer.  Luckily, this 
time my doctor helped me enroll in a program to help with 
my medical bills.  But even with the help of this program, 
I still don’t have enough money saved to cover unexpected 
bills such as health care, my car breaking down, or other 
emergencies.
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and major metropolitan areas, included the Northwest’s largest cities (Seattle and 
Portland) and the largest cities in Montana and Oregon. 1265 South Main Street 
Suite #304, Seattle, WA 98144, Voice: (206) 568-5400, Fax: (206) 568-5444,  
Web: http://www.nwfco.org

A Forgotten Authority

The Washington Health Care Facilities Authority 

is Failing in Its Primary Purpose: 

To Make Quality Health Care Affordable for Washingtonians

Washington Community Action Network is a state-
wide, grassroots organization. With over 50,000 mem-
bers, we are the largest consumer advocacy group in 
the state. We work on a range of issues with the broad 
aim of bringing about greater economic justice in our 

state and the country. Our board represents a coalition of groups, including 
labor, senior, faith, and community organizations. Our field and telephone  
canvasses do education, activation, and fundraising with our members.  
Our strength as an organization depends on our members’ involvement.  
3530 Bagley Avenue North, Seattle, WA 98103, Voice: (206) 389.0050,  
Fax: (206) 389.0049, Web: www.washingtoncan.org
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