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SUBJECT

Briefing on 2015-RPT0018: Public Health Seattle & King County—Ordinance 17856 Report: Financial Capability to Support Neighborcare Health Leaseback and Assessment of Redevelopment Options.
SUMMARY

In authorizing the Executive to enter into a ground lease with Neighborcare Health for the purposes of allowing Neighborcare to construct a new social and health services facility, the Council requested a report, on or before February 15, 2015, regarding the financial capability of the department to execute a leaseback option and evaluating options for redevelopment of the existing North Public Health Center property.

The facility from which these services are currently offered must be demolished in accordance with the ground lease approved in Ordinance 17856.  Accordingly, keeping the Maternity Support Services/Infant Case Management (MSS/ICM) and Women, Infants, and Children (WIC) programs operating from their current location is not available to Public Health – Seattle & King County (PHSKC) as an option.  However, PHSKC expects patient-generated revenue from the program activities located in the new space to be sufficient to make the lease payments, and assuming stability in revenue streams expects the program operations at this location to recover their costs over a forecast period extending through 2020.

BACKGROUND
In July 2014, the King County Council passed Ordinance 17856, authorizing the King County executive to enter into a development agreement and ground lease under which Neighborcare Health will construct and operate a new facility (the Meridian Center) on the site of the North Public Health Center (North PHC). 
The North District Multiservice Center is located on a 3.17 acre site in the Northgate area. Until this year, Public Health provided primary care, maternity support and infant case management (MSS/ICM) and Women/Infant/Child (WIC) services to 10,600 unduplicated clients at the NDMSC. Beginning in 2015, Public Health has transitioned provision of primary care at the North PHC to Neighborcare Health, a not-for-profit provider of primary health and dental care to low-income individuals.
 Neighborcare Health began providing primary care services at the North PHC in December 2014.
Neighborcare Health and PHSKC began discussions of a partnership at the site of the North PHC in 2012, after Neighborcare Health received a federal grant to help support development of a new facility. Initially, the parties anticipated that PHSKC would continue to provide primary care, MSS/ICM and WIC in the existing North PHC until the opening of the Meridian Center in 2015. After the Meridian Center opened, PHSKC would transition provision of primary care services to Neighborcare Health, but would exercise an option to lease space in the new facility for provision of MSS/ICM and WIC services. PHSKC’s presence in the new facility would be part of the vision for Meridian Center for Health – an integrated service delivery model where clients could obtain primary care, dental, MSS/ICM, and behavioral health services in one location. 
However, in early 2014, PHSKC became aware that the health of the Public Health Fund was significantly worse than expected. PHSKC proposed to the Executive closure of multiple public health centers, including the Greenbridge and Auburn public health centers at which the County had entered into long-term leases.
As a result of PHSKC’s fiscal crisis, Neighborcare Health agreed to assume responsibility for primary care services at the North PHC beginning in December 2014. PHSKC still anticipated occupying space in the new Meridian Center for MSS/ICM and WIC services, and continued to actively participate with Neighborcare Health and Valley Cities, the mental health provider, to plan the new integrated care model and facility. Legislation was transmitted to the Council in June 2014 to enable execution of a ground lease to Neighborcare Health for development of the new facility and authorize the Executive to exercise the option to enter into a 12-year lease for PHSKC to occupy space in the completed facility.

In approving the legislation (Ordinance 17856), given concerns regarding PHSKC’s financial health and its ability to support a long-term lease, the Council required the directors of PHSKC and the Office of Performance, Strategy and Budget (PSB) to transmit a report by February 15, 2015:
… that demonstrates that Public Health - Seattle & King County has the financial capability to support its obligations if the county were to exercise its option to lease space in the Neighborcare Health facility...  The report shall identify all revenue sources that would fully fund the lease payments to Neighborcare Health required under the lease and describe any known risks to those revenue sources.  The report shall also describe options for the redevelopment of the County Property, as described in Article 1, Recital 5 of the Ground Lease, including the potential value from selling the County Property and the extent to which the need to sell or redevelop the County Property is necessary to fund the lease payments…
The ordinance further directed that: 

The executive or the executive's designee is not authorized to exercise the option to lease… if, by March 31, 2015, the council approves a motion that finds that public health - Seattle & King County does not have the financial capability to support its obligations under the lease agreement.

The intent was to provide the Council an opportunity to review PHSKC’s financial status following adoption of the 2015/2016 budget and the end of the 2014 fiscal year before giving full authority to the Executive to exercise the option to enter into the long-term lease.

ANALYSIS

The 2015/2016 adopted budget financial plan projects a $2.9 million shortfall.
 Due to the ongoing nature of the structural deficit facing the Public Health Fund, the deficit is projected to increase to $11.8 million by the end of the 2017/2018 biennium.
Despite the overall condition of the Public Health Fund, the Executive’s report on PHSKC’s financial capability to support the option to lease space in the new Meridian Center indicates that program revenues, including patient-generated revenue, grants, and state and county funds, are anticipated to fully cover the costs of continuing to provide MSS and WIC services at the new Meridian Center. 
Table 1 below shows the net revenues (including King County General Fund) exceeding expenditures estimated for 2015/2016. 

	Table 1

2015/2016 Budgeted Revenues and Expenditures for MSS/WIC at

North District Multiservice Center

	
	MSS/ICM
	WIC
	MSS/ICM and WIC Total
	Risks / Notes

	Revenues
	
	
	
	

	Patient Generated Revenue
	$3,449,741
	
	$3,449,741
	1

	Grants
	$49,332
	$995,274
	$1,044,606
	

	Medicaid Administrative Claiming (MAC)
	$331,380
	
	$331,380
	2

	State Flexible Funds
	$178,040
	$417,462
	$595,502
	

	King County General Funds
	$1,990,438
	$341,177
	$2,331,615
	3

	TOTAL Revenues
	$5,998,931
	$1,753,913
	$7,752,844
	

	
	
	
	
	

	Expenditures
	
	
	
	

	Adopted Budget Expenditures (does not include leaseback)
	$3,628,373
	$1,805,991
	$5,434,364
	

	Leaseback cost (October, 2015- December, 2016)
	$356,769
	$177,578
	$534,347
	4

	Estimated cost for current space

(January – September, 2015)
	$205,335
	$102,204
	$307,539
	

	TOTAL Expenditures
	$4,190,477
	$2,085,773
	$6,276,250
	

	
	
	
	
	

	Net Operating Profit / (Loss)
	$1,808,454
	($331,860)
	$1,476,594
	


Legend of Notes and Risks for Table 1
	Reference
	Risk / Note

	1
	Patient Generated Revenue faces risks from two sources: rate recalculation and patient visits.  First, PHSKC has been required by the Washington State Health Care Authority to recalculate its FQHC reimbursement rate based on feedback from the Centers for Medicare and Medicaid Services (CMS) as it has been too long since PHSKC recalculated.  PHSKC has submitted a recalculated rate. The Health Care Authority anticipates completing its review and making any adjustments in April 2015.  While no adverse revenue impact is anticipated, until the new rate has been certified by HCA, some risk exists.  Second, PHSKC is reimbursed on a per-visit basis, so if patients find other providers or otherwise stop visiting as often, revenue will decline.

	2
	The Washington State Health Care Authority reached a tentative agreement in August, 2014 with CMS to resume claiming Medicaid Administrative costs statewide, including at PHSKC.  The budget depicted in this table takes into consideration the anticipated terms and conditions of the tentative agreement.  However, the specific contractual documents elucidating the terms and making them permanent are not yet available.  The revised program built under the agreement will be launched by HCA on April 1, 2015. Until the exact terms and conditions are known, implementation has been achieved, and the initial time survey results come in, there is still some risk that currently understood claiming levels will not be attained.

	3
	Assumes no reallocation of flexible funds within the department.  Ongoing sustainability throughout the lease term assumes no reallocation over the lease period.

	4
	Includes both leaseback and an estimate for operation cost which starts at $9 per square foot upon move-in and adjusts to match actual costs thereafter.


Based on the assumptions included in the 2015/2016 budget, the Executive anticipates MSS/ICM and WIC at the North Public Health Center to generate revenues (including King County General Fund) in excess of expenditures of about $1.5 million during the current biennium despite the deficit which emerges if the operations of all programs at all Public Health Centers are viewed in the aggregate. 

Note that the leaseback costs shown in Table 1 above are not currently reflected in the Public Health financial plan, as the Executive has not yet exercised the option to lease. If the leaseback option is executed, the ending fund balance would decrease by about $334,000 (the $534,000 in leaseback costs less $200,000 in avoided major maintenance costs at the North PHC). The result would be a projected deficit at the end of the 2015/2016 biennium of about $3.2 million. 

PHSKC and PSB also projected revenues and expenditures through the subsequent two biennia as shown in Table 2 below. Based on the Executive’s analysis, the WIC/MSS programs NDMSC are anticipated to generate about $1.3 million in net revenues (including King County General Fund) exceeding expenditures during the 2017/2018 biennium and $1.2 million during the 2019/2020 biennium. 
	Table 2
2015-2020 Projected Revenues and Expenditures for MSS/ICM and WIC at North PHC

	
	Inflationary Assumption
	 
	2015-2016
	2017-2018
	2019-2020

	Revenues
	 
	 
	 
	 
	 

	Patient Generated Revenue
	1.61%
	
	$3,449,741 
	$3,505,282 
	$3,561,717 

	Grants
	6.69%
	
	$1,044,606 
	$1,114,490 
	$1,189,049 

	Medicaid Administrative Claiming (MAC)
	0%
	
	$331,380 
	$331,380 
	$331,380 

	State Flexible Funds
	0%
	
	$595,502 
	$595,502 
	$595,502 

	King County General Funds
	4.63%
	
	$2,331,615 
	$2,439,569 
	$2,552,521 

	Total Revenues
	 
	 
	$7,752,844 
	$7,986,223 
	$8,230,169 

	 
	 
	 
	 
	 
	 

	Expenditures
	 
	 
	 
	 
	 

	Lease
	2.50%
	
	$841,886 
	$956,197 
	$980,102 

	Personnel
	6.69%
	
	 $2,574,307
	$2,746,528 
	$2,930,271 

	Other
	4.63%
	
	 $2,860,057
	$2,992,478 
	$3,131,030 

	Total Expenditures
	 
	 
	$6,276,250 
	$6,695,203 
	$7,041,403 

	 
	 
	 
	 
	 
	 

	Net Operating Profit / (Loss)
	
	
	$1,476,594 
	$1,291,020 
	$1,188,766 


NEXT STEPS:
If the committee wishes to grant the Executive the authority to enter into the lease, no action is needed. If the committee wishes to prevent the execution of the option to lease, a motion would need to be introduced at the Council’s March 30th meeting for action on the 30th. The motion would need to state that PHSKC does not have the financial capability to support its obligations under the lease agreement.
INVITED:
· Patty Hayes, Interim Director, Public Health – Seattle & King County
· Michael Gedeon, Chief Administrative Officer, Public Health – Seattle & King County
· Eben Sutton, Interim Chief Financial Officer, Public Health – Seattle & King County
· Dwight Dively, Director, Office of Performance, Strategy and Budget
· Jonathan Swift, Deputy Director, Office of Performance, Strategy and Budget
· Kapena Pflum, Analyst, Office of Performance, Strategy and Budget
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1. 2015-RPT0018
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� Community Psychiatric Clinic leases space at the facility to provide on-site behavioral health services for 2,000 clients.


� The proposed lease rate would range from $38 to $50 per square foot. PHSKC would occupy 9,638 square feet, resulting in an annual lease cost of $366,000 in Year 1 and $481,000 in Year 12. In addition, PHSKC would pay operating expenses of about $9 per square foot ($87,000) in Year 1 with inflationary adjustments each through Year 12.


� The Executive’s proposed financial plan for the Public Health Fund projected a $2.5 million shortfall at the end of the 2015/2016 biennium. Despite the significant reductions included in Public Health’s budget, the budget also included a $2 million contra (an unallocated reduction). The Executive’s budget stated: “Efficiencies alone are not expected to fulfill the goals of the contra. Accordingly, Public Health will also work with its partners to actively pursue new funding options in 2015.”
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