ATTACHMENT 8

| | ._fmeti'rO‘pol’itan ngCountyCouncﬂ - |

MEMORANDUM
July’5, 2006
| TO Counc1lmember Dow Constantme Cha|r Operatmg Budget Commlttee
Members Operatmg Budget Commlttee , .
From: Carrie S. Cihiak

" RE: Public Health 1st Quarter Financial Plan =~

Dear Committeé "M‘ember"-s-

At the May 24, 2006 meetlng of the Operatlng Budget Committee, Mr. Hamacher
ported to the Commiittee on the County’s 1°* Quarter Financial Report. The. * ..
Quarter Report updates financial plans for several County funds, mcludmg the L
PUbllC Health Fund: -Mr."Hamacher's report noted that the Public Health Fund o
1%t Quarter FlnanCIal Plan (see attached) shows a significant decrease in }
budgeted revenue. Chair Constantine asked us to: ‘please follow up with the . B
- “Committee on drivérs of the changes in the PH A% Quarter Financial Plan and PR
- also asked that we meet with Executive staff on creatmg more clarity in howthe ~
'PH Fmancnal Plan is presented Thls memo reports on what we have leamed S

' 'Background on thé 2006 Adopted Publlc Health Fmanc:al Plan R R

-The Public Health find expenditure appropriation in the 2006 Adopted budget is $185 7' ’
‘million. ThIS expenditure level is supported by a variety of revenues Including federal, - _ ..

_ grants and Medicaid’ payments patlent and permlt fees State revenues, and Clty of o
" Seattle contributions for- contracted services. The 2006 Adopted budget also mcludes .
~ County General Fund support of publlc health of about $23 mllllon an lncrease of 33% -
or $5. 7 mllllon over the 2005 General Fund contrlbutlon

The increase in General Fund support for Publlc Health |n the 2006 budget represents o
not an expansion in services but a need to fund alarger portion of existing services with
County discretionary funds, primarily due to a loss in Medicaid- related revenues for

clinical health services for individuals. The need for a substantial i increase in the

General Fund-contribution to support existing services is caused by a structural -

mismatch between revenues and expendltures for these programs. Cllmcal serv:ces



provided by Public Health are supported by patlent fees County General Fund and
federal and state revenues, primarily Medicaid, FQHC fee-for-service, and Medicaid
Administrative Match. In recent years, these federal and state revenues have grown
“more slowly than anticipated or have actually declined. Meanwhile, the cost of
providing services rises. Moreover, the proportionof uninsured patients (those not
eligible for or enrolled in Medicaid and without pnvate insurance) visiting Public Health
clinics has risen, so fewer visits generate any revenue beyond minimal amounts of
patlent fees. . - :

The result of these changes is that a smaller and smaller portion of the cost of providing -,
clinical services is covered by State and federal revenue sources. This trend has been
occurring over the last few years. Prior to 2005, this structural gap was covered through
the use of Public Health Fund balance. By 2005, that fund balance had run out and the. -
structural gap had grown such that a $1.25 million 2005 mrd-year supplemental General
- Fund transfer to-the Public Health Fund was required. That was followed by the $5. 7
million increase in-General Fund support required to balance the Fund in_the 2006
adopted budget.
The focus on funding of clinical services occurs agalnst the backdrop of erosion i~
- funding for core public health services such as communicable disease control,
emergency preparedness, and data collection and assessment functlons that canonly -
- be filled by the pUbIIC health department. .

Revenue Declines in the 15 Quarter Public Health Fmanc:al Plan e e e
- The 1°* Quarter Financial Plan shows that the structural pressures.on the Fund ‘
- described above are Iarger than weré expected at the time.the 2006 budget was o
adopted. Compared to: adopted the 1 st Quarter PH Financial Plan shows a decrease of
$6.8 million in- projected revenues categonzed as “lntergovernmental Payments and" E
“Charges for Services”. These categorles include Medicaid and other revenues.
associated with'clinical services. The decrease in revenues appear to be dnven by (1) ...
a true decrease in State/federal Medlcald support (pollcy change) 2 a change inhow ..
we project revenues (techinical change) ‘and (3) larger than expected increases in the
'proportlon of uninsured patients at Public Health clinics (demographic change) -,
. However, we have not been ab|e to untangle the mag tude of each of these |mpacts

enship whi hereby
O\ Executlve staff report that the 1St Quarter estlmates are based-on. -
actual collectlons thus far this year, Wthh may mean these pro;ectlons do not. yet S
account for the potential significant drop in Medicaid enroliment/revenue driven by the ,
- proof-of-citizenship requirements. This raises the concern that pro;ected revenues may .
fall even further wuth the pohcy change takmg eftect T L

* Federally Quahﬁed Health Centers -are- orgamzatlons that meet certain: federal criteria and receive entianced- - .
Medicaid reimbursement rates. FQHCs must prov1de primary carg services to underserved populations on a sliding -
fee scale and regardless of the patlent S ablhty to pay. The Public Health Department clinics qualify for FQHC.



Wrth regard to the technical change, the Department has now filled a tong-standlng
vacancy in the Chief Financial Officer position, who has reportedly established more
rigorous mechanisms for projecting these revenues. While more rigorous projections. -

may show a-large decrease at this point in time, they may be more accurate and subject o

to less variability moving forward (with the caveat regardmg Medlcald proof—of—
crtlzenshrp requrrements) _ :

Wrth regard to the demographlc changes a Iarger percentage of the clrents seeklng
care at the Public Health clinics lack health insurance-and therefore Public Health-
receives less reimbursement revenue. However, this trend has been occurring for -
some time and an increase in the percentage of uninsured was factored into the: 2006
adopted financial plan.  Therefore, an-acceleration in this trend would have to be R
occurrlng for this to impact the revenue estimates. .

One-time Measures to Balance the Publrc Health Fmancral Plan
With regard to balancrng the fi nancral plan Executlve staff report that

The presentatlon conf irms that revenues are contlnumg to decllne whlle the S
need to maintain expenditures to Support the organization remains nearly.

at the adopted level. As 2006 unfolds, the Executive and Public Health -
are closely monitoring the situation in order to maintain services at the level
contemplated in the adopted budget. . To do this will require the foIIowmg

four steps:

* “Remaining fund balance reserves will be consumed and used in 2006. =
_ The fund balance target will be. ‘maintained: but the. fund has no. further T
- emergency reserves to draw on to subsidize future operatlons
» The first quarter omnibus -appropriation will:provide additional cX-
- _amounting to $754 thousand fo :pay for COLA costs that cannot be
~made up by declmmg revenues.
e - Public Health Property in Renton will be sold for $1 million.
- & The department will manage to achieve $1.3 million i in under
- expenditure. . This is less. than the three quarters of orie percent that all
. .CX departments are expected to achieve. :

Council staff note that these steps to balance the financial plan are largely one-time

measures used to.cover on-going service needs. Absent signifi cant cuts in services,

balancrng the plan this year with. one-time revenue sources will requlre a significant
mcrease in General Fund resources to fill the gap in 2007

Improvmg the Clarity of the Publlc Health Financial Plan S Presentatlon :
The current presentation of the financial plan does not provide policymakers with a clear-

picture of what is affectmg Public Health’s financial picture (see attached). We met with
- Exec staff on June 7" to discuss how the financial plan S presentatlon could be
-improved and we identified the followrng _ ‘



',Me'aningful. written descriptions of why line items are changing -

Create lines below "total revenues" and "total expenditures” to track whatis - = -
happening with the contingeney accounts and include a schedulée for the' -
contingency line items. Because Public Health typically gets many grants that come
in over the course of the year, the Council: provides about $8 rillion in contingency =

-expenditure authority for as-yet-unidentified grants. When grants are actually -

received, the amounts are then spread from the contingency accounts to appropriate
expenditure and revenue accounts. This proposed change will-preventthe ~ =~
contingency accounts from getting muddied with. changes in the estimates of other -

- revenues and expenditures and will allow us to track what is actually happeningin- =

the Fundmore easily. - .. .. . o o o e
A description of what revenues are included in‘each of the Plan's revenue =~ - °
categories. T O

A detailed line item schedule of what is changing in each revenue category. .
Organizing the financial plan along the "lines of business" that broadly describe "
public health programs (population-and environmental health, targeted community

- health services, individual health services, and administrative services).

We have asked Exec staff to create'some ‘:‘rhock.-'ups"’ for us to evaluate at a futue

meeting.

CcC:

- If you have additional questions or concerns, please let me know. = -

- The Honorable Julia Patterson, Chair, King County Board of Health =~
Shelley Sutton, Interim-Chief-6f Staff-and’ Policy Staff Director
Operating Budget Committee staff - -~~~ =~ - .. -

Bob Cowan, Director; Officeof Management & Budget - -~ .~~~ =
Lorenzo Hines,:Chief Financial Officer, Public Health — Seattle & King County
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