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Public Health—Seattle & King County
Ordinace 17856 Report

Financial Capability to Support Neighborcare Health Leaseback and Assessment of Redevelopment Options

Overview
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 regarding the financial capability of the department to execute a leaseback option on or before February 15, 2015[footnoteRef:1] and evaluating options for redevelopment of the existing North Public Health Center property. [1:  Ordinance 17856 lines 46-58] 

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 and King County (PHSKC) as an option.  However, PHSKC expects patient-generated revenue from the program activities located in the new space 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.
Detailed Analysis
The program operations using the leased space in the Meridian Center for Health include MSS/ICM, and supplemental nutrition for WIC.  These programs provide wrap-around services to expectant and new mothers supplementing medical prenatal visits with assessment, education, intervention and counseling provided by an interdisciplinary team of nurses, dieticians, social workers, and community health workers.
Based on available 2013 data, the programs slated to continue in the leased back space served over seven thousand clients, with some potential for duplication between the two programs.
Table 1: MSS/ICM and WIC Clients at North PHC
	
	MSS/ICM Clients
	WIC Clients

	North Public Health Center
	2,866
	4,198



MSS/ICM and WIC programs are particularly effective at meeting Equity and Social Justice (ESJ) goals; 71% of the MSS/ICM clients served by PHSKC (across the program at all public health centers and community service offices) identify as people of color and 64% have incomes below the Federal Poverty Level.
The lease under consideration in this ordinance allows for a new model of care that supports the goals and objectives of the Health and Human Services Transformation Plan and the Accountable Community of Health concept under the State of Washington’s implementation of the Affordable Care Act.  The MSS/ICM and WIC programs in the Meridian Center for Health will integrate services with Neighborcare providers offering primary care services, and with Valley Cities Counseling providers offering behavioral health services.  Executing the lease not only assures clients have a location to continue to receive care, but creates an opportunity to deliver this care in a more efficient and client-centered model.
Financial Capability
Based on costs anticipated in the 2015-2016 adopted budget, and those forecast to develop through 2020, the MSS/ICM and WIC operations at the planned Meridian Center for Health would generate sufficient revenues to meet lease payment obligations when viewed through either of two analyses: either just considering the lease obligations; or considering the total cost of administering the program along with the totality of sources supporting the program.
Leaseback Cost Analysis
The proposed leaseback terms and conditions specify a lease rate ranging from $38 to $50 per square foot over the twelve (12) year term of the leaseback.  PHSKC proposes to lease back 9,638 square feet, resulting in annual leaseback cost starting at $366K in year one and culminating at $481K in year twelve.  Additionally, PHSKC has agreed to pay operating expenses estimated at $9 per square foot or $87K in year one and increasing with inflation thereafter.
Medicaid covers maternity support services through the child’s second month of life; children deemed to be in high-risk families may receive services through their first birthday under infant case management (ICM).  Using this existing Medicaid coverage, patient visits at this location are expected to generate $1.7M annually in support of lease payments and other program operating expenditures.  These revenues are included in PHSKC’s adopted 2015-2016 budget as follows[footnoteRef:2]: [2:  Cost Center EN_800189, project PR_1115198] 



Table 2: MSS/ICM and WIC Patient Generated Revenue at North Public Health Center
	
	2015-2016 Budget
	Annual Average

	FQHC FFS (43383)
	$2,997,481
	$1,498,740

	MEDICAID FFS (43375)
	$452,260
	$226,130

	TOTALS
	$3,449,741
	$1,724,870



The program operations at the North Public Health Center (PHC) in the leased space will generate over $3 in revenue for each $1 of lease expense.  A more in-depth computation of program capability follows.
Program Cost Analysis
Looking holistically at program operations also supports the notion of financial capability with respect to the MSS/ICM and WIC program at the North PHC location using existing levels of King County General Fund investment.  Preparing a summary Statement of Operations from the 2015-2016 biennial budget shows that with existing costs and revenues (including investment of King County General Fund) these programs taken together recover their costs at this location.  

Table 3: North PHC MSS/ICM and WIC Program Pro Forma Statement of Operations for 2015-2016
	
	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 3
	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.  This process is underway at this time and will be completed by January 31, 2015.  While there is no adverse impact to revenue anticipated by this recalculation, until the new rate has been certified by HCA, there is some risk here.  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.



Table 4 pushes the forecast at a summarized level to the end of the department’s currently adopted financial plan, which ends at 2020, and shows that sustainability continues through the forecast period assuming continued investment of King County General Fund at current and forecast levels.
Table 4: North MSS/ICM and WIC Program Pro Forma Financial Forecast Through 2020
	
	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 




Options for Redevelopment 
The options for redevelopment of this property are limited by its zoning, the ground lease with Neighborcare, and Section 4.56.070 of the King County Code.  The Facilities Management Division believes that while redevelopment of the remainder of the property may be viable at some point in the future, because of the limitations on allowable uses, and the restrictions and expense associated with complying with the terms of the ground lease which are described in more detail below, neither the success of the attempt to redevelop nor the potential for the realization of any significant revenue from such redevelopment can be reasonably assumed. 
The entire property has been divided into two parcels.  The northernmost parcel is described in the ground lease as the Neighborcare Property and will be redeveloped to contain the Meridian Center for Health and its necessary infrastructure, a small amount of parking and vehicular access to the facility.  The remaining parcel, which is described in the ground lease as the County Property, currently consists of the North District Multi-Service Center, a drainage pond, parking lots and a green belt separating the current facility from North 105th Street.  This parcel consists of approximately 77,889 square feet.  The County Property is located within the Northgate Overlay District and Northgate Urban Center designations.  It is zoned multi-family residential, Lowrise-3 (LR3).  The existing and proposed social and health care facilities are permitted in the zone as either institutional or conditional uses.  Essentially, the only uses allowed in this zone are low rise residential and/or institutional social and health facilities, including non-profit congregate care.  No commercial or retail development is allowed.   
Redevelopment of the existing facility is not an option.  As a condition of the short subdivision approved by the City of Seattle and the ground lease and development agreement previously approved by the Council, the North District Multi-Service Center must be demolished within 6 months of NeighborCare’s obtaining of a Temporary Occupancy Permit from the City.  The site of the demolished building will be redeveloped to provide patient and some Public Health fleet parking and landscaping.     
Once demolition is completed, the parking lot reestablished and all other requirements of the City’s permit satisfied, the ground lease will be amended to include the County Property and Neighborcare will be responsible for maintaining the entire site.  It is anticipated that the demolition project will be completed at the end of the first quarter of 2016, unless Neighborcare’s occupancy is delayed for some reason.
Pursuant to Section 3.4 of the ground lease, if the County or its successor seeks to redevelop the County Property, it can terminate the part of the ground lease that applies to the County Property on 60 days’ notice.  Simultaneous with the termination, the County or its successor must convey to Neighborcare access rights across the County Property, rights to use the storm water basin and access to it over the County Property, parking rights on the County Property for approximately 100 vehicles and signage rights on the County Property. 
The requirement for on-site parking of approximately 100 vehicles is particularly relevant as it relates to any redevelopment of the County Property.  Assuming any kind of significant build-out for the redevelopment, such parking for Neighborcare, plus any additional parking to serve the redevelopment,  would almost certainly have to be structured parking underneath one or more of the new buildings, which would increase the cost of redevelopment significantly and would certainly be deducted from the purchase price as an encumbrance.
In addition, the ground lease describes much of the County Property as “common areas.”  Neighborcare has non-exclusive rights to use the common areas and must approve adjustments to the common areas that are proposed as part of redevelopment.
Finally, and in addition to the restrictions on the use of the County Property imposed by the City of Seattle and the ground lease, because the property meets all of the criteria contained in section 4.56.070 of the King County Code, any sale of the County Property for redevelopment by a third party must include an attempt to make the property available for affordable housing.   
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