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June 8, 2004

Honorable Larry Phillips

Chair, King County Council

Room 1200

C O U R T H O U S E

Dear Councilmember Phillips:

Enclosed for Council's consideration and adoption is the first amendment to the Interlocal Cooperation Agreement ("the Interlocal Agreement") between Pacific Hospital Preservation and Development Authority (PHPDA) and King County.  This letter of transmittal outlines both the history and current issues that led to the development and submission of this amendment.

Background/History: In 1991, the County and the PHPDA entered into an Interlocal Agreement that set forth the terms and conditions concerning the County’s issuance of bonds authorized by King County Ordinance No. 8196.  The County provided $9,315,000 to the PHPDA to modify the structure of their Beacon Hill medical facility to bring it into compliance with the City of Seattle’s seismic and other building codes.  The purpose of the Interlocal Agreement was to ensure that the PHPDA project would provide healthcare to indigent persons and to ensure that the PHPDA met certain obligations as part of the network of health care providers for the indigent. 

Several factors contributed to need for this amendment.  Since the adoption of this original Interlocal Agreement, changes in the Washington State statutory definition of indigent or charity care and in the Medicare and Medicaid programs have rendered portions of the Interlocal’s reporting requirements obsolete.  In 1996, an Executive internal audit recommended that these criteria be renegotiated and the agreement amended accordingly.  The lease of office space in the modified structure in 1998 raised concerns in the community.  Charity Care advocates felt that the PDA was obligated to provide charity care at the dollar amount of the lease, which was $1.5 million.  

To resolve these issues, during the period between 1998 and 2000, representatives of the Seattle-King County Department of Public Health (SKCDPH) convened a community task force of community clinic providers to review and re-draft amendment language that would update the Interlocal Amendment language to ensure its compliance with current Washington Administrative Code (WAC) requirements and craft clear indigent/charity care thresholds and reporting requirements for the PHPDA.  This intensive community effort led to the development of multi-agency agreement on amendment language to the Interlocal Agreement.  While signed by the parties, this amendment language was never reviewed and approved by the Metropolitan King County Council and, in subsequent review by the Executive internal auditor, was determined to be lacking essential care benchmarks that would assure PHPDA compliance with the intent of the Interlocal Agreement.

To assure precise attention to both the requirement to redraft the amendment language to insure compliance and submit an amendment for the review and approval by the Council, the SKCDPH and the PHPDA, with assistance from the King County Prosecuting Attorney’s Office, reconvened negotiations to develop the First Amendment to the Interlocal Agreement.  This amendment, agreed to and signed by all parties, is now before the Council for appropriate review and consideration.

Purpose of the first amendment: The purpose of the first amendment to the Interlocal Agreement between PHPDA and the County is to update the original Interlocal Agreement and provide a means of resolving long-standing issues regarding PHPDA’s compliance and reporting of indigent/charity care and the County’s oversight responsibilities.  Specifically, the first amendment:

· places oversight responsibility for charity care compliance with the SKCDPH and further brings the 1991 Interlocal into alignment with current SKCDPH and PHPDA organizational structures.  It provides an oversight mechanism;

· clarifies essential reporting requirements and establishes a report format.  It institutes quarterly as well as annual reporting, brings charity care definitions in line with WAC Chapter 246-453, and institutes a minimum threshold of $1.5 million dollars for charity care.  The first amendment further commits the PHPDA to maintain services to Medicare and Medicaid recipients as well as to the indigent;

· addresses community concerns raised by Community Health Centers that the lease revenues of $1.5 million derived from the PHPDA’s lease of office space to Wright Runstad and Company be the “floor” for the provision of charity care;

· addresses the findings and recommendations in the County Auditor's preliminary report on the audit of the PHPDA Interlocal Agreement; and,

· is the necessary precursor for consideration of amendments to the PHPDA Charter that will be submitted for approval in 2004.

Anticipated Results in Passage of this Legislation: 
Passage of the First Amendment and companion motion will result in:

· an auditable agreement with the PHPDA;

· clear reporting requirements and documentation for charity care provided by the PHPDA;
· The definition of charity care will be tightened and compliant with WAC Chapter 246-453;

· an increased frequency of reporting that will allow early warning of any problems, and opportunity for early intervention;

· a minimum of $1.5 million established for charity care that updates previous requirements; and, 

· establishment of provisions for specialty care to patients of the regional health care system and the SKCDPH by the PHPDA, through its contract for services with Pacific Medical Centers.

Anticipated Results if Passage of this Legislation is Not Approved: If the 1991 Interlocal Agreement is left in place without amendment, it will result in the following:

· continuing unclear, ambiguous reporting requirements for charity care for both the PHPDA and the SKCDPH;

· continuing an oversight provision that is not in allignment with the current organization of the health care system in King County;

· absence of a process for problem resolution and increased audit difficulties;

· continuing a lower threshold and broader definition of charity care that does not hold the PHPDA to appropriate commitments to charity care;

· a failure to honor and build on a community process which consumed significant community resources in its search for proper amendment to the 1991 Interlocal Agreement;

· continued unclear reporting requirements for the provision of charity care by PHPDA that results in a loss of accountability to the taxpayers for the bond monies invested in the PHPDA;

· charter amendments for the PHPDA will be reviewed without assurances that past commitments and assurance by the PHPDA are in force; and, 

· non compliance or resolution of audit findings.

Potential Opposition to the Amendment: 

While there has been considerable community and community health provider input in the development of the amendment provisions, opponents may raise the following issues:

· that higher levels of charity care should be required of PHPDA; and,

· that inclusion of any contractual Medicaid allowance as part of the charity care base is not appropriate.

Both of these potential objections were the subject of intense and lengthy negotiations.  The PHPDA feels that contractual allowance is truly uncompensated care and its removal from the agreement is unacceptable to both the PHPDA and the SKCDPH.  This amendment recognizes the concern of the PHPDA and allows 10% of the contractual allowances toward the charity care requirement.  The methodology and levels of charity care, and continued service to Medicaid and Medicare beneficiaries are essential results of these negotiations, and provide both compliance to the Interlocal Agreement and needed services to the most needy in our community.

Conclusion and Recommendation: The first amendment to the Interlocal Agreement between the PHPDA and the County is the result of auditor recommendations, extensive negotiations, and substantial community input.  This amendment makes the original Interlocal Agreement language contemporary, compliant with WAC 246-453, and establishes clear thresholds and reporting requirements for the provision of charity care by the PHPDA.  It further clarifies the role of the SKCDPH in monitoring the compliance of the terms of the agreement with the PHPDA and establishes both strict reporting requirements and clear dispute resolution expectations.  The first amendment clearly conveys the parties’ commitment to charity care patients, adds additional access to specialty care for some of the most needy among our citizens, and honors the taxpayer's intention for the issuance and use of the proceeds from tax-exempt bonds.  We recommend the Council’s earliest review, deliberation, and passage of the amendment.

Any questions regarding this issue can be directed to Alonzo Plough, Director, 

Seattle-King County Department of Public Health, at (206) 296-1480.
Sincerely, 

Ron Sims

King County Executive
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ATTN:  Shelley Sutton, Policy Staff Director
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Cheryle Broom, King County Auditor


Steve Call, Director, Office of Management and Budget (OMB)


Dave Lawson, Internal Audit Manager, OMB


Alonzo Plough, Director, Seattle-King County Department of Public Health (DPH)

Kathy Uhlorn, Chief Financial Officer, DPH
