BUDGET AND FINANCE SUB-COMMITTEE MEETING APRIL 18, 2012

Item 8 Departments:
File 12-0319 Public Health

Legislative Objective

e Ordinance (a) appropriating net revenues of $68,327,609, including an appropriation of
$99,804,941 in General Fund State Revenue Loss Reserve, State, and patient revenues, and de-
appropriation of $31,477,332 in State revenues; and (b) appropriating expenditures of
$68,327,609, including $41,250,000 in San Francisco General Hospital (SFGH) and Laguna
Honda Hospital (LHH) salaries and benefits, and LHH materials and supplies; and
$27,077,609 for a debt service reserve.

Key Points

e The proposed ordinance de-appropriates $31,477,332 in State revenues due to reductions in
Medi-Cal reimbursements for mental health services and skilled nursing services, Motor
Vehicle License fees, and State Health Care Coverage Initiative revenues. The de-
appropriation of $31,477,332 will be offset by the appropriation of $99,804,941 in patient and
other revenues, resulting in net revenues of $68,327,609.

o $67,629,934 of the $99,804,941 in revenues being appropriated are State Senate Bill (SB) 1128
funds to reimburse the City for debt service costs for the Laguna Honda Hospital Replacement
project. According to Ms. Nadia Sesay, Director of Public Finance, the City issued bonds and
Certificates of Participation (COPs) from 2005 through 2009, totaling $434,000,000 for
construction costs, for the Laguna Honda Hospital Replacement project. The City has received
the first installment of SB 1128 reimbursement funds from the State in the amount of
$67,629,934 for debt service payments made by the City from 2005 through 2011. Under the
proposed ordinance, $27,077,609 of the $67,629,934 in SB 1128 funds from the State would
be appropriated for a debt service reserve for the COPs. According to Ms. Sesay, the proposed
$27,077,609 debt service reserve is adequate, when combined with expected future SB 1128
reimbursements, to repay outstanding COPs through final maturity without having to use
General Fund monies to repay the COPs.

Fiscal Impact

e The proposed ordinance would appropriate expenditures of (a) $27,077,609 for the debt
service reserve for repayment of the Laguna Honda Hospital Replacement Project COPs, and
(b) $41,250,000 for a projected FY 2011-12 budgetary shortfall in SFGH and LHH salaries
and fringe benefits, and LHH materials and supplies, for a total expenditure appropriation of
$68,327,609.
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e Based on our analysis of actual expenditures through March 2012 and anticipated expenditures
from April 2012 through June 2012 for SFGH and LHH salaries and fringe benefits and LHH
materials and supplies, we concur with DPH’s request for the appropriation of $41,250,000 for
the projected FY 2011-12 budgetary shortfall.

Policy Consideration

e From FY 2009-10 through FY 2011-12, the DPH budget for SFGH and LHH salaries and for
LHH materials and supplies has resulted in budgetary shortfalls. As a result, DPH has
requested supplemental appropriations in FY 2009-10 through FY 2011-12. While the FY
2009-10 supplemental appropriation used patient revenues in excess of the DPH FY 2009-10
revenue budget to pay for the budgetary shortfalls, the FY 2010-11 supplemental appropriation
and the subject requested FY 2011-12 supplemental appropriation are being funded in part
from General Fund reserves as well as additional patient revenues to pay for the budgetary
shortfalls.

e DPH should more closely evaluate the amount needed for SFGH and LHH salary expenditures
and for LHH materials and supplies expenditures in order for the FY 2012-13 budget to more
accurately reflect the actual amount of needed expenditures.

Recommendation

e Approve the proposed ordinance.
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MANDATE STATEMENT / BACKGROUND

Mandate Statement

Charter Section 9.105 requires that amendments to the Annual Appropriation Ordinance be approved
by ordinance of the Board of Supervisors, and may not be adopted unless the Controller certifies the
availability of funds.

Background

As shown in Table 1 below, the Department of Public Health’s (DPH) FY 2011-12 budget is 8.0%
more than the FY 2010-11 budget, with the General Fund portion of the FY 2011-12 budget
increasing by 10%.

Table 1
Department of Public Health Budget
FY 2010-11 and FY 2011-12

Increase/

FY 2010-11 FY 2011-12 (Decrease) Percent

General Fund $546,279,847 $600,644,203 $54,364,356 10.0%

San Francisco General Hospital 625,720,394 682,003,489 56,283,095 9.0%

Laguna Honda Hospital 180,063,980 188,379,236 8,315,256 4.6%
Community Health Services

Special Revenue Fund 108,793,858 106,250,939 (2,542,919) (2.3%)

Total $1,460,858,079 | $1,577,277,867 $116,419,788 8.0%

Source: Annual Appropriation Ordinance

DETAILS OF PROPOSED LEGISLATION

The proposed ordinance would (a) appropriate revenues of $68,327,609, including an appropriation
of $99,804,941 in General Fund State Revenue Loss Reserve, State, and patient revenues, and de-
appropriation of $31,477,332 in State revenues; and (b) appropriate expenditures of $68,327,609,
including $41,250,000 in San Francisco General Hospital (SFGH) and Laguna Honda Hospital
(LHH) salaries and benefits, and LHH materials and supplies in order to fund a projected FY 2011-
12 DPH budgetary shortfall; and $27,077,609 for a debt service reserve for previously issued
Certificates of Participation (COPS).

Table 2 below shows the sources and uses of the requested supplemental appropriation, totaling
$68,327,6009.
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Table 2
Department of Public Health Supplemental Appropriation
San
. Laguna
General Francisco Honda
General . Total
Fund . Hospital
Hospital (LHH)
(SFGH)
Sources
Appropriation
SB1128 Reimbursement Revenue $67,629,934 $67,629,934
State Revenue Loss Reserve 6,555,007 6,555,007
Medi-Cal Revenue 5,109,000 5,109,000
Safety Net Care Pool Revenue 16,009,000 16,009,000
Patient and State Revenue 4,502,000 4,502,000
Subtotal, Appropriation 74,184,941 25,620,000 0 99,804,941
De-appropriation
Short-Doyle Medi-Cal (23,700,000) (23,700,000)
State Health Care Coverage Initiative (4,000,000) (4,000,000)
Medi-Cal Rate Reduction (3,277,332) (3,277,332)
Motor Vehicle License Fee (500,000) (500,000)
Subtotal, De-appropriation (23,700,000) (4,500,000) (3,277,332) | (31,477,332)
Total Sources of Fund $50,484,941 | $21,120,000 | ($3,277,332) | $68,327,609
Uses
Salaries $19,040,000 $7,120,000 | $26,160,000
Fringe Benefits 9,120,000 3,240,000 12,360,000
Subtotal, Salaries and Fringe Benefits 0 28,160,000 10,360,000 38,520,000
Materials and Supplies 2,730,000 2,730,000
Subtotal, S_alarles, Frlnge_ Benefits, 0 28,160,000 13,090,000 41,250,000
and Materials and Supplies
Reserve for Debt Service 27,077,609 27,077,609
Total Uses of Funds $28,160,000 | $40,167,609 | $68,327,609

Description of Sources of Funds Shown in Table 2 Above

SB 1128 Revenue ($67,629,934)

The proposed ordinance would appropriate $67,629,934 in State Senate Bill (SB) 1128 Debt
Service Reimbursement funds. According to Ms. Nadia Sesay, Director of Public Finance in the
Controller’s Office, SB 1128 funds reimburse skilled nursing facilities for a portion of the debt
service incurred through issuance of both General Obligation bonds and Certificates of Obligation

(COPs) to fund capital improvement projects.

According to Ms. Sesay, to fund the LHH Replacement project, the City issued a series of General
Obligation bonds and COPs from 2005 through 2009, totaling approximately $434,000,000 for
construction costs. The City became eligible for reimbursement for debt service on the General
Obligation bonds and COPs by SB 1128 funds when the LHH Replacement project was completed

and the new LHH opened in December of 2011.
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According to Ms. Sesay, the City has received the first installment of SB 1128 reimbursement funds
from the State in the amount of $67,629,934 for debt service payments made by the City from 2005
through 2011. Of the $67,629,934, the proposed ordinance appropriates $40,552,325 for operating
costs® and $27,077,609 for a debt service reserve for the previously issued COPs. According to Ms.
Sesay, because the SB 1128 funds are a reimbursement for the City’s prior debt service payments,
the SB 1128 funds may also be appropriated for operating costs. Additionally, according to Ms.
Sesay, the proposed $27,077,609 debt service reserve is adequate, when combined with expected
future SB 1128 reimbursements, to repay outstanding COPs through final maturity without having
to use General Fund monies to repay the COPs.?

State Revenue Loss Reserve ($6,555,007)

As shown in Table 2 above, the proposed ordinance would appropriate $6,555,007 in State Revenue
Loss Reserve monies, which are General Fund revenues, to partially offset reductions in four
sources of State revenues. According to Ms. Risa Sandler, Senior Budget and Revenue Analyst in
the Budget and Analysis Division of the Controller’s Office, the City’s State Revenue Loss Reserve
currently has a balance of $11,629,999. If the proposed supplemental appropriation is approved,
including the requested $6,555,007 of State Revenue Loss Reserve monies, the City’s State
Revenue Loss Reserve would be reduced to $5,074,992.

SFGH and LHH Patient Revenues

According to Mr. Greg Wagner, DPH Chief Financial Officer, DPH proposes appropriating
additional patient revenues, in excess of such revenues included in the original FY 2011-12 DPH
budget, as follows:

e Medi-Cal Revenues at SFGH ($5,109,000). The increase in Med-Cal revenues is due to the
number and acuity of Medi-Cal patients at the hospital, increased or improved billing and
collection, and settlement of accounts

e Safety Net Care Pool ($16,009,000). Safety Net Care Pool funds are available to California
hospitals for providing care to low income and uninsured individuals through a system
administered by State and local government and the California Association of Public Hospitals
(CAPH). Hospitals claim expenses against the pool for their low income, uninsured or
underinsured patients. Funds from the pool are allocated based on the number of hospitals
making claims and the amount of claims they present to the fund. CAPH issued a revised
estimate of the Statewide allocation of funds which projected an additional $16,009,000 in
funding for SFGH.

! As shown in Table 2 above, the requested supplemental appropriation has total operating costs of $41,250,000
($38,520,000 in salaries and fringe benefits and $2,730,000 in materials and supplies), partially funded by the
$40,552,325 in SB 1128 funds.

% The General Obligation bond debt service is paid by Tobacco Settlement Revenues and SB 1128 funds, and the COPs
debt service is paid by SB 1128 funds. A reduction in Tobacco Settlement Revenues due to reduced tobacco sales would
result in a larger portion of General Obligation bond debt service being paid by SB 1128 funds. As a result, according to
Ms. Sesay, a substantial reduction in Tobacco Settlement Revenues could result in insufficient SB 1128 funds to fully
repay the COPs.
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e Other Patient Revenues ($4,502,000) Other patient revenues represents a 2.8% increase in
patient revenues in excess of the 2011-2012 budgeted amount. Mr. Wagner states that this
increase is due largely to high productivity in billing and collections.

De-appropriation of FY 2011-12 Funds

According to Mr. Wagner, the de-appropriation of funds in the proposed ordinance totaling
$31,477,332 is due to a reduction in previously anticipated revenue from State sources including:

e $23,700,000 in Short-Doyle Medi-Cal revenues caused by a delay in the implementation of an
amendment to allow supplemental reimbursements for mental health services.

e $4,000,000 shortfall in State Health Care Coverage Initiative revenues
e $500,000 shortfall in expected Motor Vehicle License Fee Realignment revenues

o $3,277,332 shortfall in Medi-Cal revenues at LHH, due to a State budget reduction in payment
rates for skilled nursing facilities.

Description of Uses of Funds Shown in Table 2 Above

SFGH Salaries and Fringe Benefits ($28,160,000)

According to Mr. Wagner, SFGH has a projected salary and fringe benefit budgetary shortfall of
$28,160,000 in FY 2011-12. According to Mr. Wagner, the budgeted permanent and temporary
nursing positions, including budgeted attrition savings, was inadequate to meet patient care
requirements given the patient census, mandated staffing ratios and requirements of 24 hours a day
staffing.

LHH Salaries and Fringe Benefits ($10,360,000)
According to Mr. Wagner, LHH has a projected salary and fringe benefit budgetary shortfall of
$10,360,000 in FY 2011-12. According to Mr. Wagner, the budgeted permanent and temporary

nursing FTE, including budgeted attrition savings, was inadequate to meet patient care requirements
given the patient census, mandated staffing ratios and requirements of 24 hour a day staffing.

LHH Materials and Supplies - $2,730,000

LHH’s FY 2011-12 budget for materials and supplies is $10,665,264. According to Mr. Wagner, the
materials and supplies over-expenditures were due largely to increased expenditures for food and
pharmaceuticals

FISCAL IMPACT

The proposed supplemental appropriation would appropriate $41,250,000 to pay for DPH’s FY
2011-12 budgetary shortfall for SFGH and LHH salaries and fringe benefits and LHH materials and
supplies. Based on our analysis of actual DPH expenditures through March 2012 and anticipated
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expenditures from April 2012 through June 2012, we concur with DPH’s request for the
supplemental appropriation of $41,250,000.

The proposed supplemental appropriation would also appropriate $27,077,609 for a debt service
reserve to pay for debt service on the previously issued COPs for the LHH Replacement project. The
total requested appropriation is $68,327,609.

POLICY CONSIDERATION

The Department of Public Health Budget Does Not Accurately Reflect Actual
Expenditures

From FY 2009-10 through FY 2011-12, the DPH budget for SFGH and LHH salaries and for LHH
materials and supplies has resulted in budgetary shortfalls. As a result, the Department of Public
Health has requested supplemental appropriations in FY 2009-10 through FY 2011-12. While the
FY 2009-10 supplemental appropriation used patient revenues in excess of such revenue budget to
pay for the budgetary shortfalls, the FY 2010-11 supplemental appropriation and the subject
requested FY 2011-12 supplemental appropriation are being funded in part from General Fund
reserves as well as additional patient revenues to pay for the budgetary shortfalls. Under the
proposed supplemental appropriation, $6,555,007 is being requested by DPH from the City’s
General Fund State Revenue Loss Reserve.

Table 4 below shows the SFGH and LHH budgeted and actual salary expenditures in FY 2009-10
through FY 2011-12.

Table 4
SFGH and LHH
Budgeted and Actual Salary Expenditures
FY 2009-10 through FY 2011-12

FY 2011-12

FY 2009-10 | FY 2010-11 | (Estimated)
SFGH
Original Budget $257,035,141 | $243,026,800 | $252,994,923
Actual Expenditures 269,681,074 | 258,623,221 | 273,637,892
Budgetary Shortfall ($12,645,933) | ($15,596,421) | ($20,642,969)
Percent of Budgetary Shortfall to the Original Budget (4.9%) (6.4%) (8.2%)
LHH
Original Budget $95,766,182 | $95,807,448 | $99,402,282
Actual Expenditures 101,075,861 | 102,476,619 | 106,461,073
Budgetary Shortfall ($5,309,679) | ($6,669,171) | ($7,058,791)
Percent of Budgetary Shortfall to the Original Budget (5.5%) (7.0%) (7.1%)

Source: Annual Appropriation Ordinance and Controller’s Monthly Financial Reports
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Table 5 below shows the LHH budget and actual expenditures for materials and supplies from FY
2009-10 through FY 2011-12.

Table §
LHH Budgeted and Actual Materials and Supplies Expenditures

FY 2009-10 through FY 2011-12

FY 2011-12
FY 2009-10 | FY 2010-11 | (Estimated)
LHH
Original Budget $9,530,509 $9,897,626 | $10,492,417
Actual Expenditures 12,113,935 12,948,047 13,401,229
Budgetary Shortfall (82,583,426) | ($3,050,421) | ($2,908,812)
Percent of Budgetary Shortfall to the Original Budget (27.1%) (30.8%) (27.7%)

Source: Annual Appropriation Ordinance and Controller’s Monthly Financial Reports

The Department of Public Health should more closely evaluate the amount needed for SFGH and
LHH salary expenditures and for LHH materials and supplies expenditures in order for the FY
2012-13 budget to more accurately reflect the actual amount of needed expenditures.

RECOMMENDATION

Approve the proposed ordinance.

arvey M. Rose

cc: Supervisor Chu
Supervisor Avalos
Supervisor Kim
President Chiu
Supervisor Campos
Supervisor Cohen
Supervisor Elsbernd
Supervisor Farrell
Supervisor Mar
Supervisor Olague
Supervisor Wiener
Clerk of the Board
Cheryl Adams
Controller
Kate Howard

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST






