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STAFF REPORT

SUBJECT:

[bookmark: _GoBack]Briefing 2014-B0108 focuses on the shortfall in the Public Health Fund. 

SUMMARY

The shortfall has resulted from an ongoing structural gap that was exacerbated primarily by recent reductions in Medicaid Administrative Claiming reimbursements. The shortfall for 2014 is estimated at $12 million and the shortfall for 2015/2016 is estimated at $30 million. The following factors masked the timing and magnitude of the 2014 gap: inaccurate projections of expenditures and revenues and fund balance coding errors.   PHSKC is  working with the Office of Performance, Strategy and Budget and the Finance and Business Operations Division to assess and improve its financial management practices and procedures.

BACKGROUND

In 1999, voters passed Initiative 695, which resulted in elimination of the motor vehicle excise tax (MVET) by the State Legislature.  A portion of these revenues had been dedicated to Public Health funding.  Since then the state has partially backfilled the loss of MVET revenue for local public health with contributions from the state’s General Fund, but flexible funding is at risk each year given shortfalls in the state’s budget.    

The loss of a stable, dedicated, flexible funding source for public health has created challenges for local public health jurisdictions statewide. Most of the revenues that support public health services are dedicated to specific functions and cannot be reallocated to other priorities in the face of a funding crisis.  The county’s two flexible funding sources (the county General Fund and state Public Health Funding) total $40 million in 2014 or about 16 percent of the total revenues for Public Health.[footnoteRef:1]  In King County, significant reductions have occurred over the past six years to address this loss of stable funding and the persistent structural gap. [1: The King County General Fund contributed $27 million to the Public Health Fund in 2014. This does not include the $25 million in General Fund moneys that support Jail Health Services. ] 


DISCUSSION

Public Health-Seattle & King County (PHSKC) has faced a known, long-term structural deficit in the Public Health Fund as expenditures have outpaced revenue growth – in particular, flexible funding has not grown in recent years as the county and state general funds have been constrained.

















While the structural deficit has been a long-known challenge, the magnitude of the crisis and its onset in 2014 have resulted from some additional exacerbating factors. Most significantly, beginning in 2012, the federal Center for Medicare & Medicaid Services has significantly reduced the level of Medicaid Administrative Claiming reimbursement to public health jurisdictions in Washington. In previous years, Medicaid Administrative Claiming reimbursements provided as much as $14 million in revenue. Appropriately, the 2014 budget assumed a lower reimbursement level of $6 million. 

After factoring in the lower Medicaid Administrative Claiming revenues, the Public Health Fund financial plan estimated a 2014 ending fund balance of $15.4 million. After adjusting to remove designated reserves for environmental health services, the ongoing Health Information Technology project, and planned expenditures for tenant improvements at the Kent and Renton public health clinics,[footnoteRef:2] the ending undesignated fund balance was $300,000, or 0.1 percent of total revenues. This is an extremely low level of fund balance.  [2:  PHSKC previously planned to use “operational savings” (that were not identified in PHSKC’s proposed annual budgets) and excess appropriation authority in previous years to fund the tenant improvements. However, the improvements have taken longer than originally assumed, so new appropriation authority requested in the omnibus (Proposed Ordinance 2014-0224)..] 


However, PHSKC is now projecting an overall deficit of $12 million in the Public Health fund for 2014.[footnoteRef:3] The following factors delayed detecting and contributed to the magnitude and timing of the 2014 deficit: [3: The Public Health Fund is currently in a negative cash position of $8 million due largely to the Medicaid Administrative Claiming revenues still due the county for services rendered from October 2012 to present. As a result, PHSKC is borrowing funds from the county Investment Pool.] 


· Under-projection of expenditures and over-projection of revenues: $4.4 million net reduction to fund balance
· Miscoding the use of fund balance as revenue: $5.4 million net reduction
· Timing issues (such as revenues anticipated in 2013 not being realized until later in 2014): $2.5 million net reduction
· Other technical errors/rounding: $700,000 net reduction

Examples of inaccurate expenditure and revenue projections include assumptions of salary savings and increased patient-generated revenues as a result of the Affordable Care Act. The Executive’s proposed budget expected that patient-generated revenues would counter the loss of Medicaid Administrative Claiming reimbursement.[footnoteRef:4] In addition, salary savings have not been achieved at projected levels. The total impact of these two examples is $1 million less revenue than anticipated.  [4:  The 2014 Annual Budget Executive Proposed indicates that “much of the [health care reform dividend] is likely to be needed to counter the funding losses” associated with changes in Medicaid Administrative Claiming reimbursement. (Page 188). Note that the Executive’s proposed budget included the use of $1 million in fund balance to maintain core services, and the Council approved the budget, based on the assumption that patient-generated revenues would backfill the lost revenue.] 


Miscoding the use of fund balance also contributed to the overstatement of revenues in the Public Health Financial Plan. Several budget items supported with Public Health fund balance were incorrectly coded as being revenue-backed. The total impact of these coding errors overstated the amount of fund balance available in 2014 by $5.4 million.

Timing issues contributed $2.5 million to the deficit and include assumed 2013 revenues from sale of the Renton public health clinic property; that sale still has not been transmitted to Council. Other technical errors and rounding had a net impact of reducing the fund balance by $0.7 million. 

The chart on the next page demonstrates the impact of these factors on PHSKC’s fund balance relative to the $300,000 positive fund balance assumed in the financial plan during the budget process last fall.
















Public Health Fund 2014 Deficit


PHSKC is working with the Office of Performance, Strategy and budget and the Finance and Business Operations Division to assess and improve financial management practices and procedures to increase the accuracy of its financial planning.  This work will be informed by several recent financial reviews including Moss Adams, Francis and Company, and the State Auditor’s Office.  Staff will provide more information on these efforts, including Moss Adams’s report when it is completed.

PHSKC’s Approach to Address the 2014 Deficit

To address the 2014 deficit, PHSKC has identified the following potential strategies:

	Mitigation strategies underway (i.e., holding vacancies, increasing revenue, and expenditure reductions and efficiencies)
	$2 million

	Sale of Auburn, Renton and Northshore facilities
	Approximately $5.6 million

	Use of General Fund Medicaid Administrative Claiming Reserve (included in 2014 adopted General Fund Financial Plan)
	$1.0 million

	One-time General Fund support
	To be determined



The properties listed above for sale are owned by the county General Fund. As such, PHSKC’s request to address its deficit relies upon the Council approving the sale of General Fund properties and allocating to the Public Health Fund. None of these transactions have been transmitted to Council to date.

2015/2016 Deficit

Unfortunately, the outlook for 2015/2016 remains dire. PHSKC is currently projecting a deficit of $30 million for the biennium across the following areas:

	
	Ongoing Deficit
	One-Time Deficit
	Total Deficit

	Public health centers
	$22 million
	
	

	Protection/Promotion services
	$4 million
	
	

	Health Information Technology capital project*
	
	$4 million
	

	
	$26 million
	$4 million
	$30 million



*Note: Council staff is working with PHSKC to understand how potential clinic closures would impact the Health Information Technology (electronic health record) project.

Note that these projections (as well as the $12 million deficit for 2014) are predicated on the assumption that the Medicaid Administrative Claiming reimbursements will provide $6 million in revenues. However, recent information suggests that the Center for Medicare & Medicaid Services could further reduce the reimbursement rates or even discontinue reimbursement. 

PHSKC’s Plans to Address the 2015/16 Deficit

In its departmental request for 2015/2016, PHSKC has proposed substantial reductions to cover its projected deficit in its departmental request to the Executive. The proposed reductions align with the programs experiencing the deficits and with administrative costs. The proposed reductions would lessen PHSKC’s ability to: 

· Respond to infectious disease outbreaks;  
· Prevent and reduce chronic diseases such as tobacco use, obesity, and diabetes; 
· Conduct death reviews within the Medical Examiner’s Office; 
· Provide Maternity Support Services/WIC and Family Planning. Under this proposal, four public health centers (Auburn, Federal Way, Northshore, and White Center/Greenbridge[footnoteRef:5]) would close;  [5: Note that the Council approved the 10-year Greenbridge lease in 2012 after the expenditure of $1.3 million for tenant improvements by PHSKC using excess appropriation authority. This clinic is now proposed for closure as PHSKC’s financial health has declined so significantly since 2012.] 

· Provide primary care in two public health centers. Primary care services will be transitioned to community partners; 
· Provide regional programs including Health Educators and Nurse Family Partnership.

Staff will provide additional information on these reductions at a future briefing.

Note that the Executive is still considering these proposals, so the proposed budget transmitted in the fall may or may not include the changes as proposed by PHSKC.

ATTACHMENTS

1. 2014 Public Health Financial Plan
2. 2014 Map of Public Health Centers & WIC and/or MSS Staff Locations 

INVITED

· David Fleming, Director, Public Health-Seattle & King County
· Dwight Dively, Director, Office of Performance, Strategy and Budget
· Michael Gedeon, Chief Administrative Officer, Public Health-Seattle & King County
· Eben Sutton, Acting Chief Financial Officer, Public Health-Seattle & King County
· Jonathan Swift, Deputy Director, Office of Performance, Strategy and Budget
· Mark Ellerbrook, Budget Supervisor, Office of Performance, Strategy and Budget


Comparing workforce costs per employee with level of available local, state, and federal funding, King County:  2008-2013
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