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MEMORANDUM

TO: The Honorable Phil Mendelson

Chairman, Council of the District of Columbia

FROM: Jeffrey S. DeWitt J) @W
Chief Financial Office ﬁ X

DATE: June 1, 2020

SUBJECT: Fiscal Impact Statement - New Hospital at St. Elizabeth's Act of
2020

REFERENCE:

Draft Introduction as provided to the Office of Revenue Analysis on
May 4. 2020

Conclusion

Funds are sufficient in the fiscal year 2020 budget and proposed fiscal year 2021 through fiscal year
2024 budget and financial plan to implement the bill (based on the Mayor’s errata letter dated June
1,2020). The agreements approved by the bill are funded with $375 million in capital costs, $600,000
of operating budget in fiscal year 2021, and a total of $5.6 million of operating budget during the
fiscal year 2021 through fiscal year 2024 financial plan. Additional costs fall outside of the financial
plan period.

Background

The bill approves! the Development Agreement, Operations Agreement, and Lease Agreement
between the District of Columbia and Universal Health Services (UHS) for the design, construction,
and operation of a general hospital, ambulatory pavilion, and parking garage (collectively referred to
as the “Hospital“) at St. Elizabeths. The bill also exempts both the District and UHS from normal
procurement? and disposition3 procedures as well as public-private partnership requirements.* The
bill also establishes the New Hospital at St. Elizabeths Startup Reserve Fund and requires the new

1 Pursuant to section 451 of the District of Columbia Home Rule Act, approved December 24, 1973 (87 Stat.
803; D.C. Official Code § 1-204.51).

2 Pursuant to the Procurement Practices Reform Act of 2010, effective April 8, 2011 (D.C. Law 18-371; D.C.
Official Code § 2-351.01 et seq.).

3 Pursuant to An Act Authorizing the sale of certain real estate in the District of Columbia no longer required
for public purposes, approved August 5, 1939 (53 Stat. 1211; D.C. Official Code § 10-801).

4 Pursuant to the Public-Private Partnership Act of 2014, effective March 11, 2015 (D.C. Law 20-228; D.C.
Official Code § 2-271.01 et seq.).
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Hospital to meet certain uncompensated care thresholds requirementss to correspond to the
Operations Agreement.

The Hospital will be a 136-bed facility that will offer medical, surgical, intensive care, women’s health,
emergency health, and imaging services. The District will own the Hospital and will pay for the costs
of the project. An affiliate of UHS will provide program management services, managing the design,
construction, furnishing, equipping, activation, and commissioning of the Hospital and supporting
facilities.

Development Agreement

The Development Agreement includes the details of construction, including design and operation
requirements, timeline for construction, development and completion milestones, labor and
contractor requirements for the design and construction, and financing obligations. The following
table outlines key components in the Development Agreement.

Development Agreement Summary

Construction: = UHS will manage the design and construction of the hospital and its associated costs.

= UHS will ensure that contractors are adhering to applicable District Law including Project
Labor Agreements,® Certified Business Enterprise’ requirements, and First Source
requirements.8

= The District will assist UHS with obtaining all permits and approvals for the project. The
District will also apply and pay for the Certificate of Need (CON) on behalf of UHS.

= The District retains approval rights to proceed with the project at critical phases.

= The District and UHS must update the hospital schedule and cost at various stages of the
project.

Financing: = The District contributes $375 million towards construction:
o $293 million for the General Hospital (in-patient facility);
o $69 million for the Ambulatory Pavilion (out-patient facility); and
o $13 million for a parking garage.

Timeline = Fall of 2023 (Fiscal Year 2024) - Ambulatory Pavilion is open to patients.
= Fall of 2024 (Fiscal Year 2025) - General Hospital is open to patients and Parking
Facility opens.

Lease Agreement

The Lease Agreement describes the terms of occupancy of the Hospital and Parking Facility and UHS’s
obligations to operate the Hospital. The lease also provides terms for each side to terminate the Lease
Agreement, as well as UHS purchase options. UHS may purchase the Hospital and Parking Facility
from the District or enter into modified lease terms pertaining to the facilities, as long as it continues
to operate a Hospital and Ambulatory Pavilion branded in a manner consistent with the branding of

5 By amending Section 6 of the Health Services Planning Health Services Planning Program Re-Establishment
Act of 1996, effective April 9, 1997 (D.C. Law 11-191; D.C. Official Code § 44-405).

6 Meeting the requirements of D.C. Official Code § 2-356.06.

7 Pursuant to the Small, Local, and Disadvantaged Business Development and Assistance Act of 2005, effective
October 20, 2005 (D.C. Law 16-33;D.C. Official Code § 2-218.01 et seq.).

8 Pursuant to the First Source Employment Agreement Act of 1984, effective June 29, 1984(D.C. Law 5-93;
D.C. Official Code § 2-219.01 et seq.).
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the George Washington University Hospital in Foggy Bottom. The following table outlines key
components in the Lease Agreement.

Lease Agreement Summary

Lease Terms: = The District will retain ownership of the facilities and land that comprise the Hospital
and Parking Facility and will lease the facilities and land to UHS.
» The District will lease the Hospital to UHS for a term of 75 years with a $1 base rent.
= UHS will pay the District participation rent based on the percentage of the Hospital’s
gross revenues for each year where earnings before interest, taxes, depreciation, and
amortization (EBITDA) exceeds a 12 percent margin.

Purchasing = UHS is given the option to purchase the Hospital and Parking Facility after 10 years.
Rights: = UHS may purchase the hospital building (but not the underlying land) in two ways:
o Outright by paying the higher of the outstanding bond amount, or the fair market
value of the Hospital. UHS then pays fair market rent for the land; or
o Purchasing the business by paying to the District an annual lease payment equal to
the greater of the annual debt service payment for the Hospital construction bonds
and the fair market rent.

Termination of = UHS must provide the District with 18-months’ notice if it decides to terminate the
Lease: Lease Agreement after ten years and pay a penalty based on the number of years
remaining on the lease.
= UHS is required to pay a penalty to the District if UHS is in material breach of the Lease
Agreement in years 1 through 10.

Operations Agreement

The Operations Agreement defines the relationship between UHS and the District with regard to
hospital operations, the establishment of other health care facilities and the making of other health
care investments. It establishes the type and level of services to be offered in Hospital and
performance standards for the provision of these services. The following table outlines key
components in the Operations Agreement.

Operations Agreement Summary

Hospital = UHS will cover the cost of operations, physician staffing and management of the new
Operations hospital.
= UHS will staff the new Hospital with Medical Faculty Associates, the same physician
group currently associated with the University.
= UHS will integrate the George Washington University Health brand and programing with
new Hospital.
= UHS will achieve or demonstrate progress towards achieving national benchmarks.
= UHS will provide workforce development programs for District residents to pursue
careers in health care.

Financial = UHS will spend $75 million in healthcare infrastructure over ten years in Wards 7 and
Commitments 8, including:
o atleast one urgent care or ambulatory center in Wards 7 and 8; and
o An electronic health records system and capital expenditures at the new Hospital.
= UHS will dedicate three percent of operating expenses towards uncompensated care,
charity care, or community benefits.
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= The District will require Medicaid Managed Care Organizations to pay the new Hospital
at an enhanced Medicaid rate (148 percent of the 2019 Medicaid fee-for-service rate)
due to the high volume of Medicaid patients in Ward 8.

» The District provides a $25 million operating reserve by depositing $5 million per year
into a special purpose revenue fund (the New Hospital at St. Elizabeths Startup Reserve
Fund) for the first five years of Hospital’s operation. The fund must be used to return
the Hospital to a 0 percent operating margin and dissolves after ten years.

Financial Plan Impact

Funds are sufficient in the fiscal year 2020 budget and proposed fiscal year 2021 through fiscal year
2024 budget and financial plan to implement the bill (based on the Mayor’s errata letter dated June
1, 2020). The bill approves the Development Agreement which requires the District to issue taxable
bonds in an amount sufficient to cover the cost of the new Hospital. The Capital Improvement Plan
included in the approved fiscal year 2020 budget as well as the proposed Capital Improvement Plan
in the Mayor’s proposed fiscal year 2021 budget will fund the anticipated $375 million construction
costs for the new Hospital.

The project budget assumes that the hospital building will be 251,409 square feet and have
construction costs of $946 per square foot. The proposed Parking Facility will have 500 spaces at a
construction cost of $25,000 per parking space. The Ambulatory Pavilion will be 77,164 square feet
and have a construction cost of $892 per square foot. The project budget also includes $67.4 million
for furniture, fixtures, medical equipment, and information technology equipment. The costs also
include $3 million to build infrastructure that will allow the Hospital to expand capacity in the future
if needed. The proposed budget for hospital construction includes a 10 percent contingency reserve
for unforeseen costs such as environmental remediation and deep foundation systems removal.
When an architect is hired for the project and completes design drawings and project specifications,
the architect shall update the estimated project budget and these documents are subject to approval
by both the Project Manager and the District. The Project Manager is required to enter into one or
more construction contracts that include a guaranteed maximum price. Any changes to the project
budget, at any stage in the design, bidding, or construction process, will require District approval and
any increases would require further appropriations.

The agreements allow the District to have a construction consultant and the Department of General
Services (DGS) will use an existing project management contract associated with the St Elizabeths
site to perform such work.

The agreements require the District to enter into Medicaid managed care contracts that direct the
managed care organizations (MCOs) to pay an enhanced rate for services at the Hospital. This could
cause Medicaid costs for the District to rise. However, there are many factors which will contribute
to fiscal year 2024 Medicaid managed care costs, including health care market dynamics and
Medicaid patient mix. Medicaid per member costs are set every year to ensure actuarial soundness,
and the Department of Health Care Finance will complete a Medicaid rate rebasing in fiscal year 2023
to prepare the fiscal year 2024 budget. Any effects on the per member Medicaid costs resulting from
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paying an enhanced rate to the new Hospital will be captured in the rebasing analysis for inclusion
in the fiscal year 2024 budget.

The proposed fiscal year 2021 State Health Planning and Development Agency (SHPDA) budget
includes $600,000 in local funds to complete the Certificate of Need approval process on behalf of
UHS.

The District must deposit $5 million on an annual basis into the New Hospital at St Elizabeths Startup
Reserve Fund (Fund) beginning in fiscal year 2024 and ending in fiscal year 2028. In total, $25 million
will be deposited into the Fund. The fund balance will be available to the Hospital for a period of 10
years and can be used to reduce the Hospital’s annual operating deficits. If the reserve is needed, UHS
is required to provide to the District financial statements and other supporting documentation to
demonstrate how the Hospital’s deficit was calculated.

New Hospital at St. Elizabeths Act of 2020
Total Cost ($ thousands)

FY 2020 | FY 2021 | FY 2022 FY 2023 | FY 2024 Total
Construction Costs $8,205 | $36,775 | $114,315 | $126,425 | $88,961 | $374,681
Certificate of Need Fees $0 $600 $0 $0 $0 $600
Operating Reserve Deposit $0 $0 $0 $0 | $5,000 $5,000
Total $8,205 | $37,375 | $114,315 | $126,425 | $93,961 | $380,281




