Evaluation of “In-Town Option” REVISED
HFSConsultants
January 9, 2007
This report is an updated report on HFS’ evaluation of the “In-Town Option”. We have
made significant changes to the earlier version.
Executive Summary
Both of the In-Town options --- ITO-A, with ambulatory services within the acute
facility, and ITO-B, with a separate “ASC” --- have lower total project costs than the
Broadway Option, but both also have significantly lower bottom lines and cash flows.
Due to the different facility configurations, ITO-A has a GO bond requirement that is
about $20 million higher than the Broadway Option, and ITO-B has a requirement that is
about $5 million less than the Broadway Option.
ITO-A locates the ASC inside of the acute facility. Consequently, there is no opportunity
for joint venture financing, and there is no requirement to share the profits of the ASC.
This results in a higher bottom line. But, it also increases the GO bond requirement--unless an alternative source of funds can be found.
For ITO-B, with a separate ASC, the GO bond is lower due to the opportunity to obtain
joint venture financing, but because of the need to pay returns to the investors, the bottom
line is negative. In addition, the separate ASC reduces physician convenience and
eliminates the efficiencies shown for surgical services in the Broadway Option.
Both options have the following problems:
• Separation of the SNF facility from the acute eliminates the cost savings shown in
the Broadway Option
• Maintaining the separate SNF facility increases costs for utilities, housekeeping,
plant engineering and maintenance.
• These diseconomies cause the bottom lines for the In-Town Options to be less
than the Broadway Option by $3 million for ITO-A and $4.2 million for ITO-B.
• There is significant uncertainty regarding the feasibility of acquiring the School
District land and re-routing Fryer Creek
• There is significant uncertainty regarding the costs of renovating and remodeling
the existing facilities for continued use.
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Evaluation Process
HFS’ evaluation was performed by:
• Developing estimations of future financial performance under the conditions of
this option
• Developing estimation of land and project costs for the option
• Comparing these financial estimates with those of other options
• Using pre-defined evaluation criteria to evaluate the options
The financial forecasts and project cost estimates were based upon the “Business Plan
Model” (BPM) that was provided by management of Sonoma Valley Hospital and that
was reviewed and verified by HFS. HFS conducted extensive evaluation of the BPM
assumptions and calculations and is satisfied that they provide a reasonable frame of
reference for evaluating options.
Description of the Option
•
•

•
•

•

A conceptual drawing of the buildings is contained in Attachment 1 at the end of
this report.
The In-Town facility contains 71 total beds: 36 acute-SNF swing beds, 27
dedicated SNF beds, 4 ICU beds and 4 OB beds. There are two sub-options:
o Ambulatory Surgery and Diagnostic Imaging (ASC) services provided
within the hospital --- called In-Town A or ITO-A
o ASC services provided in a separate facility --- called In-Town B or ITOB
Both sub-options provide for Medical Office Building (MOB) space.
The facility plan:
o Continues to use the East Wing for SNF services. Upgrading is proposed
at $100 per square foot.
o Converts the West Wing to medical offices at a cost of $100 per square
foot.
o Builds a new three-story hospital on a site designated as the “Perkins” site.
The non-School District owners of most of this site have indicated an
interest in the proposal.
o Builds either an MOB, for ITO-A, or an ASC, for ITO-B, on District land
adjacent to the West Wing.
o The site requires use or acquisition of land owned by the School District
and re-routing of Fryer Creek.
The total projected project costs (which includes the MOB) are $143.4 million for
the in hospital surgery center option and $140.5 million for the option with the
separate ambulatory surgery center. This compares with project costs of $159.4
million for the Broadway option.
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Key assumptions
•
•

•
•
•

•

•

•

•

Demand for services is consistent with that used in the BPM and with the analysis
conducted by J. M. Watt.
Reimbursement rates are consistent with those used in recent hospital budgeting
and forecasting unless calculation corrections were needed. No changes were
made to these rates because the current assumptions are considered to be very
conservative.
Cost assumptions are consistent with those used in recent hospital budgeting and
forecasting.
These options have additional expenses for Housekeeping, Engineering and
utilities as a result of the additional size of the facility when compared to the
Broadway option.
Additional FTEs were included to account for the loss of efficiencies and the
additional transportation requirements resulting from the separation of the Acute
and SNF units. In addition an increase in FTEs and costs were required for the
sub-option with the separate ambulatory surgery unit as a result of the additional
environmental and engineering staff needed to support the OSHPD III building.
Depreciation and interest expense remain the same. The capital costs of a new
facility will be financed with a GO bond issue. Although depreciation would
increase significantly and therefore decrease the operating margin further, this is a
non-cash expense.
Non-operating revenues and expenses remained as in the BPM:
o Parcel tax sunsets in 2012-13
o Donations remain at BPM levels
o Expenditures to recruit physicians remain at BPM levels
Regarding the new building project:
o The sub-option with the ambulatory surgery unit included in the hospital
does not require a separate OSHPD III building. Under the separate
ambulatory surgery option, the MOB building includes the ambulatory
surgery unit and is an OSHPD III building.
o Both sub-options make use of space in the existing facility including
62,000 square feet of the west wing and the existing 27 bed Skilled
Nursing unit located in the East Wing of the current hospital. The nonescalated construction costs were: $575 per square foot for the “I
Occupancy” space, $500 per square foot for the OSHPD III space, $400
per square foot for the MOB (without the ambulatory surgery center)
space and $235 per square foot for the “Utility” building space. In
addition, the remodeling costs for the existing space were calculated at
$100 per square foot.
o The calculation of total project cost was based upon the same formula
used in the Broadway Option.
The plan indicates that there will be additional unused space in the existing
buildings that can be remodeled and rented to providers to provide additional
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income for the facility. The potential rental income has not been included in the
analysis at this time.
Summary of Findings:
Estimated Impact of “In-Town Option” in 2012-13
Measure
Internal ASC
Separate ASC
Acute ADC
19.6
19.6
SNF ADC
23.6
23.6
Operating margin
$532,000
($1.3) million
Net Revenues
$59.5 million
$59.5 million
Operating expenses
$58.9 million
$60.7 million
Net income (loss)
$719,000
($1.1) million
Cash Flow
$1.7 million
($122,000)
Square feet constructed
176,034
173,485
Project costs
$143.4 million
$140.5 million
Estimated GO Bond
$112.4 million
$87.8
required
The two sub-options within the In-Town proposal have significantly different results in
terms of the major criteria being used to evaluate the options. Both result in significant
decreases in the total project costs, but the bottom line impacts are considerably different.
Relative to the Broadway Option, both In-Town sub-options have less efficient
operations and patient flows due to the location of the SNF and the maintenance of the
existing facilities. Therefore, both have lower bottom lines than the Broadway Option.
However, ITO-B, with a separate ASC, has a significantly lower bottom line from either
Broadway or ITO-A and raises concerns regarding physician convenience and
efficiencies of overall surgical services.
In addition, because of the structure of the projects, the GO bond requirements differ.
The tradeoffs: ITO-A has higher GO bond requirements but better net income and cash
flow and ITO-B has lower GO bond requirements but negative net income, cash flow,
and service efficiency.
ITO-A, builds the ASC into the hospital I-space building, and there are two significant
consequences:
1. With no distinctly separate ASC, there is no opportunity for a joint venture that
would be a potential source of investor funds. This causes the amount of the total
project that must be covered by GO bonds--- or some other source--- to be higher
than in the Broadway Option. We estimate that the GO bond would be about
$114.6 million compared with $93 million in the Broadway proposal.
2. However, because there would be no partners with whom to share the ambulatory
service profits, the bottom line of SVH would increase by about $1.8 million.
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Because of the significance of this impact, we are also revising the Broadway Option to
include a “no joint venture” sub-option. This will increase the Broadway option bottom
line and GO bond requirements.
ITO-B, which builds an OSHPD III ASC on the land adjacent to the West Wing and not
contiguous to the inpatient facility, does afford investor participation (with the
assumption that the District would own and lease the land to the joint venture). The
consequences of this separation are:
1. The potential for investor participation decreases the GO bond requirement to
slightly less than that for the Broadway Option--- to about $88 million.
2. The bottom line is lower than for ITO-A by $1.8 million and lower than for the
Broadway Option due to inability to share services with the inpatient surgical
service.
3. Finally, we have concerns based upon our experience with surgical services that
the separate ASC will be of inconvenience to physicians and will not allow the
cost savings shown in the Broadway Option.
Both sub-options bear the problem of having SNF services in a separate facility. This
causes labor costs to be higher than in the Broadway Option and also results in additional
costs for patient transportation between the acute facility and the SNF and for utilities,
housekeeping, plant operations and maintenance.
Uncertainties related to project costs
Since the last report additional information has been obtained that raises significant
questions regarding the following issues:
1. The cost of re-routing Fryer Creek. We have no basis for estimating this at this
time.
2. The costs of running utilities from the proposed new Central Plant to four separate
buildings. We have no basis for estimating this at this time.
3. The assumption regarding the remodeling costs of $100 per square foot. M. Van
Pelt has indicated that these costs could exceed $200. However, if they are only
$100, that number would have an impact on the evaluation of the Broadway
Option. The lower number would increase the value of the existing site for
commercial purposes and provide additional funds for the Broadway project. If
the cost is $200, this would add about $10 million to the In-Town project costs
4. The assumption regarding the square footage that will require remodeling. The
assumption in the proposal is that remodeling costs would apply only to the
square feet required for the various program components (e.g., lab) and not to the
entire existing facility. This assumes that one could remodel only parts of the
existing facility and leave the remainder as is. This does not seem reasonable to
us. It seems unlikely that the current space would be suitable for the new usage
without the need to move walls and make other significant changes. If the entire
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5.
6.
7.

8.

existing facility is remodeled at $100 per square foot, the project costs would
increase by $3.6 million for ITO-A and $3.3 million for ITO-B
The hospital’s construction advisers say that there is a 5% additional cost factor
for a three story building over a two story building. This would increase the costs
for ITO-A by $3.6 million and for ITO-B by $2.7 million.
The costs of demolition of the Central Wing. Based on data from an appraisal of
the facility, we estimate that these would be about $680,000.
The total potential impact of these issues is about $18 million for ITO-A and
$16.7 million for ITO-A. We acknowledge that these are estimates. However, the
magnitude is significant enough to warrant additional study if the committee
chooses to pursue the In-Town options.
Finally, although the project costs and bond requirements for ITO-B are low, the
separation of the ASC from the inpatient facility poses problems for physician
scheduling of procedures and for achieving economies in managing surgical
services. The advantage of the separation is the ability to obtain investors.
However, the inconvenience for the physicians would undermine physician
utilization and, as a result, lower investment returns.
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Attachment 1
In-Town Concept Plan

