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Department Priority: R-10

Leased Space Rent Increase and True-up

DEPARTMENT OF

John W. Hickenlooper

HEALTH CARE POLICY AND FINANCING Governor
FY 2013-14 Funding Request Exesisan E. Birch
November 1, 2012

PRONY, AT

Signature Dale

FY 2013-14

Summary of Incremental Funding Change for

Total Funds General Fund FTE

Leased Space

$92,115 $92,402 0.0

Request Summary:

The Department requests an increase of $92,115
total funds, comprised of $92,402 General Fund
in FY 2013-14 to cover the shortage in the leased
space appropriation. Similarly, the Department
requests an increase of $120,194 total funds,
comprised of $104,999 General Fund in FY
2014-15 to cover the shortage in the leased space
appropriation.

Problem or Opportunity:

The current FY 2013-14 appropriation is
$696,564 total funds for leased space the
Department occupies at 225 East 16™ Avenue,
Denver, CO 80203. This is insufficient to cover
the projected leased space expenditures as rental
rates and operating expenses for which the
Department is liable have increased. This request
will ensure the Department continues to have the
adequate space necessary to continue to
administer the Medicaid and Child Health Plan
Plus programs, as well as a variety of other
programs for Colorado's low-income families, the
elderly, and persons with disabilities.

Brief Background:

The Department rents several units at 225 East
16™ Avenue, including units 120, 220, 350, 650,
690, 900, 1050, and B200, a basement training

room. Leases for units 120, 220, and 650 have
been renewed effective July 1, 2012, with the
rates for units 120 and 220 increasing from
$16.77 per square foot per the old lease terms, to
$21.00 per square foot when the new leases took
effect July 1, 2012. The annual rate in suite 650
remains at $21.00 per square foot, unchanged
from the old lease terms.

Lease terms for units at 225 East 16™ Avenue are
also subject to additional rent payments.
Additional rent is calculated as the Department’s
proportionate share of actual building operating
expenses. Proportionate share is defined in the
lease as the number of square feet in the
Department’s leased units divided by the total
rentable square footage available for lease in the
building. The leases limit annual operating
expense increases to 107% of base year operating
expenses plus the previous year’s additional rent
payable. The base year is normally the calendar
year following the signing of the lease. No
refund is provided to the Department if operating
expenses fall below the base year level.
Operating expenses covered in additional rent
calculations include supplies, obtaining and
providing energy for the building, water, sanitary,
and storm drainage services, janitorial and
security services, general maintenance and
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repairs, and several other expressly noted items.
Some of the additional rents stem from
improvements initiated by building management
to obtain LEED certification with the ultimate
goal of reducing operating costs passed to tenants
in out years. The Department received notice of
the additional rent in December 2011 and has
worked to determine the appropriateness of the
charges and liability of the Department. In April
2012, after a thorough review, the Department
concluded the charges were appropriate and the
Department is liable.

Three units at 225 East 16" Avenue, 350, 1050,
and the basement training room, are currently
funded using federal funds through a Health
Resources and Services Administration (HRSA)
grant. HRSA is the primary federal agency for
improving access to health care services for
people who are uninsured, isolated or medically
vulnerable. The grant was extended in FY 2011-
12 and is now set to expire August 31, 2013. The
Department will continue using HRSA funds to
fund the units currently funded by HRSA for FY
2012-13, and for the two months HRSA funding
will be available in FY 2013-14.

This request will also serve to true-up the hospital
provider fee funding appropriated to the line item.
Currently, hospital provider fee funding is
appropriated to this line item directly from the
original fiscal note developed for HB 09-1293,
however the actual need has been found to be less
than that originally forecasted. This request will
make the hospital provider fee more efficient by
ensuring that the appropriate level of fee is being
assessed on hospitals for leased space.

Currently, the Department’s leased space
appropriation for FY 2012-13 and the base
request for FY 2013-14 remains unchanged from
the FY 2011-12 appropriation of $696,564.
However, in going from FY 2011-12 to FY 2012-
13, the Department was appropriated an
additional 119 FTE as a result of the
annualizations of HB 12-1339, “Colorado
Benefits Management System Project,” HB 12-
1281, “Medicaid Payment Reform Pilot Project,”

and SB 12-060, “Improve Medicaid Fraud
Prosecution.” As a result of these three bills, the
Department requests $84,747 total funds,
comprised of $31,111 General Fund in FY 2013-
14 to provide the space to house these new
employees. Similarly, the Department requests
$103,040 total funds, comprised of $38,115
General Fund in FY 2014-15 to provide the space
to house these new employees.

Proposed Solution:

The Department requests an increase of $92,115
total funds, comprised of $92,402 General Fund
in FY 2013-14 to cover the shortage in the leased
space appropriation. Similarly, the Department
requests an increase of $120,194 total funds,
comprised of $104,999 General Fund in FY
2014-15 to cover the shortage in the leased space
appropriation.

The Department will also be submitting a
supplemental request for FY 2012-13 related to
this issue.

Alternatives:

The Department has examined comparable space
in the wvicinity of the capitol complex.
Department research indicates that first year lease
rates at comparable space in the vicinity of the
capitol complex run from $21.00 to $26.00 per
square foot. The proximity of 225 East 16"
Avenue to 1570 Grant Street makes day-to-day
business manageable, the rent is reasonable given
department needs and available space, and it is
expected current additional rents will result in
slower operating expense growth in future years.
It is for these reasons the Department has decided
to remain at 225 East 16" Avenue.

Anticipated Outcomes:

This request will enable Department staff to
continue serving the health care needs of
Colorado citizens enrolled in Medicaid, CHP+,
and many other health based programs for
eligible Coloradans.
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Assumptions for Calculations:

To estimate the funding need for this request,
negotiated rental rates from signed leases were
used, in addition to projected additional rents for
operating expenses. For FY 2014-15, rental rates
were forecasted using the weighted average rental
increase as experienced with the most recent rent
renewals executed on June 27" 2012. Operating
expense increases were forecasted using the
maximum increase that can be allowed under the
contract, as discussed previously.  Hospital
provider fee funds are applied by multiplying the
appropriated 51 hospital provider fee FTE, the
average loaded cost per square foot, and 204
rentable square feet per FTE, which is based on
The Colorado Standards for Measuring Overall
Space Use Efficiency in Leased Office Spaces.
The annual base rent of units funded through the
leased space appropriation (all units at 225 E. 16"
Avenue excluding HRSA units) were summed
and then reduced for property taxes and increased
by projected additional rents for operating
expenses to determine the Department’s projected

liability. Please refer to Tables 1 — 6 in Appendix
A for the calculations of the funding need.

Consequences if not Funded:

If this request is not approved, it would critically
impair the Department’s ability to meet its
objectives. The Department would be required to
use funding appropriated in other administrative
line items to fund the leased space need, which
would put a strain on other areas of the budget.

Cash Fund Projections:

This request includes Cash Funds from the
Hospital Provider Fee Cash Fund. For
information on associated revenues, expenditures,
and cash fund balance, please see the Schedule 9
“Cash Funds Report” in Section O of this Budget
Request.

Current Statutory Authority or Needed
Statutory Change:

24-1-107 C.R.S. (2012) allows the head of a
principal department to structure the internal
organization of the Department.
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Appendix A: Tables and Calculations

Table 1: Summary of 225 E 16th Ave Leased Space by Unit

FY 2013-14 SUMMARY BY FLOOR FUNDING SPLIT
Square |Price/Sq| Prop. Tax Annual | Annual Tax |Annual Addt’l Grant
Units Feet Ft Adjustment Rent Adjustment Rent Total Rent CF RE Funded
120 7239 521.00 5132019 [ 50 50 50
220 5.817 521.00 5122.157 50 50 50
330 1770 52137 §38.179 80 50 §6.042
630 8,347 521.00 50 50 50
680 3:-’-3 521.00 50 S0 S0
200 10846 52223 50 50 50
1050 E:E_C 52157 50 50 58,134
B200 65| 51500 0| s 51774
Storage 0 512.00 5480 50 50 50
TOTAL 39,980 §21.27 (S100,247) 5394341 S0 S0 516,950
Provider Fee Adjustment (5104,8200 5104820 50 30
Net Total 5805,629| 5289,521 | §104,820 50 | 5394,338 | 516,950
Table 2: Summary of 225 E 16th Ave Leased Space by Funding Source
FY 2013-14 SUMMARY BY FLOOR FUNDING SPLIT
Square |Price/Sq| Prop. Tax Annual | Annual Tax |Annual Adde'l Grant
Units Feet Ft Eent Eent Total Rent CF RF Funded
B200, 350, 1050 5211 5206 5107.376 5101,687 50 50 516,950
120,220, 630, 630, 900, Storaze| 34768 | 52137 5742987 5703932 so| a0 53 50
Provider Fee Adjustment (51048200 5104.820 50 50 50
Net Total 39,980 | §21.27 ($2.51)[5850,363 ($100,247) $55,513 | 3805,629 | S289,521 | 5104,820 S0 | 5394338 | 516,950
Table 3: Derivation of FY 2013-14 Request Amount
Row Description TF GF CE RF FE Grant Funded Notes
A Leased Space Appropriation 5713.514 5197.119 S151.164 | S0 $348.281 516,950 |FY 2013-14 Base Request
5 Tables 1 and 2: Units 120, 220, 350, 630, 690,
Estimated Expenditure 5803,629 5304341 S0 S0 5304338 516,830 |500, 1030, B200, and Storage
C |HB 08-1283 Adjustment 50 (S104.820) 5104.820 | SO 50 50 [Tables 1 and 2: Provider Fee Adjustment
D |[HESA Adjustment 516,950 50 50| 50 50 516,930 |Tables | and 2: Grant Funded Funding Split
E Total Projected Leased Space
Expenditure 5803.629 5289.321 S104.820 | S0 5384.338 516,930 |Row B +FRow C
- |Projected Under/[Orver)
_ |Espenditure (592,115) (592.402) 546,344 | 50 546.037) 50 [Row A -RowE
Total Request Amount 502,115 502,402 (546.344)| S0 546,057 50
Table 4: Summary of 225 E 16th Ave Leased Space by Unit
FY 2014-15 SUMMARY BY FLOOR FUNDING SPLIT
Square |Price/Sq| Prop. Tax Annual | Annual Tax |Annual Addt’l Grant
Units Feet Ft Adjustment Adjustment Rent Total Rent CF RE Funded
120 7239 52147 (52.63) (519.023) 510,386 5146.818 50 50 50
220 5.817 52147 (52.63) 58.346 50 50 50
330 1770 52206 (§2.82) 52,701 80 50 0
630 ' 52147 (5263) 511,973 0| w0 %
680 52147 (52.82) Sljili 50 S0 S0
200 §22.73 (52.90) 316,310 50 50 50
1050 522.06 (52.82) S-':SS-' 50 50 S0
B200 5133 (52.82) 51;158 50 S0 ; 50
Storage 0 51227 50.00 50 50 50 54581 50
Total 39,980 §21.75 ($2.73)| SB69,582 (5109,309) 556,485 5816,758| 5408381 50 S0 | 5408377 50
Provider Fee Adjustment (5106,263) 5106,263 50 50 30
Net Total 5816,758|) 5302,118 | §106.263 50 | 5408377 50
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Table 5: Summary of 225 E 16th Ave Leased Space by Funding Source

FY 2014-15 SUMMARY BY FLOOR FUNDING SPLIT
Square |Price/ Sq| Prop. Tax Annual | Annual Tax |Annual Adde'l Grant
Units Feet Ft Adjustment Rent Adjustment Rent Total Rent GF CFE RE 133 Funded
All Units listed above 38,880 521.735 (52.73)[ 869,382 (5109509 536,483 5816.738 5408.381 50 S0 5408.377 S0
Portion of All (5106.263)| 5106.263 50 50 50
Net Total 39,980 | §21.75 ($2.73)[5869,582 ($109,309) 556,485 | 3816,758 | S302,118 | 5106,263 50 [ 5408377 50
Table 6: Derivation of FY 2014-15 Request Amount
Row Description TF GF CF RF FE Grant Funded Notes
A |Leased Space Appropriation 5713314 5197.119 S131.164 | S0 5348281 50 |Continuation from FY 2013-14 Base Request
Tables 1 and 2: Units 120, 220, 330, 630, 650,
B Estimated Expenditure 5816.738 5408.381 50| S0 §408.377 50 |800, 1030, B200, and Storage
C |HB 02-1293 Adjustment S0 (5106.263) S106.263 | S0 50 50 |Tables | and 2: Provider Fee Adjustment
D |HESA Adjustment 50 50 50 [ S0 50 50 |HESA Grant Expired.
£ Total Projected Leased Space
Expenditure 5816,738 5302118 5106,263 | 50 5408377 50 [RowB+BRow C
- |Projected Under (Over)
~ |Expenditure (5103244 (5104.985) 44501 ) S0 (560,096) 50 |Row A -RowE
Total Request Amount $120,194 5104,999 (544,901)] SO 560,096 50
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