Item 5

November 9, 2017

To:

LAFCo Commissioners

From:

Martha Poyatos, Executive Officer

Subject:

LAFCo File 17-16—Proposed Activation of the Service of Operating a 124-unit
Assisted Living and Memory Care Facility at 1600 Trousdale Drive, Burlingame, by
the Peninsula Health Care District as Authorized by Health Care District Enabling
Legislation and Pursuant to Government Code Section 56824.12

Summary
This application was submitted by resolution of the Board of Directors of Peninsula Health Care
District (PHCD) and requests San Mateo Local Agency Formation Commission (LAFCo) approval
of activation of service of operating an assisted living and memory care facility. The facility,
known as The Trousdale, is under construction with a projected completion date of
Spring 2018. LAFCo approval would apply to operation of other similar facilities. Staff
recommends approval.
Background
When independent special district members were added to San Mateo LAFCo in 1996, the
Commission was required to adopt “Rules and Regulations Affecting Special Districts,” which
established the “active” and “latent” (or inactive) powers for each of the special districts under
its purview. Active powers were defined as those powers actually being provided by the special
district at that time; latent powers were those powers authorized to the district by its
respective principal act but which were not actually being provided at the time. Government
Code Section 56824.12 requires that districts apply to LAFCo to add an inactive service or
function.
The Peninsula Health Care District was formed in 1947 and Peninsula Hospital was opened in
1954. In 1985, the District leased Peninsula Hospital to Mills-Peninsula Health Services. In 1994,
with the passage of Senate Bill 1169, hospital districts were renamed “health care districts,” to
reflect the increasing trend toward health care being provided outside of the hospital setting. In
1994, the legislature also established seismic safety standards for hospitals requiring
compliance by 2013 and, in most cases, the replacement of existing hospitals.
Subsequently, the District entered into a master agreement with Mills-Peninsula Health
Services, in which Mills-Peninsula would build a new hospital compliant with California seismic
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standards and enter into a long-term ground lease with the District. The master agreement
required Mills-Peninsula Health Services to maintain the following core clinical services:
intensive care, surgical, obstetrics and newborn, general acute care, laboratory, and mental
health services. According to the master agreement, while Mills-Peninsula Health Services may
terminate core clinical services that are determined to be financially infeasible, the District has
the right to require Mills-Peninsula Health Services to continue core clinical services subsidized
by the District. The master agreement was approved by the voters in 2006, and the new
hospital opened in 2011. Under the agreement, PHCD acts as landlord and real estate manager
but does not operate the hospital. Having divested itself of hospital ownership and operation,
the District established a program of community health grants and planning for future health
needs, including those of an aging population.
In the course of preparing the 2017 Municipal Service Review and Sphere Update for Peninsula
Health Care District and Sequoia Healthcare District, it was determined that the District’s
operation of an assisted living and memory care facility constitutes activation of a new or
different service subject to Government Code Section 56824.12. Peninsula Health Care District
subsequently submitted LAFCo File No. 17-16 requesting LAFCo approval to activate the service
of operating an assisted living and memory care facility as allowed by Health and Safety Code
Section 6512. The activation anticipates that the service will be provided at the building
currently under construction at 1600 Trousdale Drive, Burlingame and would allow operation of
similar facilities.
Discussion
On September 28, 2017, the Board of Directors of PHCD adopted Resolution No. 2017-03
requesting that LAFCo take the actions necessary to expand the District’s authorized
function/service to include operating the assisted living and memory care facility as authorized
by health care district enabling legislation and pursuant to Government Code Section 56824.12.
The application was submitted to LAFCo for processing on October 2, 2017. The application
materials and related documents that are provided as attachments to this report include:
1. District application that includes PHCD Resolution No. 2017-03 and Plan for Services with
the following exhibits:
A. Minutes of Burlingame City Council meeting dated November 3, 2014 showing:
i.

Adoption of an amendment of the City zoning ordinance

ii. Approval of the mitigated negative declaration, design review, and conditional
use permit
B. Notice of Determination filed with the County Clerk on November 13, 2014
C. “Peninsula Health Care District Sources and Uses of Funds – 2014 & 2017 Certificates
of Participation, WAB Investments, Inc. (Western Alliance)”
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D. Table of Contents and Pages 40-42 of “Final Municipal Service Review for Sequoia
Healthcare District and Peninsula Health Care District,” prepared by Harvey M. Rose
Associates, LLC, for San Mateo LAFCo, May 24, 2017
The application materials submitted by the District outline its request to activate the service of
operating the assisted living and memory care facility. The facility location is within the service
area of PHCD for the benefit of District residents. The Plan for Services and application comply
with Government Code Sections 56824.12 and 56668 and include a description of the scope
and level of services proposed to be provided.
Planned Services
The request from PHCD for activation of the service of operating an assisted living and memory
care facility identifies the following services:
1. Construct a 124-unit District-owned assisted living and memory care facility on District-

owned land.
2. Operate a high-quality assisted living and memory care community for residents 65 and

over through an operating/management agreement with Eskaton Senior Residences and
Services, a non-profit senior housing provider with more than 40 years of experience in
providing senior housing and supportive services in California for independent senior
apartments, assisted living and memory care units, and skilled nursing facilities.
3. Provide a 24-hour on-site nurse, medication management, assistance with everyday

tasks such as bathing, dressing, walking, eating, etc., housekeeping and laundry service,
doctor visits in the on-site clinic, access to the therapy gym, and transportation services
for medical appointments, shopping, and resident social events.
4. Provide ancillary services, including direct access to physicians, therapy, acupuncture,

massage, and aromatherapy; exercise and group fitness opportunities through classes
such as t’ai chi and yoga; access to lifelong learning opportunities through lectures,
classes, social engagement, art, music, and spiritual opportunities; and personal
amenities such as a hair and nail salon and pet care.
5. Ten units will be offered at a below-market rate with a plan to increase the number of

below-market-rate units once the operations are stabilized and all costs, debt service,
and the capital replacement reserves target are met.
Demand for Assisted Living Facilities
The following excerpt from the District’s application details the reasons and foundation for
operation of an assisted living and memory care facility:
During the preparation for the PHCD Strategic Plan in 2007, the demographic profile of its
residents showed that the elderly population would have the greatest rate of growth in the next
25 years with 14% of the 65-plus living alone. Subsequent Lewin Group studies for the County,
reports by the County's Aging & Adult Services, two PHCD commissioned studies by
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Gerontological Services Inc. in 2013 and redone in 2015, and LAFCo's most recent study
conducted by Harvey M. Rose Consulting reaffirmed the 2007 projections. All confirm that the
growth in the number of residents age 65 and over will be the fastest growing segment of the
population served by PHCD.
The District land to be used for this project is located in the heart of the projected senior growth
and ideally located for senior living, i.e., close to health services, basic retail such as food,
pharmacies, cleaners, hair/nail salons, transportation, and located at the base of Trousdale
where walking to the various services is on flat, well-lighted sidewalks with traffic controlled
pedestrian crossings.
There are also a number of notable health care trends that informed the PHCD Board's decision:
seniors are more active and independent than prior generations; seniors are living longer (the
greatest percentage of growth in San Mateo County will be in the 85 years of age and older);
seniors are living with an average of 4 chronic health conditions (e.g., diabetes, Congestive
Heart Failure, Chronic Lung Disease, etc.); hospital stays are getting shorter due to a
combination of the development of technologies and pharmacology and increased acuity
criteria reducing hospital days covered by Medicare; one in five 85 year olds will have dementia
or Alzheimer's Disease; healthcare services are moving to more community-based care, assisted
living companies around the country are experiencing greater supportive health needs by their
residents; and, socialization has been identified as the most impactful element to the quality of
life in the later years.
Two other key drivers of the PHCD Board's decision were to ensure that any District-owned
development project could be funded by PHCD without any additional burden to the tax payer
and that the projects operating structure could be sustainable. The assisted living/memory care
model [which] includes Below Market Rate units met those criteria.
The financial capacity of PHCD and the projected financial performance of the assisted
living/memory care project were thoroughly reviewed and documented in LAFCo's
commissioned 2017 Harvey M. Rose Consulting report; the findings were incorporated into
LAFCo's action taken at its September 20th meeting, at which the healthcare districts' 2017 MSR
and Sphere of Influence Reviews and Staff Recommendations were accepted.
Project Funding
The District set up the Peninsula Health Care Development Corporation as a nonprofit
corporation to develop the senior assisted living and memory care project, and established a
separate fund to account for project costs. After further evaluation, the Board decided to rebid
the project through the District’s public works bidding process. The District also set up the
Peninsula Health Care District Financing Corporation in FY 2013-14 to finance the project’s
construction.
The following excerpt from the District’s application details the financial arrangements for
construction and operation of services extended to the affected territory, and whether the
territory will be subject to any special taxes, charges, or fees:
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$40M in tax-exempt Certificates of Participation was secured through Western Alliance Bank in
February 2014. The first round of public works bidding for the project in 2015 came in
significantly higher than original estimates. The Board conducted refreshed market demand
studies to confirm the need existed and continued to grow; charged the construction team to
carry out an aggressive value engineering review to lower total costs and then determined to go
forward. An additional $10M in tax-exempt Certificates of Participation were secured in May
2016 through Western Alliance Bank, and the equity commitment from PHCD reserves increased
to a total of$38M.
A "Source and Use of Funds" summary, prepared by PHCD's financial advisor is provided in
Exhibit C. The relevant sections from the Harvey M. Rose Associates MSR are Exhibit D. The
territory will not be subject to any special taxes, charges, or fees.
Financing and Costs of Senior Assisted Living and Memory Care Project

The project’s financing sources and cost breakdown are shown in the following table from
Exhibit D of the application.
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Projected Cash Flow for Senior Assisted Living and Memory Care Project 2018 to 2022

The project will consist of 124 residential units for senior assisted living and memory care. The
financial projections for the project are based on most units being rented at market rate. Rent
subsidies for affordable units equal approximately one percent of total market rate rents under
the financial projections.1 The project’s financial projections are shown in the following table
from Exhibit D of the application.

The projections in the above table are based on 92 percent occupancy of the residential units. If
occupancy falls below 92 percent or operating expenses are higher than projected, the senior
assisted living and memory care project may have reduced or even negative net cash flow.
According to management’s discussion in the audited financial statement for the year ending
June 30, 2016:

1 The projected subsidy is calculated at $750 per month for

ten units. This subsidy of $750 per month would result
in per-unit costs to the resident of more than $5,000 per month or $60,000 per year based on the information in
the March 2016 Financial Forecast by Hendrickson Consulting.
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“2015 and 2016 demographic studies of the local senior market reaffirm the rapid aging
of this area and the current and future demand for supportive housing such as assisted
living. As a result, three senior for-profit housing companies have entered the market
and opened facilities [Sunrise,2 Atria, and Kensington].3 This could slow occupancy for
the District’s facility and prolong the financial stabilization. To recognize this challenge,
the pro forma and financial projections were revised before the decision to go forward
was determined.”
The cash flow projections assume a $4 million operating subsidy in the first two years, funded
from the District’s $80.8 million capital budget. If operating costs and revenues do not meet
projections in future years, it will be necessary for the District to continue an offset from either
reserves or annual property tax or other revenues. As noted in the Harvey Rose MSR/SOI
Report, the District’s conservative budget practices result in annual budget surpluses and
increases in cash balances. The Hendrickson Consulting Financial forecasts (May 11, 2016)
indicate budget surpluses through Fiscal Year 2021-22 that would allow continuing a subsidy to
the facility if necessary.4
Below Market Rate Units
Since 2013, the District has had a policy to provide a minimum of 10 units at a below-market
rate and to reevaluate the number and level of discount after the facility is stabilized – meaning
covering its operating, capital, and debt service costs. This plan was incorporated into the
management contract with Eskaton and financial pro formas used for the business plan and
financing. In June 2017, a draft “Below Market Unit Allocation” policy went to the Board's Long
Term Planning and Finance Committees. Following the Committees’ input, the policy was
revised and adopted at the Board’s September 28th meeting.
Comment from the City of Burlingame
The land use designation is Commercial Uses – Office Use. The area is not subject to prezoning
and is not subject to taxation for any existing bonded indebtedness, contractual obligation, or
special taxes/standby charges. The proposed service of the facility is compatible with City
general and specific plans. The North Burlingame/Rollins Road Specific Plan designates the area
as Mixed Use – Office/Residential. The proposed service would have no effect on existing or
potential service problems.

2 Sunrise of Burlingame, a 97-bed assisted living facility, opened in 2015 at 1818 Trousdale Drive, one block from

The Trousdale.
3 According to California Department of Social Services data, the total number of assisted living beds in San Mateo

County was 5,131 (the County had a net increase in assisted living beds between 2012 and 2016 of 58 beds). San
Mateo County has a larger number of beds per adults 65 years and older (4.8 percent) than the two other
California counties with the same level of high income: Marin (4.1 percent) and San Francisco (2.9 percent).
4 Municipal Service Review for Sequoia Healthcare District and Peninsula Health Care District, Page 49
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Executive Officer’s Report
Government Code Section 56668
The following information provides analysis of the factors required to be considered for
approval of an application pursuant to Government Code Section 56668:
a) The area proposed for activation of the service of operating an assisted living and
memory care facility encompasses the District’s boundaries. The current project consists
of the one acre property located at 1600 Trousdale Drive, Burlingame, an area with
institutional and recreational uses.
b) There is a demonstrated need for the services to be provided by the facility based on
assessments that show a growing number of adults in the area aged 65 and older.
c) The assisted living and memory care facility will further PHCD’s goals to address the
current and projected increase in the need for assisted living and memory care facilities
for residents living within the District’s boundary and throughout San Mateo County.
d) The application for activation of the service of operating an assisted living and memory
care facility does not affect patterns of urban development and the proposed services to
be provided to the facility are compatible with City general and specific plans and
adopted plans for extending services, including capital projects.
e) The application does not affect agricultural lands.
f) As an application for activation of service (versus annexation) the proposal does not
affect the boundaries of affected local agencies.
g) The application has no effect on regional transportation planning.
h) The application is consistent with the City General and North Burlingame/Rollins Road
Specific Plan.
i) The application has no effect on the sphere of influence of any agency.
j) The Comments of any affected local agency or other public agency. The only comments
received were the land use related comments from the City of Burlingame Planning
Department.
k) The application does not propose formation of a new agency or changes in city or
district boundaries .
l) In regard to timely availability of water supplies adequate for the projected needs as
specified in Government Code Section 65342.5, the increased water demand resulting
from the proposed project would not result in the need for new or expanded water
supply entitlements.
m) The proposal assists the City of Burlingame in meeting the City’s regional housing needs
allocation (RHNA) by contributing 124 assisting living units to the City’s allocation.
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n) No comments have been received from landowners, registered voters, or ratepayers.
o) The land use in the project area is designated Mixed Use Residential in the North
Burlingame/Rollins Road Specific Plan.
p) The proposal promotes environmental justice to the extent that it responds to identified
needs of aging residents in the District.
Government Code Section 56824.14
As required by Government Code Section 56824.14, the Commission shall not approve an
application for activation of new or different services unless it determines that PHCD will have
sufficient revenues to provide the service. The Plan for Services submitted with the application
estimates the cost to construct the facilities for The Trousdale to be $81 million. This will be
financed with $50 million of tax-exempt Certificates of Participation and $30,819,000 of District
reserves. As noted above, cash flow projections assume a $4 million operating subsidy by the
District in the first two years, funded from the District’s $80.8 million capital budget. If
operating costs and revenues do not meet projections in future years, it will be necessary for
the District to continue an offset from either reserves or annual property tax or other revenues.
The District’s conservative budget practices result in annual budget surpluses and increases in
cash balances. The Hendrickson Consulting Financial forecasts (May 11, 2016) indicate budget
surpluses through Fiscal Year 2021-22 that would allow continuing a subsidy to the facility if
necessary.
Environmental Review
The application requests LAFCo approval to add to the District’s services the operation of
assisted living and memory care facilities. Activation of service would permit the District to
operate the 1600 Trousdale facility currently under construction or any future facility. LAFCo
consideration of activation of service is exempt from the California Environmental Quality Act
(CEQA) under General Rule Exemption [CEQA General Rule Exemption 15061(b)(3)] since it can
be seen with certainty that the activity of operating an assisted living and memory care facility
will not have a significant effect on the environment. Construction of such facilities are subject
to CEQA and under the responsibility of land use jurisdiction where such facilities are to be
located.
Recommended Action
LAFCo File No. 17-16 requesting activation of the service of operating an assisted living and
memory care or similar facility by the Peninsula Health Care District is supported by Health Care
District Enabling Legislation, which authorizes a broad spectrum of health-related services and
facilities. The application responds to the need to provide residential care alternatives for the
Peninsula’s growing senior population. Staff supports the service activation as described.
If approved by the Commission, a Certificate of Completion would be recorded following the
required 30-day waiting period. It is therefore respectfully recommended that the Commission

LAFCo File No. 17-16—Activation of the Service of Operating an Assisted Living & Memory Care Facility by PHCD
November 9, 2017
Page 10

approve the proposed request for activation of the new service of operating an assisted living
and memory care facility.
Recommendation
By Motion:
Certify that the activation of the new service of operating assisted living and memory care
facilities is exempt from the California Environmental Quality Act (CEQA) under General Rule
Exemption 15061(b)(3).
By Resolution:
Approve LAFCo File 17-16—Proposed Activation of the Service of Operating an Assisted Living
and Memory Care Facility as Authorized by Health Care District Enabling Legislation and
Pursuant to Government Code Section 56824.12.
cc:

Cheryl Fama, CEO, Peninsula Health Care District

Attachments:

PHCD Resolution 2017-03
PHCD application and Exhibits A-D

