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Executive Summary 

Reserves are a critical component of financial flexibility and public 

stewardship. 

Maintaining reserves provides a government with a pre-set roadmap for 

responding to unexpected issues, capitalizing on opportunities, and a 

buffer against shocks and other forms of risk. However, developing and 

managing reserves can be challenging. 

As a California special district, Grossmont Healthcare District (GHD) 

finds itself in an unusual spot relative to other local California special 

districts and government agencies. 

GHD’s unique operating situation has evolved over time as it has 

transformed from one type of organization whose sole purpose was to 

operate a community hospital, Grossmont Hospital, to another that 

monitors, in a landlord capacity, that same hospital and carries out other 

healthcare programs and efforts.  
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Executive Summary, continued 

GHD, in its current operating capacity, now provides grant resources for 

health-related services (both direct and indirect service providers), health 

and wellness events, health information and education (through its 

conference center and healthcare library) and health career promotion 

through various scholarship programs. Services and resources are 

limited to GHD’s pre-defined service area as shown in Exhibit 2.  

Exhibit 2. Grossmont Healthcare District Map
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Executive Summary, continued 

In developing a reserve, many factors must be considered that are unique 

to GHD, California healthcare districts, and local governments. 

Specifically, the unique characteristics are that GHD: 

• Does not provide any direct health services, but rather provides 

funding to direct service providers. 

• Owns, on behalf of its constituents, Grossmont Hospital, but has in 

place a long-term lease to operate the hospital through 2051. 

Therefore, GHD’s role relative to Grossmont Hospital has 

significantly changed, now acting as a partner with the Hospital 

operator. 

• Does not own or maintain any significant or critical transportation or 

public safety infrastructure common with many other special districts 

and local governments, such as roads, bridges, lighting, water or 

electrical delivery systems, wastewater systems, and the like. 

• Provides no direct public safety (such as police or fire) or other 

general government functions (such as water/sewer/other utilities or 

parks and recreation).  
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Executive Summary, continued 

• Since initially leasing Grossmont Hospital, GHD has never 

experienced significant revenue volatility, even after the 2008 Great 

Recession. 

• Is subject to extreme events, such as floods, wildfires and 

earthquakes, and public uprisings. However, these risks, which can be 

catastrophic, are somewhat mitigated by the above-referenced unique 

lack of infrastructure characteristics. 

• Legal and compliance risks. 

Additionally, several primary factors in the reserve development process 

can be identified as: 

• How can the process be thoughtful, informative, and transparent?  

• How much of a reserve is adequate and when does it become too 

excessive? 

These are sensitive questions since money held in reserve is money 

taken from other important issues, and it can be argued that excessive  
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Executive Summary, continued 

reserves should be returned to the citizens in the form of expanded or 

additional programs and services or debt relief. 

This reserve study will consider the following three primary risk 

considerations that impact GHD’s local government operating stability, 

capacity, and cash-flow. 

1. Revenue Volatility 

2. Hospital Lease Early Cancellation 

3. Extreme Events 

This “risk based” methodology strives to function as a “best practice” of 

the Government Finance Officers Association (GFOA). 

The GFOA further recommends the reserve amounts be categorized by 

component, making the purpose of the reserve more transparent. 
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1. Background 

GHD has long known reserves are a critical aspect of sound financial 

management. 

As of March 31, 2019, general contingency reserves were $17,037,500. 

GHD’s historic reserve growth is shown in Exhibit 3. 

Exhibit 3. Grossmont Healthcare District Historic Reserves
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1. Background, continued 

GHD, while recognizing it had specific needs for a reserve, did not have 

a written reserve methodology. There were several important and 

compelling reasons to establish a systematic reserve set-aside, and GHD 

accomplished this through the annual budgetary process. 

Following are the more significant reasons initially considered for 

establishing reserves once the lease of Grossmont Hospital had occurred. 

• Provide sufficient resources if the initial 1991 Grossmont Hospital 

lease (originally leased through May 2021) was terminated early. 

• Have adequate “bridge” funds to complete projects identified in the 

Proposition G bond-funded Grossmont Hospital building program. 

Bridge funds would be the needed capital to complete a particular 

project(s) if the Proposition G budget were exhausted. 

• To obtain and keep a high investment grade status on all bonded debt 

currently at Aa2 with Moody’s Investor Services. This is closely 

related to both previous points. 
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1. Background, continued 

Time and events have changed with respect to the above, and the time is 

now for GHD to have a new assessment of needed reserves. The voters of 

GHD overwhelmingly approved a lease extension (Extended Lease) to 

2051. The Extended Lease included numerous protections for the District, 

mitigating the need for extensive reserves in the case of an early 

termination. More on the protections follow later in the analysis. 

Section 2 presents an overview of determined primary risk factors and 

GHD’s level of exposure. 

Section 3 reviews secondary risk factors determined to have less 

significance and implications for GHD but are worthy of consideration. 

Section 4 of the report presents the results of the analysis, provides 

additional information about other healthcare district reserves for 

comparison, and includes a target reserve level for the general fund.  

Section 5 identifies permitted uses and annual review and adoption. 
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2. Primary Risk Factors 

This section presents the three most important risk factors examined by 

GHD – revenue volatility, Grossmont Hospital lease early termination, 

and vulnerability to extreme events. 

Revenue Volatility 

GHD’s primary source of general fund revenue is property tax. Exhibit 4 

below depicts historic general fund property tax revenue. 

Exhibit 4. Grossmont Healthcare District Historic General Fund 
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2. Primary Risk Factors, continued 

Property tax revenue is driven by the assessed valuation (AV) of 

qualifying property. GHD has demonstrated it has a very stable tax base, 

experiencing only a negative 5 percent decrease in FY10 at the peak of 

the 2008 Great Recession as can be seen in Exhibit 5 below: 

Exhibit 5. Historic Actual and Compounded AV 
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2. Primary Risk Factors, continued 

GHD also faces political threats against its property tax revenue. Over 

the last 20 years, there have been several statewide efforts to divert 

property tax revenue from healthcare districts (previously known as 

hospital districts) that have entered into leases for the operation of their 

hospitals. GHD has mitigated this risk in two ways: 

• The undertaking of an awareness and education campaign directed 

at key state and local legislators to highlight the specific type of 

lease GHD has in place and that its elected officials maintain a 

high level of oversight, shared governance, and core service 

preservation of Grossmont Hospital. Education has also included 

details of the type of lease GHD has whereby, if it terminates 

early, Grossmont Hospital’s balance sheet essentially comes back 

to GHD from Grossmont Hospital Corporation/SHARP. 

• Included property tax revenue protection in the Extended Lease 

whereby GHD would receive up to $3,000,000 per year from the 

tenant in the event property tax revenues are eliminated or 

reallocated for other uses by virtue of statewide legislation during 

the term of the Extended Lease. 
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2. Primary Risk Factors, continued 

The prior data demonstrates the low-to-moderate risk GHD is exposed to 

with property tax revenue volatility. 

Hospital Lease Early Termination 

In May 1991, GHD entered a 30-year lease of the entire Grossmont 

Hospital campus and, in June 2014, voters passed a measure extending 

the lease an additional 30 years from the expiration of the existing lease 

in 2021 to May 2051. See Exhibit 6 for an aerial view of the Grossmont 

Hospital campus. 

The Extended Lease contains several “protections” for GHD: 

• Full title to the leased premises (hospital buildings) shall revert 

automatically to GHD upon expiration or other termination, and 

GHD shall not be obligated to make any related payments. In 

addition, full transfer of any/all movable furniture, machinery,



 

13 

 

2. Primary Risk Factors, continued 

equipment, trade fixtures, tools, signs, supplies, and other personal 

property owned by the tenant and located on the Grossmont 

Hospital campus shall revert automatically to GHD upon 

expiration or other termination and GHD shall not be obligated to 

make any related payments.  

• Early termination of the lease requires a full year prior notification 

by the tenant. 

• Upon early termination, GHD shall assume essentially all assets 

and liabilities (balance sheet). 

• In the event GHD’s property tax revenues are eliminated or 

reallocated for other uses by virtue of statewide legislation during 

the term of the lease, the tenant agrees to pay GHD $2,000,000 

($3,000,000 if the IGT is still in existence) each year. 
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2. Primary Risk Factors, continued 

Exhibit 6. Aerial View of Current Day Grossmont Hospital Campus 

 

The low-to-moderate risk faced by GHD would primarily consist of the 

costs associated with a “transition team” in the event of an early lease 

termination. The costs associated with an appropriate team, while 

seemingly high, would ensure for a smooth and efficient transition. The 

team would consist of the following professionals - this list is not a 

complete list, but would represent the primary team members: 

• General Counsel 

• Disclosure Counsel 
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2. Primary Risk Factors, continued 

• Bond Counsel 

• Bond Financial Advisor 

• Bond Underwriter 

• Independent Auditor (audit of financial assets and liabilities to be 

transitioned) 

• Healthcare Contracts Management Consultants 

• Healthcare Entity Valuation Consultants 

• Healthcare Management Consultants 

• Union Representation Consultants 

•  Public Relations Consultants  

• IT and Facility Consultants 

If the transition occurs, hospital cashflow would be sufficient to cover  

trailing transition costs. 



 

16 

 

2. Primary Risk Factors, continued  

It should be noted that as of September 30, 2018, Grossmont Hospital’s 

audited assets totaled $1,102,875,000; audited liabilities totaled 

$210,514,000; and audited net assets totaled $892,361,000. Included in 

total assets is approximately $503,766,000 in cash and investments. 

While there are possible consolidating eliminations in some of the 

balances, as well as bond indenture cash restrictions, the working capital 

that would come over to GHD would be significant. 

The prior data displays the low-to-moderate risk GHD is exposed to with 

an early termination of the Grossmont Hospital lease. 

Extreme Events 

This factor concerns natural disasters, social unrest, and 

legal/compliance risks to which GHD is exposed. Of the noted factors, 

GHD is at most risk to wildfires with a significant portion of its service 

area in semi-rural to rural hill and forested mountain geographic 

environments. 

The following provides information over the last 20 years for significant 

wildfires substantially occurring within GHD’s service area and 

boundaries: 
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2. Primary Risk factors, continued 

• 2003 Cedar Fire: 15 people killed, 280,278 acres burned, and 2,820 

buildings destroyed. 

• 2007 Witch Creek–Guejito and Harris fires: 7 people killed, 288,430 

acres burned, and 1,650 buildings destroyed. 

• 2016 Border Fire: 2 people killed, 7,609 acres burned, and 28 structures 

destroyed. 

Floods, earthquakes and social unrest, while ever present, are assessed at 

a low risk due to past historic experience. GHD also has significant 

property insurance on its campus buildings and equipment and requires 

appropriate insurance for the Grossmont Hospital campus buildings and 

equipment under the Extended Lease. 

While it has been previously established that GHD does not provide 

direct healthcare services, it must also consider that the resources it 

provides to direct service providers will be impacted in an extreme 

event. GHD archives show that requests from the community for 

financial resources from all the fires referenced above was insignificant 

to operations.  
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2. Primary Risk factors, continued 

Moreover, financial resources were only requested in response to the 

2007 Witch Creek–Guejito and Harris fires. Resources were primarily to 

direct service providers, such as community clinics and nonprofit 

organizations providing fire and rescue relief. Total resources provided 

amounted to approximately $162,000, with the largest single amount of 

$50,000 to the local American Red Cross. 

The outlying extremely rural areas within the GHD boundaries continue 

to be at high risk, but a compensating factor resulting from the above-

referenced fires (especially the 2007 and 2013 fires) is the 

implementation of a countywide coordinated regional fire education, 

awareness and suppression system of fire season/high fire risk 

firefighting preparedness, and firefighting.
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3. Secondary Risk Factor Analysis   

GHD has also assessed the following as potential secondary risk factors 

and has determined no reserve requirements are needed due to relatively 

low risk or other compensating factors: 

• Secured and unsecured long-term debt. 

• Pensions. 

• Other post-employment benefits. 

• Expenditure volatility. 

• Growth of the community. 

• Liquidity. 

• Volatile and uncertain healthcare environment.



 

20 

 

4. Other Agency Comparisons and Recommendations 

This section establishes the recommended reserve target for GHD. When 

considering a reserve target, it is helpful to consult outside standards. 

Two widely cited standards are GFOA’s Best Practices and rating 

agency guidelines. The GFOA Best Practice recommends, at a 

minimum, that general-purpose governments, regardless of size, 

maintain unrestricted fund balance in their general fund of no less than 

two months (16 percent) of regular general fund operating revenues or 

regular general fund operating expenditures. Standard & Poor’s 

considers reserves of between 1 percent and 4 percent of revenues to be 

“adequate,” while reserves above 15 percent are “very strong.” It should 

also be noted that this analysis and policy will confirm with the 

recommendations of California Special Districts Association (CSDA) 

statutes. 

It is also useful to consider the experiences of other governments. It is 

important to understand the unique characteristics of GHD and its 

Extended Lease when considering comparisons. There really is no other 

healthcare district significantly similar, so a look at a small sample of 

other healthcare districts will provide, at least, an idea of reserve levels  

utilized in California. 
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4. Other Agency Comparisons and Recommendations, continued 

The following Exhibit 7 provides a synopsis of those reviewed: 

Exhibit 7. Other Districts Reviewed 

Agency Location Amount Leased Hospital

Fallbrook Regional Health District N.E. San Diego County -$                       Sold Hospital

Petaluma Health Care District Sonoma County -$                       None

Desert Healthcare District Riverside County 55,344,000$          Yes

Antelope Valley Healthcare District N. Los Angeles County -$                       Self Operating

 

Fallbrook Healthcare District (FHD) was originally formed in 1950 to 

build and operate Fallbrook Hospital. In 1998, FHD leased its hospital to 

Community Health Systems under a 30-year lease. In 2015, FHD and 

the lessee early terminated the lease. The hospital was subsequently 

closed and sold. FHD continues to receive property taxes as its primary 

source of revenue. As of June 30, 2018, FHD had no identifiable 

reserves. 
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4. Other Agency Comparisons and Recommendations, continued 

Petaluma Health Care District (PHCD) was originally formed in 1946 to 

operate Petaluma General Hospital, Hillcrest Hospital, and its current 

facility Petaluma Valley Hospital. In 1997, PHCD entered a 20-year 

lease with St. Joseph Health to operate the hospital. At present, PHCD is 

in the process of selecting a new operator. PHCD’s primary source of 

revenues are service revenue and rental income. As of June 30, 2018, 

PHCD had no identifiable reserve. 

Desert Healthcare District (DHS) was originally formed in 1948 to build 

and operate Desert Hospital, now known as Desert Regional Medical 

Center. In 1997, DHS leased its hospital to Tenet Health Systems 

(Tenet) under a 30-year lease.   

Desert Healthcare District receives property taxes as its primary source 

of continuing revenue. The lease with Tenet is still in effect as of the 

date of this reserve study, and DHS had cash reserves at June 30, 2018, 

of approximately $55,344,000, for upfront capital to cover hospital 

operating expenses for a short period should the lease with Tenet 

terminate early and during a normal transition period upon termination 

of the lease. 
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4. Other Agency Comparisons and Recommendations, continued 

Antelope Valley Healthcare District (AVHD) was original formed to 

build and operate Antelope Valley Hospital, which opened in 1955. The   

hospital is now a regional medical center. The hospital has never been 

leased and continues to be operated by AVHD. Antelope Valley 

Healthcare District does not have an identified reserve; however, has 

almost $56,000,000 of unrestricted net position and approximately 

$194,000,000 in cash and investments. 

Bringing it all together, the following reserves are recommended: 

• Primary risk factors – revenue volatility. Suggested reserve of 

$4,800,000 which represents the difference between the $3,000,000 

committed under the Extended Lease and the approximately 

$7,800,000 in property taxes received in FY18 (used as a base year). 

• Primary risk factors – hospital lease early cancellation. Suggested 

reserve of $5,000,000, which represents professional fees and 

expenses needed for a transition team.
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4. Other Agency Comparisons and Recommendations, continued 

• Primary risk factors – extreme events. Suggested reserve of 

$2,000,000, which represents $1,000,000 for needed GHD expenses to 

relocate and partially rebuild/re-establish its administrative capacity 

and $1,000,000 in direct emergency community support. 

• Secondary risk factors – all considered $0. 

• Total minimum reserve requirement – $11,800,000



 

25 

 

5. Permitted Uses 

Reserves are intended to be fluid and should be used only for 

unexpected circumstances brought about by one of the above risk factors 

or an unanticipated risk occurrence. Reserves may also be used to 

capitalize on strategic opportunities that may present themselves from 

time to time to the District. 

The reserves should be evaluated annually and brought to the Board 

along with the annual budget. 


