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July 25, 2013 

 

 

 

Thomas Lester, Board Chair 

HealthFirst Bluegrass, Inc 

650 Newtown Pike 

Lexington, Kentucky 40508 

 

RE:   Examination Report Findings and Recommendations 

 

Dear Mr. Lester: 

 

We have completed our Examination of Certain Policies, Procedures, Controls, and 

Financial Activity of HealthFirst Bluegrass, Inc. (HealthFirst).  This examination identifies four 

findings and offers eleven recommendations to strengthen the management and oversight of the 

District.  The examination report also includes four observations developed to provide certain 

facts obtained during the examination process that did not result in a finding. 

 

In performing this examination, we requested and examined numerous contracts, 

invoices, financial reports, and other documents from HealthFirst related to the lease of the 

Southland Drive property in 2012 and the subsequent process followed to build a new health 

center at that location.  In addition, we reviewed select financial information concerning 

HealthFirst revenue projections and cash flow projections. The audit team conducted interviews 

with the HealthFirst Executive Director, various members of the Board, certain HealthFirst 

contractors, certain Lexington-Fayette County Health Department staff, representatives of the 

Federal Health Resources and Services Administration, representatives from the Kentucky 

Heritage Council, and other local government officials.  

 

Due to the nature of certain findings discussed within this report, we are referring these 

issues to the Federal Health Resources and Services Administration for further review and 

determination of whether additional action is warranted.  

 

 



Mr. Lester 

July 25, 2013 
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 The Auditor of Public Accounts requests a report from the District on the implementation 

of the examination recommendations within (60) days of the completion of the final report.  If 

you wish to discuss this report further, please contact me or Brian Lykins, Executive Director of 

the Office of Technology and Special Audits. 

 

Respectfully submitted,  

 

 

 

 

 

Adam H. Edelen 

Auditor of Public Accounts 
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Examination Scope On May 14, 2013, the Auditor of Public Accounts (APA) announced that it would 

conduct an independent examination of the processes and procedures used by 

HealthFirst Bluegrass, Inc. (HealthFirst) to administer an $11.7 million Facilities 

and Improvement Program (FIP) grant from the Federal Health Resources and 

Services Administration (HRSA).  This review was performed in response to a 

request from the Mayor of Lexington-Fayette Urban County Government 

(LFUCG).  To accomplish this examination, the APA developed the following 

objectives: 

 

  Review the site selection process used by HealthFirst. 

 Review the procurement procedures that were performed by HealthFirst. 

 Review HealthFirst’s communication and interaction with HRSA to manage 

this grant. 

 Evaluate other operational issues and concerns expressed to the APA that 

could affect the implementation of the federal grant. 

 

 To address these objectives, audit staff interviewed multiple individuals that 

included the members of HealthFirst’s Board and Building Committee, as well as 

staff for HealthFirst, the Lexington-Fayette County Health Department (Health 

Department), LFUCG, and HRSA.   Additional interviews were performed with the 

Board attorney, Project Manager, Kentucky Heritage Council, realtor, Fayette 

County Property Valuation Administrator (PVA), project engineers selected by 

HealthFirst, and others.  We reviewed the documents related to HealthFirst’s lease 

for the property selected, related site plans, documentation provided to HRSA from 

HealthFirst, HealthFirst’s financial statements and information, HealthFirst’s Board 

and Building Committee meeting minutes, and the procurement documentation 

related to the selection of contractors related to the FIP grant.    

 

 The implementation of HealthFirst’s federal grant was discussed in a previous APA 

report, Examination of Certain Policies, Procedures, Controls, and Financial 

Activity of Lexington-Fayette County Health Department, released on October 17, 

2011.  The information and results from this audit were reviewed during this 

examination to evaluate HealthFirst’s progress in establishing its independence 

from the Health Department and its progress in implementing the $11.7 million FIP 

grant. 

 

History of 

HealthFirst 

In 1981, the Health Department created a Primary Care Center to provide 

comprehensive medical care to those who have difficulty in obtaining medical 

services.  This may include Medicaid and Medicare recipients or individuals that 

cannot afford health insurance.  The Primary Care Center provided a full 

complement of services, including adult and pediatric medical care, dental services, 

and a pharmacy. 
 



 

Chapter 1 

Introduction and Background 

 
 

Page 2 

 The addition of a Primary Care Center by the Health Department makes it unique 

among most other health departments in the nation.  Primary care centers are 

typically not associated with health departments and are more likely to be separate 

stand-alone non-profit entities.  These types of centers can be regulated as Federally 

Qualified Health Centers (health centers) by HRSA, which allows these centers to 

receive Public Health Service Act Section 330 federal grant funding for operations 

through the Health Center Program.  As a health center, the Primary Care Center 

typically received over $2 million annually in operating funds from HRSA, and is 

eligible for other one time grants as well.  The Primary Care Center must abide by 

19 program requirements established by HRSA to continue to qualify for these 

funds.   

 

 One of the underlying themes within the 19 program requirements is that a health 

center is operated autonomously and independently by a governing body.  

Requirements for the governing body are designated by HRSA, which requires that 

a majority of the governing body be comprised of individuals that have been served 

by the health center.  Because the Health Department’s Board of Health (Board of 

Health) did not meet these requirements, a separate governing body was developed 

to oversee the Primary Care Center.  The governing body was originally known as 

the Primary Care Governing Council (Governing Council) that was comprised of 

11 to 15 members.  The Governing Council membership is required to consist of 

the health center’s consumers, community health care professionals, and other non-

consumers.  At least 51 percent must be consumers at the health center. 

 

 For the Primary Care Center to receive Public Health Service Act Section 330 

funding, while operating under the umbrella of the Board of Health, a co-applicant 

agreement was established between the Board of Health and the Governing 

Council.  This co-applicant agreement sets forth the autonomy of the Governing 

Council and defines it as a committee operating under the auspices of the Board of 

Health. 

 

 In December 2010, HRSA conducted an operational assessment of the Primary 

Care Center.  This assessment was prompted by the hiring of a new Executive 

Director of Primary Care in August 2010, concerns that the Health Department was 

not complying with the co-applicant agreement, and the fact that the entity was 

approved to receive a federal grant of $11.7 million in October 2010.  HRSA issued 

an assessment report with recommendations in January 2011.  In response to the 

report recommendations, a “Final Site Visit Response” was approved by the 

Governing Council in July 2011 and submitted to HRSA.  On August 30, 2011, 

HRSA issued a revised Notice of Grant Award indicating their acceptance of this 

response by continuing HRSA grant funding without restriction. 
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To achieve the autonomy required by the HRSA assessment report, an 

organizational change was made in May 2011 to create a new non-profit 

organization, the legal entity HealthFirst, to operate the health center.  After this 

organization was created, the co-applicant agreement was revised to be an 

agreement between the Health Department and HealthFirst.  The new co-applicant 

agreement no longer considered the Governing Council a committee under the 

auspices of the Board of Health.  The title of HealthFirst’s governing body was also 

changed to “Board of Directors.” 

 

Facility 

Improvement 

Program Grant 

 

On June 19, 2009, HRSA issued a new grant opportunity for health centers already 

receiving federal grant support under the Health Center Program.  The new FIP 

grant was to be a one-time award made available through funds from the American 

Recovery and Reinvestment Act (Recovery Act).  Projects approved for the FIP 

grant were expected to support the objectives of the Recovery Act and support the 

mission of the Health Center Program. 

 

 The grant states that the objectives of the Recovery Act were to: 

 

  preserve and create jobs; 

  promote economic recovery; 

  help people most impacted by the recession; 

  increase economic efficiency by investing in technological advances in 

science and health; 

  promote long-term economic benefits by investing in transportation, 

environmental protection, and other infrastructure; and 

  preserve essential services in state and local governments. 

 

 The mission of the Health Center Program “is to improve the health of the Nation’s 

underserved communities and vulnerable populations by assuring access to 

comprehensive, culturally competent, quality primary healthcare services.” 

 

 In keeping with these general principles of the Recovery Act and the Health Center 

Program, the grant funds were specifically limited to support the 

“alteration/renovation or construction of a facility.”  Due to these restrictions, grant 

funding could not be used to purchase real estate for renovation or new 

construction.  By restricting funds for this purpose, it was intended that the funds 

would lead to improvements in access to health services for underserved 

populations and create health center and construction related jobs. 
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Notice of Federal 

Interest 

 

As a requirement for receiving federal funds through the FIP grant, a specific lien 

must be filed against any property benefiting from those federal funds.  This lien is 

known as a Notice of Federal Interest (NFI).  In summary, the lien requires that 

property being improved using grant funding must continue to be used for the 

original stated purpose of the grant funds.  In the case of FIP grant funds, any 

property involved would have to continually be used as a health center unless the 

federal interest is purchased by the landowner.  This restriction protects public 

funds from eventually being used solely for a private landowner’s benefit, if for 

some reason the grant recipient could no longer operate the improved property.  

 

FIP Grant 

Oversight 

 

FIP grant funds are overseen by HRSA personnel, primarily through the review and 

approval of documents submitted by grant recipients using the HRSA Electronic 

Handbook system.  The Notice of Grant Award, issued to all grant recipients, 

contains the full terms and conditions of the grant with required deadlines for 

documents to be filed or evidence of actionable items to be submitted.  Examples of 

information to be submitted may include, but is not limited to, the filing of the NFI, 

Historic and Environmental Reviews, project budget, project plans, and any lease 

agreements.  HRSA reserves the authority to modify the deadlines and due dates of 

any term within the grant award. 

 

History of 

HealthFirst 

Facility 

Improvement 

Program Grant 

 

In October of 2010, through joint application for the FIP grant, the Health 

Department and the former Primary Care Center were awarded $11.7 million for 

the renovation or construction of a health center.  These grant funds were to expire 

on September 30, 2012, though a one-year extension was possible if approved by 

HRSA.   

 

 The original grant application called for a 60,000 square foot facility to be built in 

close proximity to the current Health Department location.  In April 2011, the grant 

was changed at the request of the Governing Council to include multiple site 

locations.  It was thought by the Governing Council that multiple sites would better 

serve their strategic mission of providing services as required by the Health Center 

Program.  It was also at this time that the Primary Care Center became HealthFirst. 

 

 After the grant was changed from the originally proposed single large health center 

facility to now include multiple facilities, numerous properties have been 

considered.  At the time of the APA’s October 2011 examination, the newly formed 

HealthFirst Board of Directors (Board) was strongly considering a 20,000 square 

foot facility on Georgetown Road and a 55,000 square foot building on 

Harrodsburg Road.  In January 2012, it was announced by the Board that 

HealthFirst would reopen the search for a new building or site location after 

difficulties in obtaining the Harrodsburg Road location.  See Exhibit 1 for a 

timeline of activities related to HealthFirst’s building project. 
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 After determining that HealthFirst would obtain the services of a new commercial 

property realtor in searching for a building, the Board heard presentations from 

three separate realtors on January 3, 2012, and chose a new realtor on that date.  A 

HealthFirst Building Committee (Building Committee) of the Board was initiated 

to carry out the business related to the property acquisition and ultimately the 

development of the new health center using the FIP grant funds. 

 

 While an acceptable property was located, with the assistance of the realtor, FIP 

grant funds were to expire on September 30, 2012, before HealthFirst would be 

able to expend the funds.  This required HealthFirst to request an extension of the 

grant funding from HRSA.  On September 20, 2012, HRSA approved a one-year 

extension of the grant funds, with a new expiration date set for September 30, 2013.  

According to HRSA officials, further extension of the funding is possible. 

 

Acquisition of 

Lease for 

Southland Drive 

Property 

 

The Building Committee, in collaboration with the realtor, reviewed a number of 

potential properties and, over a four month period, initiated five Letters of Intent to 

make offers on properties that could meet the needs of HealthFirst.  This included 

the previously considered Harrodsburg Road building and a new long-term leasing 

scheme for the Newtown Pike location, which is currently owned by the Health 

Department.  The following is a listing of the dates of all offers made by 

HealthFirst and the locations of the buildings considered: 

 

  February 22, 2012 – 1030 South Broadway (former Winn-Dixie); 

  March 7, 2012 – 326,306, 302 Southland Drive (Oleika Temple); 

  March 21, 2012 – 2001 Harrodsburg Road (former Verizon building); 

  March 28, 2012 – 650 Newtown Pike (current Health Department 

Building); and 

  May 1, 2012 – 496 Southland Drive and collective properties on Rosemill 

Drive. 

 

 None of the first four Letters of Intent were accepted by the property owners.  

According to the majority of individuals interviewed during the examination, the 

primary reasons for property owners declining to engage in an agreement with 

HealthFirst was the organization’s lack of credit and financial stability and, to a 

greater extent, the requirement to have an unsubjugated federal lien against their 

property in the form of the NFI. 

 

 Despite the requirement for the NFI and the financial circumstances of HealthFirst, 

a lease deal with the landowners of 496 Southland Drive was developed.  The lease 

was to include two buildings, an office building at the 496 Southland Drive location 

and a retail shopping center that was part of a collective of properties on Rosemill 

Drive.  The Letter of Intent was signed by the landowner on May 2, 2012, with the 

full lease being effective June 21, 2012. 
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 At the time the lease was signed, the landowner did not own the properties 

collectively known as the Rosemill Drive properties.  The lease was based on the 

premise and condition that the landowner would be able to obtain the Rosemill 

Drive properties, which HealthFirst required for sufficient office and parking space.  

According to the Letter of Intent sent by HealthFirst, the lease would only be 

effective if the landowner could obtain the Rosemill properties with a price not to 

exceed $1,275,000.  The landowner was able to purchase the Rosemill properties 

for $1,025,000 so the lease agreement was able to move forward. 

 

Southland Health 

Center Construction 

Project 

 

Once all property to be leased by HealthFirst was obtained by the landowners, the 

process to utilize grant funding and develop the site began in earnest with the 

contracting of a Project Manager in July 2012.  The contracted Project Manager 

was also an individual (hereafter known as landlord) who owned a minority interest 

in the company that leased the property to HealthFirst.  Discussion related to this 

contracting process and the chosen Project Manager can be found in Findings 1 and 

2.   

 

 With a Project Manager in place, HealthFirst began the procurement of an architect 

and engineer by issuing Requests for Proposals (RFP).  HealthFirst, with the 

assistance of the Project Manager, graded the responding companies based on the 

qualifications specified in the RFPs.  The architectural and engineering firms were 

selected by the Building Committee of the Board on September 24, 2012.  Upon 

involving the newly contracted architect and engineer, it was determined that the 

two leased buildings that HealthFirst intended to renovate with the FIP grant funds 

would not be sufficient for the needs of the health center.  This was primarily due to 

the older construction of the buildings not providing sufficient spacing between the 

first and second floors to accommodate more modern ventilation and other 

additions that would be necessary for the health center. 

 

 On October 4, 2012, based on the information provided by the contracted architects 

and engineers, the Building Committee determined that the proposed development 

of the leased property should be changed from a renovation of the buildings to full 

demolition and construction.  This change was submitted to HRSA for approval, 

which was subsequently granted. 

 

Filing the Notice of 

Federal Interest 

 

Due to the various changes and delays that have occurred with the HealthFirst FIP 

grant project, HRSA agreed to make modifications to certain deadlines contained in 

the grant terms and conditions.  This includes the requirement for filing the NFI to 

protect federal interest in the project.  According to the Notice of Grant Award, the 

NFI must be filed within 90 days of the award issue date.  The original award issue 

date was October 6, 2010; however, as the grant has been modified, so has the NFI 

due date filing requirement.  At this time, HRSA officials have stated that 

HealthFirst is required to file an NFI on the leased property by August 19, 2013. 
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 Due to delays created by the historical and environmental reviews of the project 

and the approaching expiration date of the FIP grant funds on September 30, 2013, 

the filing date for the NFI will likely be modified again.  The reason stated for not 

filing the NFI on the property already is to ensure that a lien is not initiated until 

construction is more certain.  Standard procedure appears to dictate that this occurs 

approximately 30 days prior to the start of construction. 

 

Historical and 

Environmental 

Reviews 

 

The completion of a required Historical Review and Environmental Assessment has 

always been a requirement of the FIP grant process.  The Environmental 

Assessment appears to have reached completion and been accepted by HRSA, 

while the Historic Review process is still ongoing.  A timeframe for completion of 

this process has yet to be determined by HRSA.  Further discussion of this issue is 

included in Observation 1 contained in this report. 

 

FIP Grant 

Expenditures 

 

According to the Notice of Grant Award issued by HRSA to HealthFirst, no grant 

funds may be drawn down and construction activities cannot begin until all 

appropriate grant conditions are met.  The only exception to the restriction on the 

drawdown of grant funds is limited to those activities considered to be for pre-

construction purposes.  This includes completing architectural and engineering 

plans, licensing and permitting requirements, historic preservation requirements, 

and preparing an environmental assessment. 

 

 As of May 31, 2013, HealthFirst has expended $762,004 in FIP grant funding on 

pre-construction activities.  Table 1 includes the amounts and types of expenditures 

from FIP grant funds that were made by HealthFirst.  

 

                                                      Table 1:  Total Grant Funds Expended as of May 31, 2013 

Expense Type Expense 

Primary Engineer $109,610 

Architect 442,486 

Project Manager 120,000 

Primary Legal  47,571 

Office Supplies 1,545 

Advertising 2,275 

Realtor 1,000 

Other Engineering 5,245 

Other Legal 2,415 

Other 29,857 

Total $762,004 
Source: Auditor of Public Accounts based on HealthFirst’s  

             grant disbursement schedule. 

 

 In addition to these actual expenditures, HealthFirst had incurred, but not yet 

expended, $31,512 as of May 31, 2013.  This amount primarily includes 

expenditures for an environmental analysis, but also includes legal fees, 

engineering services, and other consulting fees. 
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Finding 1: A 

candidate for 

Project Manager 

appears to have 

been preselected 

prior to the 

solicitation process 

for the contracted 

position. 

Based on a review of the Building Committee meeting minutes, information 

provided through interviews, and records related to scoring candidate resumes and 

selecting a Project Manager, it appears the selection of a Project Manager was 

decided before the solicitation process to identify potential candidates for the 

contracted position was initiated.  On July 12, 2012, the Building Committee voted 

to engage HealthFirst’s landlord as Project Manager before any qualifications for 

the position were decided or a search for other candidates was initiated.  Once the 

solicitation process began, it appears the criteria developed for scoring the 

candidate would highly favor the selection of the landlord as the Project Manager.  

The HealthFirst Executive Director (Executive Director), not the Building 

Committee members, scored the candidates’ resumes.  Building Committee 

members were then given the resumes of the candidates with the top five scores, 

which included the landlord’s resume that received the highest score.  Candidate 

interviews were not performed by the Executive Director or the Building 

Committee before the landlord was selected as the Project Manager. 

 

 According to Building Committee meeting minutes, during the July 12, 2012 

meeting, the Building Committee Chair and the landlord of the property being 

leased by HealthFirst made a presentation to the Building Committee about 

different processes undertaken during construction.  It is unclear why the landlord 

was asked to assist in such a presentation.  During the presentation to the Building 

Committee, a representative of the realty team hired by HealthFirst recommended 

the landlord for the Project Manager position “based on his experience and 

knowledge of the neighborhood.”  This resulted in the Building Committee 

members voting to negotiate a price, terms, and conditions with the landlord about 

the Project Manager position.  The Building Committee Chair instructed the 

Executive Director to “engage” the landlord, but also directed the Executive 

Director to determine if HRSA would require three bids or just the credentials of 

the chosen candidate. 

 

 Emails reviewed during the examination indicate that the Executive Director 

followed the directive to “engage” the landlord by contacting him on July 13, 2012 

to inquire about the Project Manager position.  The Executive Director clarified to 

audit staff that, after contacting the landlord, he recognized some process should be 

undertaken to seek out candidates.  The landlord was not contracted to be the 

Project Manager at that time.   

 

 An advertisement was issued on July 22, 2012 seeking resumes for a “Construction 

Project Manager" with a deadline for response by July 30, 2012.  According to 

documents provided by HealthFirst, there were 24 candidates, including the 

landlord, who responded to the advertisement.  Based on interviews, the landlord 

appears to have been the only candidate verbally asked to submit a resume for the 

position.  See Exhibit 4 for advertisement of the Construction Project Manager 

position. 
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 The Executive Director stated that he scored all candidates using criteria that he 

developed based on the advertisement for the position and discussions with the 

Building Committee members.  No formal scoring criteria or the weighting of each 

category was established by the Building Committee.  The landlord either tied or 

was the top scoring candidate in nearly every category used by the Executive 

Director, including the category “Ability to Collaborate,” in which he received two 

points higher than the maximum number allocated for that category.  See Exhibit 5 

for a copy of the scoring sheet. 

 

 The Executive Director then submitted the overall scoring sheet of all candidates 

and the top five candidates’ resumes to the Building Committee for consideration.  

Meeting minutes indicate that the Building Committee received the list of Project 

Manager candidates on July 27, 2012, three days prior to the end of the solicitation 

period.  On that date the Building Committee members then voted to select the 

landlord as the Project Manager subject to a review of his background and the 

completion of a contractual agreement. 

 

 The background review appears to have consisted of a reference check by the 

Building Committee Chair who contacted three individuals about the landlord.  

This included a local architect, a local commercial property owner, and the 

HealthFirst contracted realtor. 

 

 Based on interviews with certain Building Committee members, there was 

confusion as to whether the top candidates were interviewed prior to their resumes 

being submitted to the Building Committee.  At least two Building Committee 

members were certain that a number of the candidates were contacted for an 

interview either by phone or in person.  The members typically cited the Building 

Committee Chair and the Executive Director as the likely individuals conducting 

the interviews.  According to the Building Committee Chair and the Executive 

Director, no interviews of any candidates were conducted.  The Building 

Committee Chair stated no interviews were held because no other candidates met 

the criteria established for the Project Manager position.  

 

 As previously stated, the Executive Director created the scoring criteria based on 

the wording of the advertisement soliciting resumes from potential candidates for 

the position, along with other input from certain Building Committee members.  

The advertisement included the following requirements: 

 

 1. Knowledge of the commercial real estate market in Lexington-Fayette 

County. 

 2. Knowledge of federal, state, and local commercial construction laws as 

related to federal grants. 

 3. Bidding requirements. 

 4. Fast Track project management experience of $10 million or greater. 
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 The scoring sheet used by the Executive Director did not include categories that 

could have been scored for overall experience, Lexington experience, and 

experience with projects of at least $10 million that was identified as criteria in the 

advertisement.  In addition to criteria identified in the advertisement, the scoring 

sheet included categories for “Owner Developer Experience” and “Ability to 

Collaborate,” which was not specifically or clearly defined.  The Building 

Committee Chair stated that they specifically wanted someone local who knew the 

policies and politics of Lexington.  Another Building Committee member stated 

they wanted to make sure the grant funds stayed in Fayette County. 

 

 By using these criteria, HealthFirst considerably narrowed the options for potential 

Project Manager candidates to be selected by increasing the opportunity for the 

candidate that had already been voted to be selected by the Building Committee to 

score favorably.  In reviewing the process followed, it appears the criteria used for 

scoring ensured that HealthFirst would receive responses closely aligned with the 

experiences and qualifications of the landlord. 

 

 Policies governing the procurement practices of HealthFirst are based on the policy 

and procedure manual of the Health Department, which were adopted by 

HealthFirst.  There are a variety of processes to procure services under the adopted 

policies, though no specific process under the policies was cited by HealthFirst for 

the Project Manager position.  Since HealthFirst eventually advertised the position 

with certain requirements indicated and made a request for qualifications from 

candidates through the submission of resumes, the process undertaken most closely 

resembles Competitive Negotiations as described under Section I, Subsection 11 of 

the policies.  However, the full requirements of this policy do not appear to have 

been followed, which result in the lack of a greater amount of detail and 

transparency envisioned in the policy. 

 

 According to the policy for Competitive Negotiations, a RFP must be developed 

and contain “comprehensive performance requirements, technical provisions, 

separate cost provisions, and specific evaluation criteria for evaluating offers.”  No 

such detailed RFP was created for the Project Manager position.  Only the 

advertisement of the position was developed for the Project Manager, and this does 

not appear to meet the intent of the policy.  In comparison, the process that was 

used to choose an engineer, architect, and construction manager for the HealthFirst 

clinic project included a detailed RFP and followed a prescribed scoring process 

undertaken by more than one individual. 
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 Federal regulations governing the procurement processes of those organizations 

receiving grants from HRSA also require a greater amount of detail and 

transparency in the process used to select contractors.  In directly addressing 

competition, 45 CFR § 74.43 states, 

 

 All procurement transactions shall be conducted in a manner to 

provide, to the maximum extent practical, open and free 

competition. 

 

 With regards to the basis on which the contracts should be awarded, this regulation 

further states, 

 

 Awards shall be made to the bidder or offeror whose bid or offer 

is responsive to the solicitation and is most advantageous to the 

recipient, price, quality and other factors considered.  

Solicitations shall clearly set forth all requirements that the 

bidder or offeror shall fulfill in order for the bid or offer to be 

evaluated by the recipient. 

 

 The federal regulations become more specific about the process to be followed 

under 45 CFR § 74.44, which further emphasizes the need for transparency in the 

contracting process by specifying the amount and types of information that should 

be considered and produced by a grantee related to a solicitation process. 

 

 Based on the information that was solicited from Project Manager candidates and 

received by HealthFirst, it is unclear how HealthFirst could have ensured that the 

Project Manager chosen was the “most advantageous” to HealthFirst.  The 

advertisement for the position solicited only resumes from qualified candidates and, 

according to the Executive Director, these resumes were the only documents used 

as the basis for scoring the candidates.  There does not appear to have been any 

consideration of the cost for the service and it does not seem possible to determine 

the quality of a candidate without more detailed information, interviews, or 

discussions with candidates. 

 

 After reviewing the resumes for the top five candidates, there is an obvious 

difference in the amount of detail provided by the responding candidates.  The 

landlord provided a one-page resume indicating his general experience in 

commercial real estate and noted two mixed-use properties that exceeded the $10 

million requirement of the advertisement.  The landlord did not specify any 

experience with healthcare facilities.  Resumes of other candidates included 

numerous pages detailing past projects, many exceeding $10 million, some of 

which included experience with healthcare facilities.  Such information should have 

been sufficient to require further review and requests for information from all the 

top candidates.  As stated by one of the top five candidates in response to the 

advertisement, “[a] resume is merely a snap-shot of ones experience.” 
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 According to the contractual agreement between HealthFirst and the Project 

Manager, the Project Manager monitors all facets of the project on behalf of 

HealthFirst, including preparation, planning, design, and construction.  Due to the 

importance of this position, the Building Committee should have ensured that the 

process to fill the position was thorough, transparent, fair, and complied with the 

procurement policies adopted by HealthFirst, as well as any related federal 

regulations.  At a minimum, the Building Committee should have followed the 

same process performed to select the other professional services related to this 

construction project.  Based on the selection process and the information reviewed, 

it appears the Building Committee wanted and preselected the landlord as Project 

Manager.  See Exhibit 6 for the Project Manager Agreement. 

 

R ecom m en d a t ion s  We recommend the HealthFirst Board ensure that all procurement activity follow 

the intended procurement practices adopted by the Board and those required by a 

granting agency.  This includes ensuring appropriate competition and transparency 

in the process.  We further recommend that the HealthFirst Board determine 

whether the procurement process for a Project Manager should be reperformed 

following the policy and regulation requirements.  Finally, we recommend 

HealthFirst work with HRSA to determine what actions, if any, are required to 

maintain compliance with applicable federal regulations. 

 

Finding 2:  The 

Project Manager 

has a conflict of 

interest 

functioning as both 

HealthFirst 

landlord and 

Project Manager. 

HealthFirst contracted with an individual to perform the responsibilities of a Project 

Manager that was to represent HealthFirst’s interests and oversee the planning, 

design, and construction of a new health center.  However, the contracted Project 

Manager has a conflict of interest due to his part ownership in the property 

HealthFirst is leasing and developing for the new health center.  The individual’s 

dual interests create a conflict for the Project Manager in carrying out his 

obligations to HealthFirst, while also having financial interests in both the property 

being leased by HealthFirst and any future business opportunities with the majority 

landowner associated with the project.  A contractor should be able to perform 

duties without having any personal interests, whether real or perceived, that could 

impact decisions made on behalf of the organization with which they have 

contracted.   

 

 HealthFirst signed a lease for property at 496 Southland Drive and other adjacent 

lots on Rosemill Drive on June 21, 2012, after working primarily with a 10 percent 

minority owner in the company that purchased the properties.  In July 2012, the 

Building Committee chose to contract for a Project Manager to help oversee and 

guide the development and construction process of a new health center to be 

located at the newly leased property.  The minority landowner of the property, who 

primarily represented the landowners in lease negotiations with HealthFirst, was 

chosen as the Project Manager on July 27, 2012.  See Finding 1 for further details 

of the Project Manager selection process. 

 



Chapter 2 

Findings, Recommendations, and Observations 
 
 

Page 13 

 It is apparent from meeting minutes that the HealthFirst Board was fully aware of 

the 10 percent property ownership of the individual contracted to be the Project 

Manager.  The Building Committee members interviewed also stated that such a 

conflict was discussed when selecting the Project Manager.  During these 

discussions, Building Committee members have stated they determined that the 

situation could be seen as a benefit, not as a conflict, to HealthFirst as the landlord 

would be motivated to ensure the property was developed properly.  Building 

Committee members also cited a condition within the Project Manager Agreement 

(Agreement) intended to mitigate the risk of the conflict of interest.  According to 

Section 11 of the Agreement between the Project Manager and HealthFirst, 

 

 Although the Project Manager is a minority member of [   ] the 

owner of the Southland Drive Premises, the Project Manager’s 

duties shall solely run to the Company and not [   ] with the 

matters set forth in this Agreement.  The Project Manager 

represents that he shall at all times consider only the best 

interests of the Company first and foremost in performing the 

Services. 

 

 This condition included in the contract provides HealthFirst a basis to end the 

contract and seek restitution if it was determined the Project Manager did not fulfill 

the requirement to only represent the interests of HealthFirst.  However, this only 

acts to possibly discourage actions that do not serve HealthFirst, if discovered, and 

cannot ensure that such a situation does not occur.  

 

 According to documents provided by the Project Manager, he holds a 10 percent 

non-controlling interest in the company that owns the properties currently being 

leased to HealthFirst.  Though not having a controlling interest, 10 percent of a 

multi-million dollar property investment is significant, making it highly improbable 

that an individual could completely remove any personal consideration when 

making decisions as Project Manager.  In addition, the Project Manager is also 

known to have business dealings with the majority owner of the Southland property 

in other projects.  It is also improbable, if conflicts arise, that an individual could 

fully disregard his responsibility to his business associate and jeopardize future 

business opportunities and potential earnings with that person. 

 

 It is unreasonable to assume an individual in this situation is able to divest himself 

of his own personal financial interests to resolve either real or apparent conflicting 

interests.  It is for this reason that codes of conduct and ethics standards for 

employees, officials, and board members serving in the public sector prohibit such 

conflicts of interests.  This can be seen in the policies and standards of conduct 

adopted by HealthFirst, a publicly funded entity, which must have previously 

recognized such conflicts as having potential detrimental effects on the organization 

and the public funding used to support the organization. 
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 According to the Lexington-Fayette County Health Department employee Code of 

Ethics adopted by HealthFirst, 

 

 An employee, spouse, or business of which the employee or 

spouse owns at least five percent (5%) must not knowingly have 

any agreement or contract with the LFCHD for which the 

employee works.  This includes contracts that are awarded 

through a competitive bid process or any grant issued by the 

department regardless of funding source. 

 

 Further, the Standards of Conduct for Board Members adopted by HealthFirst 

prohibit such conflicts for the Board member.  These standards state, 

 

 No board member will have a direct or indirect financial interest 

in, or receive any compensation or other benefits as a result of, 

transactions between HealthFirst and any individual or business 

firm… 

 

 The Standards of Conduct also specifically note that it is typically not enough to 

simply identify the conflict and attempt to act in HealthFirst’s best interests despite 

the conflict.     

 

 A “financial or other interest” includes not only personal and 

pecuniary (monetary) advantage, but also situations in which 

there is a duality or diversity of interests between HealthFirst and 

another organization with which the board member, or relative of 

any of these individuals, also is associated.  In these situations, it 

is typically not enough for an individual to be aware of the 

conflict and to attempt to act in HealthFirst’s best interest despite 

the conflict…For serious, visible, continuing or pervasive 

conflicts, an individual may be required to withdraw from his or 

her position with HealthFirst Board of Directors or from the 

outside position that causes the conflict. 

 

 As an independent contractor hired by HealthFirst, none of the requirements in 

either the employee Code of Ethics or the Board member Standards of Conduct 

appear to apply to the Project Manager, but these rules do reflect the employees and 

Board members should conduct themselves in a manner to not create a conflict for 

the organization. It is generally recognized that the duality of serving two 

conflicting interests is not logically possible and has, therefore, been prohibited.  

The same policies and standards should be applied to a contractor whose position 

carries great influence with the Board members and the Executive Director, who 

are tasked with making final approvals for the health center construction project. 
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 It could be interpreted that federal regulations governing the procurement practices 

of those receiving grants from HRSA may prohibit the conflict of interest identified 

with the Project Manager, but the issue would ultimately require federal officials to 

make this determination.  According to 45 CFR § 74.42, 

 

 No employee, officer, or agent shall participate in the selection, 

award, or administration of a contract supported by Federal 

funds if a real or apparent conflict or interest would be involved. 

 

 If the Project Manager were considered an agent of HealthFirst, it appears that a 

violation of the federal regulation would exist.  Further, analysis would need to be 

completed by HRSA officials to determine whether this contractor would be 

considered an agent of HealthFirst.  

 

 According to the Agreement, the authority of the Project Manager to bind 

HealthFirst for any payment is limited and requires the written approval from 

HealthFirst; however, the Project Manager is provided extensive oversight authority 

of the project and the other project contractors.  The Agreement also provides the 

Project Manager the ability to influence the decisions of HealthFirst through his 

role as an advisor.  Under these circumstances, the conflicting interests of the 

Project Manager could result in decisions or actions that produce a potential 

personal benefit for the Project Manager at the expense of HealthFirst and its public 

funds.   

 

R ecom m en d a t ion s We recommend the HealthFirst Board reconsider contracting with a Project 

Manager that may, in appearance or in reality, create a conflict of interest.  We also 

recommend HealthFirst inquire to HRSA whether such a conflict would be 

prohibited under federal regulations and, if so, whether the funding and use of the 

capital grant may be negatively impacted. 

 

Finding 3:  The 

amended lease 

draft does not 

require exclusive 

parking for 

HealthFirst. 

The original and amended lease agreements have conflicting parking terms that 

could negatively affect HealthFirst's compliance with HRSA requirements.  The 

original lease stated that the tenant will be provided with 200 parking spaces on the 

premises and the Development Lot, but the amended lease (still unsigned) states 

that the tenant will have nonexclusive use of all parking spaces on the premises.  If 

the federal government's capital development grant is used to pay for the 

construction of the parking lot, the lease agreement must provide for exclusive 

parking rights that cannot be shared for other interests.  If HRSA were to approve 

the grant award under the amended lease agreement, HealthFirst’s clinic parking 

will not be contractually exclusive, which could provide an unallowable benefit for 

the property’s owners.  Therefore, this change is needed to ensure that any parking 

on the premises is exclusive to HealthFirst and the federal government’s 

investment, through the FIP grant, is protected.  See Exhibits 2 and 3 for the 

original and amended lease agreements. 
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 The original lease, signed on June 21, 2012, stated that the tenant will be provided 

with 200 parking spaces on the premises and Development Lot.  In addition, the 

original lease also contains a section titled, Cross-Easement for Parking, which 

requires the landlord to secure a cross-easement parking agreement with the 

Development Lot.  This agreement will be acceptable to the tenant at its sole 

discretion and the tenant will be required to pay the parking lot’s common 

maintenance expenses based on building size.  This section states that the building 

on the Development Lot has an on-going deed restriction that the size of the 

building cannot exceed 10,000 square feet. 

 

 After HealthFirst’s architects and engineers made the recommendation to construct 

a new building instead of renovating the current buildings, the lease was amended 

and restated in March 2013, but has not been signed.  According to HealthFirst’s 

Executive Director, the amended lease agreement will not be finalized until the 

results are known about the on-going historical and environmental reviews.  While 

lease rates and the option to purchase prices remained the same, the parking term 

was changed to state that the tenant will have nonexclusive use of all parking 

spaces on the premises.   

 

 A section of the amended lease titled, Cross-Easement for Access and Parking, is 

similar to the original lease.  This section states that the landlord will record a Non-

Exclusive Reciprocal Easement and Maintenance Agreement for the Development 

Lot, which will provide for pro-rata maintenance of the parking areas based on 

building size.  This agreement is required to be acceptable to the tenant in its sole 

discretion.  It also states that the tenant is responsible for the maintenance 

requirements of the parking area on the premises.   

 

 According to our interviews with the HRSA representatives, the budget submitted 

by the agency should reflect any unallowable costs.  They provided an example that 

if a three story building was built and the first floor was used as retail space, the 

construction costs for the building should be reduced by the pro-rata cost for the 

first floor because the building would not be used exclusively as a health care 

clinic.  Therefore, the total costs of the parking site should be reduced by any 

unallowable costs if the parking is not being constructed solely for HealthFirst.   

 

 The most recent construction budget information submitted to HRSA documents 

that the cost of site work is estimated to be $900,000, with the entire amount 

identified as an allowable cost for the federal government to pay.  According to a 

site plan presented by the HealthFirst contracted engineering firm on October 11, 

2012, this cost will provide the clinic with 175 plus parking spaces that includes 10 

handicap spaces.  Per this plan, zoning at this location would require a minimum of 

148 spaces. 
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 HealthFirst’s Executive Director stated that it was his understanding that the 

parking spaces constructed on the premises would be dedicated solely for the use of 

HealthFirst, but that this issue would be reviewed to ensure compliance.  He also 

stated that if HealthFirst agrees to any terms that HRSA does not approve, the 

project would not be able to move forward.  If he thought anything was at risk of 

not being approved, he would discuss the issue with his HRSA project officer 

before it resulted in a delay.  The Executive Director was aware that there was a 

shared cross-easement and parking section with the Development Lot, but this has 

not been a priority to address at this point. 

 

 Parking was a significant issue in HealthFirst’s site selection and the lease 

agreement needs to reflect that any parking on the premises is solely for the use of 

the health center.  HealthFirst should ensure that the property owners do not receive 

an unallowable benefit by using the parking spaces for any other purposes so that 

the federal government’s investment through its capital development grant is 

protected. 

 

R ecom m en d a t ion s 

 

We recommend that HealthFirst review the lease agreement prior to it being 

finalized to ensure that any parking spaces on the premises are dedicated solely for 

HealthFirst’s clinic.  To prevent any delays in the approval of the grant award, we 

recommend that this issue be discussed with a HRSA officer to ensure their 

approval before the lease agreement is finalized.  We also recommend that the lease 

terms related to cross-easement and parking issues within the Development Lot be 

discussed with HRSA and the landlord to ensure that these terms will not result in 

any compliance problems with the capital development grant.   

 

Finding 4:  

HealthFirst’s 

financial stability 

is threatened by 

untimely Medicaid 

payments and less 

than budgeted 

patient revenue. 

On May 9, 2013, the HealthFirst Board and the Board of Health reached an 

agreement that $1.2 million of the local health tax revenue would be provided to 

HealthFirst in payments of $100,000 per month until December 2015.  This was an 

important step in establishing HealthFirst’s independence from the Health 

Department, as required by HRSA program regulations.  As a newly formed 

independent entity, HealthFirst continues to work toward ongoing financial 

viability, while also having the responsibility of overseeing the use of an $11.7 

million federal grant to be used for the construction of a new health center for the 

community.  From our review of its financial audit, HealthFirst’s financial stability 

is threatened by untimely Medicaid payments and receiving less than budgeted 

patient revenue with only approximately 30 days of cash on hand as of December 

31, 2012.  However, June 1, 2013 cash flow projections indicate that HealthFirst 

would have less than 30 days of cash on hand through 2013.    
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 According to HealthFirst’s first independent financial audit of calendar year 2012, 

its “continued existence is dependent on its ability to achieve profitable operations, 

maintain positive cash flows, and obtain adequate financing.”  According to 

HealthFirst’s audited financial statements as of December 31, 2012, cash on hand 

was 30.4 days.  This was calculated by dividing the entity’s cash and cash 

equivalents by their daily expenditures less depreciation.  The following illustrates 

the formula and the numbers used in this calculation: 

 

                                               925,246 (Cash and Cash Equivalents)                     =  30.4 Days of Cash on Hand 

                                          11,122,708 (Annual Expenditures Less Depreciation)/365 

 

 In 2013, HealthFirst has experienced lower than budgeted patient revenue and a 

large Medicaid accounts receivable.  Though there may be explanations for the 

revenue shortfall and increased Medicaid accounts receivable, as a new entity, 

HealthFirst is more vulnerable to these conditions because it has not yet developed 

the cash reserves needed to endure these situations. 

 

 HealthFirst budgeted for an aggressive net patient revenue increase of 38 percent in 

2013 anticipating its expansion to the Regency Road and two school clinics.  

However, these budget projections had to be revised downward to nine percent to 

reflect a more conservative anticipated net patient revenue increase from 2012.  The 

primary reason provided for lower than budgeted revenue is that the Regency Road 

location does not have a pharmacy, unlike the Newtown Pike location, and these 

clients appear to be using other providers to fill their prescriptions.  Table 2 

illustrates the original and revised 2013 budget estimates related to patient revenues 

that HealthFirst must manage as the year progresses. 

 

                                                Table 2:  Budget Revisions for Patient Data for 2013 

 

Category 

Budgeted as of 

January 2013 

Revised Budget 

as of May 2013 

Difference % Change 

Patient Visits 65,254 55,959 (9,295) (14.24%) 

Newborn Services 5,852 4,137 (1,715) (29.31%) 

Prescriptions 111,681 86,095 (25,586) (22.91%) 

Net Patient Revenues $9,547,782 $7,550,926 ($1,996,856) (20.91%) 

Source:  Auditor of Public Accounts based on HealthFirst’s Monthly Projection statement as of May 31, 2013. 

 

 In addition to realizing lower net patient revenue, HealthFirst has a Medicaid 

accounts receivable of $1.1 million that is net of an allowance for uncollectible 

accounts.  Untimely Medicaid payments is an issue affecting most healthcare 

agencies that accept Medicaid patients, but this may have a more significant impact 

on the financial position of HealthFirst since it is a new organization that has not 

had sufficient time to build up a healthy cash reserve. 
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 HealthFirst developed a Cash Flow Projection as of June 1, 2013 that illustrates its 

tight cash situation.  According to this projection, if HealthFirst is able to receive an 

increased amount of Medicaid payments each month beginning in July 2013, it 

appears it will be able to meet their monthly operating payment obligations.  HRSA 

recommends health centers to maintain an adequate amount of cash on hand of one 

month or more, but these cash flow projections do not indicate this amount will be 

available.  For example, cash remaining at the end of August 2013 is projected to 

be $131,478 whereas; $925,246 in cash was available on December 31, 2012. 

 

 Currently, HealthFirst reimburses the Health Department for personnel and other 

shared administrative expenses so a limited HealthFirst cash flow may affect both 

entities.  If the assumption within the Cash Flow Projection of receiving increased 

Medicaid payments beginning July 2013 is not realized or without additional 

revenue from another source, there is a risk that HealthFirst may not be able to fully 

reimburse the Health Department timely for its monthly expenditures. 

 

 With the required need to establish independence, as well as constructing a new 

health center for the community, HealthFirst’s viability could be threatened by 

untimely Medicaid payments or reduced revenues from other sources because it has 

limited options to acquire financial assistance.  In addition, overly aggressive 

revenue projections could aggravate the situation when cash is required and not 

available. 

 

 A primary responsibility of a health center’s governing board is to understand its 

financial situation and to react accordingly with management.  A board should 

ensure that they are overseeing the entity’s financial performance by reviewing its 

basic financial goals using financial statement data.  According to a HRSA 

publication, Governing Board Responsibilities and How to Do Them, a board 

should provide for the following responsibilities: 

 

 Assume legal fiduciary responsibility of the health center – 

assuring financial accountability, effective oversight of the 

center, and sound financial viability; 

 Review and approve the annual audit and monthly financial 

statements; 

 Ensure that there are board members who are willing and able to 

perform the financial oversight function; 

 Approve the selection of the financial measures and their annual 

and long term goals; 

 Regularly review progress and ensure corrective action is taken 

when necessary. 
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R ecom m en d a t ion s 

 

We recommend HealthFirst routinely inform the Board and the Board of Health of 

the status and potential impact of Medicaid account receivable, monthly budget to 

actual revenues, and cash flow projections.  This information should be provided to 

both the boards through the Joint Committee developed to interact and resolve 

financial issues.  The Joint Committee should monitor HealthFirst’s cash flows and 

outstanding Medicaid payments for both boards to stay informed of the potential 

impact on HealthFirst’s financial position.  In addition, the boards, through the 

Joint Committee, should develop procedures to follow if HealthFirst is not able to 

fully pay its monthly reimbursement amount.  These procedures should be designed 

to mitigate any damage to the Health Department, such as implementing late 

charges or interest fees.  We further recommend that conservative revenue 

projections are made to reduce the risk that projections are relied upon but not 

realized. 

 

 The Health Department employs a Chief Financial Officer who is included in 

HealthFirst’s finance meetings; therefore, we recommend this individual also attend 

the Joint Committee meetings to provide information regarding the Health 

Department’s financial situation and to discuss HealthFirst’s financial status.  As 

HealthFirst’s financial situation improves, we recommend that it employ a senior 

finance officer to provide focused, daily expertise and attention to monitor 

HealthFirst’s financial operations. 

 

Observations As part of the examination process, certain concerns and issues were expressed to 

this office related to HealthFirst and the FIP grant project proposed on Southland 

Drive.  While all concerns were reviewed thoroughly, the examination of 

information presented through documents and interviews led auditors to conclude 

that certain concerns did not result in a finding.  However, due to the public interest 

in certain concerns, we determined that information regarding select issues should 

be presented to provide facts obtained during the examination process. 

 

Observation 1:  

Historic review 

and environmental 

assessment. 

As part of the FIP grant requirements, recipients must ensure projects are compliant 

with federal historic and environmental laws.  This includes the National 

Environmental Policy Act (NEPA) and the National Historic Preservation Act 

(NHPA).  NEPA ensures that the project has considered the environmental impact 

of a project and that the general public has been fully informed and had the ability 

to comment on the project.  NHPA requires that projects funded by federal agencies 

take into account any impacts to historic properties.  The extent that each of these 

acts is implemented depends upon the type and scope of a project being completed.  

The requirements to be met for each approved FIP grant program are included in 

the Notice of Grant Award issued by HRSA. 
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 According to the original Notice of Grant Award issued by HRSA to HealthFirst on 

October 6, 2012, a draft Environmental Assessment had to be filed with HRSA 

within 90 days of the award issue date.  It also states that HealthFirst must submit a 

letter from the State Historic Preservation Officer (SHPO) indicating no adverse 

impact on historic or cultural resources within 60 days of the award issue date.  Due 

to the various changes in proposed locations for the HealthFirst grant project, these 

deadlines were modified and extended by HRSA over the period of the grant. 

 

 Once a project location and proposed construction plans were solidified at the 

Southland Drive location, HealthFirst underwent a great deal of public feedback 

related to environmental and other issues.  According to information from 

HealthFirst and HRSA, a complaint related to environmental concerns was filed 

with HRSA sometime in January 2013.  HRSA required that HealthFirst further 

review and address the issue.  These concerns were apparently addressed by 

HealthFirst through the site plans for the project.  Based on an interview with 

HRSA officials, it appears environmental concerns have been satisfactorily 

addressed by HealthFirst. 

 

 A letter dated December 14, 2012, from the HealthFirst Executive Director to the 

SHPO, requested a Historic Review be completed in compliance with the federal 

requirements.  The designated SHPO in Kentucky is the Director of the State 

Historic Preservation Office.  At the request of the SHPO, an independent 

contractor was hired by HealthFirst to conduct the Historic Review.  The report 

from the contractor was finalized March 22, 2013 and reviewed by the office of the 

SHPO followed by further assessment from that office.  On April 30, 2013, it was 

the final determination of the SHPO that both buildings being leased by HealthFirst 

and planned for demolition could be eligible for the National Register of Historic 

Places. 

 

 The conclusion of the SHPO required a process of further evaluation by HRSA, 

including a public comment period, to determine what actions to take.  This may 

include some form of mitigation such as documentation of the properties or could 

result in a halting of the demolition.  At this time, HealthFirst may not go forward 

with demolition and construction until all required procedures related to the 

Historic Review process is completed and a final decision is made.  No final 

timeframe has been determined identifying when this will occur.  Information 

provided during interviews indicate that demolition will likely go forward with 

some form of mitigation being performed based on input from the SHPO and other 

consulting parties determining the specific requirements. 

 

Observation 2:  

HealthFirst lease 

for property.  

Based on our research of other properties available for leasing in the Southland 

Drive area, the agreed-upon rental rates in HealthFirst’s original lease of $7.50 per 

square foot for one building and $10.50 per square foot for a second building are 

reasonable and comparable to other properties.  Similar buildings in the area had 

lease rates that ranged from $8 to $12 per square foot. 
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 In the original lease agreement for the Southland Drive property signed on June 21, 

2012, HealthFirst agreed to pay $7.50 per square foot for the 496 Southland Drive 

location that totaled $13,062.50 per month.  For the Rosemill building, HealthFirst 

agreed to pay $10.50 per square foot for a total of $10,412.50.  In total, for both 

buildings, HealthFirst agreed to pay $23,475.  These rental amounts will remain the 

same for the first five years of the lease and will increase by a small margin every 

five-year period. 

 

 Per the amended lease agreement that has not yet been finalized, the monthly rental 

rate for the first five years will remain at $23,475.50 for all leased property.  The 

primary reason for the amended lease was to reflect the decision to remove the two 

buildings and to construct a new building.  Though the new construction is planned 

to have approximately 1,200 square feet more than the two buildings that were 

originally going to be renovated, the lease rates have not changed from the original 

lease. 

 

 The signed lease provides for a six-month period in which no lease payments will 

be made.  After that time, based on the original lease agreement, the payments will 

begin after the six-month period or may be deferred for an agreed-upon period of 

time.  Any deferred payments must be amortized at an interest rate of two percent 

over the landlord’s borrowing rate in equal installments over a period of time. 

 

 HealthFirst did not begin making lease payments to the landlord until March 2013, 

choosing to defer some lease payments.  As of May 31, 2013, HealthFirst had 

expended $86,879 in lease fees over a three month period. 

 

Observation 3:  

Agreement 

relating to 

property owners 

Development Lot. 

Within the HealthFirst lease agreement for the Southland Drive and Rosemill Drive 

properties, a portion of the Rosemill Drive properties is specifically excluded from 

the description of the premises.  This parcel is noted in the lease document as the 

“Development Lot.”  It is described as a “10,000 square foot office/retail building 

site” in the description of the premises, but in another section of the lease it is 

indicated that the lot will allow for a 10,000 square foot building.  The actual 

location of this lot is not described specifically in the body of the lease, but a map 

of the premises is included as an exhibit to the lease indicating the proposed 

location.  The lease and the attached map can be seen in Exhibit 2. 

 

 An initial concern expressed to this office related to this Development Lot was that 

the price HealthFirst agreed to pay for the option to purchase the Rosemill 

properties from the landlord is based on the full $1,025,000 the landlord had paid to 

purchase the Rosemill properties.  This can give the perception that HealthFirst 

would not fully receive all the property that was purchased if that option were 

exercised.  Based on information provided in interviews and a review of the lease, 

this does not appear to be correct. 
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 Since the Development Lot size was clearly disclosed in the lease agreement, 

HealthFirst appears to have agreed to a price it was willing to pay for a known total 

property area.  The calculation of this area would be the total area of the Rosemill 

properties, excluding the Development Lot.  According to Board directors and 

officials, this area was sufficient to meet the needs of the proposed health center in 

conjunction with the 496 Southland Drive location. 

 

 At the time the original lease was signed, the location of the Development Lot 

appears to have been set in one of the few probable places within the boundaries 

given the location of the two existing buildings anticipated to be leased.  This 

placement of the Development Lot would likely have impacted the flow of parking 

for the proposed health center, due to the central location in the main parking lot.  It 

could also have impacted federal grant funding if it was determined that the 

centralized placement would have allowed the landlord’s Development Lot to 

substantially benefit from the improvements being made using federal grant funds.  

However, the plan contained in the signed lease was only used for several months 

until the determination was made to demolish the leased buildings and construct a 

single building. 

 

 While the lease signed on June 21, 2012 is still the current lease, it does not reflect 

the decisions made by HealthFirst since October 2012.  By removing the two 

separate buildings from the property, the Development Lot could be moved to a 

new location that is more separated from the HealthFirst leased property so that the 

Development Lot does not interfere with the central parking lot and is less likely to 

impact federal funding, notwithstanding issues found in Finding 3.  The movement 

of the Development Lot is done at the full discretion of HealthFirst as indicated in 

the lease term 20 (d), which states: 

 

 Seller shall have caused the subdivision plat for the subdivision 

of the Development Lot to have been recorded on or before the 

end of the Due Diligence Period, which subdivision plat shall be 

acceptable to Tenant in its sole discretion.      

 

 According to Board directors, officials, and contracted engineers, the new 

placement of the Development Lot has been established since at least October 2012.  

See Exhibit 7 for site plans of the existing lease and the proposed amended lease.  

Documents submitted to the PVA’s office also indicate that the property plat has 

been subdivided to reflect the proposed location and not that found in the original 

lease.  According to HealthFirst, a new lease reflecting all changes being made to 

the project will be signed after the completion of the Historic Review process and 

FIP grant funding is extended past the current expiration date of September 30, 

2013. 

 



Chapter 2 

Findings, Recommendations, and Observations 
 
 

Page 24 

Observation 4:  

HealthFirst option 

to buy leased 

property. 

As a term of the lease agreement for the Southland Drive and Rosemill Drive 

properties, HealthFirst has the option to purchase the properties four years after the 

effective date.  This purchase is not a requirement but, according to HealthFirst 

officials, is preferred as analysis indicates it would save the organization money 

over time.  The purchase prices of the properties are established in the lease 

agreement.  For years four through ten of the lease, if HealthFirst chooses to 

exercise the option to purchase, the price for 496 Southland Drive is set at 

$1,100,000.  The price for the collective Rosemill Drive properties is set at 30 

percent over the settlement price of the properties paid by the landlord plus 

reasonable costs incurred by the landlord during the purchase process.  The 

proposed purchase prices increase slightly after the 10 year period. 

 

 The price for the Rosemill properties was not established with a specified price 

because they had not yet been purchased, nor was there an established price for, 

those properties at the time the lease was signed.  Within the Letter of Intent 

produced by HealthFirst, a limit of $1,275,000 was placed on the amount the 

landlord could pay for the Rosemill properties to ensure the final price for the 

option to purchase was not above what HealthFirst was willing to pay.  Based on 

the final settlement price of $1,025,000, the total amount HealthFirst would pay for 

the option to purchase would be $1,332,500.  This would make the total purchase 

price for all leased property approximately $2,432,500. 

 

 There is a concern that the prices HealthFirst agreed to pay under the purchase 

option are excessive.  This concern appears to be based on two primary factors that 

note the purchase prices in the lease are more than the property values on record 

with the PVA and that the purchase prices provide the landlord with an excessive 

amount of return over what was paid for the properties. 

 

 In discussions with the PVA, it was understood that PVA values do not necessarily 

reflect true market values of property.  This appears to be especially true for 

commercial properties that have not been sold for an extended period of time or are 

being sold under financial hardship.  This was the case for the properties being 

leased by HealthFirst. 

 

 Given the reduced purchase amount paid by the landlord to obtain the property, the 

30 percent rate premium applied to the purchase price does not indicate that the 

amount paid by HealthFirst is unreasonable or above market value.  This is also 

supported by private appraisals, offers, and other documents shared with this office.  

Further, a property owner assumes a level of risk when entering into a lease 

agreement with a newly formed entity, such as HealthFirst, that has limited 

financial resources, as well as a federal lien requiring the property to be used solely 

as a health center. 
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 Consideration should be given to the final price that would be paid by HealthFirst 

for the value of the property they would receive.  In this case, HealthFirst funds 

would pay less than $2.5 million for an approximately 34,000 square foot built-to-

suit medical center with adequate parking in a location preferred by HealthFirst. 
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Date Action 

1/3/2012 

Board reopens search for building location, three realtors make presentations to the Board, one is chosen 

by the Chair 

2/16/2012 Board creates Building Committee  

2/22/2012 Offer made on former Winn-Dixie Building (1030 South Broadway) 

3/7/2012 Offer made on Oleika Temple (326, 306, 302 Southland Drive) 

3/21/2012 First meeting of Building Committee  

3/21/2012 Offer made on Verizon building (2001 Harrodsburg Road) 

3/28/2012 Offer made on 650 Newtown Pike (Health Department Building) 

4/17/2012 Building Committee tours 496 Southland Drive 

4/19/2012 

Board told by Building Committee Chair they have identified a Southland property "in the control of a 

well-known developer" 

4/20/2012 Building Committee approves offer for Southland and Rosemill properties 

5/1/2012 Offer made for 496 Southland and Rosemill, Letter of Intent sent to company 

5/2/2012 Letter of Intent for Southland Drive property signed 

5/2/2012 Landlord presents property information to the Building Committee, Letter of Intent updated 

5/17/2012 Settlement date of 496 Southland Drive purchase  

5/30/2012 Southland Drive and Rosemill Drive properties presented to the full Board and approved 

6/21/2012 Lease Agreement effective date 

7/19/2012 Landlord recommended as the Project Manager by member of realty team 

7/19/2012 Landlord and Building Committee Chair make presentation on construction processes 

7/22/2012 Advertisement for Project Manager 

7/25/2012 Settlement date for 480-490 & 496 Rosemill & 490 Southland purchase  

7/27/2012 Building Committee votes to select landlord as Project Manager 

7/30/2012 Original advertised deadline for response to Project Manager resume submission 

8/2/2012 Effective date of Project Manager contract 

9/4/2012 Building Committee votes to release Project Manager information to the public 

9/20/2012 

New Notice of Grant Award issued by HRSA extending FIP grant funds one-year and changing project 

address to 496 Southland Drive 

9/24/2012 Architect and Engineer selected by Building Committee 

10/4/2012 Architect and Engineer contracts approved by Building Committee 

10/4/2012 Determination by Building Committee made that the property would require demolition and construction 

10/18/2012 Board told that two buildings would need to be demolished and replaced by a new one 

11/15/2012 Full Board receives presentation on new building from Architect and Engineer 

12/14/2012 Letter sent to SHPO to initiate Historic Review process 

1/17/2013 Board notified of delay due to HRSA complaint and need for Environmental and Historical Reviews 

4/30/2013 Comment Letter from SHPO sent to HealthFirst with conclusions of Historic Review 

5/9/2013 Board of Health agrees to provide HealthFirst with $100,000/month in Health Tax funding through 2015 

9/30/2013 Current FIP Grant end date 
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Existing and Proposed Lease Site Plans                                                                                                        Exhibit 7 

 
 

Page 95 



Existing and Proposed Lease Site Plans                                                                                                        Exhibit 7 

 
 

Page 96 



 

 

 

 

 

HEALTHFIRST BLUEGRASS, INC. RESPONSE



 

 



 

Page 97 

 



 

Page 98 

 



 

Page 99 

 



 

Page 100 



 

Page 101 

 



 

Page 102 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

Page 103 



 

 



 

 

AUDITOR’S REPLY TO EXAMINATION RESPONSE FROM  

HEALTHFIRST BLUEGRASS, INC.



 

 



 

Page 104 

We appreciate HealthFirst’s acknowledgement that audit staff professionally and thoroughly 

considered the information and documentation gathered during this examination, which, as stated 

in its response, led to fair assessments of the information provided for this review.  Though 

HealthFirst’s response provides information that presents its viewpoint of certain issues, we 

believe the report’s findings and other information fairly and accurately present the information 

gathered through various sources during the examination.  We are specifically replying below to 

certain items in HealthFirst’s response to this examination to provide further clarification. 

 

Related to Report Finding 1: 

 

HealthFirst Clarification 1 

 

Auditor’s Reply:  According to the July 12, 2012 Building Committee meeting minutes: 

 

[Board Chair] motioned to set a meeting with [landlord] to negotiate price, 

terms, conditions, forthwith and bring back to committee for approval and 

submit to HRSA. 

 

This motion was seconded and carried.  It names the landlord specifically and does not refer to 

individuals or companies in a general nature.  

 

HealthFirst Clarification 3 

 

Auditor’s Reply:  While we recognize that the original project approved by HRSA in 2010 

included a Project Manger that would be employed by BRMH, many changes to the project have 

been made since that time.  Significant changes should have caused HealthFirst to fully 

reconsider all necessary qualifications for the position.  Considering this position was changed 

from an employee of a partner involved in the original grant to selecting an independent 

contractor, such qualifications should have been included in a well developed RFP. 

 

HealthFirst Clarification 4 

 

Auditor’s Reply:  As indicated in the report, the advertisement did not adequately represent the 

criteria that were used to score the candidates, nor did the approval of the advertisement by the 

Building Committee constitute their active role in developing scoring criteria or the weighting 

that was used for each category. 
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HealthFirst Clarification 6 

 

Auditor’s Reply:  Contracting for professional services can be considered an exemption from 

the competitive bidding process, but it does not prohibit it.  At a minimum, exemption from 

competitive bidding only indicates that another procurement process approved within the 

policies should be used.  This ensures an openness and consistency in the procurement practices 

of publicly funded organizations.  In this instance, competitive negotiation still appears to most 

closely resemble the process followed by HealthFirst when selecting a Project Manager, but it 

was lacking aspects of this procurement process as identified in the report. 

 

Related to Report Finding 2: 

 

HealthFirst Clarification 1 

 

Auditor’s Reply:  Regardless of the terminology used to describe the landlord’s interest in the 

company that owns the property leased by HealthFirst, the conclusions of the finding remain the 

same. 

 

HealthFirst Clarification 2 

 

Auditor’s Reply:  Interviews with various Building Committee members, the HealthFirst 

realtor, and the HealthFirst attorney all indicate that the landlord/Project Manager was the 

primary contact throughout the process of reviewing property and determining the details of the 

lease.  Interviews further indicate that the majority property holder had limited contact with 

HealthFirst representatives during the lease negotiation process, though he did have final 

approval over all details of the lease before it was finalized. 

 

HealthFirst Clarification 3 

 

Auditor’s Reply:  We recognize that the Procurement Standards within the Board’s Standards of 

Conduct do not specifically prohibit conflicts of interest, but they do state: 

 

HealthFirst will be sensitive to, and seek to avoid, organizational conflicts 

of interest or non-competitive practices among contractors. 

 

This standard appears to be based on 45 CFR § 74.43, which is further quoted on page 11 of the 

report and correlates to 45 CFR § 74.42 that is cited on page 15 of the report. 
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