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SUBJECT: AUTHORIZATION REQUESTED BY COUNTY ADMINISTRATORS TO ENTER 

INTO FINAL LEASE NEGOTIATIONS WITH WEAS DEVELOPMENT COMPANY 
FOR THE LONG-TERM LEASE OF THE ST. MICHAEL’S HOSPITAL FACILITY 
FOR THE BEHAVIORAL HEALTH DIVISION INPATIENT AND NURSING HOME 
OPERATIONS (FILE NO. 07-71(a)(b)) 

 
 
  REQUEST 

 
At the May 2008 meetings of the Committee on Health and Human Needs and 
Committee on Finance and Audit, the recommendation by county administrators to 
enter into final lease negotiations with Weas Development Company for the long-
term lease of the St. Michael’s Hospital facility for the Behavioral Health Division 
Inpatient and Nursing Home operations was referred to County Board and 
Department of Audit staff for a review of the proposed alternatives; renovate current 
BHD space, build a new facility, purchase St. Michael’s, lease St. Michael’s, or 
maintain the status quo.  The county administrators had recommended the leasing 
option of St. Michael’s.  This report is to include an opinion as to which option, based 
on our analysis, should be pursued.  In addition, the County Board at its meeting on 
May 22, 2008 authorized an appropriation not-to-exceed $50,000 from the 
Appropriation for Contingencies for the Department of Audit to retain an outside 
consultant.  The consultant is to provide technical real estate consulting services 
that, among other things, will help quantify the value of the current Behavioral Health 
Division site.  
 
SUMMARY 
 
The facilities that house Milwaukee County’s Behavioral Health Division are no 
longer adequate to meet the needs of the program.  From a structural, operational 
and programmatic perspective, maintenance of the status quo is not a viable long-
term option.  The Division has analyzed several alternatives and concluded that a 
lease of the former St. Michael’s property is the best option.  Our analysis leads us to 
conclude that this approach would not be as financially favorable as described in the 
initial analysis, especially when the cost of privatization is removed so that the 
options can be compared on a more apples-to-apples basis. 
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The following table shows total project costs for each of several options as identified 
in the original analysis presented to the County Board in May.  The table also shows 
revised figures resulting from our additional analysis. 

 
Total Project Cost Summary 

  
Renovate BHD to 
New Care Model 

 
Build New 

BHD Facility 

Purchase 
St. Michael’s 

Facility 

Lease 
St. Michael’s 

Facility 

Maintain 
Status Quo 

at BHD 
Original Analysis      
25-Year Cost $386,089,650 $433,891,033 $381,753,084 $339,756,990 $441,438,504
Average Annual Cost $15,443,586 $17,355,641 $15,270,123 $13,590,280 $17,657,540 
      
Revised Analysis      
25-Year Cost $379,598,769 $421,673,281 $382,090,406 $359,828,174 $444,842,699
Average Annual Cost $15,183,951 $16,866,931 $15,283,616 $14,393,127 $17,793,708 

 
This next table highlights the impact of isolating an estimated $81.4 million savings 
embedded in the recommended lease option.  The original analysis presented 
privatization under only one option—a lease of the former St. Michael’s property.  As 
such, it not only distorts comparability with other alternatives, but it has the effect of 
relegating a privatization policy decision to an afterthought on a nearly $400 million 
facility decision.  We believe that any privatization decision should stand on its own 
merits, with careful and deliberate scrutiny.  We note that many of these positions 
are targeted for privatization in BHD’s 2009 Budget request submitted to the County 
Executive.   

 
Privatization Impact on Total Project Cost 

 Renovate BHD 
to New Care 

Model 

 
Build New 

BHD Facility 

Purchase 
St. Michael’s 

Facility 

Lease 
St. Michael’s 

Facility 

Maintain 
Status Quo 

at BHD 
Revised Analysis 
With Privatization 

     

25-Year Cost $379,598,769 $421,673,281 $382,090,406 $359,828,174 $444,842,699
Average Annual Cost $15,183,951 $16,866,931 $15,283,616 $14,393,127 $17,793,708 
      
Revised Analysis 
Without Privatization 

     

25-Year Cost $379,598,769 $421,673,281 $382,090,406 $441,238,069 $444,842,699
Average Annual Cost $15,183,951 $16,866,931 $15,283,616 $17,649,523 $17,793,708 

 
There are other variables that the County Board may want to consider before 
relocating the BHD facility outside of the Milwaukee Regional Medical Center 
(MRMC); primarily related to value of the land at the County Grounds versus the St. 
Michael’s site as evidenced by potential interest in development at the respective 
sites.    It is our recommendation that the County Board choose to either renovate 
the current facility or build a new facility on county-owned property near the current 
site.  If either option is pursued, this could be accomplished with the assistance of an 
outside party based on a request for proposal (RFP) process.    
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We further recommend that any policy decision to privatize County services be 
reviewed and scrutinized separately. 
 
BACKGROUND 
 
The 2006 Adopted Budget for the Behavioral Health Division continues the following 
language: 

 
In 2006, BHD plans to work with Economic and Community Development 
Division to identify potential alternative locations for its inpatient, crisis and 
nursing home operations and/or to house its administrative and program 
staff.  The Mental Health Complex has considerable vacant space due to 
inpatient and nursing home downsizing initiatives that have occurred over 
the past decade, and the costs associated with maintenance and operation 
of the facility are exorbitant and out of line with most other hospital and 
nursing home facilities.  BHD believes that it may be able to significantly 
reduce those costs in alternative settings and utilize savings to enhance 
inpatient care and outpatient services.  An increased professional services 
appropriation in the Economic and Community Development Division budget 
will allow for the procurement of consulting assistance to help with this 
initiative. 

 
In February 2007, $200,000 was authorized for a structural and environmental 
analysis of the former St. Michael’s Hospital (2400 W. Villard Street, Milwaukee) as a 
potential new location.  An analysis of the current BHD location was also requested.  
In July 2007, the Directors of Administrative Services, Health and Human Services 
and Economic and Community Development reported the results of their studies and 
recommended the negotiation of a long-term lease or purchase of the St. Michael 
property.  Their report also highlighted a recommendation that “If a move to this St. 
Michael facility is not part of the answer to these challenges, then it is crucial for the 
County to develop alternative solutions.”  After considering the July 2007 report, the 
County Board authorized the Directors to begin negotiations to purchase or lease St. 
Michael’s from Wheaton Franciscan Healthcare or a third party developer.  In 
addition, the Board called for a complete analysis of four alternatives; renovate 
current BHD space, build a new facility, purchase St. Michael’s, or lease St. 
Michael’s. 

 
In May 2008, the Director of DHHS, Director of DAS-ECD and the BHD 
administrators issued a follow-up report on the status of ongoing negotiations with 
Weas Development, the developer designated by Wheaton Franciscan Healthcare 
(see Exhibit 1).  The report also highlighted clinical and fiscal analysis related to 
relocation of BHD and presented the analysis of the four options for potential 
locations.  The report recommended that the Director of DAS, DHHS and ECD be 
authorized to enter into final lease negotiations this summer for a long-term lease of 
the St. Michael’s property with Weas Development Company.  At the May 15, 2008 
meeting of the Committee on Finance and Audit, the report was referred to County 
Board and Department of Audit staff for a review of the proposed alternatives.  In 
addition funds were authorized for an outside consultant to provide technical real 
estate consulting services to help quantify the value of the current BHD site. 
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ANALYSIS 
 
Our review focused on the methodology of the original analysis developed by BHD 
staff of the 25-year costs associated with each alternative.  There are several 
significant changes that are reflected in the summary table at the beginning of this 
report that are further discussed below. 

 
Legacy costs are health care and pension related obligations that remain even if an 
employee is no longer working for the County.  For 2008, the Adopted Budget breaks 
out active and legacy costs per employee so that policymakers can better 
understand the variable and fixed components of health care and pension 
obligations.  As a percent of salary, active (variable) health care and pension costs 
are approximately 41.65% this year, while legacy (fixed) costs are 32.70%.  The 
combined amount of 74.35% is often stated as the fringe benefit rate, leading some 
to incorrectly believe that county workers receive a fringe benefit package that is 
almost 75% of their salary.  When a position is abolished, the county is able to 
reduce its variable health care and pension costs, but must now apply its fixed costs 
over a smaller number of workers.   
 
The original BHD analysis included legacy costs in the options involving the use of 
County staff in building operations.  Since these costs would simply be reallocated to 
remaining county positions in subsequent years, the legacy costs were eliminated 
from the analysis. 
 
The original BHD analysis also used an across-the-board inflation factor of 2.5% for 
all items, based on the 2.5% escalator assigned to the base rent portion of the 
proposed annual lease payment.  However, the portion of the proposed annual lease 
payment designated as operating costs, which are the county’s obligation, are not 
capped at any rate.    We were able to identify inflation factors for various 
components based on historical and projected trends obtained from authoritative 
sources such as the U.S. Bureau of Labor Statistics and the U.S. Department of 
Energy, as well as Milwaukee County actuarial projections and payroll data.  For 
example, we applied a general inflation factor of 2.86% to all materials and other 
miscellaneous items included in the developer’s itemized operating cost estimates.  
Likewise, we applied separate inflation factors for private sector labor costs (3.88%) 
and Milwaukee County active employee costs (4.03%). 
 
An additional adjustment was made to the original analysis to reflect anticipated 
energy savings associated with the renovation, build new and purchase options.  
Since operating cost estimates for those options were based on current operating 
costs of the energy inefficient BHD facility, a 10% reduction for energy efficiency was 
assumed for the renovation and purchase option, and a 15% reduction was assumed 
for new construction. 
 
These various adjustments are reflected in the revised operating costs shown in the 
following table. 
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Impact of Legacy, Inflation and Energy Efficiency Assumptions on Operating Costs 

 Renovate BHD 
to New Care 

Model 

 
Build New 

BHD Facility 

Purchase 
St. Michael’s 

Facility 

Lease 
St. Michael’s 

Facility 

Maintain 
Status Quo 

at BHD 
Original Analysis      
25-Year Operating Cost $293,184,594 $293,184,594 $293,184,594 $307,419,875 $422,608,466
      
Revised Analysis      
25-Year Operating Cost $287,978,683 $284,385,322 $287,978,683 $321,326,056 $421,645,949

 
The cost to purchase patient centered security is increased by approximately $5.1 
million over the 25-year proposed lease of the St. Michael’s facility due to the 
application of a 3.88%, not 2.5%, inflation rate based on historical trends in the cost 
of private sector labor.  This adjustment highlights the power of compounding when 
making projections for a 25-year period.  These relatively small swings in baseline 
assumptions can dramatically impact the 25-year summary numbers, as shown in 
the following table. 
 
Impact of Patient Centered Security Inflation Rate Assumptions 

 Renovate BHD 
to New Care 

Model 

 
Build New 

BHD Facility 

Purchase 
St. Michael’s 

Facility 

Lease 
St. 

Michael’s 
Facility 

Maintain 
Status Quo at 

BHD 

Original Analysis 
25-Year Cost 

Included in 
Operating Cost 

Included in 
Operating Cost 

Included in 
Operating Cost 

 
$25,754,954 

Included in 
Operating Cost 

      
Revised Analysis 
25-Year Cost 

Included in 
Operating Cost 

Included in 
Operating Cost 

Included in 
Operating Cost 

 
$30,898,310 

Included in 
Operating Cost 

 
The Wraparound Milwaukee (WRAP) program is currently housed at BHD.  The 
original analysis projected that office space in the proximity of the Vel Phillips 
Children’s Court Center would need to be obtained under the renovate the current 
facility or build new alternatives.  Our assessment is that this is not necessary since 
there appears to be ample space in the currently assumed 410,000 sq. ft. facilities 
envisioned under the renovate and build new options, and if a new build option was 
pursued at or near the MRMC location, WRAP’s desire to remain close to the Vel 
Phillips Children’s Center could be accommodated.  Furthermore, WRAP is charged 
by BHD for space rental that is paid by non-tax levy (e.g. state medical assistance 
grants) sources.  If the program is housed in a non-county facility, the program would 
not be able to reimburse the county for all of the fixed costs it currently picks up in 
the form of cross-charges.  We estimate a loss to BHD of approximately 25% of this 
cross-charge expense, primarily related to facility operating costs.  
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Impact of WRAP Rent Payment and Cross-Charge Assumptions 

 Renovate BHD 
to New Care 

Model 

 
Build New BHD 

Facility 

Purchase 
St. Michael’s 

Facility 

Lease 
St. Michael’s 

Facility 

Maintain 
Status Quo 

at BHD 
Original Analysis      
25-Year Cost $6,097,161 $6,097,161 $6,097,161 $6,097,161 $0 
      
Revised Analysis      
25-Year Cost 
 

$0 - -Will Use 
Available Space 

$0 - - Will Use 
Available Space 

$7,118,808 
Revenue Loss 
to BHD 

$7,118,808 
Revenue Loss 
to BHD 

$0 

 
Adjustments in the inflationary assumptions were applied to the original analysis that 
impacted the projected cost of future major maintenance for several alternatives.  
The original analysis did not include an escalator in its calculation.  We applied the 
general inflation rate for the past 25 years of 2.86% for our calculation.  The impact 
of that adjustment is shown in the following table. 
 
Impact of Future Major Maintenance Inflation Rate Assumptions 

 Renovate BHD 
to New Care 

Model 

 
Build New 

BHD Facility 

Purchase 
St. Michael’s 

Facility 

Lease 
St. Michael’s 

Facility 

Maintain 
Status Quo 

at BHD 
Original Analysis      
25-Year Cost $5,375,100 $5,375,100 $5,375,100 $0 $7,748,010 
      
Revised Analysis      
25-Year Cost $7,713,526 $7,713,526 $7,713,526 $0 $7,713,526 

 
Finally, the original analysis indicated there were a total of 73 Full-Time Equivalent 
(FTE) involved in operating and maintaining the current BHD facility (54 
Housekeeping positions, 16 BHD internal Facilities Management positions, and 3 
Public Works Facilities Management positions.  It was anticipated that 22 of those 
positions would be reduced, through attrition, as a result of downsizing the current 
space maintained by BHD under each of the non-status quo options discussed, with 
51 positions subject to privatization under the lease option.  Subsequent to that 
analysis, it was discovered that an additional 6.5 FTE of Public Works Facilities 
Management positions were included in cross-charges for services provided for BHD 
operations.  Therefore, the revised number of positions included in our analysis is 
79.5 FTE, with a reduction of 24 positions anticipated from downsizing the current 
facility, and 55.5 positions subject to privatization under the lease option.  

 
PROCUREMENT PROCEDURES 
 
The proposal recommended by County administrators contemplates negotiation of a 
25-year lease designed to compensate Weas Development for 
renovation/construction and operation of the St. Michaels’ facility on the County’s 
behalf.  Policymakers may want to consider whether a County financial commitment 
estimated to approach $400 million should be undertaken without the benefit of a 
public bidding process (this applies to several options including lease, 
purchase/leaseback, new construction or renovation).  We received conflicting 
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information regarding which entity initiated discussions regarding the recommended 
proposal; ultimately, Wheaton Franciscan Healthcare (WFH) officials granted Weas 
Development the exclusive right to develop the St. Michael’s facility.  That 
development option extends through August 1, 2008.  However, as indicated by Mr. 
Weas’ recent comments to the Committee on Economic and Community 
Development, his proposal anticipates “market profits” to accrue to his firm as a 
result of the proposed lease of the St. Michael facility to Milwaukee County: 
 

We always need to look at what is our next best alternative for uses of 
our resources.  We work in the market and there are returns to be made 
in the market and for us to take two and a half years of our resources 
against this project it’s not a good business decision for us to do that 
but, I don’t mean this in the wrong way, to just confer benefit to the 
County.  We need to ensure that we are making market profits or we 
ought to be doing something else. 

 
(Testimony of R. Scott Weas of Weas Development to the Committee on Economic 
and Community Development, June 6, 2008.) 
 
It is extremely difficult to ascertain, without a public bidding process, whether the 
proposal proffered by Weas Development is indeed a market rate deal for Milwaukee 
County.  Given the enormous financial obligation the potential lease presents to 
Milwaukee County, a public bidding process would provide assurance that 
Milwaukee County is indeed paying fair market rates. 
 
ADVANTAGES AND DISADVANTAGES OF OPTIONS 
 
Each of the alternative facility proposals for future BHD operations has specific 
advantages and disadvantages.  These include: 
 
Renovate at Current Location 
 
Advantages 

• Less costly than new construction in the short term 
• Consolidation could make adjacent land available for sale 
• Premium value of land would still exist after 25 years  

 
Disadvantages 

• More disruptive to patients than other alternatives  
• Operating costs may be more than new construction 
• Design options would be constrained by existing building footprint 
• Potential negative impact on adjoining parcels 

 
Build New Facility at Different Location (County Owned) 
 
Advantages 

• Operating costs could be reduced for energy and maintenance 
• Most flexible option for incorporating program decisions 
• Land and structure may have more value after 25 years than other options 
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• Entire current site would be available for sale 
 
Disadvantages 

• New construction costs more than renovation in the short term 
• Any land used for BHD would not be available for sale or other use  
• Self imposed capital budget limits may be violated unless building is 

developed as lease-purchase or other financing mechanism 
 
Purchase St. Michael’s Facility 
 
Advantages 

• Ownership and control of the asset 
• Operating costs could be reduced for energy and maintenance 

 
Disadvantages 

• Current market value is nominal and may reflect value after 25 years 
• Self imposed capital budget limits may be violated unless building is 

developed as lease-purchase or other financing mechanism 
 
Lease St. Michael’s Facility 
 
Advantages 

• May be accomplished more quickly than other options 
• Significant operating cost reduction with privatization 

 
Disadvantages 

• Length of lease term may limit future flexibility 
• Current market value is nominal and may reflect similarly low value after 25 

years 
• Process for selecting developer not based on competition 
• Most savings are driven by privatization which involves services provided via 

a landlord rather than with direct control from contract administration 
 
ANALYSIS OF CURRENT BHD PROPERTY 
 
The Behavioral Health Division is located on the 44-acre Mental Health Complex in 
the City of Wauwatosa.   Exhibit 2 provides a description of the current property.   
Because a decision on the location of BHD will affect the future of the current site, we 
were directed to obtain appraisal services to assist in the decision making process.  
We retained the services of McSorley and McSorley Real Estate Services Inc. to 
establish a range of values for the site under several scenarios.  Milwaukee County 
has also issued a Request for Interest (January 28, 2008) to gauge the prospective 
interest in the property under a variety of options with or without BHD located on the 
site.  Six responses were received but the responses provide no clear statement of 
the land value. 
 
According to McSorley, there is a wide range in potential value of the BHD parcel 
depending on the location within the site.  The range of value, cleared of 
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encumbrances is between $15 million and $57 million.  (A more detailed report from 
the appraiser will be issued under separate cover.) 
 
It is important to note that the work of the appraisal firm is premised on the property 
being free of any adverse conditions.  According to the Department of Transportation 
and Public Works, the cost of clearing the entire site of any structures, utilities and 
environmental encumbrances could be approximately $19 million.  If BHD operations 
were consolidated into the existing Mental Health Hospital, the remediation costs 
would be $5.8 million.   This figure is lower because there would be less demolition 
and existing steam tunnels would not all be abandoned.  The lower figure does not, 
however, include any cost for renovation. 
 
Another cost that would offset any revenue generated from the site is the existing 
debt on the current structures.  Current outstanding debt (principal only) is $6.8 
million. Two additional factors that affect the value are beyond the direct control of 
Milwaukee County government.  The first is the proposed reconstruction of the 
Highway 45 and Watertown Plank Road interchange.  Potential value and use of the 
Western edge of the property may be significantly impacted depending on the 
configuration and terms of the project.  The second is the zoning of the parcel.  The 
City of Wauwatosa has zoned the property “Medical Center and Institution District”.  
Any change to that designation would require the support of Wauwatosa.   
 
Regardless of existing debt, encumbrances and zoning parameters, the appraisal by 
McSorley indicates the significant value of the current BHD property.  Milwaukee 
County needs to develop a strategy for obtaining highest value for the property with 
or without BHD programs on the site.  To the greatest extent possible, the process 
should involve the expertise of program, real estate, fiscal and legal resources.  We 
have also discussed the benefits of a public bid process.  However, if it is decided 
that a sole source land sale, development agreement or construction project be 
pursued, the County now has the benefit of an independent appraisal of the land 
value and should make any decision regarding a developer on its own initiative. 
 
OTHER CONSIDERATIONS 
 
Long-Term Nature of the Lease Option 
Mental health services have seen considerable changes in the last 25 years.  In 
1985, the facility was budgeted for over 830 inpatient beds.  In 2008, it is budgeted 
for 270.  Because it is difficult to predict what changes may occur over the next 25 
years, BHD administration has focused on a facility design that would be somewhat 
flexible in meeting any growth in program needs.  It is more difficult to plan for any 
unforeseen reduction in space needs.  Some of the variables that could affect 
demand include a push for mental health parity and expansion of the State of 
Wisconsin Family Care Program.  To the extent that these, or other factors, result in 
an expansion of community resources, the need for BHD space could diminish.  
Under that scenario, the County would have greater flexibility if it owned its own 
space, as opposed to having a lease obligation to a third party.  On the other hand, it 
is not likely that the need for Milwaukee County to provide essential safety net BHD 
services will end in the near future. 
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Regardless of any significant increase or decrease in the demand for BHD inpatient 
space, it is important to consider the County’s position in 25 years.  From this 
perspective, the St. Michael’s property has limited value today.  At the end of a 25 
year lease, whether it is purchased or not, it is reasonable to conclude that it may still 
be of limited value.  On the other hand, removing BHD from its current site would 
create an immediate value from a potential land sale.  It is also reasonable to 
conclude that value would still exist 25 years from now.  Consolidating BHD on its 
current site would also create the potential for some revenue from the sale of land 
adjacent to a renovated structure with a smaller footprint.  Building a new facility on 
the County grounds would allow for sale of the entire BHD parcel.  Under any 
scenario, it is important to consider what, if any, value will exist 25 years from now as 
a result of a decision made today. 
 
Other concerns raised at Committee meetings during the May and June committee 
cycle are addressed in a July 3 memo from Corey Hoze, Director, DHHS (see 
Exhibit 3). 
 
Timing of the Decision  
Milwaukee County has been in discussions with Wheaton Franciscan Healthcare for 
more than two years on the possible relocation of BHD to the former St. Michaels’ 
facility.  According to WFH, they have budgeted $2.5 Million of “holding costs” for the 
vacant buildings in the current fiscal year, which began July 1.  Representatives of 
WFH indicated that, if the future of the facility is not resolved by January of 2009, 
their intention is to demolish the structures.   
 
CONCLUSIONS 
 
Based on our financial analysis and other considerations as previously detailed in 
this report, we recommend that the County Board choose to either renovate the 
current facility or build a new facility on county-owned property near the current site.  
If building a new facility is pursued, this could be accomplished with the assistance of 
an outside party based on a request for proposal (RFP) process. 
 
We further recommend that any policy decision to privatize County services be 
reviewed and scrutinized separately. 
 
We would like to acknowledge the cooperation of all parties involved in analyzing this 
complex issue, including County Staff, Wheaton Franciscan Healthcare and Weas 
Development. 
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