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Date of Hearing: April 26, 2017

ASSEMBLY COMMITTEE ON LOCAL GOVERNMENT
Cecilia Aguiar-Curry, Chair
AB 994 (Muratsuchi) — As Amended March 21, 2017

SUBJECT: Health care districts: design-build.

SUMMARY : Allows the Beach Cities Health District to ube design-build procurement
method to assign contracts for the constructiofadifities or other buildings in the district.
Specifically,this bill :

1) Allows the Beach Cities Health District (BCHD), upapproval by its boards of directors, to
use the design-build procurement process thatiegiktw authorizes for local agencies to
assign contracts for the construction of facilimeother buildings in the district.

2) Provides, for the purposes of this bill, that efierences to "local agency" in existing law
authorizing local agencies to use design-buildishahn the BCHD and its board.

3) Provides, to the extent that any project utilizdegign-build authorized by this bill is
otherwise required to comply with the standardsraadirements of the Alfred E. Alquist
Hospital Facilities Seismic Safety Act of 1983 (idal Seismic Safety Act), this bill shall
not be construed as an exemption from that Act.

4) Finds and declares that a special law is necessatyhat a general law cannot be made
applicable within the meaning of Section 16 of &ilV of the California Constitution
because of the unique circumstances relating t8@idD.

5) Provides that no reimbursement is required bylillidecause the only costs that may be
incurred by a local agency or school district Wil incurred because this bill creates a new
crime or infraction, eliminates a crime or infractj changes the penalty for a crime or
infraction, or changes the definition of a crime specified.

6) Contains a sunset date of January 1, 2023.

EXISTING LAW :

1) Requires, pursuant to the Local Agency Public Qoietibn Act (LAPC Act), local officials
to invite bids for construction projects and th&aed contracts to the lowest responsible
bidder under the traditional design-bid-build paobjdelivery system.

2) Authorizes, until January 1, 2025, cities, countéasl specified special districts and transit
agencies to use design-build for specified publicks contracts in excess of $1 million
using either a low bid or best value process.

3) Provides the following parameters for cities andnt@s that use design-build pursuant to 2),
above:
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a) Allows design-build for the construction of a build or buildings and improvements
directly related to the construction of a buildmrgbuildings, county sanitation
wastewater treatment facilities, and park and edmeal facilities;

b) Allow cities and counties that operate wastewadellifies, solid waste management
facilities, or water recycling facilities to usesiign-build for the construction of such
facilities, both local and regional; and,

c) Prohibits cities and counties from using desigrebiar the construction of other
infrastructure, including, but not limited to, ste and highways, public rail transit, or
water resources facilities and infrastructure [with exception of b), above].

Generally limits the types of special districtstthray use design-build pursuant to 2), above,
to transit districts, and special districts thati@te wastewater facilities, solid waste
management facilities, water recycling facilities fire protection facilities.

Limits the types of projects that special districés construct using design-build pursuant to
2), above, to the following:

a) Transit capital projects that begin project sadittdn on or after January 1, 2015,
excluding state highway construction or local dteewl road projects (for transit
districts); and,

b) Regional and local wastewater treatment facilitiegional and local solid waste
facilities, regional and local water recycling fams, or fire protection facilities (for
special districts that operate those types ofites).

Provides for local health care districts (HCDs)jeshhgovern certain health care facilities and
services. Each HCD has specific duties and povesygecting the creation, administration,
and maintenance of the HCD, including the authdatgurchase, receive, take, hold, lease,
use, and enjoy property of every kind and desanptvithin and without the boundaries of
the HCD.

Generally requires HCDs to let any contract invadvan expenditure of more than $25,000
for materials and supplies to be furnished, saldeased to the HCD, or any contract
involving an expenditure of more than $25,000 forkvo be done, to the lowest responsible
bidder.

Provides limited exceptions to 7), above, by au#tiog the Sonoma Valley Health Care
District, the Marin Health Care District, the L&sbntier Health Care District, the Mayers
Memorial Hospital District, and any HCD that ownsoperates a hospital or clinic to use
design-build exclusively for the construction df@lding or improvements directly related
to construction of a hospital or health facilityilding.

Establishes, pursuant to the Hospital Seismic $#et, timelines for hospital compliance
with seismic safety standards.

FISCAL EFFECT : This bill is keyed fiscal and contains a staterdated local program.
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COMMENTS:

1) Bill Summary. This bill allows the BCHD, upon approval by litsard, to use the design-
build procurement process that existing law auttesrifor local agencies for the construction
of facilities or other buildings in the district.

The bill provides that all references to "local agg' in existing law authorizing local
agencies to use design-build shall mean the BCHDitarboard, and provides that it shall
not be construed as an exemption from the Hospaamic Safety Act, to the extent that any
project utilizing design-build authorized by thidl s otherwise required to comply with the
standards and requirements of the Act.

This bill contains findings and declarations regagdhe necessity of a special law, citing the
unique circumstances relating to the BCHD. Thkshbihsets on January 1, 2023.

This bill is sponsored by the BCHD.

2) Author's Statement According to the author, "The Beach Cities Healtstrict (BCHD) is
one of the largest preventive health agenciesam#ition. In the past 60 years, the BCHD’s
campus has evolved into an integrated hub of eaaimunity health services and providers
—ranging from medical offices and exercise fae#itto cancer treatment facilities,
pharmacies and many more. BCHD’s medical facdiiee especially integral to the ever-
expanding older adult population, however, the 8@ryld campus is in urgent need of
facility upgrades and renovations.

"AB 994 would allow, until 2023, the BCHD Board Dfrectors to utilize the design-build
procedure to construct medical facilities in thagtrict. This bill would allow BCHD to
design and build facilities in a streamlined, cosititrolled and expedient manner, in contrast
to the traditional design-bid-build project deliyanethod that is too often rife with costly
delays and disputes. Additionally, design-builthauity will allow BCHD to cut the costs

of construction by as much as 20 percent, saviegli$trict up to $20 million on future
projects.”

3) Background on Healthcare Districts Near the end of World War Il, California faced a
severe shortage of hospital beds. To responcetotidequacy of acute care services in the
non-urban areas of the state, the Legislature eddbe Local Hospital District Law, with the
intent to give rural, low-income areas without rgadcess to hospital facilities a source of
tax dollars that could be used to construct andatpeommunity hospitals and health care
institutions in medically underserved areas, tougphysicians and support their practices.

The Local Hospital District Law allowed communitigscreate a new governmental entity —
independent of local and county jurisdictions -t thed the power to impose property taxes,
enter into contracts, purchase property, issue @ebt hire staff. In general, the process of
creating a hospital district started with citizém& community identifying the need for
improved access to medical care. The hospitalictistboundaries were usually based on
the distance between communities and the closedtble acute care hospital services. A
petition for formation was then filed by the comniturio the county board of supervisors,
and then residents of the proposed district vaiddvor of the measure to create the hospital
district. In 1963, the Knox Nisbet Act was passeldich created LAFCOs and clarified and
formalized the process for establishing a hospligfict.
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SB 1169 (Maddy), Chapter 696, Statutes of 1994ngbd the name of the principal act from
"The Local Hospital District Law' to 'The Local Hiéeare District Law." Senate Local
Government and Assembly Health Committee's analys88 1169 noted that "renaming
hospital districts to healthcare districts betedtected the focus of healthcare provision
outside of hospital settings.” The powers andedugiranted to healthcare districts have
remained largely unchanged while the demograpHieseas being served by the districts,
access and provision of healthcare services, andisitricts themselves have vastly changed.
For example, over one-third of the healthcare idistin California have either closed or sold
their hospital thus moving away from the originakent of 'hospital districts.’

There are currently 79 healthcare districts infGalia. According to the Association of
Healthcare Districts, 54 healthcare districts areural areas of the state. Of the total 79
healthcare districts, 38 healthcare districts (48%) and operate a hospital, five districts
own, but do not operate the hospital (6%), and&#@thcare districts do not own or operate a
hospital. Of the 36 districts that do not own perate a hospital, 19 (24%) districts provide
direct services (seven provide ambulance servihese have clinics, one provides
ambulance services and has a clinic, four havéesdkilursing facilities, and four provide
community based services). Seventeen distric%) 2 not provide direct services and
instead administer grant funding as their sole psep

Funding for Healthcare Districts. The issue of funding for healthcare districts bame
under fire in recent years. The funding for healtieadistricts varies, but can include the
following:

a) Property Taxes — Most districts receive a shatea#l property taxes. The share of local
property tax going to districts varies among dis#;i

b) Special Taxes — Some healthcare districts havévestévo-thirds voter approval to levy
parcel taxes;

c) Service Charges — Healthcare districts may runitedspclinics, skilled nursing
facilities, and ambulance services. These adaigiarn revenue and are entirely or
predominately self-supporting through service chargThese are sometimes referred to
as "enterprise activities;"

d) Debt Financing — Healthcare districts can issué tteborrow money needed for capital
projects such as hospital construction. Geneiajation bonds require two-thirds voter
approval to raise property tax rates for distredidents to serve as the mechanism to
repay the bonds. Revenue bonds are backed byaeser Districts may also issue
promissory notes and receive loans from the staddlee federal government; and,

e) Other Revenue — Some healthcare districts generad@ues from district resources,
such as property lease income and interest earfrmgsinvestments. They may also
receive grants from public and private sources.

Recent Controversy Surrounding Healthcare Districts Recent controversies have
brought greater statewide attention to healthcetects in the following areas: overall fiscal
management, compliance with the Ralph M. Brownaa conflict of interest laws,
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executive compensation policies, lack of provisidualirect healthcare services, and overall
accountability and transparency issues for heaihdestricts.

The Assembly Committee on Accountability and Adrsiirdative Review conducted several
hearings in 2012 regarding healthcare districtd,fanused specifically on healthcare
districts that do not operate hospitals, but weaintaining reserve balances in the tens of
millions of dollars. Additionally, the Legislativ&nalyst's Office (LAO) produced a report
entitled, "Overview of Health Care Districts" in AjR2012 in response to several healthcare
districts that had declared bankruptcy since 2080least 14 healthcare districts have filed
for bankruptcy.

Additionally, according to the LAO report, sevet®lFCOs have considered dissolving
districts. Five districts have been dissolvedtbeonise reorganized since 2000. Since that
time, the Contra Costa County LAFCO consolidatedimMdiablo Healthcare District into
the City of Concord. The Mount Diablo Healthcaristbct did not operate a hospital and
concerns were expressed about the amount of re\ggaun on administrative costs, instead
of on grant funding for community health needs.

A 2012 Bureau of State Audits' (BSA) report on &adi Valley Memorial Health Care

System found that the District's Board violatedropeeting laws to grant overly generous
compensation, retirement, and benefits to the axetutive officer. This Committee has
considered several bills addressing the employmmeamiract between a healthcare district and
hospital administrator. Most recently, the disoms$n the Legislature has focused on
healthcare districts that no longer operate haspigéad no longer provide any direct
healthcare services to the community.

Oversight Hearing and Legislation This Committee held an oversight hearing on
healthcare districts on March 8, 2017. In respaoseveral issues raised during the hearing,
this Committee introduced AB 1728, which will reguhealthcare districts to do the
following:

a) Establish and maintain an internet website, whicistnimclude contact information for
the district;

b) Adopt an annual budget; and,

c) Adopt annual policies for providing assistance i@ng funding to ensure funding is spent
on healthcare services consistent with the misammhpurpose of the district.

Design-Build. The LAPC Act generally requires local officiatsinvite bids for

construction projects and then award contracteeddwest responsible bidder. This design-
bid-build method is the traditional approach to lputvorks construction. The design-bid-
build process was developed to protect taxpayera &xtravagance, corruption, and other
improper practices by public officials as well asecure a fair and reasonable price for
public works construction by injecting competitiamongst bidders into the process.

Although design-bid-build generally results in tbe/est cost construction contract, it is not
without its drawbacks, including:
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a) Projects generally take longer to complete becdasgns must be entirely completed,
permits obtained, and right-of-way acquired betheeconstruction contract can be bid
and awarded;

b) Designs prepared for a competitive low-bid procuatrare developed to allow for a
broad range of construction approaches. As atréswl-bid designs do not always
equate to the most efficient design possible, déipgron a particular contractor's
particular strengths or capabilities;

c) Because the project designer does not have thdit@heonsulting with the entity that
will ultimately be responsible for constructiontbg project, there may be significant
issues that the designer does not anticipate cpsatly constructability issues. This can
result in change orders that ultimately drive up phice of the contract; and,

d) Low-bid is not always the least expensive optiargeochange orders and contractor
claims are factored into the overall project costs.

In the early 1990s, public works agencies grewtfaied with design-bid-build and began
experimenting with other project delivery methads)uding design-build. Under the
design-build method, a single contract covers #mgh and construction of a project with a
single company or consortium that acts as botlptogct designer and builder. The design-
build entity arranges all architectural, enginegriand construction services, and is
responsible for delivering the project at a guagadtprice and schedule based upon
performance criteria set by the public agency.

Design-build differs from design-bid-build in sorkey areas, including:

a) Shorter overall elapsed project delivery time beeazonstruction can begin before final
design is complete;

b) Project costs and schedule risks are more heawilyeby the design-build contractor;
c) Construction claims and change orders are minimized

d) Designs can be developed to take advantage otpkrticontractor's strengths and
abilities, thereby reducing the need to "over-desigr generic use as in design-bid-
build;

e) Project specifications are typically based on diéfi@ performance criteria (which may
or may not be well established by the project oyregher than established
specifications; and,

f) Contracts are awarded based on best value anahtbes than low-bid.

Design-build contracts are not without their dracksaas well. For example, with a design-
build project, the project owner must give up adydeal of control over the details of the
project design. Additionally, design-build contiars are typically selected using
gualifications-based selection criteria or bestigadnalysis. These approaches are more
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subjective than a low-bid approach, potentiallyjsating the public works owner to greater
contract challenges and higher costs.

Design-Build and Health Care Districts Prior to last year, the Legislature had autleatiz
four healthcare districts to use design-build (3oad/alley Health Care District, the Last
Frontier Health Care District, the Marin Healthcxstrict, and the Mayers Memorial
Hospital District) and had restricted that authotit the construction of a building and
improvements directly related to a hospital or tie&dcility building. This authority had
been granted incrementally and had been limitdtbgpitals for these four healthcare
districts because healthcare districts were requoeetrofit existing hospitals or build new
facilities under certain timelines in order to cdynwith the Hospital Seismic Safety Act.
Design-build was allowed for these purposes beciagtered efficiencies in project
delivery schedules.

Last year, the Legislature approved SB 957 (HudSloqpter 212, Statutes of 2016. When
introduced, SB 957 would have allowed any heal#hdastrict to use design-build to
construct a building or improvements directly rethto the construction of a hospital or
health facility building. When SB 957 was heardha Senate Governance and Finance
Committee, the analysis noted the following:

"...many health care districts throughout the stat@aokt own or operate a hospital, clinic,
or other medical facility. These districts collgcbperty tax revenues and, in many
cases, receive rental income from district properthat are leased to third-party medical
care providers. It is unclear why a health castridi that is only responsible for
managing property should be allowed to use desigid-bontracting to construct

medical office buildings or other infrastructuratlhvill serve only to generate rental
income for the district. One protection against potential misuse of design-build
contracting authority is the requirement in curdemt that it can only be used for projects
that cost at least $1 million, but this cost thrmddhmay not prevent some districts from
using design-build to construct large developmémaswill be rented to third parties.

The Committee may wish to consider amending SBt8%fovide greater certainty that
design-build contracting will only be used for tmnstruction of hospitals and medical
clinics that are owned or operated by health cesteicts.”

SB 957 was subsequently amended to limit the ddsigid authority to healthcare districts
that own or operate hospitals or clinics. SB 986 aontained language stating the intent of
the Legislature that the design-build process leel by healthcare districts solely for
buildings associated with hospitals and health tao#ities, including clinics and skilled
nursing facilities, and not for other infrastruauimcluding, but not limited to, streets,
highways, public rail transit, roads, bridges, otlater resources facilities, and related
infrastructure.

Beach Cities Health District The Beach Cities Health District was establisinet955 to
serve residents in the Los Angeles County comnesaf Hermosa Beach, Manhattan
Beach, and Redondo Beach. The district's SouthHBzgpital closed in 1998, and the
district now provides its more than 120,000 resiglevith a variety of health and wellness
programs promoting healthy lifestyles, physicaldgs, emotional health, and other
preventive care.
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As noted above, the Assembly Accountability and Adstrative Review Committee held a
hearing in 2012 entitled "Healthcare Districts: Bwolving Role in Public Health," which
focused on healthcare districts that no longeratednospitals. BCHD was one of three such
districts asked to participate. An overview of lkiezare districts provide for the hearing by
the LAO noted that BCHD reported over $45 millioruinrestricted net assets (reserves) at
the end of June 2011. The background paper foneaeng reported that the district held
$72 million in total net assets in 2010-11, while2010 more than 28% of Los Angeles
County residents were uninsured part or all ofysr. BCHD reports that, as of June 30,
2016, its net assets are $61 million dollars, ifand balance of $26 million that the district
intends to spend on capital programs on its campus.

In its 2015 annual report, BCHD highlighted its €Well Kids program, which it has
operated since 2004 in partnership with the Red@ebch Unified School District. Over
the life of the program, the childhood obesity rateong Redondo Beach elementary school
children has dropped by 55%. The report also fedtthe district's Blue Zones Project,
which prompted 25% of residents to pledge to atleptthier behaviors, 94 restaurants to
serve healthier foods, and city governments to ghamhealthy "Living Streets" and smoke-
free policies. A decrease in the fall rate am@ugated and disabled seniors to a six-year
low of 5.3% was also noted in the report.

10)Design-Build for BCHD. BCHD is seeking design-build authority for ajpat that consists
of major infrastructure and safety improvementthidistrict's original 1955 hospital, and
new structures for a Healthy Living Community fdder adults. The Healthy Living
Community will consist of independent living andiased living facilities for older adults.
According to BCHD, "Combined with the already exigt120 bed dementia care facility on
the campus, this will allow older adults to agelace and remain in the Beach Cities
community, which 94% of older adults have said thveyt (Gallup poll). In addition, by
living directly adjacent to a hub of medical reszs that include primary medical care,
preventative care, a pharmacy, and social supporices, older adults will have an
improved quality of life and be healthier...Buildinggder adult independent living and
assisted living meets that need, and design/bsigdmore effective way to do it.

"Residents will need to pay market rates for trsédences and our Board may consider some
below market rate residences. This would be awai®¢o a hospital charging market rates
for the provision of emergency room services. $Jmodel has been successful in
leveraging tax dollars ($3.50 to $1) for the prawisof preventative health services. If we
don’t get design/build authority the units will bere expensive and there will be less funds
to go towards community health needs."

The district's original hospital building, whichapproximately 160,000 square feet, is over
90% leased out to tenants on long-term leases.falliléy houses primary care, a surgery
center, a cancer clinic, dialysis, case managemesitential memory care, community
health education and support groups, and Coveréfb& enrollment services. The
electrical, heating, cooling and plumbing systenesaver 60 years old and are failing.
Renovations will also include some additional spgacdnealth care services, such as physical
therapy and medical exercise, and case manageffieesdhat need to be constructed and
or renovated. BCHD claims that it needs desigmdbauthority in order to economically
replace the electrical and mechanical systems gafirhours and on weekends while
keeping the existing services operating for thanes
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The new construction includes two buildings witld2Mits each that support independent
and assisted living for older adults, as well ag parking structures, one for each new
building. BCHD's feasibility study identified at& of 400 assisted living and independent
living units for older adults, and the district ptato complete the project in phases with
roughly half of the units completed in each phaBke district explains that "each phase will
consist of potentially the same amount of assikt@ty and independent living units. The
independent living units are part of the overathpas with shared services, dining and
amenities and should not be considered as 'maaketfiousing'...

"Unlike condominiums and other market-rate housatgess to social services will be
embedded in our independent living units, in additio the integrated resources that already
exist on our campus. Our units will be a partrofrtiegrated continuum of care enabling the
residents to select services that allow them thstleestrictive environment for their need. It
is possible for two units side-by-side to have uagyevels of service based on individual
need. Because of this, our building and all ofuhis will be licensed under (California's
Residential Care Facilities for the Elderly) stamidafor assisted living. This will enable
someone who came into the building with a high lleféndependence to stay in their unit as
their needs increase.”

11)Policy Considerations The Committee may wish to consider the following

a) Legislative History and Precedent The Legislature historically has granted design-
build authority to healthcare districts in a vargited manner and primarily to allow
healthcare districts to comply with time-sensithgsmic safety requirements. It has also
specified its intent that the design-build prodes® be used by healthcare districts solely
for buildings associated with hospitals and hegdtite facilities, including clinics and
skilled nursing facilities, and not for other indteucture. This bill reaches beyond these
parameters, and grants BCHD a greater authoriigéadesign-build than any other
healthcare district. The Committee may wish tosader this bill's conflict with
legislative intent, the precedent this bill estsiidis, and potential unintended
consequences of such a precedent.

b) Committee Oversight Hearing and Legislation This Committee in March held an
oversight hearing examining the evolution of headtle districts, recent controversies
surrounding healthcare districts, and the apprtpriazle and activities of healthcare
districts today. The Committee's subsequentABl 1728, calls for greater transparency
and accountability for healthcare districts. Thernittee may wish to consider the
contradiction this bill poses in light of the Conttee's recent actions and policy
directions regarding healthcare districts.

12)Related Legislation AB 1728 (Committee on Local Government) requirealthcare
districts to establish and maintain an internetsitebwhich must include contact
information for the district; adopt an annual butlged, adopt annual policies for providing
assistance or grant funding to ensure fundingesispn healthcare services consistent with
the mission and purpose of the district. AB 17/2Bending in this Committee.

SB 793 (Hill) allows the Beach Cities Health DistyiPeninsula Health Care District and
Midpeninsula Regional Open Space District to usegmhebuild contracting for the
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construction of buildings in those districts. S81s pending in the Senate Appropriations
Committee.

13)Previous Legislation SB 957 (Hueso), Chapter 212, Statutes of 2dldyed, until
January 1, 2025, a health care district that owrgperates a hospital or clinic to use the
design-build procedure to construct a buildingnapiiovements directly related to the
construction of a hospital or health facility buid.

SB 994 (Hill and Allen) of 2016 would have allowB&HD and the Peninsula Health Care
District to use the design-build procurement mettwdssign contracts for the construction
of facilities or other buildings in their respedidistricts. SB 994 was held at the Assembly
Desk.

AB 1290 (Dahle), Chapter 34, Statutes of 2015 vl the Mayers Memorial Hospital
District to use the design-build contracting metfardthe construction of a building or
improvements directly related to construction dioapital or health facility building at the
district.

SB 268 (Gaines), Chapter 18, Statutes of 2014wellicthe Last Frontier Health Care District
to use the design-build process when contractinghi® construction of a building and
improvements directly related to a hospital or tietdcility building at the Modoc Medical
Center.

SB 785 (Wolk), Chapter 931, Statutes of 2014, riggkexisting law authorizing the
Department of General Services (DGS), the Depattiwie@orrections and Rehabilitation
(CDCR), and local agencies to use the design-fpuddurement process, and enacted
uniform provisions authorizing DGS, CDCR, and mostl agencies to utilize the design-
build procurement process for specified public vegokojects. SB 785 did not allow the use
of design-build for healthcare districts generabyt did include a provision allowing the
Marin Healthcare District to use the design-builetihod established for local agencies under
SB 785 and required the Sonoma Valley Health Cas#itt to use the design-build
procedure outlined in SB 785, instead of its pdesign-build authority.

SB 1005 (Cox) of 2010 would have authorized theoBaRorest Health Care District and a
healthcare district authorized by the Office oft&tade Health Planning and Development to
use a design-build procedure when assigning cdstfacthe construction of a hospital or
health facility building. SB 1005 was held in thesembly Appropriations Committee.

SB 1699 (Wiggins), Chapter 415, Statutes of 2008)@&ized the use of design-build for the
Sonoma Valley Health Care District.

14)Arguments in Support. The Beach Cities Health District, sponsor o thill, writes,
"Design-build authority will allow us to better a#ds the emerging health needs of our
community. In addition to much-needed upgradesrandvations to our 60-year-old
campus, the Beach Cities' rapidly-growing olderlaplopulation is in need of an accessible
'Healthy Living Community," which would allow thetm age independently and safely
without being uprooted from their community. Deslguild authority would allow us to
complete these necessary projects in an expeeéitictent and financially responsible
manner, saving as much as $20 million in taxpapéars."



15)Arguments in Opposition. None on file.
REGISTERED SUPPORT / OPPOSITION:

Support

Beach Cities Health District [ SPONSOR]
Association of California Health Care Districts
City of Manhattan Beach

State Building and Construction Trades Council
Three individuals

Opposition
None on file

Analysis Prepared by Angela Mapp / L. GOV. / (916) 319-3958
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