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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 use the design-build procurement
method to assign contracts for the construction of facilities or other buildings in the district.
Specifically, this bill:
1) Allows the Beach Cities Health District (BCHD), upon approval by its boards of directors, to
use the design-build procurement process that existing law authorizes for local agencies to
assign contracts for the construction of facilities or other buildings in the district.
2) Provides, for the purposes of this bill, that all references to "local agency" in existing law
authorizing local agencies to use design-build shall mean the BCHD and its board.
3) Provides, to the extent that any project utilizing design-build authorized by this bill is
otherwise required to comply with the standards and requirements of the Alfred E. Alquist
Hospital Facilities Seismic Safety Act of 1983 (Hospital Seismic Safety Act), this bill shall
not be construed as an exemption from that Act.
4) Finds and declares that a special law is necessary and that a general law cannot be made
applicable within the meaning of Section 16 of Article IV of the California Constitution
because of the unique circumstances relating to the BCHD.
5) Provides that no reimbursement is required by this bill because the only costs that may be
incurred by a local agency or school district will be incurred because this bill creates a new
crime or infraction, eliminates a crime or infraction, changes the penalty for a crime or
infraction, or changes the definition of a crime, as specified.
6) Contains a sunset date of January 1, 2023.
EXISTING LAW:
1) Requires, pursuant to the Local Agency Public Construction Act (LAPC Act), local officials
to invite bids for construction projects and then award contracts to the lowest responsible
bidder under the traditional design-bid-build project delivery system.
2) Authorizes, until January 1, 2025, cities, counties, and specified special districts and transit
agencies to use design-build for specified public works contracts in excess of $1 million
using either a low bid or best value process.
3) Provides the following parameters for cities and counties that use design-build pursuant to 2),
above:
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a) Allows design-build for the construction of a building or buildings and improvements
directly related to the construction of a building or buildings, county sanitation
wastewater treatment facilities, and park and recreational facilities;
b) Allow cities and counties that operate wastewater facilities, solid waste management
facilities, or water recycling facilities to use design-build for the construction of such
facilities, both local and regional; and,
c) Prohibits cities and counties from using design-build for the construction of other
infrastructure, including, but not limited to, streets and highways, public rail transit, or
water resources facilities and infrastructure [with the exception of b), above].
4) Generally limits the types of special districts that may use design-build pursuant to 2), above,
to transit districts, and special districts that operate wastewater facilities, solid waste
management facilities, water recycling facilities, or fire protection facilities.
5) Limits the types of projects that special districts can construct using design-build pursuant to
2), above, to the following:
a) Transit capital projects that begin project solicitation on or after January 1, 2015,
excluding state highway construction or local street and road projects (for transit
districts); and,
b) Regional and local wastewater treatment facilities, regional and local solid waste
facilities, regional and local water recycling facilities, or fire protection facilities (for
special districts that operate those types of facilities).
6) Provides for local health care districts (HCDs), which govern certain health care facilities and
services. Each HCD has specific duties and powers respecting the creation, administration,
and maintenance of the HCD, including the authority to purchase, receive, take, hold, lease,
use, and enjoy property of every kind and description within and without the boundaries of
the HCD.
7) Generally requires HCDs to let any contract involving an expenditure of more than $25,000
for materials and supplies to be furnished, sold, or leased to the HCD, or any contract
involving an expenditure of more than $25,000 for work to be done, to the lowest responsible
bidder.
8) Provides limited exceptions to 7), above, by authorizing the Sonoma Valley Health Care
District, the Marin Health Care District, the Last Frontier Health Care District, the Mayers
Memorial Hospital District, and any HCD that owns or operates a hospital or clinic to use
design-build exclusively for the construction of a building or improvements directly related
to construction of a hospital or health facility building.
9) Establishes, pursuant to the Hospital Seismic Safety Act, timelines for hospital compliance
with seismic safety standards.
FISCAL EFFECT: This bill is keyed fiscal and contains a state-mandated local program.
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COMMENTS:
1) Bill Summary. This bill allows the BCHD, upon approval by its board, to use the designbuild procurement process that existing law authorizes for local agencies for the construction
of facilities or other buildings in the district.
The bill provides that all references to "local agency" in existing law authorizing local
agencies to use design-build shall mean the BCHD and its board, and provides that it shall
not be construed as an exemption from the Hospital Seismic Safety Act, to the extent that any
project utilizing design-build authorized by this bill is otherwise required to comply with the
standards and requirements of the Act.
This bill contains findings and declarations regarding the necessity of a special law, citing the
unique circumstances relating to the BCHD. The bill sunsets on January 1, 2023.
This bill is sponsored by the BCHD.
2) Author's Statement. According to the author, "The Beach Cities Health District (BCHD) is
one of the largest preventive health agencies in the nation. In the past 60 years, the BCHD’s
campus has evolved into an integrated hub of vital community health services and providers
– ranging from medical offices and exercise facilities to cancer treatment facilities,
pharmacies and many more. BCHD’s medical facilities are especially integral to the everexpanding older adult population, however, the 60-year old campus is in urgent need of
facility upgrades and renovations.
"AB 994 would allow, until 2023, the BCHD Board of Directors to utilize the design-build
procedure to construct medical facilities in their district. This bill would allow BCHD to
design and build facilities in a streamlined, cost-controlled and expedient manner, in contrast
to the traditional design-bid-build project delivery method that is too often rife with costly
delays and disputes. Additionally, design-build authority will allow BCHD to cut the costs
of construction by as much as 20 percent, saving the district up to $20 million on future
projects."
3) Background on Healthcare Districts. Near the end of World War II, California faced a
severe shortage of hospital beds. To respond to the inadequacy of acute care services in the
non-urban areas of the state, the Legislature enacted the Local Hospital District Law, with the
intent to give rural, low-income areas without ready access to hospital facilities a source of
tax dollars that could be used to construct and operate community hospitals and health care
institutions in medically underserved areas, to recruit physicians and support their practices.
The Local Hospital District Law allowed communities to create a new governmental entity –
independent of local and county jurisdictions – that had the power to impose property taxes,
enter into contracts, purchase property, issue debt, and hire staff. In general, the process of
creating a hospital district started with citizens in a community identifying the need for
improved access to medical care. The hospital district's boundaries were usually based on
the distance between communities and the closest available acute care hospital services. A
petition for formation was then filed by the community to the county board of supervisors,
and then residents of the proposed district voted in favor of the measure to create the hospital
district. In 1963, the Knox Nisbet Act was passed, which created LAFCOs and clarified and
formalized the process for establishing a hospital district.
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SB 1169 (Maddy), Chapter 696, Statutes of 1994, changed the name of the principal act from
'The Local Hospital District Law' to 'The Local Healthcare District Law.' Senate Local
Government and Assembly Health Committee's analyses of SB 1169 noted that "renaming
hospital districts to healthcare districts better reflected the focus of healthcare provision
outside of hospital settings." The powers and duties granted to healthcare districts have
remained largely unchanged while the demographics of areas being served by the districts,
access and provision of healthcare services, and the districts themselves have vastly changed.
For example, over one-third of the healthcare districts in California have either closed or sold
their hospital thus moving away from the original intent of 'hospital districts.'
There are currently 79 healthcare districts in California. According to the Association of
Healthcare Districts, 54 healthcare districts are in rural areas of the state. Of the total 79
healthcare districts, 38 healthcare districts (48%) own and operate a hospital, five districts
own, but do not operate the hospital (6%), and 36 healthcare districts do not own or operate a
hospital. Of the 36 districts that do not own or operate a hospital, 19 (24%) districts provide
direct services (seven provide ambulance services, three have clinics, one provides
ambulance services and has a clinic, four have skilled nursing facilities, and four provide
community based services). Seventeen districts (22%) do not provide direct services and
instead administer grant funding as their sole purpose.
4) Funding for Healthcare Districts. The issue of funding for healthcare districts has come
under fire in recent years. The funding for healthcare districts varies, but can include the
following:
a) Property Taxes – Most districts receive a share of local property taxes. The share of local
property tax going to districts varies among districts;
b) Special Taxes – Some healthcare districts have received two-thirds voter approval to levy
parcel taxes;
c) Service Charges – Healthcare districts may run hospitals, clinics, skilled nursing
facilities, and ambulance services. These activities earn revenue and are entirely or
predominately self-supporting through service charges. These are sometimes referred to
as "enterprise activities;"
d) Debt Financing – Healthcare districts can issue debt to borrow money needed for capital
projects such as hospital construction. General obligation bonds require two-thirds voter
approval to raise property tax rates for district residents to serve as the mechanism to
repay the bonds. Revenue bonds are backed by user fees. Districts may also issue
promissory notes and receive loans from the state and the federal government; and,
e) Other Revenue – Some healthcare districts generate revenues from district resources,
such as property lease income and interest earnings from investments. They may also
receive grants from public and private sources.
5) Recent Controversy Surrounding Healthcare Districts. Recent controversies have
brought greater statewide attention to healthcare districts in the following areas: overall fiscal
management, compliance with the Ralph M. Brown Act and conflict of interest laws,
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executive compensation policies, lack of provision of direct healthcare services, and overall
accountability and transparency issues for healthcare districts.
The Assembly Committee on Accountability and Administrative Review conducted several
hearings in 2012 regarding healthcare districts, and focused specifically on healthcare
districts that do not operate hospitals, but were maintaining reserve balances in the tens of
millions of dollars. Additionally, the Legislative Analyst's Office (LAO) produced a report
entitled, "Overview of Health Care Districts" in April 2012 in response to several healthcare
districts that had declared bankruptcy since 2000. At least 14 healthcare districts have filed
for bankruptcy.
Additionally, according to the LAO report, several LAFCOs have considered dissolving
districts. Five districts have been dissolved or otherwise reorganized since 2000. Since that
time, the Contra Costa County LAFCO consolidated Mount Diablo Healthcare District into
the City of Concord. The Mount Diablo Healthcare District did not operate a hospital and
concerns were expressed about the amount of revenue spent on administrative costs, instead
of on grant funding for community health needs.
A 2012 Bureau of State Audits' (BSA) report on Salinas Valley Memorial Health Care
System found that the District's Board violated open meeting laws to grant overly generous
compensation, retirement, and benefits to the chief executive officer. This Committee has
considered several bills addressing the employment contract between a healthcare district and
hospital administrator. Most recently, the discussion in the Legislature has focused on
healthcare districts that no longer operate hospitals, and no longer provide any direct
healthcare services to the community.
6) Oversight Hearing and Legislation. This Committee held an oversight hearing on
healthcare districts on March 8, 2017. In response to several issues raised during the hearing,
this Committee introduced AB 1728, which will require healthcare districts to do the
following:
a) Establish and maintain an internet website, which must include contact information for
the district;
b) Adopt an annual budget; and,
c) Adopt annual policies for providing assistance or grant funding to ensure funding is spent
on healthcare services consistent with the mission and purpose of the district.
7) Design-Build. The LAPC Act generally requires local officials to invite bids for
construction projects and then award contracts to the lowest responsible bidder. This designbid-build method is the traditional approach to public works construction. The design-bidbuild process was developed to protect taxpayers from extravagance, corruption, and other
improper practices by public officials as well as to secure a fair and reasonable price for
public works construction by injecting competition amongst bidders into the process.
Although design-bid-build generally results in the lowest cost construction contract, it is not
without its drawbacks, including:
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a) Projects generally take longer to complete because designs must be entirely completed,
permits obtained, and right-of-way acquired before the construction contract can be bid
and awarded;
b) Designs prepared for a competitive low-bid procurement are developed to allow for a
broad range of construction approaches. As a result, low-bid designs do not always
equate to the most efficient design possible, depending on a particular contractor's
particular strengths or capabilities;
c) Because the project designer does not have the benefit of consulting with the entity that
will ultimately be responsible for construction of the project, there may be significant
issues that the designer does not anticipate, particularly constructability issues. This can
result in change orders that ultimately drive up the price of the contract; and,
d) Low-bid is not always the least expensive option, once change orders and contractor
claims are factored into the overall project costs.
In the early 1990s, public works agencies grew frustrated with design-bid-build and began
experimenting with other project delivery methods, including design-build. Under the
design-build method, a single contract covers the design and construction of a project with a
single company or consortium that acts as both the project designer and builder. The designbuild entity arranges all architectural, engineering, and construction services, and is
responsible for delivering the project at a guaranteed price and schedule based upon
performance criteria set by the public agency.
Design-build differs from design-bid-build in some key areas, including:
a) Shorter overall elapsed project delivery time because construction can begin before final
design is complete;
b) Project costs and schedule risks are more heavily borne by the design-build contractor;
c) Construction claims and change orders are minimized;
d) Designs can be developed to take advantage of particular contractor's strengths and
abilities, thereby reducing the need to "over-design" for generic use as in design-bidbuild;
e) Project specifications are typically based on definitive performance criteria (which may
or may not be well established by the project owner) rather than established
specifications; and,
f) Contracts are awarded based on best value analyses rather than low-bid.
Design-build contracts are not without their drawbacks as well. For example, with a designbuild project, the project owner must give up a good deal of control over the details of the
project design. Additionally, design-build contractors are typically selected using
qualifications-based selection criteria or best value analysis. These approaches are more

AB 994
Page 7
subjective than a low-bid approach, potentially subjecting the public works owner to greater
contract challenges and higher costs.
8) Design-Build and Health Care Districts. Prior to last year, the Legislature had authorized
four healthcare districts to use design-build (Sonoma Valley Health Care District, the Last
Frontier Health Care District, the Marin Healthcare District, and the Mayers Memorial
Hospital District) and had restricted that authority to the construction of a building and
improvements directly related to a hospital or health facility building. This authority had
been granted incrementally and had been limited to hospitals for these four healthcare
districts because healthcare districts were required to retrofit existing hospitals or build new
facilities under certain timelines in order to comply with the Hospital Seismic Safety Act.
Design-build was allowed for these purposes because it offered efficiencies in project
delivery schedules.
Last year, the Legislature approved SB 957 (Hueso), Chapter 212, Statutes of 2016. When
introduced, SB 957 would have allowed any healthcare district to use design-build to
construct a building or improvements directly related to the construction of a hospital or
health facility building. When SB 957 was heard in the Senate Governance and Finance
Committee, the analysis noted the following:
"…many health care districts throughout the state do not own or operate a hospital, clinic,
or other medical facility. These districts collect property tax revenues and, in many
cases, receive rental income from district properties that are leased to third-party medical
care providers. It is unclear why a health care district that is only responsible for
managing property should be allowed to use design-build contracting to construct
medical office buildings or other infrastructure that will serve only to generate rental
income for the district. One protection against the potential misuse of design-build
contracting authority is the requirement in current law that it can only be used for projects
that cost at least $1 million, but this cost threshold may not prevent some districts from
using design-build to construct large developments that will be rented to third parties.
The Committee may wish to consider amending SB 957 to provide greater certainty that
design-build contracting will only be used for the construction of hospitals and medical
clinics that are owned or operated by health care districts."
SB 957 was subsequently amended to limit the design-build authority to healthcare districts
that own or operate hospitals or clinics. SB 957 also contained language stating the intent of
the Legislature that the design-build process be used by healthcare districts solely for
buildings associated with hospitals and health care facilities, including clinics and skilled
nursing facilities, and not for other infrastructure, including, but not limited to, streets,
highways, public rail transit, roads, bridges, other water resources facilities, and related
infrastructure.
9) Beach Cities Health District. The Beach Cities Health District was established in 1955 to
serve residents in the Los Angeles County communities of Hermosa Beach, Manhattan
Beach, and Redondo Beach. The district’s South Bay Hospital closed in 1998, and the
district now provides its more than 120,000 residents with a variety of health and wellness
programs promoting healthy lifestyles, physical fitness, emotional health, and other
preventive care.

AB 994
Page 8
As noted above, the Assembly Accountability and Administrative Review Committee held a
hearing in 2012 entitled "Healthcare Districts: An Evolving Role in Public Health," which
focused on healthcare districts that no longer operate hospitals. BCHD was one of three such
districts asked to participate. An overview of healthcare districts provide for the hearing by
the LAO noted that BCHD reported over $45 million in unrestricted net assets (reserves) at
the end of June 2011. The background paper for the hearing reported that the district held
$72 million in total net assets in 2010-11, while in 2010 more than 28% of Los Angeles
County residents were uninsured part or all of the year. BCHD reports that, as of June 30,
2016, its net assets are $61 million dollars, with a fund balance of $26 million that the district
intends to spend on capital programs on its campus.
In its 2015 annual report, BCHD highlighted its LiveWell Kids program, which it has
operated since 2004 in partnership with the Redondo Beach Unified School District. Over
the life of the program, the childhood obesity rate among Redondo Beach elementary school
children has dropped by 55%. The report also featured the district's Blue Zones Project,
which prompted 25% of residents to pledge to adopt healthier behaviors, 94 restaurants to
serve healthier foods, and city governments to champion healthy "Living Streets" and smokefree policies. A decrease in the fall rate among isolated 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 a project that consists
of major infrastructure and safety improvements to the district's original 1955 hospital, and
new structures for a Healthy Living Community for older adults. The Healthy Living
Community will consist of independent living and assisted living facilities for older adults.
According to BCHD, "Combined with the already existing 120 bed dementia care facility on
the campus, this will allow older adults to age in place and remain in the Beach Cities
community, which 94% of older adults have said they want (Gallup poll). In addition, by
living directly adjacent to a hub of medical resources that include primary medical care,
preventative care, a pharmacy, and social support services, older adults will have an
improved quality of life and be healthier…Building older adult independent living and
assisted living meets that need, and design/build is a more effective way to do it.
"Residents will need to pay market rates for the residences and our Board may consider some
below market rate residences. This would be analogous to a hospital charging market rates
for the provision of emergency room services. (This) model has been successful in
leveraging tax dollars ($3.50 to $1) for the provision of preventative health services. If we
don’t get design/build authority the units will be more expensive and there will be less funds
to go towards community health needs."
The district's original hospital building, which is approximately 160,000 square feet, is over
90% leased out to tenants on long-term leases. The facility houses primary care, a surgery
center, a cancer clinic, dialysis, case management, residential memory care, community
health education and support groups, and Covered California enrollment services. The
electrical, heating, cooling and plumbing systems are over 60 years old and are failing.
Renovations will also include some additional space for health care services, such as physical
therapy and medical exercise, and case management offices that need to be constructed and
or renovated. BCHD claims that it needs design-build authority in order to economically
replace the electrical and mechanical systems during off hours and on weekends while
keeping the existing services operating for the tenants.
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The new construction includes two buildings with 200 units each that support independent
and assisted living for older adults, as well as two parking structures, one for each new
building. BCHD's feasibility study identified a total of 400 assisted living and independent
living units for older adults, and the district plans to complete the project in phases with
roughly half of the units completed in each phase. The district explains that "each phase will
consist of potentially the same amount of assisted living and independent living units. The
independent living units are part of the overall campus with shared services, dining and
amenities and should not be considered as 'market-rate housing'…
"Unlike condominiums and other market-rate housing, access to social services will be
embedded in our independent living units, in addition to the integrated resources that already
exist on our campus. Our units will be a part of an integrated continuum of care enabling the
residents to select services that allow them the least restrictive environment for their need. It
is possible for two units side-by-side to have varying levels of service based on individual
need. Because of this, our building and all of the units will be licensed under (California's
Residential Care Facilities for the Elderly) standards for assisted living. This will enable
someone who came into the building with a high level of independence 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 designbuild authority to healthcare districts in a very limited manner and primarily to allow
healthcare districts to comply with time-sensitive seismic safety requirements. It has also
specified its intent that the design-build process is to be used by healthcare districts solely
for buildings associated with hospitals and health care facilities, including clinics and
skilled nursing facilities, and not for other infrastructure. This bill reaches beyond these
parameters, and grants BCHD a greater authority to use design-build than any other
healthcare district. The Committee may wish to consider this bill's conflict with
legislative intent, the precedent this bill establishes, 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 healthcare districts, recent controversies
surrounding healthcare districts, and the appropriate role and activities of healthcare
districts today. The Committee's subsequent bill, AB 1728, calls for greater transparency
and accountability for healthcare districts. The Committee may wish to consider the
contradiction this bill poses in light of the Committee's recent actions and policy
directions regarding healthcare districts.
12) Related Legislation. AB 1728 (Committee on Local Government) requires healthcare
districts to establish and maintain an internet website, which must include contact
information for the district; adopt an annual budget; and, adopt annual policies for providing
assistance or grant funding to ensure funding is spent on healthcare services consistent with
the mission and purpose of the district. AB 1728 is pending in this Committee.
SB 793 (Hill) allows the Beach Cities Health District, Peninsula Health Care District and
Midpeninsula Regional Open Space District to use design-build contracting for the
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construction of buildings in those districts. SB 793 is pending in the Senate Appropriations
Committee.
13) Previous Legislation. SB 957 (Hueso), Chapter 212, Statutes of 2016, allowed, until
January 1, 2025, a health care district that owns or operates a hospital or clinic to use the
design-build procedure to construct a building or improvements directly related to the
construction of a hospital or health facility building.
SB 994 (Hill and Allen) of 2016 would have allowed BCHD and the Peninsula Health Care
District to use the design-build procurement method to assign contracts for the construction
of facilities or other buildings in their respective districts. SB 994 was held at the Assembly
Desk.
AB 1290 (Dahle), Chapter 34, Statutes of 2015, allowed the Mayers Memorial Hospital
District to use the design-build contracting method for the construction of a building or
improvements directly related to construction of a hospital or health facility building at the
district.
SB 268 (Gaines), Chapter 18, Statutes of 2014, allowed the Last Frontier Health Care District
to use the design-build process when contracting for the construction of a building and
improvements directly related to a hospital or health facility building at the Modoc Medical
Center.
SB 785 (Wolk), Chapter 931, Statutes of 2014, repealed existing law authorizing the
Department of General Services (DGS), the Department of Corrections and Rehabilitation
(CDCR), and local agencies to use the design-build procurement process, and enacted
uniform provisions authorizing DGS, CDCR, and most local agencies to utilize the designbuild procurement process for specified public works projects. SB 785 did not allow the use
of design-build for healthcare districts generally, but did include a provision allowing the
Marin Healthcare District to use the design-build method established for local agencies under
SB 785 and required the Sonoma Valley Health Care District to use the design-build
procedure outlined in SB 785, instead of its prior design-build authority.
SB 1005 (Cox) of 2010 would have authorized the Tahoe Forest Health Care District and a
healthcare district authorized by the Office of Statewide Health Planning and Development to
use a design-build procedure when assigning contracts for the construction of a hospital or
health facility building. SB 1005 was held in the Assembly Appropriations Committee.
SB 1699 (Wiggins), Chapter 415, Statutes of 2008, authorized the use of design-build for the
Sonoma Valley Health Care District.
14) Arguments in Support. The Beach Cities Health District, sponsor of this bill, writes,
"Design-build authority will allow us to better address the emerging health needs of our
community. In addition to much-needed upgrades and renovations to our 60-year-old
campus, the Beach Cities' rapidly-growing older adult population is in need of an accessible
'Healthy Living Community,' which would allow them to age independently and safely
without being uprooted from their community. Design-build authority would allow us to
complete these necessary projects in an expedient, efficient and financially responsible
manner, saving as much as $20 million in taxpayer dollars."
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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

