Joint Hearing of the 

SENATE HEALTH AND HUMAN SERVICES COMMITTEE

and

ASSEMBLY HEALTH COMMITTEE

“The Implementation of Hospital Seismic Safety Standards”

Background Information

In 1994, following the Northridge earthquake and the associated collapse and closure of several southern California hospitals, the Legislature enacted SB 1953 (Alquist), the Hospital Seismic Safety Act.  This act mandates that hospitals comply with a progression of building standards to augment the seismic safety of California hospitals and increase the probability that hospitals maintain uninterrupted operations following major earthquakes.  The Act is based on an assessment of how hospitals fared during actual quake experience.  It sets a series of deadlines for compliance with the earlier Hospital Facilities Seismic Safety Act (HFSSA) of 1973.  

Specifically, by the year 2008 all general acute-care hospitals must withstand a major earthquake and all nonstructural mechanical, electrical and plumbing systems in critical-care areas must be braced and anchored to assure survivability.  By the year 2030 all general acute-care inpatient buildings, including approximately 470 general acute care hospitals and 2,673 structures, must be in substantial compliance with the HFSSA (see Attachment 2).  According to a California Seismic Safety Commission assessment, only 32% of general acute-care inpatient hospital buildings met the HFSSA standards in 1990.  It is estimated that a majority of California hospitals must undertake significant construction to comply with SB 1953.  Hospitals may comply with these mandates by rebuilding, retrofitting, relocating or closing their facilities.  

A project of this magnitude comes at great cost.  The cost projection for compliance with SB 1953 by the California Healthcare Association exceeds $24 billion, $10 billion of that will be spent to meet the 2008 requirements.  Some analysts anticipate that even the $24 billion calculation underestimates the cost for compliance.  Currently, hospitals will independently finance the changes necessary to comply with SB 1953.  The significant capital demands imposed by SB 1953 do not happen in a vacuum.  Recent downgrades in the bond ratings of several hospitals, lower Medicare reimbursement rates and other cost-cutting strategies increase the financial challenge hospitals face.  Many rural and inner city hospitals cannot attain the ratings or letters of credit and do not qualify for debt-financing.  The principal public program to assist in hospital capital projects, the Cal-Mortgage Program, cannot meet demand on the current scale (see Attachment 3).  This financing burden will seriously impact hospital operations and may threaten the financial stability of particular acute care hospitals.  More than one-third of acute care hospitals, specifically large, urban, public/non-profit hospitals, now operate at a loss.  These financial challenges are likely to affect the quality of care hospitals offer and may limit some hospitals’ services and even their ability to stay in business.  

Compliance with SB 1953 will affect individual hospitals very differently.  Private hospitals that are a part of a large health care system will have access to greater financial resources.  Hospitals in lower risk locations will have to meet less demanding construction standards.  Public hospitals, non-profit hospitals and those hospitals affiliated with a university may have a more difficult time funding these mandates.  The high cost of this endeavor and its potential impact on the quality and availability of health care, leads the legislature to reexamine the circumstances of hospital seismic compliance and explore alternatives that make compliance more feasible, particularly for hospitals with limited assets.

The Alfred E. Alquist Hospital Facilities Seismic Safety Act was enacted in 1973 to protect patients and assure hospitals are reasonably capable of providing services after a disaster.  The Act establishes a series of structural and non-structural requirements that reduce the risk of hospitals collapsing and increases their probability of continuing to provide services after a major earthquake.  The HFSSA governs all hospital facilities built or renovated since 1973.  Those hospitals in compliance with the HFSSA performed significantly better, both structurally and operationally, than those out of compliance during the 1994 Northridge earthquake.  Based on the performance of HFSSA compliant facilities, the legislature sought to assure the structural performance of California’s acute care inpatient hospitals and increase hospital compliance with these standards.

Hospitals across the state vary widely in relative risk for seismic activity.  Depending on the level of risk, hospitals are required to retrofit, rebuild or relocate in order to comply with HFSSA.  Hospitals will likely face both financial and logistical challenges to comply.  Some hospitals may be unable to fund the mandate and will be forced to close.  Hospitals, the most complex buildings to construct and retrofit next to nuclear power plants, need to offer uninterrupted services and maximize patient access while undergoing renovations and retrofits.  This is particularly the case in remote areas where patients may not have access to an alternative facility.  Hospitals will most likely use a phased-in process to ensure partial use of facilities during periods of construction.  Phased-in retrofits will increase the cost of retrofitting but allow hospitals to offer uninterrupted services while undergoing construction. 

Other factors also affect the cost and construction constraints to comply with SB 1953.  Given the age of several facilities, retrofitting may lead to asbestos abatement or plumbing, mechanical or electrical upgrades.  Furthermore, hospital renovations and constructions are now subject to the federal Americans with Disabilities Act, which calls for specific structural changes to increase accessibility for those with disabilities.  As a result, compliance with SB 1953 is difficult to estimate and a particularly expensive challenge for hospitals.

Four policy recommendations have been put forth as a way of facilitating compliance with SB 1953.  These recommendations are outlined in attachment 1.

Policy Proposals for Hospital Seismic Compliance



· Financial Assistance.

Amend sections of the Health and Safety Code to assure existing state programs can assist hospitals through financing and tax policies relative to seismic safety requirements.  Current programs that assist hospitals with financing may be expanded to meet the financing needs for compliance with SB 1953.  Develop new, public supplemental credit enhancements to assist hospitals.

· Grant extensions to hospitals located in Zone 4 (higher risk for seismic activity) which choose to rebuild, rather than retrofit, their facilities.

Extend the 2008 requirements to 2013 for hospital buildings in Zone 4 that are rebuilt rather than retrofitted.  This option would delay compliance with the 2008 SB 1953 requirements, accelerate compliance with SB 1953 2030 requirements, increase hospital compliance with the Americans with Disabilities Act, and increase the number of hospitals in compliance with the most recent building standards.

· Grant extensions to hospitals located in Zone 3 (lower risk for seismic activity). 

Establish a committee within the Health and Human Services Agency which would grant extensions to hospitals located in Zone 3 based on specific criteria and would evaluate individual hospital situations to achieve the balance between seismic safety and access to quality health care services.

· Allow temporary licensing flexibility.

Allow flexibility in the licensing of temporary facilities to care for patients while a facility is being rebuilt or retrofitted.  This option would decrease the cost of retrofitting related to the phasing of projects.


SB 1953 Requirements



The deadlines enacted by the 1994 law include:

· By January 1, 2001, all general acute care inpatient hospitals must be evaluated and placed in to one of five structural performance categories (SPCs) and one of five nonstructural performance categories (NPCs). For both SPCs and NPCs, Category 1 represents “worst” and Category 5 represents “best”.

· By January of 2002, all general acute care inpatient hospital facilities must meet NPC level 2 requirements and install brace systems for communications, emergency power, bulk medical gas and fire alarms.

· By January of 2008 all general acute care inpatient hospitals must withstand a major earthquake and all their nonstructural mechanical, electrical and plumbing systems in critical-care areas must be braced and anchored.  Rural hospitals in Seismic Zone 3 have until 2013 to brace fire sprinkler branch lines.  

· Delays in meeting the 2008 deadline may be granted by the Office of Statewide Health Planning and Development in one year increments up to five years.  To request a delay, hospitals must demonstrate that compliance is not attainable by 2008 and would result in a loss of capacity not provided by other general acute care hospitals within reasonable proximity.

· By the year 2030, all general acute care inpatient buildings must be in substantial compliance with the HFSSA.



Financing Options



Financial incentives, credit enhancements and sources of funds are available to hospitals to fund compliance with SB 1953.  Hospitals' ability to access these funding sources varies by type of ownership.  The funding opportunities currently available include:



Financial Options Available to General Acute-Care Inpatient Hospitals




Financial Techniques
Credit Enhancements
Funding Sources

For-Profit
Pay as you go 

Corporate loans/bonds

Issuance of Stock


Insured loans

Letters of credit
Bond market

Equity market

Private Not-for-Profit
Pay as you go 

Certificates of participation

Revenue bonds

Interest subsidies

Low-interest loans

Bonds (CHFFA/CSCDA)1


Insured loans 

(Cal-Mortgage)2
Letters of credit
State

Local governments

Bond market

Grants

Local Government
Pay as you go 

Certificates of participation

General obligation bonds

Tax subsidy

Interest subsidies

Low-interest loans

Bonds


Insured loans 

(Cal-Mortgage)

Letters of credit
State

Local governments

Bond market

Grants

State
Pay as you go

Appropriations bonds3



State 

Bond market

1. Define CHFFA/CSDA

2. Cal-Mortgage is a state loan insurance program aimed at enhancing credit.  Its current issuance limit is 3 billion with certain provisions to exceed the limit for earthquake damage repair.  University hospitals have not used Cal-Mortgage to date because the university system has a similar program.

3. State and district hospitals usually issue bonds under their government entity; however, there have been cases where a district utilizes bonds issued by CHFFA.

*Table created by the California Health Care Association for their publication Hospital Seismic Compliance – A Framework for Responsible Action to Earthquake Readiness 
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