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Board of Supervisors Approves Financing Strategy for 
Seismic Upgrades to Valley Medical Center 

 
SAN JOSE, CALIF.—Today, the County of Santa Clara Board of Supervisors approved the 

financing strategy to begin seismic improvements at Valley Medical Center, as part of the Seismic 

Compliance and Modernization (SCM) Project. The Board voted 4-0 (Beall absent) to select the 

financing option that will make it possible for the County to begin the required upgrades without 

incurring substantial debt.  The strategy will also support the County’s goal of maintaining a hospital 

that can effectively compete for insured patients, to offset the cost of providing safety net services to 

the uninsured/under-insured residents in the community. 

 

The County is up against a clock to bring Santa Clara Valley Medical Hospital into compliance with 

standards enacted in Senate Bill 1953, the Alfred E. Alquist Seismic Safety Act of 1973.  SB 1953 

mandates that by the year 2013, all hospital buildings must remain standing during a major 

earthquake, so that patients can be evacuated safely.  By the year 2030, the hospital must not only be 

able to remain standing, but also to remain functioning.  The estimated cost of complying with the 

SB 1953 standards is $1.2 billion.   

 

“This issue is about making the best financial decisions to protect the well-being of the community 

and the County’s ability to provide healthcare to our residents,” said County Executive Pete Kutras. 

“We’re going for the sure thing – cashing in now on funds from the tobacco settlement.  This will 

preserve our bond ratings as well our future financing options.” 
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The financing strategy approved by the Board will provide the  initial $118 million cash flow, so that 

design and construction can commence in time to meet the 2013 deadline.  Initial financing will 

consist of securitizing future tobacco settlement revenues resulting in $88 million in bond proceeds, 

and designating funds from the $32.4 million in pass-through delegated revenues from the San Jose 

Redevelopment Agency. 

 

Subsequent financing for Phase I of the project would include more payments from San Jose totaling 

$40.2 million through FY 2011.  Sources for the remaining $500 million for Phase I must come from 

state or federal sources or local voter approved general obligation bonds or other voter approved tax 

measures. Phase I would cover the first six components of the SCM project and the design for the 

Hospital Replacement Bed Building.   The County still will have to identify additional funding for 

the Hospital Replacement Bed Building construction to bring the hospital into compliance with the 

year 2030 standards.   

 

“Moving forward with this project protects our role as a major healthcare provider in the 

community,” said Supervisor Blanca Alvarado.  “It will enable us to preserve the strategic planning 

efforts that have brought enhanced healthcare services and healthcare access to the community 

through the new specialty center and clinics.”  

 

If the County does not begin seismic upgrades, VMC would have to close 272 beds, leaving the 

hospital with a licensed 252 beds and a substantial shortage of hospital beds in the community.  

VMC would reduce its capacity by more than 50% and have to turn away 10,500 people each year 

that otherwise would be served as inpatients, at a time when demand for service would be increasing 

reflecting the aging population. The County’s capacity to respond to disasters would be limited.  As a 

result, face a substantial operating shortfall of $166 million to $500+ million between the years 2013 

to 2032.  The loss of the 252 beds would impede the County’s overall ability to provide services.  It 

would reduce the County’s ability to serve insured patients, creating further losses in revenue and 

undermining the County’s ability to provide care to the medically uninsured/under-insured. 

 

“Valley Medical Center serves an essential role in our community, “ said Supervisor Liz Kniss, Chair 

of the Health and Hospital Committee. “We face a complex balancing act to serve our community.” 
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The SCM project is expected to cost $1.2 billion to comply with the seismic requirements established 

by Senate Bill 1953, the Alfred E. Alquist Seismic Safety Act of 1973. SCM Project elements 

include: 

• Ancillary Building − Second Floor Functional Upgrade − $12 million 
• Rehabilitation Building − Seismic Upgrade − $22 million 
• New Parking Structure − $51 million 
• New Administrative Office Building − $80 million 
• Services Building Replacement − $343 million 
• Old Main East Demolition − $14 million 
• Hospital Replacement Bed Building − Design $103 million − Construction $554 million 

 

“The financial viability of Valley Medical Center depends on making the seismic improvements,” 

said Supervisor Pete McHugh, Chair of the Finance and Government Operations Committee. “The 

initial financing to use tobacco settlement funds is the best solution available at this time.” 

 

“We all understand the significance of Valley Medical Center in the community, but I am concerned 

about the long-term funding needed for this project,” said Supervisor Don Gage. “We need to 

monitor the issue closely so that we don’t face a situation of cutting programs to find half a billion in 

SCM project funding.”  

 

Background 

The tobacco settlements were part of the nationwide lawsuits against the tobacco companies.  In 
California, San Francisco and Santa Clara County were the first to sue on behalf of local public 
agencies.  As a result, the local governments in California are the only local government entities in 
the country that also receive money from these settlements.  The County of Santa Clara Board of 
Supervisors, as a matter of policy, restricts the use of such funds to health-related programs or issues.   
Tobacco settlements master agreement allows the tobacco companies to reduce their payments if 
they lose market share.  Since 2001, the payments to the County have been reduced by 20 percent.   
While the County pays a premium to get the $88 million now, the County reduces its risk because the 
tobacco market is limited and future legal challenges may further impact the availability of the funds.  
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